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P r e f a c e
For as long as we can remember – long before international boundaries were drawn up and passports
were invented – people have left their homelands, settling permanently in another place, or moving
from one place to another to find work to sustain life or improve living standards.  Educated and
uneducated, skilled and unskilled, professionals, maids, football players and sex workers. Some leave
to escape poverty or discrimination – sometimes abject, chronic poverty and suffering – but not all.
Even the rich and famous choose to re-locate.  These “migrants” have not always been welcomed. In
some cases they have been allowed to stay, in others they have been turned away. Some do well.
Others do not and discover that poverty, exploitation and discrimination have no boundaries.  In
most cases, the link to “home” and family remains strong, and as soon as it’s possible, sons and
daughters, husbands and wives start sending something home, money or goods, by whatever means
available. From small amounts to major transfers, through a bank or in the lining of a coat, for
purposes as wide-ranging as house and land, building materials, a car or motor bike, a television,
DVD, stereo or refrigerator, furniture, clothing, used or new, the price of an education to launch the
next generation or migrants and guest workers.

This is the story of remittances, which stands alongside global trade and other financial flows, and
in many countries, well ahead of Official Development Assistance (ODA) or aid as a vehicle for
wealth transfer between and among developed and developing countries, and within countries, from
metropolitan or urban to provincial or rural areas.  The remittances issue has received greater
attention in recent years. The United Nations’ “Financing for Development” process focused
attention on non-ODA flows to accelerate and extend development efforts. At the same time,
investigations triggered by heightened concern about international terrorism and money-laundering
revealed the volume and extent of remittance flows, legal and “illegal”.

FDC’s investigation of the remittances phenomenon reflects its long-standing interest in innovative
ways to increase the volume and impact of development cooperation (beyond “aid”).  It is a natural
extension of FDC’s work on microfinance (small scale savings, lending and insurance activities for
people who are typically not served by the formal financial sector), to reduce vulnerability and
provide sustainable livelihoods through micro-enterprise development. It is also an obvious area for
FDC given our interests in information and communication technology for development (ICT4D)
with IT used to extend outreach, increase transparency and reduce transaction costs.

Drawing on the experience of other regions, FDC and its associates have initiated a number of
studies to understand not just the statistics but also the social and other impacts of remittances over
time. By reducing levels of ignorance, we hope to contribute to better informed discussion of the
issues. By ensuring that people sending and receiving remittances have an understanding of their
rights and responsibilities as citizens and the range of financial services available – savings, loans,
investment and insurance, by persuading governments to provide the necessary policy and regulatory
frameworks and by strengthening the voice of poor consumers to ensure better services and fairer
pricing from private sector stakeholders, we hope to contribute to efforts to harness the potential of
remittances for sustainable development and poverty reduction.

This monograph is the first of two volumes which draw on the results of a workshop initiated by
FDC and co-hosted by the Department of Economics at the University of Queensland in June 2004.
Volume 1 provides a global overview.  Volume 2 will include the results of investigations currently
underway in Sri Lanka, Philippines, Indonesia, Fiji, Samoa and Tonga.

I would like to thank all of the contributors to this volume, and acknowledge with special
appreciation, the work of our editor, Judith Shaw.

Beris Gwynne – Executive Director
The Foundation for Development Cooperation
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Introduction 1

I n t r o d u c t i o n
by Judith Shaw, International Development Programme, and Robyn Eversole, Centre for Regional and
Rural Development, RMIT University, Victoria

Remittances: a development resource?

At a time when other financial flows from developed to developing countries are in stagnation or
decline, remittances from migrant workers have expanded in the last decade to become a key
macroeconomic resource in many developing countries. At over $100 billion per annum, the value
of funds remitted to developing countries through formal financial mechanisms far exceeds that of
official aid ($58 billion) and is second only to foreign direct investment inflows ($162 billion).
Moreover, formal flows account for only a fraction of the total. Estimates of remittances through
informal mechanisms such as the hawala system or in-kind transfers, which are impossible to
measure accurately, vary from 50 per cent to 250 per cent of recorded flows (Freund and Spatafora
2005). 

In view of their high and growing significance as contributors to GDP and household livelihoods in
many developing countries, there has been increasing policy interest in remittances as a development
resource, and the emergence of an extensive academic literature considering the development impact
of migrant remittances.  It is clear that the funds migrant workers send home can provide an
important resource for creating sustainable local economic options in developing countries. Unlike
other financial flows, remittances flow directly to households, thereby constituting a potentially
more progressive and broad-based distribution of resources than either aid or FDI, and are less
volatile than other external flows (Ratha 2003). Recent research has directly linked remittances with
poverty reduction (Adams and Page 2003, Taylor 1999), although poverty impacts are dependent on
a variety of factors including household expenditure patterns, the gender of remitters and recipients,
and the investment climate in the migrant’s home community (Chimhowu, Piesse and Pinder 2005,
Ballard 2005).  Remittances generate positive multiplier effects and have a generally positive effect
on savings and investment, increasing the propensity to save among recipient households (Ratha
2003, Stalker 1994).  They serve as insurance against risks associated with new income-generating
activities (Taylor 1999, Ammassari, Savina and Black 2001, Black, King and Tiemoko 2003),
account for a substantial and growing proportion of investment in small and medium enterprises in
recipient countries (Woodruff and Zenteno 2001, McCormick and Wahba 2002), and a growing
share of investment in human capital-building community infrastructure such as schools and health
clinics (Martin, Martin and Weil 2002, Orozco 2000).

It is important to note that the development impacts of labour migration are not wholly positive.
Overseas migration may reduce tax revenue in the migrant-sending country, although the losses are
usually more than offset by remittance inflows (Ratha 2003).  Remittances may generate inflationary
pressures (ESCAP 1987). Output in the migrantsending country may be reduced through a labour
exodus (Addy, Wijkstrom and Thouez 2003), and the propensity of some recipients to substitute
remittances for their own contributions to the household pool (Mook 1992, Brochman 1992,
Chami, Fullencamp and Jahjah 2003). Ballard (2005) warns that labour migration may encourage a
reversal of development gains as governments neglect infrastructure programmes in migrant-sending
areas on the grounds that they are ‘not poor’, and remittance deposits in capital-rich but
underdeveloped migrant-sending rural areas are mobilised to finance loans to urban elites. Finally,
when considering the development impacts of remittances, it is important to take into account the
personal and social costs of extended periods of separation in the form of family breakdown,  adverse
impacts on children’s development and disruption of local social structures, areas which are relatively
under-researched (see e.g. Kanaiaupuni and Donato 1999).

The prevailing view in academic and policy circles is that while the overall development impacts of
labour migration is beneficial, supportive policy frameworks, including appropriate macroeconomic 
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and financial infrastructure, are needed to mitigate the costs and risks of migration and maximise the
potential of remittances to support sustained poverty reduction. This volume is intended as a
resource for donors, policy-makers and practitioners in designing policies and systems which
maximise the potential of remittances for economic and social development. It brings together the
work of academics and practitioners in Africa, Latin America and the Asia-Pacific region who share
an interest in the developmental potential of remittances. Chapters 1–4 explore various aspects of
the role of labour migration and remittances in development generally.

The growing interest of development practitioners and policy-makers in the development potential
of remittances is the point of departure for Robyn Eversole in Chapter 1, which identifies key issues
for consideration in the design of remittance-linked development projects. Pointing to the pitfalls of
over-simplified top-down interventions which ignore the goals and (often well-established) problem-
solving strategies of the people they mean to assist, Eversole emphasises the importance of a nuanced
understanding of migration and remittance behaviour at the household level. There is little point in
promoting microenterprise development in recipient households, for example, if they are planning
to join their relatives overseas. The goals and values of development agencies also need to be
acknowledged, including the extent to which they coincide with those of the target group, and the
relative priorities assigned to poverty reduction and aggregate growth. Finally, the institutional
context – including migration regulation, access to financial institutions, working and living
conditions in remittance-sending countries and the investment climate in receiving countries – is
critical to the success of any intervention.

Chapter 2 explores the connection between migration and human capital development in the South
Pacific, the world’s most remittance-dependent region. Governments and households in migrant-
sending island states are encouraging training in occupations which are readily marketable abroad,
such as the health and maritime professions. These expenditures represent investments in
internationally-tradeable forms of human capital, a rational choice in remittance-dependent
economies. Brown and Connell argue that where migration-driven human capital investment is
substantial, migration does not necessarily represent a net ‘brain-drain’, as not all trained individuals
migrate. It is possible, therefore, that migration increases the pool of human capital in the non-
migrant population. The authors suggest that the ‘Philippines model’ of training an excess of health
workers for the ‘global care chain’ is an option for island states facing a migration-induced local skills
shortage in key sectors.

Brown and Connell go on to examine household-level trends in remitting behaviour over time.
Remittances represent a long-term return on parental investment in their children’s human capital:
they taper off over time, but are sustained over a couple of decades following the migrant’s departure,
and are sent principally to migrants’ parents, who use them for consumption support. The
motivations of remitters change over time: younger migrants send most of their remittances to
parents; the remittances of middle-aged and older migrants support the upbringing and education
of the next generation of prospective migrants, and finance the migrant’s return and post-retirement
income. Significantly, small business investment represents a growing share of remittances, and is
associated with a propensity for migrants to return home.

Chapter 3, a case study of migration and remittances in the Pacific state of Samoa, explores the
‘remittance decay’ hypothesis touched on in the previous chapter. Muliaina compares the perceptions
of recipients in Samoa with those of remittance-senders in Auckland, New Zealand.  In addition to
cash transfers, in-kind transfers in the form of food and consumer goods were found to be an
important component of household income.  Most cash transfers were not made on a regular basis
but were responses to specific requests for assistance in meeting the costs of weddings and children’s
education. Not surprisingly, therefore, few recipients reported saving remittances. The general
consensus among recipients was that cash and in-kind remittances were more substantial and reliable
in the years immediately following the migrant’s departure and decreased thereafter, with substantial
declines in transfers to the extended family following the death of the migrant’s parents or the
reunification of the migrant’s spouse and children abroad.
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Mulaiana’s survey of remitters found clear differences between first- and second-generation migrants.
First-generation migrants were active in maintaining family ties, through substantial remittances and
bi-directional visits with family members. Although nearly all remitters expressed the intention to
retire in New Zealand rather than return to Samoa, citing problems of corruption, under-
development and a fear of not being able to adapt to home customs after a long absence, they were
keen to maintain their rights of access to family assets such as land and traditional titles, and viewed
their remittances to relatives as a means of maintaining these rights. Nevertheless, most first-
generation migrants agreed that their remittance levels had fallen over time, citing cost of living
increases, parental deaths, family reunification and the birth of children in New Zealand. Although
respondents were emphatic about their intention to continue remitting, some experienced their
obligations to family members as onerous. Many reported increases in the size and frequency of
requests from Samoa, and a substantial minority claimed that fulfilling these requests had
occasionally put them under financial stress. Second-generation migrants were far more likely to
experience remittances as a burden rather than an investment or a moral obligation. Their
contributions were responses to requests from their New Zealand parents rather than relatives in
Samoa, and it is likely that their remittances will fall dramatically or cease altogether after the deaths
of their parents. Mulaiana concludes that there is an urgent need for Samoan policy-makers to
prepare for significant changes in the economic environment, given the anticipated decline in
remittances over the next few years, together with the tightening of immigration policies in the key
developed-country destinations of Australia and New Zealand.

Chapter 4 examines remittances from a macroeconomic standpoint. Labour migration is a
contributor to the increasing integration of the global economy through factor mobility (which
includes both capital and labour) and trade liberalisation. Most developing countries have
committed to the progressive dismantling of trade barriers. As trade liberalisation will cause a
substantial fall in government revenue in developing economies, which are highly dependent on
taxes on trade, with a consequent reduction in public savings, the identification of compensatory
sources of income is a policy priority. Bhasin and Obeng use two simulations to investigate the
poverty and income distribution outcomes that result from combining reduced trade tax revenues
with increased remittances. Both simulations indicate a general improvement in household incomes
and income distribution, but also a substantial decline in government revenue.

How microfinance can help

Chapters 5–9 focus on the role of financial services, particularly of microfinance, in leveraging
remittances. Financial services promote remittance-linked development in a variety of ways. The
findings of market surveys indicate considerable demand for formal remittance-based financial
services (ACCION 2004, USAID 2004). Among the products in demand are direct deposit
facilities, bill-paying services, savings programmes linked to specific uses such as education and
housing improvements, and pre-departure credit for prospective migrants. In addition to offering
secure and convenient cash management and credit facilities, remittance-handling financial
institutions can promote economic development by reorienting funds to savings and investment.
Migrant workers typically remit $50 to $200 per month. It has been shown that the bulk of
remittances flow directly to recipients and finance routine household consumption (Siddiqui et al
2003, ACCION 2004). In addition to supporting recipients’ living standards, there is scope for the
development of financial products which support longer-term economic development by channelling
remittance flows towards direct investment in recipients’ enterprises or post-return business start-ups,
or providing collateral to enhance borrowing capacity. By enabling a financial institution to act as a
‘delegated monitor’ on the sender’s behalf, savings programmes may mitigate a moral hazard problem
arising from the inability of senders to observe the actions of recipients (Chami et al 2003). Finally,
there is scope for adding value to recipient and returnee business investments by supplementing loans
with non-financial technical assistance and other enterprise development services.

There has been considerable recent interest in the potential of microfinance to leverage the
development impacts of remittances. Microfinance, which provides small-scale financial services to
clients who lack access to the formal banking sector (an estimated 80 per cent of the population in 
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the developing world), has proven an effective tool in reducing poverty and strengthening local
economic opportunities in poor communities and regions, and since the early 1990s has become a
major development strategy, attracting substantial resources from donors and increasingly, the
commercial banking sector.  By 2002, microfinance institutions (MFIs) were serving an estimated
68 million clients in Africa, the Asia-Pacific, Latin America and Eastern Europe.

Microfinance is well-suited to address demand for remittance-linked financial services, particularly
among poor and/or geographically isolated populations. Where formal financial markets have
traditionally failed at the low end in developing countries, MFIs have a demonstrated competitive
advantage based on an array of techniques which reduce the high transaction costs of outreach to
poorer clients. Most remittance-receiving households fall outside bank client profiles, but are well
within the market segment targeted by MFIs, which typically ranges from the ‘upper-poor’ (those
who are just below the poverty line) to the lower ranks of the non-poor (Hulme and Mosley 1996,
Sebstad and Cohen 2000). Thus, by extending remittance-linked services to the ‘unbanked’, MFIs
have the potential to promote broad-based development, as well as vastly expanding the volume of
remittance flows mediated through the financial system.

In addition, microfinance provides an efficient, secure and transparent channel for remittance
transfers. Remittance transactions through informal funds transfer (IFT) arrangements are estimated
to be at least equal in volume to official wire and bank transfers (World Bank 2003, Siddiqui et al
2003). The most commonly used informal channels are variants of the hundi and hawala systems,
in which agents in the sending and receiving countries act as correspondents, relaying instructions
by email, telephone or fax. The advantages of such informal systems include low costs, speed,
simplicity and strong relationships of trust between agents and their clients at each end of the
transaction. Globally, it is estimated that transfer costs account for 13 per cent of remittance value,
with IFT being among the cheapest at 3 to 5 per cent (Sander 2003). However, the potential for the
use of IFT for money laundering and terrorist financing has been targeted by key donors as a major
security concern following the attacks of September 11, 2001, and has generated pressures to close
down IFT networks, with the result that informal systems have become less accessible to legitimate
users (Ratha 2003, World Bank 2003).

At the same time, the high transaction costs associated with inefficient banking infrastructure in
developing countries place severe constraints on formal transfers (El-Qorchi 2002, Ratha 2003).
Among the inefficiencies of official arrangements are exchange losses, delays in cheque clearances
and the very high fixed costs of wire transfers in relation to the generally small size of remittance
transactions (Ratha 2003). Additional inefficiencies are imposed by the weak outreach of banks to
rural and low-income households. With their demonstrated ability to provide affordable, effective
transfer services with broad outreach to low-income groups, MFIs offer a potential solution to the
dual problems of inefficiencies in existing formal transfer arrangements and with the security
imperative for transparency.

The linking of remittance with microfinance may produce reciprocal benefits. By supporting the
broadening of outreach and development of financial self-sufficiency for MFIs, access to remittance
deposits promotes the developmental goals of microfinance. Although mainstream opinion within
the microfinance industry holds that MFIs and their clients are best served by market-based
approaches, and that MFIs can and should aim for self-sufficiency, obtaining their capital from
commercial sources rather than subsidised donor funds, the majority of MFIs remain dependent on
donor subsidies (Gibbons and Meehan 2002). Remittance flows constitute a valuable source of
capital for the scaling-up of MFI operations and improvement of self-financing ratios, thereby
expanding breadth of outreach and reducing financing costs and dependence on donors. Where
remittance deposits reduce reliance on external funding sources, reductions in financing costs may
broaden the scope for MFIs to pursue activities which generate high social and economic rates of
return, such as business development services, social support programmes for returnees and support
for community infrastructure-building.

Chapter 5 explores the issues confronting MFIs and other pro-poor financial service providers (FSPs)  
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which are contemplating entering the remittance market. As Isern, Deshpande and van Doorn point
out, the money transfer industry is highly heterogeneous, ranging from large institutional formal
sector players to individual agents operating in the informal sector. Each type of player possesses
certain competitive advantages and disadvantages. Large institutions such as banks, post offices and
money transfer organisations (MTOs) have advanced IT infrastructure and provide a reliable (albeit
slow and costly) service; informal sector operators tend to be cheaper, easier to use, often faster, and
operate in areas where no formal services are available. For pro-poor FSPs, important considerations
are restrictions on foreign exchange dealings and access to money transfer mechanisms. Where FSPs
lack access to electronic funds transfer systems or to paper-based instruments such as checks and
bank drafts, a partnership with a larger institution may be the answer. Using examples of innovative
partnerships between FSPs and formal sector agencies, the authors show how strategic alliances allow
FSPs to combine their client outreach strengths with the expertise, established infrastructure and
regulatory advantages of institutional providers, noting also that partnering with larger institutions
entails risks as well as benefits for FSPs. The chapter concludes with a check-list of institutional and
client-related factors for FSPs to consider in selecting transmission mechanisms, partners and
delivery approaches.

Chapter 6 presents the findings of an empirical investigation of the effectiveness of MFIs in
leveraging remittances for development in Latin America and the Caribbean. Using data from 29
MFIs and credit unions engaged in the remittance market, Orozco and Hamilton assess their
performance on proximity to clients, market position and other indicators relevant to remittance-
linked services. Their findings indicate the potential value of strategic MFI-MTO alliances,
supporting the arguments introduced in the previous chapter, with evidence that the highest volumes
of remittance transactions are found in agencies in partnerships with large or multiple MTOs.

Two areas for further research are highlighted. Most remittance-handling MFIs offer below market-
average transaction costs, an encouraging indication of the competitive potential of the MFI sector.
There are, however, substantial cost variations between the sample agencies, and a clearer
understanding of the determinants of remittance transaction costs at the MFI level is needed.
Secondly, there is a need to understand the dynamics of transforming ‘unbanked’ remittance
recipients into full microfinance clients. Most of the sample MFIs seek to broaden the range of
financial services used by remittance recipients, and some have developed successful savings and
credit programmes tailored specifically for the remittance market, but overall, remittance clients have
been slow to take up additional services – a finding which, the authors suggest, may indicate a gap
in the market for programmes which employ traditional pro-poor microfinance methodologies. Few
agencies conduct systematic market research. There is a clear need for stronger information systems
which enable agencies to ascertain recipient profiles and preferences as a preliminary to developing
services which are appropriate and attractive to this significant market segment. While new
technologies offer significant advantages to remittance-handling institutions, small MFIs need to
consider their feasibility carefully before adopting them. They can involve substantial capital costs,
and may need intensive marketing, with evidence that target populations are slow to take up
telecommunications and card-based technologies.

Where the two preceding chapters have focused on financial services for the international remittance
market, Chapter 7 reviews the transfer mechanisms that have developed in East Africa to facilitate a
wide range of transactions, including business and personal payments as well as domestic and
international remittances. Sander distinguishes overseas remittances from cross-border transfers from
neighbouring countries. Overseas migrants remit the largest sums, but with high levels of intra-
regional population mobility, cross-border transfers occupy a significant share of the remittance
market. Given weak financial and technological infrastructure and a client preference for dealing
with money they can ‘see and feel’, the intraregional and overseas markets are dominated by the
informal sector. Increasingly, bus companies and other transport operators are moving into the cross-
border transfer market, transporting funds directly and also operating transfer services, whereby
funds paid to one office are disbursed from another. With the exception of postal money orders,
transfer fees for small transactions are significantly higher in the formal sector.  In the case of larger
transactions, banks and post offices are competitive with the informal sector, but their cost advantages
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are offset by weak outreach to rural and low-income populations (banks) and long queues, limited
liquidity and poor service (post offices). MTOs charge the highest transfer fees, but possess
significant advantages of speed and outreach and are widely used for overseas transfers, although
their high fixed charges render them uneconomic for smaller cross-border and domestic transactions.
While there is scope for microfinance to address the gap in the market for affordable, accessible
transfer services, capacity deficiencies and regulatory impediments on foreign exchange handling
restrict the growth of MFIs in the transfer market. With the growth of demand for transfer services,
particularly in remittances, the expansion of new technologies such as ATM networks and mobile
phone-based transfers will create both opportunities and challenges for MFIs seeking to enter an
increasingly competitive market.

Chapter 8 examines political and technological issues and opportunities presented by the rapid
growth of remittances in Mesoamerica. Robinson argues that MFIs, together with civil society
organizations such as migrant Hometown Associations (HTAs), have a key role to play in promoting
democratic community ownership of the remittance transfer process and the use of remittances for
local development. The rapid growth of the remittance economy, which arguably sustains the
Mesoamerican informal sector, provides HTAs with newfound political leverage. Emergent new
technologies increase the scope for grassroots-level access to transfer mechanisms. To support civil
society participation, regulatory and technological conditions should be adapted where necessary to
facilitate community access. MFIs should position themselves to make full use of emerging
technologies through appropriate training, and examine innovative strategies for linking remittance
transfers to other local development-oriented microfinance products such as agricultural credit.
MFIs and other community-based NGOs should build alliances with international donors and
government agencies to link remittances with broader development strategies.

Chapter 9 investigates the uses of microfinance by remittance recipients and returned migrants in Sri
Lanka. The ability of households to convert remittances into sustained improvements in living
standards is conditioned by household income and the availability of infrastructure and markets,
which in turn determine access to productive investment opportunities. As a result, the most
successful microenterprises are owned by urban, non-poor returnee households, while rural and
poorer households have a higher propensity to spend remittances on consumption and housing, or
investment in additional low-value, semi-subsistence economic activities. A key challenge for MFIs
serving poorer remittance clients is to develop products which support the use of overseas income
for sustained poverty reduction. Among the options canvassed are pre-departure credit for
prospective migrants and the augmentation of loans with credit-plus business development services
to encourage investment in higher-value microenterprise options. In addition, a combination of
dedicated savings options with convenient cash management services and financial literacy training
for recipients would assist in reducing the problem of diversion of remittance income for wasteful
consumption.

The volume concludes with Geoff Bertram’s comprehensive bibliography on remittances and
development.

Directions for future research

The contributions to this volume indicate a clear role for financial services in leveraging the
development impact of remittances, and that MFIs are well-positioned to provide these services to
migrants and their families.  They also point to key issues which need to be taken into account, and
the sort of research that is needed, in order to encourage the growth of pro-development, remittance-
linked financial services. In this final section, we highlight some of these issues.

The characteristics of client populations
The dynamics of migration, and of remitting, vary considerably across populations (see Chapters 1,
2, 3 and 9). Migrants from different places tend to represent different demographic and socio-
economic groups, and their specific needs also vary with particular circumstances. Thus, when
considering financial services for remittance recipients, it is vital to take into account the particular
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characteristics of migrants and their families in the study area.  Important areas for future
research include the collection of data on the demographic and socio-economic characteristics of
remittance recipients and returnees, uses of remittances and their role in the household economy,
and the social and economic impacts of remittances at the household and community level.

The economic, policy and regulatory environment
The financial sector policy and regulatory environment plays a key role in supporting or impeding
remittance-finance linkages (see Chapters 5, 7 and 8). Of critical importance is the extent of policy
support for the development of commercially viable financial services to lower-income groups. Policy
variables of relevance to pro-poor financial institutions include regulations regarding interest rate
ceilings, collateral, minimum capital requirements, capital adequacy ratios, tax treatment,
monitoring and reporting requirements, and the competitive environment.  Of particular
importance for remittance-linked services are the prudential regulation of institutions mobilising
remittance deposits, and the regulation of foreign exchange licences.  The restriction of forex licences
to banking networks, a common practice in developing countries, may exclude poorer and rural
households and raise transaction costs by limiting competition.  In addition, the development impacts
of remittance-linked financial services are affected by macroeconomic, political and policy variables
including the performance of the small business sector, the human and physical capital endowments
of recipient households, and the policy environment as it relates to small enterprise development.

MFI capacity
There are significant variations in capacity between microfinance sectors in different countries (see
chapters 5, 6, 7 and 8). In comparison with Latin America and South Asia, for example, the
microfinance sector in the Pacific is severely under-developed. Within countries, there are also
variations between MFIs in terms of their missions, breadth and depth of outreach, and financial and
institutional management skills, which affect their capacity to handle remittance transfers and to
develop broad-based and appropriate financial products for migrants and their families. A key
research imperative is the evaluation of the capacity of recipient country microfinance sectors to
handle remittance transactions. For MFIs which currently operate remittance-linked services, there
is a need for assessments of existing services on financial and institutional indicators, and for market
surveys to assess client satisfaction with existing services and demand for additional or re-designed
products.

The movement to link remittances and financial services is still very new. There is substantial scope
for further research on this exciting development strategy, to deepen our understanding of local and
country-specific contextual factors and develop appropriate policy frameworks and best practice
guidelines for remittance-handling financial institutions. It is our hope that the issues identified in
this volume will serve as a platform for future practice-oriented research on the opportunities and
challenges facing the financial sector in leveraging remittances for development.
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Remittances as Development Option?  Framework of key issues
Robyn Eversole, Centre for Regional and Rural Development, RMIT University, Hamilton, Victoria

Introduction

Migrants’ remittances home represent a large and often unacknowledged source of development
finance. The value of international remittances worldwide has been estimated in excess of US
$100,000 million per year and is growing, with more than 60 percent going to developing countries
(Martin 2001). Based on research internationally, migrants’ remittances appear to have an important
development impact: they are a significant source of resource transfer from rich to poor areas
(totalling more than official development assistance), and they reach at least some poor families with
a source of direct development finance that they control for themselves (Eversole 2005).

As the microfinance field, and development practitioners in general, seek to provide more effective
support to disadvantaged households and regions, attention is turning to the financial resource
represented by remittances. This is a shift from the more common view among development
practitioners that sees migration as a negative trend and antithetical to local development. In rural
Chuquisaca and Potosí, Bolivia, for instance, there is a tendency for development programmes to
dismiss the relevance of migration as an economic development strategy and focus on reducing
outmigration.  On the other hand, ‘many of the rural poor see migration as their only opportunity
to accumulate capital and escape the vicious cycle of poverty’ (Zoomers 1998:7).

Thus, development practitioners’ and policymakers’ current attention to migrant remittances would
seem to signal a promising trend. Paying attention to people’s migration choices, and how they use
the economic resources that result, signals an awareness of and respect for people’s own development
strategies. It is very easy for ‘people’s own’ solutions to development problems – the ostensible goal
of grassroots and participatory development approaches – to remain invisible when they do not fit
into predictable patterns established by outside development professionals (see e.g. Craig and Porter
1997). The so-called ‘informal economy’, for instance, was largely invisible to the development field
as a source of income for poor people until the ILO ‘discovered’ it in the 1970s. This, in turn, led
to interest in the potential of the so-called ‘microenterprises’ of the poor – and the launch of
microenterprise finance. Similarly, the current interest in migrant remittances suggests that the
international development field is paying serious attention to people’s existing economic strategies
and how to support them.

Yet this similarity with microenterprise finance also suggests certain pitfalls to avoid.  In the wave of
interest that is accompanying the ‘discovery’ of remittances (as with the ‘discovery’ of
microenterprises), development practitioners need to be careful not to miss some of the key aspects
of ‘people’s own’ solutions. The microfinance field, for instance, spent several years missing the point
that microenterprise loans are not the only kind of finance poor people need (Rutherford 2000), and
that not all poor people are microentrepreneurs or in the position to benefit from ‘microdebt’
(Hulme 2000, Eversole 2003). An oversimplified view of the microenterprise-loans-creating strong-
businesses-solving-poverty recipe was possible because the complexity of the issues involved was not
immediately apparent. This is also the case when proposing to leverage migrant remittances as a
source of development finance: the issues are complex, and over-simplification is a risk.

This paper offers a conceptual framework for development practitioners and policymakers to use,
when considering whether policies or programmes to leverage the development impact of migrant
remittances are viable or advisable in any given local context. It highlights and organises the key
issues that need to be considered in any proposed development intervention involving migrant
remittances. It is hoped that practitioners will find this framework useful in assisting debate and
future planning about the role of remittances in development efforts, and that they will continue to
refine and improve it, based upon their own direct experiences working with migrants and their
families in different parts of the world.
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A framework

Can the substantial quantity of remittances flowing into poor households and regions constitute a
real development opportunity – and if so, how? The following framework presents and organises, in
a clear manner, the range of issues that must be considered in order to answer this question. The
three hinges of the framework are:
■ Grassroots Actions
■ Development Interventions
■ Institutional Context

Grassroots actions refer to what migrants, their households, and members of their communities do,
and the impacts of these actions. Development interventions, on the other hand, refer to what
development policymakers and practitioners do, and the impacts of these actions. Finally,
institutional context refers to the larger context, as defined by the actions of governments,
international organisations, private enterprises, banks, and other relevant players. The issues that
ultimately influence the impact of any development intervention can be located within these three
spheres of activity. Yet this is not a static model; these spheres clearly influence one another. For
instance, grassroots action or development intervention may shift the institutional context. The
application of this framework to the specific question of remittances and development is discussed
in detail below.

Grassroots actions and their impacts
It is now being recognised that many migrants channel important resources back to their home
communities. Yet migrants’ absence from home communities may also represent a drain of resources,
so what is the cost-benefit balance? Who, ultimately, is better off or worse off as a result of labour
migration? Considering the development impact of migrant remittances requires a clear
understanding of how people migrate, remit, and use remittances. We refer to this here as ‘grassroots
action’. Fortunately, there is an extensive literature on the topic of migration, as well as a significant
and growing literature on migrant remittances. This literature can be divided into three key issue
areas:

■ The dynamics of migration: When and why do people and their households choose migration
as a strategy, and who makes the choices?  Who in the household migrates? What are the typical
demographic characteristics of migrants (women or men, young or middle-aged, educated or not
educated, wealthy or poor)?  Where do migrants go, do they migrate within countries (internal
migrants) or between countries (international migrants)?  What sort of opportunities (or lack of
opportunities) await them when they arrive? Do they go home again? Do other household
members eventually join them?  What are the (economic, social, psychological) consequences of
migrants’ absence (short term, long term, or permanent) in home communities?  What are the
patterns of migration from a given area over time?

■ The dynamics of remitting: When, and why, do migrants remit money or inkind goods to
household/family members? Who receives the remittances? Do migrants remit money to
community organisations or via hometown associations, and if so why?  How much do they send?
Do they continue to send remittances over time?  What about migrants’ direct savings and
investments in their home country or community?  What influences the decision to save or invest
back home and the kinds of savings/investments made?  What categories of migrants remit more,
or less?

■ The dynamics of using remittances and other migration-specific resources: How do households
that receive remittances use these economic resources? How do community organisations use
them? Do the chosen uses of remittances have ‘development impact’? Do remittances promote
equity, or alternatively, growing inequality in migrant-sending communities? And, what other
kinds of resources may migrant bring ‘home’: such as new ideas, business contacts, or a source of
valuable prestige for their households?

An upcoming volume edited by Lillian Trager (in press) offers recent anthropological perspectives on
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all three of these areas, drawn from fieldwork in various countries. A sampling of other key references
includes: DeJong and Fawcett (1981) and De Haan (1999) on the dynamics of migration; Brown
and Ahlburg (1999) and Massey and Parrado (1994) on the dynamics of remitting; and Conway and
Cohen (1998) Itzigsohn (1995), Jones (1998), and again Brown and Ahlburg (1999) on the
dynamics of using remittances. 

For those who would seek to increase the development impact of remittances, attention to the
complex issues affecting people’s migration and remitting practices is indispensable. Encouraging
remittance recipients to start microenterprises, for instance, may make no sense if they themselves
are making plans to migrate to join family members, or when there are already severe local labour
shortages as a result of migrants’ absence. Similarly, understanding the differences between
remittances made as gifts or as fulfilment of mutual obligation to family members, and those which
represent migrants’ own savings and investment, may suggest more targeted options for assisting
migrants to invest in home communities.

Development interventions (e.g. microfinance) and their impacts
When considering the possibilities for leveraging the development impact of migrant remittances,
the nature of any potential development interventions needs to be considered carefully. The
following issues are key here:

■ Whose development does the intervention seek? Does it seek the improved well being of a
nation or region as a whole, or does it prioritise a specific sector in particular, such as
economically marginalised groups, rural areas, women etc?  Is the intervention concerned about
equity among people and groups – recognising that some interventions can increase aggregate
prosperity while making some people and groups worse off?

■ What kind of development does the intervention seek? What are the driving visions and values
behind it? Are the goals defined strictly in economic or financial terms, or more broadly, and are
other kinds of goals pursued by the target population taken into account? Do the development
organisation’s goals and values coincide with the goals and values of the target group – or do
members of the target group have other priorities?

■ How is the development intervention structured and implemented? How does it interact with
grassroots actions and with the larger institutional context? How is it likely to be perceived by
members of the target population? By other key players?

Quite a bit has been written about the need for participation in designing development
interventions, and for interventions to reflect people’s own priorities – which may vary significantly
from those of development planners (see for instance Chambers 1994, Craig and Porter 1997).
Disjuncture between what people want and what development initiatives promote will frequently
lead to the failure or re-routing of the latter. For instance, if development policies are designed to
encourage migrants’ families to invest their remittances in productive assets, but these families see
the best long-term investment as educating their children, or enhancing their community prestige,
then this will clearly affect the impact of the policy. Ultimately, the vision and goals behind
development interventions should be acknowledged and opened up to debate. The question of
equity is key: for instance, an intervention that increases the aggregate prosperity of a nation yet
exacerbates inequalities may be a financial success yet a human development failure.

The institutional context and its impacts
Finally, when considering potential options for leveraging the development impact of migrant
remittances, it is vital to understand the institutional context in which migrants, their families and
communities act, and in which development interventions play out. These include such issues as:

■ Migration and border policies: What is the level of receptivity to international migrants in
receiving countries? What are the conditions under which migrants enter receiving countries?
What risks and what expense must migrants undertake? Is it feasible for migrants to return
regularly to home communities if they want or need to do so, or are risks and/or costs too high?



Remittances as development option: framework of key issues 13

■ Labour markets and labour market regulation in receiving countries. What are the conditions
under which migrants work? What kinds of jobs are available to migrants in different skill
categories? What kinds of transaction costs are involved in obtaining work?  What kinds of labour
rights are protected (e.g. minimum wage, access to workers’ compensation)?

■ Banking and money transfer systems:  Do international migrants have access to banking
facilities in the receiving county, at reasonable cost? Do internal migrants have access to
appropriate banking facilities, e.g. for savings?  What is the accessibility and cost of money
transfer services, nationally and internationally? Is formal credit available for financing migration?
What sorts of financial safety nets are available for migrants and their families? Is the financial
sector policy environment in the home country supportive of remittance flows? Do remittance-
linked financial services at home have broad outreach to rural and lower-income migrant-sending
households?

■ Social context in receiving countries:  Do migrants suffer from discrimination? Do they run
particular risks while resident in receiving countries? What protections, and what legal recourse,
are available to them?

■ Economic, social and political context in home countries:  What options are available to
migrants and their families in home countries, e.g. for work, investment, or microenterprise
startup? To what extent does the macroeconomic and political environment at home support or
impede the productive investment of remittances?

Failure to consider the institutional context of development interventions can lead to severe
contradictions and ethical dilemmas: such as promoting migration and remitting as development
options, while ignoring the high costs and personal risks to migrants themselves. Failure to consider
the institutional context can also lead to the implementation of interventions that are simply not
feasible; for instance, encouraging remittance recipients to start microenterprises in stagnant local
markets. More positively, attention to the broader context can highlight the variety of roles that
development organisations can play. These may include advocacy: to improve working conditions
and legal protection for migrants, to ease restrictions on migration, and to facilitate access to formal
financial institutions in receiving countries; as well as the provision of information, support, and a
range of services to migrants, potential migrants, and their families.

Conclusions: implications for policy and practice

This paper has offered a framework to assist with answering two key questions:  Can remittances be
a development resource? and What sort of development interventions could achieve this? The
answer, clearly, will vary from context to context. This framework offers development practitioners
and policymakers a conceptual tool for analysing proposed interventions. It draws attention to three
spheres of action (grassroots action, development interventions, and the larger context) as well as
some of the key issues within these three spheres. These are issues that must be understood if
development interventions targeting migration and migrant remittances are to succeed.

Applying this framework is likely to reveal that the field of play for development interventions in the
area of migration and migrant remittances is much wider than it may appear at first glance.
Leveraging the impact of migrant remittances is not merely a finance and banking issue. It has been
observed, for instance, that migrants’ decision to save or invest their earnings back home ‘is not only
dependent on objective criteria (such as economic returns) but also on subjective factors such as
prestige as well as the sheer wish to contribute to the development of their home country’ (IOM
2002:4). Thus, encouraging and facilitating migrants’ investments in development ‘back home’ is
both a financial/technical issue and a social issue.  Indeed, a consideration of migration and migrant
remittances touches on many different aspects of human social organisation, and thus of
development practice.

Important social considerations surrounding migration include its impacts on household members
(especially children) who are left behind (Kanaiaupuni and Donato 1999); the human rights 
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implications of restrictive border policies which can result in high risk and even death for migrants
(see e.g. Seabrook 1998, Massey 2002); and the implications of living in a world with ‘large
numbers of immigrant workers bereft of legal status and political rights’ (Freeman 2002). Thus,
while present attention to the potential of migrant remittances is promising, it has a long way to
go in order to address deeper development issues. The scope for development intervention in this
area is consequently broad, and will likely include education and advocacy work, and a much
broader policy agenda.
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Migration, Remittances and the South Pacific: towards investment against
vulnerability?1

Richard P.C. Brown, School of Economics, University of Queensland
and John Connell, School of Geosciences, University of Sydney
Revised June 2005

Pacific Island migration

In less than half a century international migration from the island states to the metropolitan
peripheries, but especially from the smaller island states of Polynesia and Micronesia, has come to
characterise the Pacific region. Migration has come to be expected in most small states, remittances
are a key component of local economies, and in some of the smallest states the overseas population
is greater than the domestically resident population. Migration has tended to follow former, or
existing, colonial ties, with most Micronesians and American Samoans going to the United States or
its dependent territories, Samoans and Cook Islanders to New Zealand, and Wallisians and Futunans
to New Caledonia. The larger Melanesian states have generally not been part of this migration
system, despite a trickle of skilled migration from Vanuatu and Solomon Islands.

Migration is a consequence of uneven development linked to low wages and salaries in island states,
perceptions that the future of children will be superior overseas and, over time, the gradual growth
of populations in cities such as Auckland, Honolulu and Sydney, that provide beach heads for
subsequent migration (Morton Lee 2004; Connell and Brown 2005). In some states, including Niue
and the Cook Islands, the population is steadily falling and governments have become concerned
about the future viability of the state, especially as migration tends to be selective by age and skill.
Within countries, including Melanesia, there has been substantial migration from national peripheries.

Over time as barriers to international migration have tended to increase migration has become more
selective in terms of skills, leading to more obvious evidence of a brain - and brawn - drain from
Pacific island states, as such groups as nurses, doctors, teachers and footballers (Brown and Connell
2004; Connell 2004; Voigt-Graf 2003) become more significant components of migration streams.
For such skilled groups as nurses, there are additional reasons for migration, including unpopular
and inflexible hours and overtime, lack of continuing education opportunities, limited ongoing
training facilities, limited career development structure, concerns over nepotism and the poor
working environment (facilities, supplies equipment etc). Skilled migrants are even more likely to
migrate where they have trained overseas and previously experienced working conditions there
(Brown and Connell 2004). Especially for skilled health personnel there is now active recruitment
in the region, from countries such as New Zealand and the United Arab Emirates, and nurses have
now become part of what has been called the ‘global care chain’ (Hochschild 2000).

In such circumstances it may even be strange that so many choose to remain in their home islands.
They do stay quite simply because this is ‘home’ – a familiar space of kin and land – and through
preferences for climate, culture and some degree of status, alongside fears of discrimination and some
degree of inertia.

Migration is rarely an individual decision but takes places within an extended family context, where
families may allocate individuals (as human capital) into a range of distant labour markets, resulting
in what has been described as a Transnational Corporation of Kin (Marcus 1981), in a process
designed to increase the overall income of the extended family. Underlying this is an ‘implicit
contract’ where migrants remit income (either as money or goods) to those who remain at home
(Brown and Poirine 2005).

In this paper it is argued that investment by households in education and training, especially in
internationally-tradable human capital, makes sound economic sense in small, island economies
highly vulnerable to exogenous shocks and where migrants’ remittances have come to constitute a
major source of national disposable income.
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The role of remittances

The significance of the nexus between migration and remittances is such that several states in the
region have been described as MIRAB states – Migration, Remittances, Aid, and Bureaucracy –
where migration stimulates remittances and where foreign aid is also a major component of national
disposable income, but where that conjunction leads to a particularly bureaucratic, and urban, form
of national development. The acronym was first applied to the Cook Islands, Kiribati, Tokelau and
Tuvalu (Bertram and Watters 1985), but has subsequently been seen as applicable to larger states such
as Samoa and Tonga, alongside Wallis and Futuna, the Federated States of Micronesia (FSM) and
elsewhere (Connell and Brown 2005). Remittances to Tonga and Samoa in recent years have been
of as great a significance as a proportion of GDP –  and as a proportion of household incomes – than
in other world states.  More recently, remittances have been of rapidly growing importance in Fiji.

One important characteristic of a MIRAB economy is the relatively high level of ‘transfer income’.
Transfer income refers to those components of disposable income not included in the usual measures
of GDP.  These are: 
■ Net factor income (NFI) which is recorded in the current account of the balance of payments,

and when added to GDP gives Gross National Income (GNI); and,
■ Net (unrequited) current transfers (NCT) which includes aid transfers in the form of grants

(mainly to government) and private remittance transfers (mainly to households from migrants
living abroad)2.

We then have:  GDP + NFI + NCT = National Disposable Income (NDI)

Where there is a substantial difference between GDP and NDI assessments of economic
performance and well-being based on the usual GDP aggregates could be misleading. It is also
possible that a country’s vulnerability to GDP volatility is offset by compensating (or ‘dampening’)
changes in NDI. For instance if remittances and/or aid flows are demand-side driven, in times of
hardship through external and other shocks, increased transfer income flows could lessen the impact
at the household level. Table 1 compares countries GDP and NDI per capita, averaged over the
period 1992 to 2002.

Table 1: Comparing National Disposable Income with GDP per capita 
(1992-02 averages)

* Due to data limitations NDI is estimated as GDP plus foreign aid only.
Source: Based on Brown, Heady and Leeves (2004).

GDP/capita NDI/capita Ratio
US$ US$ NDI/GDP

(%)
Fiji 2307 2302 1.00
Kiribati 537 934 1.74
Marshall Is 1913 3084 1.61
FSM 1891 2068 1.09
Palau* 5791 10136 4.39
Samoa 1241 1559 1.26
Solomon Is 793 937 1.18
Tonga 1535 1896 1.23
Vanuatu 1237 1263 1.02

The third column expresses NDI as a percentage of GDP. There are strong differences between
countries in relation to the relative size of transfer income and NDI. At one extreme is Palau, where
NDI, due to enormous aid flows from the US, was over four times greater than GDP. At the other
extreme is Fiji where NDI was slightly less than GDP due to negative net transfers. However, it
should also be noted that the source of transfer income varies considerably among the PICs, with:
some countries experiencing negative factor income payments (Fiji, Marshall Islands, Solomon Islands
and Vanuatu); some in receipt of high official aid transfers (Kiribati, Marshall Islands, FSM and
Palau); while others receive high levels of private remittances (Tonga, Samoa and Kiribati).
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Remittances take many different forms and are not always captured by official, balance of payments
estimates based on formal, bank transfers on which the data in Table 1 are based. This leads to under-
estimation of their significance, both quantitatively and qualitatively. Household survey-based
estimates from Tonga and Samoa showed that not much more than a third of all remittances were
sent through the formal banking system (Brown 1995).

Table 2: Forms of remittances received (1994)

Money Sent Money Carried Goods Travel Costs
No. %* No. % No. % No. %

Sample 401 100.0 227 56.6 301 75.1 229 57.1
Tonga 168 100.0 41 24.4 94 56.0  55  32.7
Samoa 233 100.0 186  79.8 207 88.8 174 74.7

* Expressed as % receiving households. As % of all households surveyed: 80.2% for total sample, 67.2% for
Tongan sample and 93.2% for Samoan sample:

Source: Brown (1998)

Remittances are often carried in cash form, and although these transfers eventually end up in the
formal banking system they are usually recorded as receipts from tourists rather than remittances.
Remittances in-kind, in the form of new and second-hand goods have become of considerable
significance in a number of states, as in Tonga where they have resulted in the boom of local markets
trading in imported second-hand goods (Brown and Connell 1993; Besnier 2004). Migrants will
also often settle bills and debts with third parties on behalf of their families back home, as is often
in the case of wedding or funeral feasts, medical costs, school fees, and travel costs (Brown 1995).
Again, these transactions, even if conducted through formal banking channels, do not appear in the
national accounts or in official household income and expenditure surveys as remittances.

Not all remittances are sent to households. Churches and other organizations are also major
recipients of remittances and very often such funds are not formally transferred to the migrants’
country of origin as these organizations will often engage in fund-raising activities in the migrants’
destination countries and not all the money raised will necessarily be transferred back to the country
of origin (Brown 1995).  The distribution of remittances is such that they appear to have contributed
to a greater degree of egalitarian development (Ahlburg 1995) but that conclusion needs to be tested
in a greater range of circumstances.

The most reliable sources of remittances have been said to to be women migrants, hence there has
been some preference within Pacific households for women to migrate (Gailey, 1992).

Migration has become a more conscious household strategy because of its crucial role in generating
remittances, and there is now evidence that island households are encouraging training for and
employment in certain areas, such as health, because this enables a career that gives scope for
migration. Investment by households and individuals in education and training, especially in
internationally-tradable human capital, makes sound economic sense in an economy where migrants’
remittances are the major source of income (Brown 1997; 1998; Ahlburg and Brown 1998; Brown
and Poirine 2005; Brown and Connell 2004; Connell and Brown 2004, 2005).

In migration- and remittance-dependent countries the sustainability of income and consumption
levels depends heavily on maintaining adequate levels of investment in human capital. This
investment needs also to be directed as much as possible towards internationally-tradable forms of
human capital. For this reason the level and occupational composition of investment in human
capital will not be the same in economies where there is a strong orientation towards migration,
compared with those where there is not.3 This also means that not all out-migration should
necessarily be considered a ‘brain-drain’. Where opportunities for international migration induce
individuals to invest more than otherwise in human capital with a view to enhancing their prospects 
for migration, it is conceivable that in the wake of out-migration there will be more total human
capital left in the home country, in comparison with a situation where the government attempts to 
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prevent out-migration through restrictions (Stark 2004; see also Stark, Helmenstein and Prskawtz
1997; 1998). The reason for this is that not all those who were induced to invest more in human
capital to enhance their migration prospects will actually succeed in migrating.

In other words, there could be more human capital available among the remaining non-migrant
population with brain drain than without migration.4 We refer to this as ‘migration-induced human
capital’.  Households will not only choose to invest more than otherwise in human capital formation,
but, they will also choose to direct their investment towards specific forms of human capital that
maximize their prospects for migration and therefore, their expected future remittances (Brown and
Connell 2005). In other words, where migration opportunities exist and employment prospects in
the destination countries are greater for some occupations compared with others, rational,
migration-motivated households will invest in particular occupation-specific, internationally-
transferable, forms of human capital most in demand in the destination countries. The implication
is that both the level and the composition of human capital investment in labour-exporting countries
will be different when there are prospects for migration.

Investment in human capital with a view to promoting labour export and remittances is not
restricted to private individuals. The considerable significance of remittances as a source of foreign
exchange has meant that Pacific island governments have tended to support migration (or at least
not discourage it) except in the case of sectors that have faced considerable skill losses (where
bonding has been tried), because of concerns over individual freedom and the great economic
significance of remittances.  Even where, as in the case of Niue and the Cook Islands, populations
are actually falling they have tended to be replaced by migrants from elsewhere (such as of Fijians in
the Cook Islands tourism industry). Smaller states such as Tuvalu and Kiribati have actively
promoted migration, by training islanders for overseas employment as merchant seamen, while
several more have sought particular relationships with metropolitan states for concessional migration
schemes. Thus Tuvalu has negotiated a contract with New Zealand enabling fifty households a year
to move there. With stagnating island economies, and in the case if Tuvalu, concern over their
becoming ‘environmental refugees’ in the face of climate change (Connell 2003), the demand for
migration has continued to increase. There are precedents in Kiribati and Tuvalu where seamen are
trained for the international labour market. Indeed, in the northern Pacific, the ‘Philippines model’
of training an excess of health workers for the ‘global care chain’ provides a possibility for smaller
island states. While national development policies should encourage return migration, alongside the
recruitment, training and retention of those with skills, they are unlikely to discourage or prevent
further skilled migration.

Migration-oriented investment in human capital is not, as some might argue, a short-sighted
strategy. The evidence from the Pacific islands shows that remittances are also sustained over very
long periods of time, much longer than studies in other parts of the world concluded (Brown 1997;
1998). Early models of the migration-remittances nexus suggested that after a few years overseas
migrants would establish new choices and obligations in the destinations, believe they had absolved
themselves of duties and obligations at home and thus reduce the extent of remittances. However
evidence from the Pacific shown in Table 3, indicates that this does not occur and that remittances
may be sustained over a couple of decades, to be reduced and disappear only when immediate kin at
home either die or themselves migrate (Brown 1997; 1998).
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Table 3: Levels of remittances sent by length of absence (1994)

Tongan Migrant Households Samoan Migrant Households

Years Absence 0-5 5-10 10-15 15-20 20-25 >25 0-5 5-10 10-15 15-20 20-25 >25
(n=)

(19) (169) (230) (109) (59) (23) (17) (62) (83) (75) (66) (39)
Remitters

(%) 78.9 91.0 92.6 87.0 81.0 95.7 94.1 77.0 73.5 74.7 63.1 89.7
Sample Mean

(A$) 1574 3022 3377 3047 3495 3026 1764 2174 2239 3197 1996 3074
Average

Propensity (%) 5.4 10.2 9.9 8.2 8.5 7.4 7.2 7.0 6.9 11.1 6.7 8.4

Moreover this is even more true of skilled migrants, such as nurses, even though they have skills that
might suggest a reduced propensity to return and a greater likelihood of remaining overseas in skilled
employment (Connell and Brown 2004). This also indicates some degree of interest in the use of
remittances for investment and some desire to return on the parts of remitters.

The motives of those sending remittances are diverse, from a degree of altruism, even ‘impure
altruism’, to some self-interest in the way that remittances may function as social insurance, against
their eventual return and thus as an investment in the future (Brown 1997; 1998). However many
remitters disclaim interest in the use of remittances. As remittances have been directed to improving
the life chances of those who remain at home, they constitute a considerable intergenerational
human capital investment. A study based on a survey of Tongans and Samoans in Sydney
demonstrated a life-cycle model of remittances in terms of which the motivation for remitting
evolves over the lifetime of the typical migrant (Brown and Poirine 2005). Parents invest in the
human capital of their progeny, the future migrants. In the first phase of the successful migrant’s life
abroad remittances tend to be sent principally to parents as repayments of the ‘informal loans’ that
financed their past human capital investment. These remittances are used primarily by the parents
for consumption support in their later years; as with any other endowment fund or pension in one’s
retirement years. As would be expected, remittances to parents taper off over time as illustrated by
the graph for Tongan migrants shown in Figure 1.

As the migrant ages and the
likelihood of parents still living
decreases, so the level of remittances
to parents falls. But, the migrant
then enters a second phase where
remittances are driven mainly by the
need to provide for the upbringing
and education of the next generation
of would-be migrants. The level of
remittances to ‘children’ in the
second phase of the migrants’ lifetime
increases quite sharply over time as
illustrated again by reference to the
Tongan case in Figure 1. Finally, as
the migrant approaches retirement
age, he/she needs to make some
provision for his/her eventual
retirement and return home.  In this
final phase remittances are driven

Source: Brown (1998)

Figure 1: Mean annual remittances (Tongans, 1994)
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increasingly by the need for the migrant to invest in his or her ‘nest-egg’. Indeed, another study based
on the same survey data showed that intending return migrants remit more than others (Brown
1997; Ahlburg and Brown 1998; Connell and Brown 2004). The earlier observation that remittances
do not show a tendency to decline over time is thus explained by the inherent remittance decay in
the first phase of the migrants’ lifetime to be offset by increasing remittances during the second and
third phases.

This intergenerational model of migrants’ remittances is also consistent with the observation that
remittances are often used for the education costs of younger family members, thus contributing to
an increase in human capital within households, and the greater probability of further migration. It
has also been found in the Pacific that, over time, as in other parts of the world, there has been a
shift in the use of remittances from consumption to investment, even in small islands and island
states where investment prospects are limited (Connell and Conway 2000; Connell and Brown
2005). Investment has primarily been in small businesses such as stores, taxi services and fishing
projects, and has not usually been in the finance industry itself hence savings are minimal. 

Expenditure on house construction and improvement are also rated highly among recipients’ uses of
their remittances. They are also directed towards social capital in the form of ceremonial events, such
as weddings and funerals, and thus ensuring the social status of those who remain at home. In this
context there is scope for a greater degree of linkage between remittances and microfinance in
encouraging small business development, especially since women tend to be the most reliable source
of remittances and microfinance has tended to support women’s business activities. This would
demand the targeting of specific categories of migrants who are most likely to be potential savers.

The successful development of small businesses provides some incentive for those who have sent
remittances to return home and manage those businesses. Indeed studies of overseas households that
include nurses have shown that the greatest propensity to return comes from those with business
investments at home (Brown and Connell 2004). These may however suggest that as the use of
remittances has shifted from consumption to investment they play a reduced role in contributing to
egalitarian development.

Towards the future

In recent decades the challenges of achieving development in most Pacific island states have been
considerable, and the movement towards a freer trading regime will provide extra challenges for most
island states. In these circumstances the demand for migration has tended to increase, evident in the
accelerated migration of professionals from Fiji (including a significant stream to the Middle East)
and the rise in remittances as a substantial source of foreign exchange there.  There has therefore been
a shift in the demand for international migration from the smallest states, that are actually losing
population, to rather larger states where migration was of more limited significance in earlier years.

Remittances remain substantial, and in some states where migration is becoming more important,
such as Tuvalu and Fiji, are steadily increasing (Connell and Brown 2005). Island states have come
to depend on them, and in conjunction with the sensitive development of microfinance
programmes, they may play a key role in reducing national and household vulnerability. Potential
investment in various forms of commercial development has the capacity to reduce some economic 
vulnerability. However second generations overseas are generally unwilling to do more than make
some contribution to their parents’ remittances (Morton Lee 2004), hence migration needs to be
sustained over time to ensure that the crucial remittance component of the MIRAB system can be
sustained, at a time when national commodity production in small island states has come under
pressure. Much of that will depend on parallel policies in metropolitan states, as they increasingly
favour those with skills, and thus the production of individuals with skills within the Pacific, and the
probable consequent shift towards more unequal development within the island states.
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Endnotes
1 The authors wish to thank the Editor and the anonymous referees for helpful comments on an earlier draft.  Any errors that remain
are our full responsibility.

2 Whether a migrant worker’s transfer is included under NFI or NCT varies from one country to another. The IMF convention is to
treat remittances of workers who have been away from home for less than one year as factor payments, and those who have been away
longer, as unrequited transfers. As there is seldom any basis for establishing length of absence of a migrant there is no consistency in
how remittances are treated. It is therefore best to allow for both NFI and NT.

3 There is consistent and strong evidence from several parts of the South Pacific of a very substantial and sustained degree of investment
in education in those islands, usually small islands, where migration is particularly extensive, such as Namumea, Tuvalu (Chambers
1986), Ponam, Manus (Carrier 1981a, 1981b), Rotuma, Fiji (Bryant 1990) and Ware, Milne Bay, PNG (Hayes 1993).

4 Stark (2004) also presents a formal model showing the conditions under which the additional, migrationinduced human-capital
investment among the non-migrants moves the economy’s non-migrant population to a superior, socially optimal level of total human
capital accumulation, offsetting the under-investment in human capital that occurs through private decision-making in the context of
positive externalities from human capital investment. In other words, the government could use a controlled migration policy to correct
for the market failure that would arise in the absence of migration possibilities.
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Mismatched Perceptions: views on remittance obligations among remittance senders
and recipients
Tolu Muliaina, Department of Geography, The University of the South Pacific, Suva, Fiji Islands

Introduction

Remittances are important household sources in the Pacific Islands. They improve the standard of
living of migrants and their relatives on the islands, and contribute significantly to national income,
accounting for over a third of GNP in highly remittance-dependent economies such as Samoa and
Tonga. The role of migration and remittances in the Pacific has been documented in various studies
(Connell and Brown 1995; Brown and Walker 1995), and it has been convincingly argued that the
prospect of remittance income has been one of the principal drivers of Pacific out-migration
(Connell 2003).

Remittances have had a significant positive impact on the living standards of recipient households in
Samoa, and have become a central component of the social system. One manifestation of the impact
of remittance income on local social and economic structures, discussed in this paper, has been a
decline in subsistence agriculture in favour of staples purchased in the cash economy. The main focus
of the paper, however, is on the long-term sustainability of household economic strategies based on
reliance on overseas income. It summarizes the findings of a 1998 research project comparing the
attitudes and aspirations of remittance recipients and remittance senders, based on interviews of
remittance recipients in Samoa and remittance senders in the city of Auckland, New Zealand. The
Samoan sample included recipient households in the village of Fusi and among stallholders at the
vegetable market in Apia, the Samoan capital. The Auckland sample included 40 heads of emigrant
households, and 20 adult children from emigrant households, who were either born in New Zealand
or had left Samoa in their early childhood. The survey found evidence of significant differences in
perceptions of remittance obligations between Samoan and New Zealand households, and within the
New Zealand sample, further differences between first and second generation migrants. There are
emerging warning signs of an excessive dependence of Samoans in the islands on their relatives
overseas, while at the same time there is evidence of declining ties of obligation among second-
generation migrants, suggesting the possibility of an impending fall in remittance receipts.

The purpose of the sample survey of Samoan migrants residing in Auckland was to gain an
understanding of their responses to perceived kinship obligations that translate themselves into overt
remittance behavior.

The Samoa sample

The Apia sample included 30 semi-subsistence farmers from around the island who sold their surplus
produce in the market in Apia, the Samoan capital. The Fusi sample included 30 household heads
from the coastal village of Fusi, about 8 kilometers west of Apia. A household is defined here as a
group of people who see themselves as belonging to one unit. They do not necessarily live under the
same roof but spread themselves among several dwellings. There are 50 households in Fusi, which
has an overall population of about 600, a large proportion of whom are below 25 years. In economic
activity, Fusi is quiet. There were small fishing vessels owned by two local families and regularly taken
out to sea for catches. There were pick-up trucks used by their owners to transport people and their
agricultural produce to Apia, move villagers’ belongings around the island and take farewell parties
to the airport. The owners derive income from these activities. These trucks were received from
relatives in New Zealand and American Samoa after cyclone Val in 1991. There are four shops,
which sold basic foods such as corned beef, flour, sugar, tea, coffee, Vailima beer, party ice and other
sundry goods. There was also a small repair motor business. All these enterprises are owned and
operated by individuals and their families who live in the village.

All of the 30 Fusi household heads interviewed had one or more relatives who are either temporarily
working abroad or permanent migrants. In addition, three adult males from two households are 
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crewmen on cargo ships and are away almost the whole year. Over three quarters of recipients (77
per cent) received their remittances from close relatives, i.e. a sibling, spouse, parent or child either
by birth or marriage. A number of households were female-headed because the father was working
in Apia or abroad. In these households, women saw the temporary separation of spouses as an
insignificant cost in view of the monetary compensation and livelihood it provides for the immediate
family. In some cases, women were preparing to join families abroad. These women spoke of their
added responsibilities in playing roles of the both the man and woman of the house. All respondents
saw remittances as an obligation to be observed by those who had emigrated since ‘the purpose of
emigrating was to seek wealth for all’.

Migration and food production
Seventy per cent of the Fusi respondents grew some root crops for their own consumption, as well
as eggplant, beans, bele and pumpkin. Unlike the Apia market sellers, who grow crops for both
consumption and the market, none of the Fusi househols produced a surplus for sale. In some Fusi
backyards, there were also chicken and pigs reared. Livestock functions as a stock of savings to be
used in the event of fa’alavelave (life crisis), rather than for daily consumption. The vast majority of
Fusi respondents (80 per cent) reported that they were cultivating less land than 10 years previously.
The absence of labor was the most frequently cited reason for declining cultivation (90 per cent)
followed by the taro leaf blight (85 per cent). Respondents claimed that the two factors were
interlinked, as the taro leaf blight accentuated the loss of labor from the land, as cash was needed to
purchase substitute starches from the store.

The Apia respondents reported a variety of factors which hindered an increase in food crop
production. The most commonly cited impediment was a labour shortage resulting from migration
of family members in search of employment abroad, reported by three quarters of respondents.
Second, there were constraints relating to land tenure and customary obligations. Although they
have access to customary land, respondents reported a reluctance to invest substantial resources in
food production until they acquired some land in their own name, as other members of the extended
family would not have looked favorably upon the making of personal gains from communal land.
Twenty three percent claimed that the size of their plantation lots were inadequate to produce for
both consumption and sale. An increase in output for sales would necessitate the use of the extended
family’s land. This in turn meant that the products would have to be shared with members of the
extended family, which would have made the venture unprofitable. Additional constraints reported
included the impact of the taro leaf blight and other pests, excessive competition from other small-
scale producers, and poor transport infrastructure.

A lack of capital for investment was reported by nearly half of the respondents, who claimed that
because they did not have savings, they expected the government to make it easy for villagers to take
small loans from the state. All lamented the lack of access to loan facilities because of their inability
to offer collateral and attributed this to the ‘government’s lack of concern for poor people’. Although
all of the Apia respondents received remittances from abroad, they claimed that remittances were
insufficient as a source of investment capital.  While half of the respondents reported investing part
of their remittance income in food production, only one individual invested more than half of his
remittances. Most reported that investment received a low priority, only when other basic family
needs and fa’alavelave had been met. The balance was typically very small and used for the purchase
of seeds, small quantities of fertilizer and inexpensive garden tools.

Remittances in the household economy
Remittances, both cash and in-kind, are a central component of household income. In-kind
remittances included clothing, toiletries, confectionery and tinned food, cosmetics and household
items such as high quality utensils, crockery, portable stereos and television sets. As food requires
more frequent despatch than non-food items and does not justify the high cost of transport from
New Zealand, American Samoa was the main source of food items, while most household goods and
other non-food items came from New Zealand. Most in-kind remittances took the form of luxury
goods such as television sets, which increased the status of the recipient families. The sharing of the
use of these items with friends, neighbors and extended family members was not unusual. Food and 
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Food and second hand clothing was also shared among extended family members. In-kind
remittances were never resold. Most respondents declined to estimate the monetary value of the
year’s in-kind receipts, pointing out that they did not know the market value of the items.

Ninety per cent of respondents received cash remittances, with wide variations between households.
As anticipated, many households had multiple overseas sources of cash remittances. The most cited
source country was New Zealand (reported by 83 per cent of households) followed by American
Samoa (65 per cent), Australia (55 per cent) and the United States (45 per cent).

While migrants can usually be relied upon to send money home on special occasions such as Fathers’
and Mothers’ Days, parents’ birthdays, White Sunday and Christmas, remittances are not
transmitted on a regular basis. Sometimes cash and goods were received without being asked for, but
more typically requests had to be made before the cash was forthcoming. Requests usually related to
large ‘one-off ’ expenses rather than regular consumption, and included items such as church related
activities, village social events, weddings, funerals, bestowal of chief titles, court fees relating to chief
titles or land disputes, and children’s educational expenses.

Only 7 per cent of recipients save a portion, albeit small, of cash received. Respondents offered two
explanations for the lack of savings: first, the amounts remitted were said to be too small to produce
a surplus after meeting the purpose for which it was intended; and second, the obligations to the
family were such that any surpluses were quickly absorbed by fa’alavelave.

The three banks in Apia – the ANZ, Westpac and the National Bank of Samoa, together with
agencies such as the Western Union and Expresstrac Money Transfer – are formal intermediaries
through which cash was relayed to the intended recipients; however they are not widely used. The
respondents claimed that the post was once a popular means of transfer but because of the numerous
money thefts the villagers had experienced in the postal system, most cash was now hand carried and
delivered by trusted relatives or friends returning or visiting from abroad.

All respondents claimed that there have been changes in the amount, type and frequency of
remittances from their relatives. The general consensus was that during the initial years of the
relative’s absences from Fusi, remittances in both cash and in-kind were more substantial and
reliable. Requests were more generously as well as promptly met. This reliability decreased over the
years and was especially obvious when the migrant’s parents were no longer alive and the migrant,
his/her spouse and children were reunited abroad.

The New Zealand sample

First-generation migrants: heads of migrant households
Most of the first-generation respondents had emigrated from Samoa during their early adult years,
and lived in the Mangere-Otara-Papatoetoe region, a part of Auckland well known for its
predominance of Pacific Islanders.  More than 90 per cent of the respondents had received more than
a primary education in Samoa, and 37 per cent had completed secondary school. Thirteen per cent
had gone further to acquire tertiary education and become teachers or nurses. It appears that
migration has been dominated by the more educated, as represented by the college and tertiary
educated youth. Shortly after arrival, 83 per cent found employment in the manufacturing and
service sectors while the other 18 per cent obtained jobs in the public sector. At the time of the
survey, all but one were holding jobs in the same sectors as when they first started working in New
Zealand.

Over 95 per cent of respondents reported that the primary reason for migration was economic, a
product of Samoa’s inability to provide paid employment that matched the aspirations of its fast
growing population, together with the interaction of customary obligations and modern material
wants. While one third reported that the decision to migrate was their own, the decision to migrate
was usually made by the family, consistent with the findings of other studies (Connell 2003). Among
the remaining two thirds, holders of chief titles and eldest sons were heavily represented, a reflection
of the heavy customary obligations placed on men in these positions. Women were also predominant 
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among those who had been selected by their families in Samoa or relatives in New Zealand to
migrate. This may have been due to the belief that women were more reliable in repatriating large
portions of their earnings compared to untitled men.

Interestingly, only one respondent said that he would retire in Samoa. All, including this individual,
were fearful of not being able to adjust sufficiently to the society in which they had once lived. The
second most frequently cited deterrent was the political and economic situation in Samoa. These
respondents saw a strong link between the lack of development in Samoa and socio-political
arrangements. Many brought up the subjects of corruption, pseudo-democracy, nepotism, customs
and traditions into discussion to explain their preference for retirement in New Zealand.

Despite distance and prolonged separation, the strength of family ties appeared to have remained
strong. All first-generation respondents continued to keep these relationships alive through cash and
in-kind remittances and bi-directional visits, particularly of parents and other relatives from Samoa
during the end of the year holidays. They reported a belief that helping relatives in Samoa was an
insurance in that they or their children would be cared for when they visit Samoa. Relatives in Samoa
were also sources to call upon when there is a need for traditional wealth such as fine mats and other
artifacts. The respondents too anticipated Samoan umu (food) when relatives visited or new migrants
arrived bearing gifts from family back in the village. Moreover, because relatives were guardians of
family assets such as matai titles and land, maintaining links meant accessibility to these assets.

When asked to recall the approximate amount per month they remitted during the first five years of
employment, 82 per cent cited figures between $100 and $500 tala, and 18 per cent claimed to have
sent more.  Respondents distinguished between ‘regular remittances’, usually from individuals to
family members in Samoa, and ‘request remittances’, which involved the pooling of resources within
the extended family.  The latter accounted for a substantial share of remittance obligations.
Respondents reported holding multiple jobs or working overtime whenever the opportunities were
present to meet requests for the repayment of a family loan, house construction, weddings, funerals
and bestowing of matai title. There were also frequent requests for assistance with community rather
than individual or family expenses – for example, the building or renovation of a church,
refurbishment of the pastor’s home, village beautification projects or travel expenses of a village
sports team or cultural group to New Zealand.

When commenting on the pattern of remittances over time, 65 per cent said they were sending less
than during their initial years in New Zealand, 30 per cent claimed to be sending more and 5 per
cent perceived no change.  The reasons given for the decline included a reduction in take-home pay,
increase in the cost of living, the birth of additional children, the death of parents or close relatives,
family reunification and a change in marital status.  Sixty per cent of the respondents, including
women in this sample were single when they first arrived and the major portions of their earnings
were remitted. Upon marriage, the needs of their spouses and children became their primary
concern. ‘Regular remittances’ tended to decline over time, with the migration of close relatives to
New Zealand. Most respondents reported however that there was no change over time in the value
of ‘request remittances’. As these tend to be pooled between extended family members living in New
Zealand, respondents whose close relatives were already resident in New Zealand were no less subject
to ‘request remittances’ than those whose close relatives were in Samoa. Those who said that they had
over the years been sending higher amounts attributed this pattern primarily to an increase in the
frequency and amount asked by relatives in Samoa. They had been able to meet these requests
because their children were now grown up, held jobs and contributed to remittances. Another factor
was the importance of helping relatives rebuild their lives after the disasters of the two cyclones.

Ninety five per cent of the first-generation respondents were emphatic about their wish to continue
remitting for the rest of their lives. Several had either reached or were close to the legal retirement
age, and some expressed a desire to retire, but pointed out that they needed to remain employed
because of their obligations to relatives in Samoa. Twenty eight per cent claimed that fulfilling these
‘request remittances’ had occasionally put them under financial stress. Despite this, none reported
adopting strategies to avoid ‘request remittances’. They saw it as an inseparable part of their Samoan
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identity and in keeping with the teaching of the church. A church minister included in the survey
also emphasized this. They did, however, recognize the likelihood of remittance decline when their
grandchildren became adults since according to some; there was already evidence that their children
were questioning the personal benefits of the practice. 

Second generation migrants: adult children of migrant household heads
Among the 20 adult children of some heads of migrant households interviewed for the survey, 60 per
cent were born in New Zealand and the rest in Samoa but had emigrated in their early childhood. All
were therefore educated in New Zealand. Ten per cent were university graduates and 65 per cent had
completed secondary schooling. Among them were teachers, clerical officers, nurses and factory workers.

None of the second-generation respondents had ever directly received a request for remittances. It
was their parents to whom the request was sent. All claimed to have been frequently asked by their
parents to make contributions. Having been socialized to obey their parents’ wishes, they reported
finding it difficult to decline, although all admitted to feelings of resentment towards remittance
practice and said they would like to escape this obligation. Sixty per cent had visited Samoa and
recognized that the cost of living there was high and the money income low. But they felt that there
were income generating opportunities in the form of land and marine resources, which their relatives
appeared not to have noticed.

Three quarters were single and lived with their parents while the rest were married and lived in their
own homes. Most of the single respondents reported that they were planning to move out. A major
reason for the decision to leave their parents’ homes was a desire to get away from traditions and
cultural obligations which, they claimed, absorbed much of their leisure times. Control over their
earnings was also a strong ‘push’ factor. Single children tended to be asked more than their siblings
who were married and had children, but not in cases where wives/husbands of married children had
paid employment in which case the expectation reversed. Even so, all of the married second-
generation respondents claimed that there had been at least one occasion when meeting remittance
obligations had resulted in substantial financial outlays.

Respondents also drew attention to the problem of not appearing to ‘favor’ one set of relatives. All
said that their mothers and fathers sometimes competed for their children’s loyalty. One parent
would pressure the children into contributing more than they could comfortably simply because
he/she felt that lately his/her side had not given much and that recent contributions had been mostly
to the other parent’s relatives. For the children, appeasing the parent often meant giving more than
could be comfortably accommodated by the young family’s budget, and this meant either deferring
their own needs or borrowing money.

It is obvious that the attitudes of these adult children were contrary to those of their parents. While
parents strongly believed that generous contributions to fa’alavelave helped the maintenance of
kinship ties, enhanced the family status and gave added pride to the extended family, adult children
saw these obligations not as an investment, but a burden. It was apparent that the children’s priorities
were more individualistic than those of their parents and a substantial decline in the amount of
remittances sent by these children after the death of both parents is likely.

A. Brief summary of the research and its findings

This paper arises from a concern regarding the possible adverse effects of remittances on the self-
reliance of rural households. It explores the relationship between culture, remittances and subsistence
food production.

Root crop cultivation in Fusi has declined in recent years, and there has been an increasing reliance
on cash to purchase root crop substitutes. It is unlikely however, that remittance-induced inertia is
the sole cause of this development. The absence of able-bodied men because of emigration is possibly
the major reason for the decline in subsistence root crop cultivation. In addition, the 1993 taro leaf
blight seems to have dealt an almost irrecoverable blow to the morale of the remaining village food
producers but yams, taamu, bananas, breadfruit and cassava are palatable substitutes.
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Moreover, interdependence is an important characteristic of traditional Samoan society and the
dependence of villagers on the wages of relatives working abroad is a continuation of that tradition
in return for safeguarding their interests at home. Dependence therefore has been and remains a side
effect of the Samoan culture. It is the by-product of status acquisition via the client-patron
relationship, a feature of Samoan society. In other words, dependency is the flip side of the fa’asamoa
coin. The virtues of fa’asamoa cannot be denied, but the trait of conspicuous consumption is
probably the major factor that prevents remittances from being accumulated and invested either in
financial institutions or in small-scale private enterprises.

This study has uncovered a sending pattern among first generation migrants that suggests a
remittance cycle rather than conventional remittance decay. While this must be attributed to the
uniqueness in the nature and strength of fa’asamoa, it is not a sufficient force to counteract the
anticipated remittance decline may begin in the next decade. First, changes in the structure of
employment arising from changes in technology, and the global and economic downturn initiated
by the Asian financial crisis are likely to have accentuated that sluggishness, although so far there is
little statistical documentation of effects on employment. Secondly, the findings of the survey of
migrant heads of households and their adult children in South Auckland suggested a probability of
a decline in remittances from New Zealand-born children once their parents have passed away.

B. Recommendations

Like people of any culture, Samoans do not like being told that certain aspects of their culture are
major impediments to their economic development. Yet to deny this when there is ample evidence
is unhelpful and dishonest to oneself and fellow Samoans. If the responses of the subjects in the
Mangere-Otara-Papatoetoe area are anything to go by, ‘request remittances’ are largely to blame for
conspicuous consumption. This suggests that if the standard of living of villagers is not to backslide
seriously in the next decade or two, Samoan leaders must embark on a strategy of educating
households to live within their means and reduce conspicuous consumption. No doubt it would be
difficult to categorically state what conspicuous consumption is and what is not since personal value
are involved here. But since the church plays such a strong role in the fa’asamoa, it may be the most
potent institution by which this value may be modified.

Secondly, the rural public must be educated as to the importance of being prepared for adverse
changes in remittance receipts. They must be kept informed of the economic and political happenings
in the major destinations for Samoan migration so that they may anticipate changes in the ability of
relatives to meet their request remittances. The radio, local newspapers and government-run television
should be intensively used to disseminate information and educate the public.

Thirdly, although commercial use of village land through village co-operatives may be an option
worth serious consideration, neither this nor the most modest objectives of self reliance in staple
foods should be attained at the expense of the environment. The government must impress upon the
people that either may result in the degradation of the environment and in the long-term impact on
subsistence and cohesiveness of rural communities. Land resources must be used in a manner that
ensures their regeneration. It is therefore important that the village fono (council) be educated on
issues of sustainability and the environment so that sound judgement is arrived at when it deliberates
on the use of communal land. Village land tends to be on slopes of mountains and it therefore highly
susceptible to erosion when its forest cover is removed.

Fourthly, the subdividing of aiga (extended family) land into privately owned plots is not
recommended as communal ownership is not necessarily a hindrance to increased production. The
larger problem lies in the lack of labor.  The subdivision of aiga reserve land is likely to increase
inequality between households that have adequate labor to work their land and those that do not.
Private ownership may also pose a threat to social cohesion and mutual help between families in the
village. Worst of all, due to the large size of the average rural family, the subdivision of aiga reserve
land will lead to landlessness for some today and definitely for more and more over time if the
opportunities for emigration decline.
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Finally, it is important that the Department of Agriculture sets up a unit whose purpose is to perform
the role of middle-man. This will help alleviate the transport problem involved in bringing the
products to the consumers. This same unit with assistance from other government departments and
non-government organizations should be actively involved in increasing the demand of locally grown
foods so that a greater variety become commercially viable. In this, agricultural extension work needs
to be continuous rather than sporadic as it has been so far.

Conclusion

The economic turmoil in the past years had made it plain how swiftly and extensively changes in any
of the major economies of the world impact on other countries. No metropolitan centre is spared
this negative effect of globalization. With remittances in Samoa coming predominantly from the
metropolitan countries of the Pacific Rim, the consequences of negative changes in their economic
emigration policies will be adversely felt in Samoa, particularly in rural areas where employment
opportunities are limited.

However, with the tightening of immigration policies at the major Samoan migration destinations,
the restructuring of the metropolitan economies, changing status of migrants and other factors, a
decline may expected in the living standards of Samoans relying on remittances.

The threat to living standards is serious because villagers have become more dependent on
remittances and less self-reliant on staple foods because of the lack of labor and remittance-induced
inertia. Plantation lots and aiga land are not being used to full advantage because emigration and
remittances have also modified villagers’ perception of what substitute appropriate standards and
acceptable occupations. Almost invariably, the latter are white-collar jobs in Apia. Additionally,
remittances have enabled many families to dissociate themselves from the land and rely solely on
purchased food for sustenance, thereby accentuating the degree of dependence.

The immigration policies of the countries of the Pacific Rim are now such that semi-skilled and
unskilled have less chance than previously of becoming migrants. The qualified are more welcome,
as are those with surplus capital for investment. For the majority of Samoans who dream of
migrating to New Zealand, admission of the basis of family reunification may be the only avenue
left. It is therefore important that the government takes a more active role in making their people,
particularly those in rural areas, become self-reliant. Education and persuasion, particularly through
the media and church, are probably the ways to decrease Samoans’ dependence on remittances but
whether this will be undertaken earnestly by the church is hard to tell since the church is a major
beneficiary of remittances. At present rural Samoans appear not to be concerned about their
unhealthy dependence on remittances. There are reasons for the government to prepare its people
for the time when remittances are no longer consistent as in the past. This preparation should begin
now.
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Trade Liberalization, Remittances, Poverty and Income Distributions of
Households in Ghana
Vijay K. Bhasin and Camara K. Obeng, Department of Economics, University of Cape Coast

Introduction

Proponents of globalization envisage a greater integration of the world economy through trade
liberalization and factor mobility. Trade liberalization is defined as the elimination of import and
export duties on goods and services. Free factor mobility is defined as the removal of restrictions on
the movement of capital and labor. As labor migrates from developing to developed countries,
migrant worker remittances become a source of income to many households in the developing
world. Some country studies have examined the effect of international remittances on the welfare
and poverty status of households. Gustafsson and Makonnen (1993) have observed that the
incidence and depth of poverty in Lesotho would go up by 26 per cent and 52 per cent respectively
if remittances from migrants working in the mines in South Africa were to stop. Taylor, Mora and
Adams (2005) have observed that a 10 per cent increase in international remittances to Mexico
would reduce the incidence and depth of poverty by 0.77 per cent and 0.53 per cent, respectively.
Adams (2005) has compared the incidence and depth of poverty in Guatemala in two situations
when the level of remittances is zero and when the current level of remittances is maintained and
observed that the receipt of international remittances reduces the incidence and depth of poverty by
1.6 per cent and 12.6 per cent, respectively.

It is generally believed that expanded trade holds the key to prosperity for developing countries.
According to this view, if the industrialised countries would eliminate their trade barriers, especially
in apparel and agriculture, this would provide a basis for growth in developing countries, pulling
hundreds of millions of people out of poverty. According to the World Bank (2002), a reduction in
world barriers to trade could accelerate growth, provide stimulus to new forms of productivity-
enhancing specialization, and lead to a more rapid pace of job creation and poverty reduction around
the world. Some country studies examine the impact of trade liberalization on poverty and income
distributions. Sahn, Dorosh and Younger (1997) and Dorosh and Sahn (2000) examined the impacts
of trade and exchange rate liberalization on income distribution and poverty in Cameroon, Gambia,
Madagascar and Niger, and observed that trade and exchange rate liberalisation benefits poor
households in urban and rural areas. Bautista and Thomas (1997) investigated the impacts of import
liberalization on poverty in Philippines and observed favourable effects of import liberalisation on
income and poverty. Aka (2003) has observed for Cote d’Ivoire that the elimination of agricultural
exports and import taxes increases poverty incidence, whereas the elimination of taxes on industrial
exports reduces it. Obi (2003) has observed for Nigeria that tariff adjustment tends to aggravate
income disparity among households.

One country study has combined trade liberalization with remittances and looks at their effect on
poverty and income distribution. Siddiqui and Kemal (2002) observe that in Pakistan, tariff
reduction in the absence of a decline in remittances reduces rural and urban poverty. On the other
hand, trade liberalization in the presence of a decline in remittances results in an increase in poverty
in urban households but not in rural households. They have also shown that income inequality
increases in both these situations.

As the elimination of trade taxes will cause a substantial fall in government revenue, and consequent
reduction in public savings, it is necessary for government to find other avenues to compensate for
the decrease in revenue. Various options may be considered.  The first option is to increase lump-
sum taxes as suggested by Baker and Weisbrot (2001). If lump-sum taxes are already very high then
this option becomes unfeasible.  The second option is to combine the elimination of trade taxes with
a corresponding reduction in public consumption, so that the public savings do not fall.  This type
of reform is unlikely to be implemented because of its adverse effects on the economy.  The third
option is to combine elimination of trade taxes with an increase in foreign remittances. All these
reforms are likely to affect poverty and income distribution.
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Since the government is most likely to implement the third type of fiscal reform, it will be interesting
to assess the impact of such reforms on the incidence, depth, and severity of poverty and income
distributions of various categories of households. This is achieved by considering two alternative
fiscal policy regimes. In the first fiscal policy regime, trade taxes on all imported goods are eliminated
and a reduction in the tax revenue is compensated with a 66 per cent increase in foreign remittances.
In the second fiscal policy regime, taxes on all exported goods are eliminated and a reduction in the
tax revenue is compensated with a 196 per cent increase in foreign remittances.

Fiscal policy, foreign remittances and poverty alleviation in Ghana

The fiscal position of the Ghanaian economy has been the major concern of both the previous and
current governments. The underpinning issue to contend with is the nation’s ability to restrict its
expenditure within the limits of its revenue capacity. The tax revenue comes from direct taxes,
indirect taxes, and international trade taxes. Direct taxes are levied on income and property of
individuals and businesses. In 1999, direct taxes contributed about 29.72 per cent to the total tax
revenue. The major source of direct tax revenue was corporate tax followed by income tax. Indirect
taxes comprise a Value Added Tax (VAT) on domestic and imported products, a petroleum tax and
other indirect taxes. In 1999, indirect taxes contributed 44.12 per cent to the total tax revenue. The
major source of indirect tax revenue was VAT followed by petroleum tax.

International trade taxes are levied on imports and exports, and in 1999, contributed 26.16 per cent
to the total tax revenue. The major source of international trade tax revenue was import duties,
which contributed 26.61 per cent of total government revenue, followed by export duty (6.91 per
cent). Thus, the elimination of trade taxes will reduce government revenue by one-third (if the tax
base is not enlarged). Due to the consequent adverse impacts on public savings and investment, the
government of Ghana is unlikely to implement such reforms in the absence of a compensatory
revenue source.  Overseas remittances to households and firms have increased from U.S.$ 472.0
million in 1999 to U.S.$ 680.0 million in 2002. Given the importance of remittances, which
accounted for 11.1 per cent of GNP in 1999, the government of Ghana can eliminate trade taxes
and at the same time design policies to increase the flow of foreign remittances.

Taking the upper poverty line of 900,000 Cedis per annum, the percentage of the Ghanaian
population defined as poor has fallen from almost 52 per cent in 1991-92 to just under 40 per cent
in 1998-99. The incidence of poverty in Ghana is still very high and needs to be further reduced. In
the present study, the monetary poverty line of Cedis 665,300 per annum was obtained from the
consumption basket of the bottom 20 per centof the distribution of individuals by their standard of
living, which provided 2900 kilocalories per equivalent adult per day. Approximately 120
commodities from the agricultural, industrial and services sectors were included in this consumption
basket.  Using the information from the Social Accounting Matrix (SAM) for Ghana for 1999, the
Ghana Livings Standard Survey 4 (GLSS 4), and this poverty line, we want to assess the impact of
fiscal reforms on incidence, depth, severity of poverty; and income distributions of five categories of
households’ chosen according to their main economic activity.

Structure and data of the SAM

The macro SAM for Ghana for the year 1999 is based on the SAM of Ghana for 1993.  Since the
structure of the Ghana economy is unlikely to change dramatically in the short or medium term, the
SAM of Ghana for 1993 was updated for 1999 using the fixed proportion method. Since we are
interested in the behavior of different categories of household, there was a need to integrate the
GLSS 4 data with the SAM for 1999. The categories of households are identified on the basis of
economic activity, and include Farmers, Public Sector Employees, Non-farm Private Sector
Employees, Non-farm Self-Employed and Non-working. The contribution of each category of
household in the total income and expenditure was determined from the GLSS 4 data set. These
proportions were used to reconstruct the household sector within the SAM of 1999. The integrated
SAM for 1999 is presented in Appendix B. The data for other endogenous variables, which cannot
be tracked from SAM, and exogenous variables are collected from International Financial Statistics, 
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the State of the Ghanaian Economy, Annual Budget, and World Development Indicators.

Methodology

In the present paper, we adapt the approach of Decaluwe, Patry, Savard, and Thorbecke (1999) and
Aka (2003). The CGE model for Ghana is presented in Appendix A. In the CGE model, there are
48 basic equations, comprising ten equations for production and trade block; sixteen equations for
Income, Taxes, Savings, and Investment block; eight equations for demand for commodities block;
nine equations for prices; and five equations for equilibrium conditions and macroeconomic
closures. Since there are three production activities and five categories of households, the total
numbers of equations to be solved are 142. There are 142 endogenous variables and 34 exogenous
variables. The model is just identified containing as many endogenous variables as equations.

The model is calibrated to 1999 data set. The GAMS software is used to check for the consistency
of the data with the equilibrium conditions and to perform the simulations. The benchmark
equilibrium must be replicated with the use of calibrated parameters and base year data. The pre-
shock values for the variables are obtained from the solution of the specified model. The post shock
effects of these simulations are used to find the effects on poverty line and the incomes of
households. The DAD software is used to evaluate the poverty measures and PCGIVE software is
used to plot the income distributions of households before and after the exogenous shocks. The pre-
shock and post-shock poverty levels are obtained using Foster, Greer and Thorbecke (FGT) poverty
measures  

z
POVk ,h = ∫ [(z - yh)/z]k f(yh  ) dyh,  k= 0,1,2

0

where yh is the income of household h, k is a poverty-aversion parameter, z is the endogenously
determined poverty line. The incidence of poverty measures the percent of the population living
beneath that poverty line at the time of the survey. The depth of poverty measures in percentage
terms how far the average incomes of the poor fall short of the poverty line. The severity of poverty
is the squared of the depth of poverty index and it is sensitive to changes in distribution among the
poor. The incidence of poverty is indicated by k= 0. The depth of poverty is indicated by k= 1,  and
the severity of poverty is indicated by k= 2.

Since CGE models are fully calibrated on the basis of an initial year SAM that provides a set of
consistent initial conditions and the SAM does not contain information on intra socio-economic
household group income distribution, it is advisable to generate the intra group income distributions
in the same base year as that of the SAM to calibrate the general equilibrium model. Several
approaches have been used in the literature to describe and define intra group distribution of income
in a CGE framework. For example, de Janvry et al. (1991) have used both a lognormal and a Pareto
distribution function to depict income distribution. Decaluwe, Patry, Savard, and Thorbecke (1999)
and Aka (2003) have used the Beta distribution to represent the intra group income distributions.
Unlike the lognormal, the Beta function is much more flexible when it comes to the asymmetric
forms it can adopt. However, since we know very little about the probability density functions of the
incomes of households, density functions may be interpolated to give a clearer picture of the implied
distributional shape. To estimate the density functions without imposing too many assumptions
about its properties, a non-parametric approach is used in PCGIVE based on a kernel estimator of
density function f(Yh ).  The Kernel estimator of the density f is defined by:

T
f(Yh ) = (1/Tu) ∑ K{(1/u)( Yh -yht )}

t=1

where K{} is the kernel function and u is a 'window width' or smoothing parameter and corresponds
to the width of histogram bars. The kernel K used is the Normal or Gaussian kernel. Following
Siddiqui and Kemal (2002), we estimate the density functions for the incomes of households using
the Kernel estimator.



36 Remittances, Microfinance and Development: building the links

Simulation results

In the first simulation, we eliminate the trade related import tariff on all imports and neutralize the
effect of a fall in government revenue by increasing the foreign remittances by 66 per cent. In the
second simulation, we eliminate the export tariff on all exports and neutralize the effect of a fall in
government revenue by increasing the foreign remittances by 196 per cent. Table 7 indicates the
effects of these simulations on macro economic variables.

Table 7: Simulation results

Simulation 1: Simulation 2:
Elimination Percentage Elimination Percentage

Variables Base level of Import Increase or of Export Increase or
Tariff and 66% Decrease Tariff and 196% Decrease
Increase in Increase in
Remittances Remittances

XS(agr)         1725.64 1696.69 -1.68 1936.16 12.20
XS(ind)              1817.12 1841.01 1.32 1600.61 -11.92
XS(ser) 849.82 853.01 0.38 866.90 2.01
YG 729.15 685.81 -5.95 607.92 -16.63
YH(af ) 338.74 358.90 5.96 372.38 9.93
YH(pu) 306.88 320.04 4.29 320.27 4.37
YH(pr) 266.74 276.60 3.69 274.30 2.84
YH(nf ) 285.76 297.93 4.26 297.94 4.27
YH(nw) 293.40 308.56 5.17 314.03 7.04
E(agr) 645.85 628.96 -2.62 736.36 14.02
E(ind) 990.07 1003.66 1.38 833.62 -15.81
E(ser) 0.481 0.478 -0.63 0.497 3.33
M(agri) 192.92 217.02 12.50 200.05 3.70
M(ind) 519.21 548.77 5.70 507.72 -2.22
M(ser) 646.13 650.66 0.71 649.50 0.53
LD(agr) 3.26 3.21 -1.54 3.64 11.66
LD(ind) 2.73 2.37                    -13.19 1.95 -28.58
LD(ser) 1.35 1.36 0.74 1.34 -0.74
KD(agr) 3.96 3.84 -3.03 5.01 26.52
KD(ind) 83.74 84.08 0.41 79.60 -4.95
KD(ser) 3.18 3.16 -0.63 3.58 12.58
PC(agri) 0.63 0.61 -3.18 0.61 -3.18
PC(ind) 0.72 0.69 -4.17 0.71 -1.39
PC(ser) 0.851 0.852 0.12 0.835 -1.88
w                 187.66 190.4 1.46 181.54 -3.27
r 4.89 5.05 3.28 4.17 -14.73

The first simulation leads to a reduction in the prices of imported goods and services. As a result,
consumers substitute imported goods for the domestic goods. Depending on the elasticity
substitution and imports’ share in total consumption, demand for all imports increases. The
reduction in domestic costs caused by the import tariff cut increases the profitability of the export
sector, leading to an increase in investment and output in the industrial and services sectors.
However, the increased inflow of imports is by no means enough to eliminate the import competing
sectors, although agricultural output declines. Factors of production move from inefficient to more
productive sectors. As a result, returns to both labor and capital increase. The incomes of all types of
households increase because of the increase in factor prices and increased foreign remittances. The
cut in import tariffs reduces the prices of composite goods in agricultural and industrial sectors
considerably. The fall in the prices of composite goods reduces the poverty line by 2.63 per cent. The
income of the government decreases by 5.95 per cent, which reduces investment in the agricultural
sector, in turn further reducing farm output.
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The second simulation makes exports more competitive, leading to an increase in agricultural and
services exports, and consequent increase in output, employment and investment in these sectors.
Since the industrial sector is not very competitive on the internal market, output, employment and
investment in this sector decline. Since the relative prices of imported industrial goods have
increased, imports of these items decrease. With movement of labor and capital from the inefficient
industrial sector to the more efficient export oriented agricultural and services sectors, factor prices
fall.  However, the effect of a fall in factor prices on the household income is offset by the increase
in foreign remittances and as a result, incomes in all household categories increases. In this
simulation, the prices of composite goods decline in all sectors. This fall in prices reduces the poverty
line by 2.24 per cent. However, the income of the government decreases by 16.63 per cent, which
reduces investment in the industrial sector, in turn reducing industrial output by 11.92 per cent.

Table 8: Poverty measures for the base year and simulations

Table 8 presents information on the incidence, depth, and severity of poverty for the base year and
variations in these measures after the shocks. In the base year, the incidence, depth, and severity of
poverty is highest among private sector employees and lowest among farmers. In the first simulation,
the reduction in consumer prices increases the incomes of all households, leading to declines in
poverty incidence, depth, and severity. The highest rate of poverty reduction occurs among private
sector employees, and the lowest among public sector employees. In the second simulation, as in the
first, the reduction in consumer prices reduces poverty incidence, depth, and severity in all
household categories. The highest rate of poverty reduction occurs among farmers, and the lowest
among public sector employees.  In both simulations, all households experienced higher mean
incomes and lower poverty lines.  This causes a reduction of the population below the poverty line
in each household group.

Agricultural Public Private Non-farm Non-
Farmers Sector Sector Self Working

Employees Employees Employed

alpha=0 base 17.29% 19.28% 25.36% 21.04% 20.0%
Simulation 1 15.71% 18.39% 23.47% 19.22% 18.30%

(-1.58%) (-0.89%) (-1.89%) (-1.82%) (-1.70%)
Simulation 2 14.48% 18.39% 24.10% 19.28% 17.66%

(-2.81%) (-0.89%) (-1.26%) (-1.76%) (-2.34%)

alpha=1 base 7.15% 9.02% 9.85% 8.56% 7.99%
Simulation 1 6.34% 8.32% 8.91% 7.76% 7.09%

(-0.81%) (-0.70%) (-0.94%) (-0.80%) (-0.90%)
Simulation 2 6.04% 8.35% 9.09% 7.81% 6.94%

(-1.11%) (-0.67%) (-0.76%) (-0.75%) (-1.05%)

alpha=2 base 4.16% 5.3% 5.41% 4.96% 4.30%
Simulation 1 3.69% 4.86% 4.88% 4.50% 3.77%

(-0.47%) (-0.44%) (-0.53%) (-0.46%) (-0.53%)
Simulation 2 3.52% 4.88% 4.98% 4.53% 3.68%

(-0.64%) (-0.42%) (-0.43%) (-0.43%) (-0.62%)

Mean base 2,765,729 2,534,159 2,206,561 2,360,109 2,398,446
Income Simulation 1 2,930,329 2,642,883 2,288,067 2,460,571 2,522,382

(5.96%) (4.29%) (3.69%) (4.26%) (5.17%)
Simulation 2 3,040,323 2,644,790 2,269,041 2,460,720 2,567,064

(9.93%) (4.37%) (2.84%) (4.27%) (7.04%)

Poverty base 665,300 665,300 665,300 665,300 665,300
Line Simulation 1 647,808 647,808 647,808 647,808 647,808

(-2.63%) (-2.63%) (-2.63%) (-2.63%) (-2.63%)
Simulation 2 650,405 650,405 650,405 650,405 650,405

(-2.24%) (-2.24%) (-2.24%) (-2.24%) (-2.24%)
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Conclusion

To analyze the impact of elimination of trade taxes accompanied by an increase in foreign
remittances on the incidence, depth, and severity of poverty and income distributions of households,
the study has used the CGE framework. The study has updated the SAM of Ghana for 1993 to 1999
and integrated the GLSS 4 data for the year 1999 with this SAM. The study has analyzed the impact
of two shocks on poverty and income distributions. The first shock takes the form of elimination of
trade related import taxes accompanied by an increase in foreign remittances by 66 per cent. The
second shock involves the elimination of export taxes accompanied by an increase in foreign
remittances by 196 per cent. The study has shown that both these shocks could be used to reduce
the incidence, depth, and severity of poverty, and improve income distributions, in Ghana.

The importance of migrant worker remittances is evidenced by the proliferation of formal and
informal money transfer institutions and the rapid growth in the volume of migrant remittances in
Ghana. There is, however, a need for a policy and regulatory environment that stimulates remittance
flows and maximizes their economic impact. Microfinance institutions should be involved in the
transfer of remittances. Duties or levies can be put on remittances transfers. Policies should be
designed to ensure that the cost of transferring funds to relations in Ghana is reduced. Migrants
should be allowed to hold foreign currency denominated accounts with competitive interest rates.
The central bank should design a regulatory framework that will promote flows of remittances
through the formal financial sector.
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Appendix A: Computable General Equilibrium Model for Ghana

I. Sets Definition

i 0 I  = {AGR, IND, SER}, Goods (AGR: Agriculture, IND: Industry, SER: Services)

j 0 J  = {AGR, IND, SER}, Production Sectors

h 0 H = {AGRF, PUBE, PRIE, NFSE, NW}, Households (AGRF: Agricultural Farmer, 
PUBE: Public Sector Employee, PRIE: Private Sector Employee, NFSE: Non-
Farm Self Employed, NW: Non-Working)

II. Parameters

�j Share of Value Added in Total Output
cj Scale Coefficient of Cobb-Douglas Function

aij: Quantity of Good i used in the Production of Good j

�j Elasticity Parameter of Cobb-Douglas Function
� i Scale Coefficient of CET Function
� i Distributive Parameter of CET Function
R

i Transformation Parameter of CET Function
�

i Elasticity of Transformation

�i Scale Coefficient of CES Function
� i Distributive Parameter of CES Function
	
i Substitution Parameter


i Elasticity of Substitution

�1 Firms Share in Total Capital Income
�2 Govt. Share in Total Capital Income
sh Share of household h in Labor Income

kh Share of household h in Total Capital Income

tyh Tax Rate on Household h Income

dvrh Dividend Rate for Household h

� h Marginal Propensity to Save of h Household

�f Marginal Propensity to Save of Firms

�g Marginal Propensity to Save of Government
ty f Tax Rate on Firm Income

tm i Tax Rate on Import of good i

te i Tax Rate on Export of good i

tx i Value Added Tax Rate on good i

 c
ih Share of Good i in household h consumption

 f
i Share of Good i in Firm consumption

 g 
i Share of Good i in Government consumption

MIN

Ci,h Household Minimum Consumption of Good i

� j Share of Sector j in Total Investment
� i Share of Good i in Value added
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III. Endogenous Variables

XSj Production of Sector j 3
VAj Value Added of Sector j 3
PVj Value Added Price of Sector j 3
LDj Labour Demand of Sector j 3
KDj Capital Demand of Sector j 3
rj Rate of Return to Capital in Sector j 3
DIi,j Intermediate Demand for Good i in Sector j 9
DIi Intermediate Demand for Good 3
Ei Export Supply of Good i 3
DSi Domestic Supply of Good i 3
PEi Domestic Export Price of Good i 3
PLi Producer Price of Domestic Good i 3
Qi Demand for Composite Good i 3
PCi Price of Composite Good i 3
Mi Import Demand of Good i 3
DDi Domestic Demand of Good i 3
PDi Domestic Price of Good i 3
PMi Domestic Import Price of Good i 3
YHh Income of Household h 5
YDHh Disposable Income of Household h 5
DTHh Direct Taxes on Household h Income 5
SHh Savings of Household h 5
CTFHh Current Transfers from Firms to Household h 5
SH Savings of Households 1
YF Income of Firms 1
DTF Direct Taxes on Firms Income 1
YDF Disposalbe Income of Firms 1
SF Savings of Firms 1
TIMi Indirect Taxes on Imports of Good i 3
TIEi Indirect Taxes on Exports of Good i 3
TIVAi Value Added Taxes on Good i 3
Pi Price of Aggregate Output of Good i 3
YG Government Income 1
SG Savings of Government 1
CTHh Total Consumption of Household h 5
Ci,h Consumption of Good i of Household h 15
CTi Total Consumption of Good i 3
CFi Firm Consumption of Good i 3
GCi Government Consumption of Good i 3
I Total investment 1
S Total Savings 1
Ij Investment of Sector j 3
PINV Investment Price Index 1

PINDEX Price Index 1
B Balance of Payments 1
z Poverty Line 1
Number of Endogenous variables 142
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IV. Exogenous Variables

LS Labour Supply 1
KS Capital Supply 1
w Average Wage Rate 1
e Nominal Exchange Rate 1
PWEi World Price of Exports of Good i 3
PWMi World Price of Imports of Good i 3
CTGHh Current Transfers from Govt. to Household h 5
CTWHh Current Transfers from ROW to Household h 5

(Foreign Remittances)
CTHFh Current Transfers from Household h to Firms 5
CTHWh Current Transfers from Household h to ROW 5
CTGF Current Transfers from Govt. to Firms 1
CTWF Current Transfers from ROW to Firms 1
FB Foreign Borrowing 1
FKI Foreign Capital Inflows 1
Number of Exogenous variables 34

V. Equations

Production and trade  Number

1 XSj =  VAj / �j 3

2 VAj = cj LDj
�j KDj

1- � j 3

3 DIi,j = aij XS j 9

4 DIi = �DIi,j 3
j

5 LDj = �j PVj VAj /w 3

6 KDj= (1- �j ) PVj VAj /rj 3

7 XSi= �i [�i E i
R i + (1- �i) DSi

R i ]1 / R
i 3

8 Ei= DS i [ ( PE i / PL i ) {(1- � i)/ (� i )} ]�
i 3

9 Q i= �i [ � i Mi
- 	

i +( 1– � i) DDi
- 	

i] -1/	i 3

10 M i= DDi [( PDi / PM i ) { � i /(1– � i)}] 
i 3

Income, taxes, savings and investment 

11 YHh=sh � w LD j+kh � r j KD j+ CTGH h + CTFHh+CTWHh 5
j                        j

12 CTFHh = dvrh YF 5

13 DTHh = ty h YH h 5

14 YDH h = YH h(  l– ty h ) 5

15 SH h= YDH h - � PCi Cih - CTHFh - CTHWh 5
i

16 SH = � SH h 1
h

17 YF= �1 � rj KDj+  � CTHFh + CTGF + CTWF 1
j                  h

18 DTF =  ty f YF 1

19 YDF = YF (1- ty f  ) 1

20 SF =   YDF - �CTFHh   - � PCi CF i, 1
h                            i

21 TIM i =  tm i e PWMi Mi 3
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Demand for commodities

27 CTH h = YDH h– SH h 5

MIN                                                MIN
28 PCi C i, h= PC i C i, h +  c

j,h (CTH h– ∑ PC i C i, h ) 15

29 z =    ∑ PCi C MIN 1
i             i h

30 CFi  =   f 
i (1- �f ) YDF / PCi 3

31 GCi =   g 
i (1-�g ) YG / PCi 3

32 CT i =∑ C i,h + CFi + GCi 3
h

33 I i = [� i I] / PINV 3
34 I  -  ∑ I i 1

i

Prices

35 PVi =[ Pi XSi –∑ PCi DIi, j] / VA i 3
j

36 PM i = PWM i ( l+tm i ) ( l+ tx i ) e 3

37 PE i = (PWE i e)/ (l+ te i ) 3

38 PCi = ( PD i DD i+ PM i M i)/ Qi 3

39 PDi =( l+ tx i ) PLi 3

40 P i= (PL i DSi+ PE i Ei) / XS i 3

41 rj = ( PVj VAj -wLD j )/ KD j 3

42 PINV = � [PCi /� i ] � i 1
i

43 PINDEX =∑ � i PVi 1
i

Equilibrium conditions and macroeconomic closure

44 Qi = DI i + CTi + Ii 3

45 LS =∑ LD j 1
j

46 KS =∑ KD j 1
j

47 I = S 1

48 B = e ∑PWMi M i - e ∑PWEi E i + ∑ CTHWh - ∑CTWH h
i                           i                    h                     h

- CTWF - FB - FKI = 0 1

Number of Independent Equations 142

Income, taxes, savings and investment (cont’d)

22 TIEi =  te iPE i E i 3

23 TIVA i = tx i PCi Qi 3

24 YG  = �2 ∑ r j KDj +∑ TIM i+ ∑ TIE i ++ ∑ TIVAi
j                   i                  i                     i

+∑ DTH h +DTF  + FB 1
h

25 SG =  YG  - ∑ CTGH h   -CTGF    -∑ PCi GC i, 1
h                                         i

26 S = SH + SF + SG + FKI 1
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Appendix B: Social Accounting Matrix for Ghana 1999 at Constant 1993 Prices
(Billions of Cedis)
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Money Transfers: taking advantage of the market opportunity 1

Jennifer Isern, Rani Deshpande and Judith van Doorn

Introduction

Remittances as a source of development finance have recently been the subject of increasing public
attention. Although not all such transfers are captured in official statistics, formal cross-border
remittances nevertheless constitute the second largest source of external funding for developing
countries, ahead of both capital market flows and official development assistance.2 Money transfers
are also a lucrative financial service. Financial service providers that cater to the poor (including
specialized microfinance institutions, banks, financial cooperatives, and others) have increasingly
been attracted to the money transfer market because it offers them the opportunity to fulfill both
financial and social goals.3 However, relatively little information is available on how financial
institutions serving the poor might enter the money transfer market. To begin to address this void,
this article explores some of the strategic and operational choices that pro-poor FSPs must consider
when launching a money transfer product.

1. Overview of the money transfer market

The money transfer industry is highly complex, comprising a vast array of formal and informal
players that use rapidly changing technologies and institutional infrastructure to effect transactions
for diverse clients. Money transfers can be classified in various ways, for example, by type of customer
(governments, businesses, individuals), type of transmission channel (formal or informal), or
origination and end points. Person-to-person money transfers are probably most relevant for pro-
poor FSPs given their customer base, and the fact that governments and informal sector businesses
in emerging markets have yet to make extensive use of non-cash methods for payments to
individuals.

Cross-border remittances transferred through the formal sector are perhaps the best-documented
type of person-to-person transfer. Based on IMF data, the World Bank estimated the global volume
of formal cross-border remittance transfers to be US$88.1 billion in 2002 and US$93 billion in
2003.4 Experts estimate the total value of monetary transfers made through informal channels (e.g.,
cash transfers conducted through family, friends, or undocumented transfer channels) may add
another 40–100 percent to this amount.5 Such evidence indicates that informal systems are
competing successfully with even the largest players in the formal money transfers market.

Some of the best-known informal systems include hawala, which is common throughout the Middle
East, hundi, indigenous to South Asia, and the Chinese fei chen. Typically in such systems, a migrant
makes a payment to the transfer agent in his/her country of residence, and the agent gives him a code
to authenticate the transaction. The agent requests his counterpart at the receiving end to make the
payment to a beneficiary upon submission of the code. After the transfer, agents settle accounts
through payment in cash or in goods and services. They are remunerated by senders through a fee
or an exchange rate spread.

Much of the popularity of informal transfer systems is due to client-friendly features like speed,
anonymity, and a minimum of paperwork. They are also often present in areas where no formal
sector providers exist, and perhaps most importantly, are generally less expensive than formal transfer
mechanisms. Since many informal transfer providers are simultaneously involved in other businesses
where money transfers are necessary, such as commodity trading, remittance services fit well into
their existing activities. Remittances and business transfers are processed through the same bank
accounts and few, if any, additional operational costs are incurred.6

In contrast, the formal money transfer market is dominated by large, specialized money transfer
companies (MTCs) such as Western Union, MoneyGram, and Vigo. By number of transfers
processed, Western Union is estimated to serve 25 per cent of the market, Eurogiro 11 per cent, 
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MoneyGram 6 per cent, and Vigo 3 per cent.  The rest of the formal money transfer market is
fragmented among commercial banks, post offices, foreign exchange bureaus, credit unions, and
niche money transfer companies, with different players dominating specific markets. Total revenue
for this industry is currently estimated at between $15 billion and $18 billion, and the demand for
person-to-person money transfers is expected to increase steadily in the future.7

Although most current research focuses on transfers from developed to developing countries,
substantial migration also occurs between and within developing countries; close to half of all
reported migrants live in the developing world.8 Domestic migration is a lifeline for poor and rural
people in many countries. Evidence indicates that poorer and more rural migrants tend to move to
destinations closer to home – often urban centers within the same country – and typically earn and
remit less money than international migrants.9

The volume of domestic remittance is unknown, since they pass through a country’s payment system
and are often not tracked as remittances. While amount per migrant may be smaller for domestic
migrants than for international or regional migrants, the overall volume of domestic transfers is
enormous and reaches many more households. In China, domestic migrants sent US$45 billion via
formal transfer providers in 2003 alone.10 A study in Vietnam indicated that, although they made
up only 50 per cent of the total value of known remittances, “7 out of 8 transactions received were
domestic remittances.”11

Safe, affordable money transfer mechanisms are critical for processing both domestic and
international transfers. Domestic transfer services serve as the final link – the “last mile” – of the
international transfer process, so domestic markets must operate efficiently for international transfers
to reach their intended recipients. Yet money transfer networks within developing countries are often
more limited than international networks due to an undeveloped payments infrastructure and/or
lack of FSPs that provide transfer services. This reality represents an opportunity for FSPs that serve
the poor, especially in remote or rural areas where transfer options may be especially scarce.

2. The building blocks of a money transfer system

Money transfer systems can be thought of as having three main elements: (i) the mechanism that
carries a transfer from point A to point B; (ii) the institution that provides the transfer; and (iii) the
customer interface through which cash is collected from senders and/or disbursed to recipients.

Transmission mechanisms
The major transfer mechanisms in use today fall into two main categories: paper-based and
electronic. Paper-based instruments include checks, bank drafts, and money orders, while electronic
funds transfers occur over a variety of different networks. Automatic clearinghouses (ACH) and real-
time gross settlement systems link member financial institutions and their clients. These networks
allow member financial institutions to exchange payment instructions and settle obligations
electronically, and they are often owned and operated by central banks, bank associations, or other
private players. At the international level, the most commonly used system for facilitating electronic
fund transfers is operated by the Society for Worldwide Interbank Financial Telecommunications
(SWIFT), and industry-owned cooperataive that provides real-time payment messaging services to
member institutions. Postal financial institutions have their own “giro” network for the transfer of
funds. Finally, MTC networks link huge numbers of agents, which can be financial institutions or
retail establishments depending on local regulations.

Transfer mechanisms vary along a number of other dimensions of relevance to pro-poor FSPs on
both the sending and receiving sides. One important consideration is whether the mechanism
requires senders and/or receivers to have accounts with a financial institution to use the service, as
this can be an obstacle for low-income clients. Customers also care about the speed of the
mechanism, which is faster for electronic systems, as well as convenience and price.

From the perspective of FSPs, restrictions on access to various mechanisms may be the overriding
concern, although processing costs and the need for physical and IT infrastructure are important as 
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well. Checks and drafts are typically only issued by bank and near-bank financial institutions, and
money orders by postal financial institutions and large private operators. Access to payment systems
such as clearinghouses and real-time gross settlement systems typically occurs through a bank, and
giro transfers can only be originated by postal banks. Membership in MTC networks can also be
restricted to certain types of institutions depending on national regulations.

Partnerships
In order to overcome the access restrictions mentioned above, FSPs that serve the poor have forged
a number of creative institutional partnerships. Alliances with banks, credit unions, postal networks,
international money transfer companies, and retail outlets allow FSPs to leverage their strengths
(proximity to clients and established quality services) to overcome their weaknesses (limited transfer
expertise, restrictions on foreign exchange dealings, and/or access to a payment system). MTC
relationships may even become a competitive necessity, as they did for XAC Bank in Mongolia,
which found that it needed to offer the same convenient transfer services offered by its competitors
in order to retain clients.

A growing number of FSPs have established alliances with MTCs such as Western Union,
MoneyGram, and Vigo. Part of the attraction is due to simplicity: MTCs often offer agents a turn-
key solution for providing money transfer services, with a complete package of software and training.
Agents may also benefit from existing marketing programmes and an established agent network,
which can generate transfer volume. These advantages have enabled MTCs to partner with broad
networks of banks, non-bank financial institutions, post offices, and retail businesses of all stripes.

Partnerships with MTCs also entail a number of risks that must be managed. For example, the larger
the MTC, the more likely that it will attempt to impose exclusive relationships on its agents. Yet even
large MTCs cannot always generate adequate transaction volumes for institutions in receiving
countries, particularly if they have not sufficiently penetrated the relevant immigrant communities
in sending countries. The financial implications of partnering with an MTC must also be properly
analyzed; although many of them offer free hardware and training for starting up service, operating
costs such as telecommunication charges and staff time must also be taken into account.

On the MTCs’ side, the most important factor in choosing agents is often regulatory. In some
countries, access to MTC networks is limited by law to banks and occasionally credit unions and
foreign exchange bureaus. A second crucial factor is the extent of an agent’s branch network, which
is often its most valuable bargaining chip in negotiating MTC agent or sub-agent status. MTCs are
often attracted by the proximity of microfinance institutions (MFIs) to poor clients, whom they
consider one of their most important target markets. Additional criteria that figure in agent selection
are operating hours, financial soundness, and sufficient liquidity to advance customer payments
prior to reimbursement.

Partnerships with other types of institutions are also possible. Financial institutions (FIs) with bank
licenses can provide money transfer services via an electronic payment network by setting up
correspondence relationships with banks in other countries or regions. The relationships between
FONKOZE in Haiti and City National Bank of New Jersey in the USA, and between Spanish
savings banks and Banco Solidario in Ecuador, are two such examples. In both cases, money transfers
are bundled by the sending institution and transmitted to an account at the recipient institution that
unbundles the payments for distribution to the receiving clients. For FSPs without bank licenses,
other types of relationships with banks may still be possible: the Indian NGO Adhikar is using the
services of an Indian bank to provide money transfers to domestic migrants and their families,
leveraging the bank’s established transfer facilities and its own proximity to poor clients.

Even if they enjoy access to one type of transfer mechanism, FSPs often establish links with other
providers so that they can offer customers a more comprehensive range of transfer options. Post
offices, MTCs, banks, and credit unions offer potentials for business alliances with other FSPs. Post
offices often offer postal money orders as well as MTC services, enabling them to process both
domestic and international transfers. Credit unions may subscribe to both an ACH network and an
MTC service, thereby offering choices in terms of speed, reliability, and cost.
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Although this type of strategic alliance can be beneficial for FSPs, careful partner selection is needed,
especially as more operators enter the market. When receiving institutions deliver a transfer payment
to a client, they assume a credit risk, as they have often not yet received the actual funds from their
international partner. Sending institutions rely on partners in receiving countries to make sure that
transfers are delivered to recipients. Since information on both sending and receiving institutions can
be difficult to obtain, thorough due diligence on potential partners is essential.

Customer interface
Money transfer operators have traditionally expected customers to come to them, typically delivering
transfers to customers in cash at a bank branch, post office, or MTC agent location. More recently,
the spread of new technologies in developing countries is enabling clients to send and receive
transfers in a wider variety of forms and locations.12  New delivery technologies can eliminate service
constraints related to branch locations and operating hours while potentially also lowering costs,
especially in remote locations. In India, ICICI Bank is using computer kiosks to deliver transfer
services outside their branch network to rural towns with as few as 2,000 residents. Systems
combining mobile phones and retail points-of-sale (POS), currently being developed in South
Africa, Cameroon and the Philippines, are another emerging alternative.

Debit and stored-value cards, in combination with POS devices, can also transmit funds in secure
electronic form, enabling clients to access transfers in multiple locations. In North America, many
banks have taken advantage of debit card technology to design accounts specifically for money
transfers. Such accounts often come with two (or more) debit cards: one for the sender to deposit
cash into the account at an automatic teller machine (ATM), and one for the receiver abroad to
withdraw the cash at a compatible ATM. As a study of remittances to Latin America recently found,
debit card withdrawals were the least expensive of any transfer method in the market.13 However,
the relatively low fees normally charged for ATM transactions also means that this type of product
is less lucrative for FSPs than transfers through other mechanisms. In some markets, customers have
also been slower than expected to embrace new technology.

3. Determinants of a money transfers strategy

FSPs face a problem that seems deceptively simple: how to move funds from a sender to a recipient
and make a profit. Yet the choice of partners, transmission mechanisms, and delivery approaches
described in section two involves a complex set of strategic considerations. These include market
factors, the external environment, and the institution’s own internal strengths and weaknesses.

Client preferences for money transfers are a primary factor in shaping an FSP’s strategy. To shed light
on these preferences, FSPs must collect and analyze data on a number of key issues. They need
routine demographic and socioeconomic data: who are the clients? They must understand clients’
pre-existing level of access to financial services. They must know where the money is originating and
where it is going in their target market. Transfer patterns, including size, frequency, and short- and
long-term trends are crucial to understand, as are preferences with respect to specific product
features. Reliability, speed, accessibility, ease of use, confidentiality and price are generally considered
core attributes of a money transfer product, but can vary in relative importance. Mapping the
particular preferences of its clients with respect to these attributes can help a pro-poor FSP identify
its market niche. Finally, understanding what other financial services clients want can help an FSP
attract clients and keep them loyal, thereby promoting breadth of outreach and contributing to the
FSP’s financial bottom line.

The other market factor that FSPs must consider is competition. A pro-poor FSP should identify
which formal and informal money transfer agents operate in its region, the transfer mechanisms they
use, and the volume of transfers that they manage. It should assess competitors’ strengths and
weaknesses in addressing client preferences, including both formal and informal operators. The
competitive analysis should enable FSPs to determine whether they can offer customers a better
product and thus identify their comparative advantage as a provider.
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Among non-market external factors, regulation plays perhaps the most important role in shaping an
FSPs’ money transfer strategy. The regulatory environment determines many of the options available
to an FSP seeking to enter the money transfer market, including whether the service provider will
have direct access to foreign exchange, the legal right to become an agent or subagent of an MTC,
or access to the national payments system. Requirements for compliance with anti-money-
laundering regulations and payment of taxes on transfers can also affect the viability of a money
transfer offering.

An FSP’s own internal institutional capacity also plays a crucial role in determining this viability.
Money transfer operations require a significant investment in skilled human capital, which adds to
the cost of the service. Information systems must be capable of managing the volume of anticipated
transfer operations, ensuring transaction security, possibly interfacing with other transfer operators,
and generating reports to comply with regulatory requirements. Transfer operators must also have
the capacity to carefully manage liquidity and, if they receive cross-border transfers directly, foreign
exchange risk.

Financial analysis of the proposed offering must pay special attention to long-term estimates of
demand. Money transfers are essentially a volume business, so confidence about future volume is
crucial, especially if the method chosen requires a large initial investment. As money transfers give
FSPs the opportunity to acquire new and retain existing customers, the financial analysis must also
estimate revenues from cross-selling other financial services, as well as potential savings generated by
increased customer retention.

Effective marketing to both receiving and sending customers also underpins a successful money
transfers strategy. In environments with few transfer services, marketing is instrumental in
introducing the new service to clients. In markets where many transfer options are available,
marketing can help introduce transparency around prices. Creating trust in clients’ minds is
especially important for small operators going up against established giants, whose omnipresent
marketing can itself lend their images a certain reliability.

Conclusion

Formal and informal money transfers are growing multibillion-dollar markets reaching clients who
may have previously had little access to financial services. FSPs have a potential financial interest in
money transfers because the service may enable them to increase revenues, attract new clients, cross-
sell existing services, and develop new linked products. Before launching any new product, but
especially a highly complex one like money transfers, FSPs must give careful consideration to client
preferences, competition, regulation, and their own institutional capacity.

Alliances that allow FSPs to offer money transfer services may be the best approach for new entrants
to the market. The client knowledge, location, and existing distribution infrastructure of pro-poor
FSPs can make them attractive partners for existing money transfer operators. The international
payment networks, foreign exchange access, and risk management expertise of specialized money
transfer companies and commercial banks can, in turn, reduce both the cost and risk of a pro-poor
FSP’s entry into the money transfer service market.

As more poor households in developing countries come to rely on income earned elsewhere, demand
for these products will continue to increase. Satisfying this demand for diverse financial services is
crucial to building financial systems that truly serve the poor. 
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Introduction

Remittance flows to Latin American and the Caribbean reached $45 billion in 2004. For countries
such as El Salvador, Nicaragua, and Jamaica, among others, remittances represent 10 percent or more
of GDP and are one of the most important sources of foreign currency (IAD 2004). At the
household level, remittances are a critical source of income for families living in poverty.  Receiving
households have significant purchasing power relative to other poor households that do not receive
remittances (Orozco 2004). These recipient households, have, however, limited access to the
financial institutions that would provide them with access to financial services such as loans, and safe
interest-earning savings instruments, including remittance delivery.

In recent years, the entrance of microfinance institutions (MFIs) into the remittance market has
increasingly been asserted as a mechanism for leveraging remittance flows to achieve development
goals.1 Donors have begun to provide technical assistance to help MFIs develop linkages with formal
Money Transfer Organizations (MTOs) and have enthusiastically supported such partnerships. The
underlying assumption is that, due to close proximity to recipient communities and experience
serving low-income populations, MFIs are in a unique position to reach recipient populations with
both low-cost transfer services and other financial products.  Moreover, by providing these services
–  often through partnerships with MTOs – MFIs can expand their operations and increase revenues.

Despite these assumptions, little empirical evidence has been collected to analyze the practices and
performance of MFIs engaged in the remittance market. Are MFIs located in areas where current or
potential remittance receiving populations reside? Can they effectively compete with MTOs? Are
they providing a broader range of financial services to remittance providers? To begin to address the
dearth of empirical data and to answer questions such as these, in this article we present a framework
for assessing the development impact of MFI entry into the remittance market. We then propose a
series of indicators linked to that framework and provide an initial analysis of the performance of the
27 MFIs and two credit union federations studied for this project.2 After reviewing the analysis of
these organizations and indicators, we conclude with suggestions for further research.

Methodology

This paper is thus based on interviews with 27 microfinance institutions and 2 federations of credit
unions operating in Latin America and the Caribbean. The institutions were asked more than 25
questions relating to their presence in communities where remittances arrive, their remittance
transfer service, cross selling efforts with financial services, prevailing information technology, and
management information systems. The information gathered was quantified in order to get a sense
of the overall trends, which later can serve as a basis for future research and identification of best
practices. Due to the sample size, readers should treat any comparisons and conclusions with due
caution.

1. Microfinance institution and remittance markets

Much discussion has centered on the proposition that linking remittances and microfinance
institutions has a positive development impact on recipient communities. However, little empirical
evidence exists that systematically analyzes specific practices. In order to have a basis for an empirical
analysis, it is important to have a preliminary, working definition of the intersection between
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remittances and microfinance, accompanied by measurable indicators as they relate to development.
To that effect, we define this intersection between remittances and microfinance as a condition in
which microfinance institutions offer remittance transfers in underserved areas through an effective market
presence, selling tailored financial services based on a systematic understanding of the remittance recipient
market. Stated another way, the capacity of MFIs to increase the development impact of remittances
depends on a number of intersecting factors – geographic presence in underserved areas, market
position, the effectiveness of these institutions in providing a broad range of financial services, and
the quality of transfer technologies and management information systems. These factors are
explained below.

Geographic presence
In order for remittances and microfinance to intersect, at a minimum MFIs must operate near
remittance recipients. Therefore, the first factor to assess, and perhaps the one that is most taken for
granted, is the presence of MFIs in or near remittance receiving communities.

Market position
Market position refers to the ability of MFIs to effectively compete in the remittance market. At a
minimum, this is achieved through a combination of partnerships with money transfer companies,
offer of low-cost remittance transfers, and distribution capacity (number of transfers).

Provision of financial services
Another key factor is the offer of a range of financial services to remittance recipient clients, and
possibly to senders. MFIs commitment and capacity to provide a broad range of financial services to
low-income populations ignored by traditional commercial banks is at the heart of the link between
MFIs, remittances, and development. Institutions that offer financial services such as savings
accounts, loans, and insurance to remittance clients (referred to as “cross-selling”), and seek to
mobilize savings for local investment, are optimizing the remittance transfers.  The successful
provision of these services by MFIs, however, depends on the existence and/or design of financial
products attractive to customers and the use of effective marketing strategies.

Systematic information management
Effective data management is another critical factor that improves the link between remittances and
financial intermediation. Among other benefits, the use of efficient data management systems
strengthens the decisionmaking capacity of financial institutions by facilitating access to market and
client information to inform marketing strategies. As noted above, marketing is important to the
successful expansion of broader financial services, as well as to the growth of MFI remittance services.

Technology
Technology provides a conduit for data gathering, organization and transmission. MFIs increasingly
rely on technology to improve their effectiveness and efficiency in managing and delivering their
services. A basic criterion of technology for remittances is the adoption of back end technologies that
ensure efficient wire transfers as well as adaptable data transmission to the institution’s information
management systems.3

2. Analysing the intersecting issues

The purpose of this article is not to assess in-depth the performance of microfinance institutions in
the remittance market, but rather to present an initial framework for analyzing their relevance to
development. Nonetheless, using a few key indicators, and available data we are able to provide
preliminary indications of the success of MFIs in leveraging the development impact of remittances.



54 Remittances, Microfinance and Development: building the links

The analysis that follows is based on interviews with MFIs operating predominantly in El Salvador
and Guatemala. However, MFIs in other countries, including Mexico, Paraguay, and Haiti were also
considered. The interviews were selected randomly, but an effort was made to include both large and
small MFIs, regulated, and credit-only institutions. The table below displays the institutions studied.

Table 1: Countries and MFIs studied

Geographic presence
- MFI relative position vis a vis competitor branches

Market position
- Type of MFI-MTO partnership
- Branch transaction rate
- Transfer cost

Financial service provision
- Existence of cross selling
- Design of remittance-linked products

Management information system
- Data management linked to remittance market base

Transfer technologies
- Basic back end transfer system

Region or Country Microfinance Institution 

Mexico Bansefi, (Red de la Gente), Amuccs (Un Nvu),
Credemich, Fincoax

El Salvador Fedecaces, Fedecredito, Procredito, Integral, AMC,
Fundacion Napoleon Duarte, Fundacion Campo,
Acacu, Acocomet, Acacciba, Acodjar

Guatemala Salcaja, Cosadeco, Genesis Empresarial, Guayacan,
Banrural, Bancafe, Fenacoac

Haiti Fonkoze

Honduras ODEF

Andean Ecuador: Banco Solidario; Peru: Praxis Fina;
Bolivia: BancoSol

Southern Cone Paraguay: El Comercio

These microfinance institutions represent a wide array of organizations. First, three have more than
200,000 members (Banrural, Bancafe and Fenacoac), and five have between 40,000 and 90,000. The
remaining MFIs have fewer than 20,000 clients. Second, ten MFIs started their business prior to
2000 (six in 1998), and five in 2004. Third, most of these MFIs (60 per cent) have over 70 per cent
of their branches in rural areas.

Geographic presence
With greater data availability we would evaluate an MFI’s geographic presense by comparing the
geographic distribution of remittance recipients with the MFI’s area of operation, as well as that of
all MTO competitors in those areas. To get such information, in addition to the MFI’s information
two datasets are necessary: the size of the remittance recipient community and the number and
outreach of MTO competitors where the MFI operates. This kind of information would be
extremely useful, but is seldom, if ever, available. Alternatively, we can estimate the ratio between the
distribution of MFI branches in cities and competitor branches (MTOs). This alternative approach
could be improved further by looking at this ratio for lower income remittance recipient households.
Again, however, obtaining data for such fine-tuning is a difficult task.

Due to current data limitations, in this paper, we employ the alternative approach. Using the case of
El Salvador and Guatemala, the number of branches of each MFI offering remittance transfers is
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compared with the number of outlets of a large company like Western Union, which represents a
major competitor on the distributing side. A ratio is obtained by dividing the total number of an
individual MFI´s branches by the number of Western Union branches in that city. Because MFIs
generally operate in underserved areas, a minimum ratio of 30% was selected as a threshold of
significant presence in that area. The selection is based on the assumption that it is reasonable to
expect an MFI to be one third as strong as a major competitor in the same area.

Using Western Union (WU) as a proxy for MTOs has both advantages and limitations. The two
major advantages to the emphasis and use of WU are that the data are available and that WU is the
world's largest and most ubiquitous MTO. As such, WU is a kind of standard bearer and measuring
point for the industry. The obvious limitation, however, is that WU is not equally important in all
markets and in some (and perhaps all) markets it would be valuable to look at other  companies. This
latter approach requires greater resources (time, funding, research staff, etc.) that was available for
this project, but would be a desirable goal for future and ongoing research in this area.

Table 2: MFI ratio to WU agents

The geographic presence of these institutions is
not necessarily related to their relative size
nationwide. For example, Salcaja in Guatemala
has only four branches in the area where it
operates. Similarly, AMC, which operates solely in
rural areas, is a smaller institution than Procredit,
yet has a better position vis a vis Western Union.

An important limitation of this approach is that it
is based on the assumption that a large MTO is
present where all remittances are received.
However, an MFI may be present in an area where
remittances arrive but where a large MTO is not
present. Consequently, the most comprehensive
measure of an MFI’s geographic presence would
use national survey data to compare the
institution’s operating zone with data on where
people send remittances, but such data is not
always available.  The alternative approach

described above can work as an intermediate proxy towards a more comprehensive measure. An MFI
conducting analysis of its remittance recipient base in the community can use this procedure to
compare its branches vis–a-vis the recipient community and competitor companies.

Market position

■ MFI-MTO partnerships
An MFI should be able to conduct its money transfer business in partnership with an MTO. This
is essential to establishing a market presence. However, many institutions have limited resources
for identifying appropriate partners or investing capital in competing in the business.  Moreover,
the MFI, as in other business activities, should be able to negotiate with more than one company
in order to attract a greater volume into its institution. Its choice of partnership is also an
important consideration. For example, choosing a large MTO as partner may have the effect of
higher transaction cost to clients.

Most of the institutions under analysis have an MTO partnership. But there is a wide range in
the types of partnerships that exist: some MFIs work with large companies like Western Union
whereas others choose midlevel companies like Vigo Corporation. The partnership results in part
from the institution’s efforts to identify a viable partner, but also from companies seeking to
expand their network. Many companies look first and foremost for financial institutions as payers
and in the process, larger MFIs emerge as candidates for partnership by virtue of their geographic 

El Salvador Per cent 

AMC de RL 44

Apoyo Integral 29

Banco ProCredit 36

FEDECACES 51

Fundacion Campo 14

Fundacion Jose Napoleon Duarte       22

Guatemala

FENACOAC 41

Genesis Empresarial 36

Salcaja 47

Source: MFI information and Western Union
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presence in areas where the companies would not normally be present. This is the case of Western
Union partnership with rural financial institutions such as Banrural in Guatemala, El Comercio
in Paraguay, and Procredito in El Salvador. Another example is that of MoneyGram’s partnership
with Bancafe and Vigo Corporation with FEDECACES and FENACOAC. What these
institutions have in common is their strong presence in rural areas (greater than that of
commercial banks), as well as a tested payment capacity.

■ Transaction rates
Achieving a level of effective involvement in the remittance transfers market has been a major
challenge for MFIs. One way to measure market involvement is to look at the transaction rate
per branch. Large competitors like Western Union or MoneyGram can have more than 100
branch agents in a given country, and provide on average over 200 transactions per branch per
month; i.e. 5 transactions a day. Using this indicator helps compares small or large institutions.
The Guatemalan cooperative Salcaja, for example, has 4 branches and pays 1,000 transactions a
month (in other words, 8 transactions a day). Its presence is thus similar to that of larger agents
of Western Union. In this study, only two institutions carry out more than 1,000 transactions a
month: Bancafe and Banrural in Guatemala, which are agents of MoneyGram and Western
Union, respectively. Credit unions in both Guatemala and El Salvador appear as mid level
remitters, in that they offer between 1,000 and 250 monthly transactions.

The table below shows the distribution of transaction rates among institutions.

Table 3: Rate of transactions per institution’s branch (per cent)

One possible explanation for an institution’s high
transfer ratio is its partnership with one or more large
MTOs. A second explanation may be that the longer
the institution has been in the remittance market, the
higher the volume of money it transfers. Table 4 below
shows that 64 per cent of institutions with more than
200 transactions per month have partnerships with large
or multiple MTOs.  Table 5 shows that 60 per cent of
MFIs that initiated operations before 2000 make over 

400 transactions a month, compared to 1 percent of those that started after 2000 (65 per cent of
those that started after 2000 make fewer than 50 transactions a month). These two elements
suggest that a critical MFI strategy may be to consider the remittance transfer as a long term
approach, including the establishment of agreements with more than one partnership.

Table 4: Type of MTO partner and number of transfers per month (per cent)

Number of transactions Per cent

Under 50 transactions 46

51 to 200 transactions 7

201 to 400 transactions 18

Over 400 transactions 29

Total 100

n=28

Number of transfers
per month

0 to 50

51 to 200

201 to 400

Over 400

Own transfer
method

50

50

–

–

100

Engaged with
one partner

67

–

25

8

100

Large MTO partnership or
with more than one partner

29

7

14

50

100

Type of MTO Partner

N=28
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■ Transfer costs
When looking at the cost of transfers, results are relatively mixed.4 As indicated in Table 6, one
fifth of MFIs offer transaction costs higher than the average prices – three of these institutions
work with Western Union and MoneyGram. Fifty two per cent of all MFIs charge below average rates.

Table 6: Cost to recipient relative to cost to MFI/MTO

Table 7: Transactions by branch and transfer cost (per cent)

Table 5: Institutions by number of transactions per month before and after 2000
(per cent)

Less than 50 transactions

51 to 200 transactions

201 to 400 transactions

Over 400 transactions

10

10

20

60

100

65

6

17

12

100

44

7

19

30

100

Number of transactions per month
Year started

Before 2000    Since 2000
Total

n=29

n=24

N=27

Percent

Above transfer cost 21

Same to average transfer cost 10

Below transfer cost 52

NA 17

Total 100

Above transfer cost

Equal to average transfer cost

Below transfer cost

Total

80

20

100

100

100

25

12.5

62.5

100

Range of Transactions per Branch

0-50            51-200        201-400         >400

As indicated in Tables 7 and 8, we find that among those offering some of the lowest transaction
costs are small MFIs as well as credit unions that have forged partnerships with either smaller
money transfer companies or non-traditional money transfer companies. This is mainly the result
of recent efforts by MFIs to work with technology-intensive and development-driven businesses.
For example, the Micro Finance International Corporation (MFIC) is a U.S.-based MFI set up
to transfer remittances through a flexible platform primarily through MFIs, both to Latin
America and other parts of the world. MFIC is a unique MFI to MFI model that has significant
value added components based on back and front end technology with software platforms that
integrate remittances, check cashing, phone cards, small loans, and insurance among other
services at competitive costs or below the market prices. The tradeoff, however, in the case of
MFIC is that these low cost businesses generally have a much more limited distribution capacity
than larger companies like Western Union or MoneyGram. Further analysis of the cost structure
of MFI remittance services is needed to better understand the diverse cost reduction strategies of
those institutions in our sample that offer lower prices, what – if any –  additional trade offs exist,
and if the subset mentioned above can achieve both scale and lower costs.

22

78

100
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Table 8a: Transfer cost by type of MTO partner (per cent)

Table 8b: Transfer cost by type of financial institution (per cent)

Above transfer cost

Equal to average
transfer cost

Below transfer cost

36

9

55

100

14

14

72

100

50

50

100

25

25 

50

100

23

12

65

100

Transfer cost
Institution type

Commercial             Credit Microfinance        Transformed
bank                      Union Institution MFI

Total

Financial service provision
As mentioned earlier, converting remittance clients into bankable individuals with savings accounts
and access to other financial products is critical to leverage the development impact remittance
transfers. Fifty seven per cent of MFIs have sought to provide financial services to clients, whether
through the offer of bank accounts (particularly savings accounts) or diverse loan products.

Some institutions have specifically tailored financial products to remittance recipients. Two examples
are Banco Solidario and Salcaja. Banco Solidario’s main strategy has been to transnationalize its
clientele with financial products designed for both remittance senders and recipients. As part of its
Enlace Andina, Banco Solidario created a special account called “My Family, My Country, My
Return,” which offers clients bundled savings options. This package most frequently uses credit lines,
housing and home buying credits, savings accounts and insurance. Banco Solidario’s other banking
products include the Chauchera smart card that allows clients to make transactions through the POS
network used by pre-established providers.  After fewer than two years of operating in the remittance
transfer marketplace, Banco Solidario holds between 5 and 8 per cent market share, and expects to
attain between 8 and 12 per cent market share by the end of 2005.  This growth is evidenced in Table
9 below.

Table 9: Banco Solidario remittance transfer and financial services (2002–2004)

Year

2002

2003

2004

Transfers

1,800

14,000

60,000

Volume

$6,000,000

$23,000,000

$50,000,000

Accounts

270

860

4,000

$150,000

$670,000

$3,500,000

Loans issued

50

230

1,700

$70,000

$525,000

$4,000,000

Source: Banco Solidario officials’ interview, January 2004 & 2005 

Large MTO partnership or
with more than one partner

Engaged with one partner

Own transfer method

Total

Above Equal to Below

transfer cost transfer cost transfer cost

33                                  67 53

67                                  33 40   

7

100                   100 100   
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To reach clients, Salcajá has taken advantage of social capital networks through word of mouth, and
it ensures that its branch tellers and representatives are well informed and capable of transmitting
information about the remittance services it offers as well as other products available to recipients.
The institution is formalizing a cross-marketing strategy, and plans are underway to install at least
one client-service window at each branch dedicated solely to attending remittance recipients. The
goal is to expand Salcajá’s current base of nearly 15,000 clients by offering recipients other specialized
financial services, including pension funds, life insurance, medical insurance, small business credit,
home equity funds, and various savings packages such as the Infant/Youth Savings Plan, which
encourages parents to invest in their children’s schooling over the long-term.

Other institutions like Fedecaces have targeted remittance recipients directly as potential members of
the credit union. Approximately 25 percent of remittance recipients who choose FEDECACES to
receive their remittances are also FEDECACES clients. To determine how best to tap the other 75
per cent, FEDECACES commissioned a needs assessment with financial support from the Inter-
American Development Bank (IDB). The exercise revealed, among other findings, that many
recipients do not understand what it means to hold a savings account because they have never been
offered this financial alternative. FEDECACES is significant because, like Salcajá, it is an alternative
savings and credit institution with a commitment to work with low-income households and in rural areas.

Table 10: Type of product offered by MFIs to remittance recipients

The effectiveness of financial service provision is arguably the most important indicator of
development impact, but it is the area in which the least data is available for analysis. Ideally, we
would evaluate the conversion rate of remittance clients, i.e. the percentage of remittance clients that
become clients of other financial services. But few institutions track this information. While a few
institutions are successfully converting
remittance recipients into clients of other
financial services, interviews do indicate many
institutions are having difficulty in this area.
There may be many explanations for this. One
possible explanation is that many of the
institutions referred to here as MFIs – because
they serve low-income populations, including
microenterprises – are not using the
microfinance methodologies (non-traditional
collateral, solidarity guarantees, etc.) that have proven most effective in reaching the poor.

This may be particularly true for some cooperatives, since they tend to serve a slightly higher income
client than do NGO MFIs. In other words, although it is assumed that these institutions know how
to serve remittance recipients, they may actually be operating somewhat up market and need
assistance to effectively move down market. It might also be that the remittance receiving population
– or some segment of that population – is fundamentally different from traditional microfinance
clients.

It may also be a case of inadequate marketing. What is clear is that more research is needed to
understand this situation.

n=29

Product type Percent

Nothing yet 41.5

Typical services 41.5

Tailored package 14

No data available 3

Total 100

Successful Cross-Selling
Operating in the Mixteca region in Oaxaca, the
microbank Xuu Ñuu Ndavi (Money of the Poor
People) provides a basic remittance service to the
residents from relatives living abroad. With fewer
than 200 clients during the first year of the
remittance service, the microbank received
$170,000 in remittances, capturing $160,000 in
savings (IAD, 2004).
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New Monthly Conversion
Institution Accounts Transfers Rate

Opened Per cent

Red de la Gente 2500 25000 10

Guayacan 533 5426 10

El Comercio 80 800 10

Coosadeco 529 4780 11

Fedecaces 4375 22000 20

Acocomet 800 2383 34

Salcaja 500 1000 50

Banco Solidario 4000 5000 80 

Acacu 2703 2703 100

Information management for the demand side
Information management is central to developing an effective strategy to design and market a
financial service. Management tools provide input to enhance the decision making capacity of
institutions. To be considered effective, at a minimum an information management system should
allow an institution to determine what percentage of its current clients are receiving remittances and
what services they use.

Of all the MFIs studied, Financiera El Comercio in Paraguay and Genesis Empresarial in Guatemala
were the only organizations that carried out market research to identify the size of the potential
remittance recipient clientele and the services they already receive and could potentially receive. El
Comercio, which operates in Paraguay as an agent for Western Union, found out that 20 per cent
of its clients received remittances, while Genesis Empresarial learned that 30 per cent of its clientele
received money from abroad.

According to El Comercio’s analysis of 500 clients, their remittance clients receive money
predominantly from Argentina. Seventy seven percent received such money in the past three years.
This information helped this MFI to learn more about their client’s income sources and other
services it could provide. It allowed them to understand the profile of senders and to continually
refine their analysis. Financiera El Comercio found that Paraguayan immigrants are typically women
from poor, rural areas of Paraguay who do domestic work in the informal sector.

Information like this is critical for making decisions on the investment and funding needed to cater
to various communities. This issue is particularly important because aside from these two
institutions, no other MFI surveyed has actually done systematic market research of the remittance
receiving trends in the communities in which they operate. Market research is a critical element
preceding the implementation of financial packages.

Technology tools
An increasing number of institutions argue that “technology solutions are the current frontier in
remittances” (Migrant Remittances, 2005). In fact, current technologies can offer at least four
advantages to the remittance and MFI industries: functionality, value added innovative abilities,
business and development impact, and cost effectiveness. The functionality of the technology is such
that, whether for the back or front end of the business or institutions, technologies are easily adapted
to the current transfer mechanisms most institutions have. Although 95 per cent of the leading
companies remitting to Latin America and the Caribbean use agent based cash to cash transfers, the
increasing flexibility offered by technology provides the choice of adopting attractive transfer
mechanisms for account to account transfers.

Table 11: Number of accounts opened among remittance recipient households
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These technologies include data payment transmission systems through typical automatic clearing
house (ACH) software platforms, prepaid, debit, or fully functionally multipurpose credit and debit
cards, cell phones and online transfers. These technologies provide firms with alternatives to shift and
transform their business into fully electronic based transfer systems with both back and front end
capabilities.

Table 12: Functionality of technology in remittance transfers

MFIs currently have a basic back end remittance transfer mechanism which is usually installed by
the money transfer company. Some MFIs are considering modernising their prevailing technology
platforms to process international wire transfers and other important features such as card
processing, regulation compliance, telecommunication via Voice Over Internet Protocols (VOIP),
and online data management.

However, the investment, administration, maintenance and training costs of such a task are often
outside the reach of institutions. Adopting such platform technology costs in the region of a quarter
of a million dollars and this excludes hardware costs (computers, network lines, communication
devices among others). Moreover, the consideration of adopting the technology depends on the
market base size for which the application is targeted and the commercial partner on the sending
side. Such consideration involves analyzing who among recipients currently has access to financial
institutions, uses cards, has any financial and commercial preferences (such as making phone calls),
and identifies possible retail partners who could adopt a card or retrieve information for payment
processing. For example, when looking at remittance recipients in selected countries using debit or
credit cards, the average is under thirty percent.

Table 13: Remittance recipients with debit, credit, or both cards 
in selected Latin America and Caribbean countries

ACH Software platforms

Online platforms

Payment system cards
(prepaid, debit, store value) 

Wifi for closed and open networks

Other (SMS, etc)

Card issuing (for closed or open
networks) 

Card issuing (for closed or open
networks),
online customer transfer

Card issuing (for closed or open
networks) 

NA

Data transmission through cellular
phone

International payment
processing,
settlement and data
management

Data payment transmission Back end Front end
applications

No card yet Debit, credit
% or both

%
Guatemala 86.1 13.90
El Salvador 77.0 23.00
Nicaragua 83.4 16.60
Dominican Republic 67.9 32.10
Cuba 93.3 6.70
Ecuador 76.8 23.20
Guyana 61.3 38.70
Colombia 51.1 49.00
Eight countries 70.8 29.20

Source: Orozco, Manuel, Transnationalism and Development, forthcoming, 2005 
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This fact raises two issues; first, there are obstacles to entering the market with an alternative transfer
mechanism. Two, in order to transform these customers into users of card based instruments, the
financial institution needs to implement an appropriate marketing scheme that includes knowledge
of preferences, product design, and commercialization. None of these MFIs currently provides card
based transfers. One bank that does microfinancing in Guatemala, Bancafe, has been able to get five
per cent of its remittance recipients to use cards. 

3. Preliminary conclusions

Microfinance institutions are positioned as important agents in leveraging remittances for local
development. In general, the assumptions about their relationship to remittances hold true. A look
at the trends as observed in this preliminary case study of 29 institutions finds, first, that most MFIs
have a moderately effective presence vis a vis the major competitors. The positive aspect of this
finding is that as these institutions serve this sector they are potentially and strategically placed to
provide a wider range of financial services than remittance recipients might otherwise have. A second
major finding is that the majority of the most active MFIs in remittances offer transfer costs below
the market average. For those people who are able to transfer remittances at costs below the market
average through partners with MFIs, these institutions are sending a message about the importance
of low cost markets and financial intermediation. Nearly 60 per cent of remitters transfer under $200
remittances a month, likely underscoring their poverty and the importance of the marginal cost of
sending. With lower costs, not only is marginally more money available to (invariably poor) senders
or recipients, the lower price may solidify or strengthen the emerging role of the MFI. The challenge
for at least some of these MFIs is to reach scale. Finally, only one third of the MFIs offer tailored
financial services to their clients, suggesting that while MFIs can and do provide some of the
development functions imputed to them, this role should not be assumed as a given and much work
needs still to be done to help MFIs expand their financial service offerings.

Taken together, these results suggest that in general, MFIs are in the process of achieving substantial
success at offering remittance transfers (often at a low cost), and experience more difficulty in
providing tailored financial products. Additional research is needed to better understand both the
challenges MFIs face in the remittance industry and to capture emerging recommended practices.
This research should include analysis of:

■ The challenges institutions face in converting remittance clients to clients of additional financial
services;

■ Cost reduction strategies employed by MFIs charging transfer rates below that of traditional
MTOs, and any trade-offs between cost reduction, scale, or other factors;

■ Financial needs and preferences of remittance senders and receivers; and
■ The legal and regulatory environment for remittances in developing countries.

While further research is needed to better understand these issues, it seems clear that more technical
assistance in market research, product design, and commercialization strategies, as well as technology
development are needed in the short term.

Endnotes

1 Microfinance institutions (MFIs) are organizations that provide financial services, including savings and/or credit facilities to small
and microentrepreneurs and other marginalized populations with limited or no access to traditional commercial bank services.

2 To our knowledge, there are less than 100 MFIs in Latin America and the Caribbean offering remittance transfers.

3 Another important consideration is the regulatory or legal environment. Some countries do not allow unregulated institutions to
transfer remittances or engage in other kinds of currency payments. This is the case in several Asian countries, for example. We do not
analyze this important issue here, but leave it to future research.

4 Transfer costs to customers results from two prices; the fee on the transaction and the commission on the exchange rate applied when
paying the remittance. Pricing data on transfer costs is elaborated elsewhere by one of the author (Orozco, June 2004).
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How Money Moves in Cash-based Markets: money transfer services in
Kenya, Tanzania and Uganda
Cerstin Sander

Introduction

East African economies are heavily cash-based and characterised by weak financial infrastructures.
Payment systems are slow, cumbersome and costly, though they are in the process of being revamped.
Access to payments and other financial services is mostly limited to bank branches and a slowly
expanding network of ATMs, both of which are barely available beyond the capitals and some
secondary urban or trading centres. Banks prefer to target corporate customers and salaried or high
value individuals. Partly as a result of these extremely limited services and access constraints, people
are used to and prefer dealing with money they can see and feel. Accordingly, most personal
payments and also business transactions, whether small or large, are made in cash (Peachey et al.,
2004; Sander, 2004b).

In assessing the level of access to financial services, Peachey et al. (2004:40, Table 6B) classify Kenya
as ‘intermediate’ and Tanzania and Uganda both as ‘repressed’. In such contexts, access to
transactional services for payments or money transfer is generally constrained, particularly for the
low-income end of the population. Given this context, the starting question for a set of market
research studies was how low-income individuals and small or microentrepreneurs transfer money
and make payments in Kenya, Tanzania, and Uganda, the three countries comprising the East
African Community (EAC). To explore the reasons for sending money and the regulated services and
other ways available to transfer money, 224 microfinance clients (on the demand side) and 25 service
providers such as banks (on the supply side) were interviewed. The aim was to identify gaps or
weaknesses in the existing services and so reveal the market potential for new or different services,
especially involving microfinance institutions (MFIs).1

The research indicates that weak financial infrastructures in East Africa have left a gap in the market
for money transfer services. Developments in this market since the latter part of the 1990s
underscore the existence of an unmet demand: for instance, the rapid expansion of money transfer
services such as Western Union across the region, and the emergence of new services by bus
companies in Tanzania and courier companies in Uganda. Despite the emergence of these new
providers, money transfer services in East Africa are still inefficient, inaccessible, and often costly.
This leaves market opportunities for other providers and offers the potential for microfinance
institutions (MFIs) to develop services, especially in their respective domestic markets. MFIs tend to
reach segments of the population which do not have ready access to financial services but typically
need to send and receive money.

Serving the domestic rather than the international transfer market is the more realistic option for ost
MFIs in the region. This is because most MFIs are still unregulated and have so far not been allowed
to become part of international transfer service networks (primarily because they cannot be
authorised to deal in foreign exchange). In the East African context at least, this is unlikely to change
in the near future. Yet, while there are fewer regulatory hurdles in the provision of domestic services,
capacity issues as well as regulatory requirements should still be the first consideration for any MFI
interested in exploring this new market.

The following presents a brief look at the financial infrastructure in the region. This is followed by
an overview of purposes, frequency, and amounts of money sent. Migrant remittances are highlighted
as an important and growing flow which has contributed to the expansion of money transfer
operators (MTOs) in this region, as elsewhere. An analysis of the different money transfer options,
their service fees and a discussion of the bottlenecks in service coverage due to the regulatory
environment then leads into an assessment of the potential opportunities for MFIs to become money
transfer service providers.
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The financial infrastructure

East Africa’s financial infrastructure is weak, especially in the more remote areas and for low-income
populations. The capital cities and regional administrative and trading centres have the highest
availability of commercial financial services. Access to commercial banks is, however, limited by the
physical distance to the nearest branch, and also by thresholds in account fees and required
minimum balances. These reflect bank preferences for serving high-income client segments (see also
Rutherford 1999). For the majority of the population, post banks offer the most accessible services,
delivered through extensive networks of branches, sub-branches and post offices (via agency
agreements). While accessible, these services are often highly inefficient: clients report long queues,
limited liquidity, and overall a low quality of services.

As a result, low-income and rural individuals and microentrepreneurs are particularly under-serviced
by the financial industry. This situation is more pronounced in Tanzania and Uganda: Kenya’s
regulated financial sector is relatively stronger and has better outreach. Ugandan coverage has,
however, been improving rapidly, as a number of banks have introduced ATMs since the beginning
of 2003. This includes Stanbic, which now has the largest branch network in the country, and has
an interest in mobilising savings by lowering access barriers such as account fees and minimum
balances (Wright et al. 2003).2

A very rough proxy indicator for financial service coverage is the ratio of bank branches to
population (see Table 1). Kenya’s relative strength in the region is reflected in the higher number of
licensed banks and bank branches relative to its population and land mass in comparison to Tanzania
and Uganda. Compared to a better developed financial infrastructure, such as that in the UK or the
United States, however, the region is clearly far behind. Looking at bank accounts per head, Kenya
records 0.1, Tanzania 0.05, and Uganda less than 0.05 (Peachey et al. 2004:35; imputed figures for
Tanzania and Uganda).

Given this very limited regulated financial infrastructure in East Africa, the market research aimed
to learn about how people and businesses transfer money. The findings show that due to the
limitations in the services provided by traditional banks, money transfers by MTOs, corporate
arrangements, non-financial firms such as buses, and by informal channels are very popular
throughout East Africa.

Money transfers: purposes, frequencies and amounts sent

Purposes
People, companies, governments, and institutions transfer money to pay salaries or pensions, cover
operational expenses, pay school fees, pay for commodities at the farm gate, and support family
members. Both large and small amounts need to be transferred regularly, intermittently, or in
emergencies such as illness or death. Most transfers are domestic, though some are intra-regional or
international, since business and family ties - e.g. children at boarding schools or migrant family
members - frequently cross borders, especially within the immediate region. Trade ties, for instance, 

Sources: World Factbook, central bank annual reports, British Bankers Association, U.S. Census Bureau and calculation
of ratios

Number of Bank Population Population : Area size Ratio adjusted
licensed branches (million) branch (land only, for area size

banks ratio sq.miles)

Kenya 45 494 32 64,777 569,250 1,152.33

Tanzania 14 170 36 211,765 886,037 5,211.9

Uganda 17 120 26 216,667 199,710 1,664.25

UK 385 10,877 60 5,516 241,950 22.24

USA 9,209 86,500 290 3,353 9,158,960 105.88

Table 1: Comparative financial services coverage
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are most pronounced between the capitals and between capitals and ports such as Mombasa (Kenya)
but also Dubai (UAE), South Africa and Europe.

Amounts sent
Interviewees indicated that transaction values range from as low as $5 to as much as $150 for family
support, which some pay monthly. School term fees range between $25 and $500. For business
purposes, values per transaction vary and can frequently be as high as $50,000 for the larger traders
or small importers.3 The total value of transfers is impossible to establish from available data and
also very difficult to estimate.

Sender Purpose Value Frequency & Other Notes

Individual Family support / $5 to $150 As often as monthly by variable
migrant with seasonal peaks (e.g.
remittances religious holidays)

Individual School fees $25 to $500 Term fees due in January/
February, May/June, and
September for secondary
education, private or boarding
schools

Small / Business up to $50,000 Frequency depends on business;
Microentrepreneurs transactions / amounts at the upper range 
(traders, importers, purchases value typical for large traders or 
etc.) small importers; small traders

transfer smaller amounts

Export Commodity Purchase of $160,000 (example Seasonal / post harvest peaks
Traders commodities of monthly value of for farmgate transactions;

(tea, coffee, farmgate purchases monthly transactions can be the
etc.) of coffee post case with government commodity

harvest) $6.5 million marketing boards
(example of monthly
payment to tea
farmers, each
receiving on average
$14)

Government / Salary payments / (Not available) Regular weekly, bi-weekly or
NGOs operational funds monthly transfers

Table 2: Transaction purposes and values

Migrant remittances

Migrants remit money primarily to support their families, but also to purchase land or livestock, or
build a homestead in their village of origin. Remittances have recently received considerable
attention as a key financial flow to developing countries.4 They are also one of the key attractions
for Money Transfer Operators (MTOs). Western Union followed by MoneyGram and others have
expanded aggressively into East African markets and increased their market share, particularly in
remittance transfers.

While the precise quantum of remittance receipts in East Africa is not known, available data and
anecdotal evidence indicate that remittances are an important income source for many families. In
East Africa, internal or domestic migration is very common. Similarly, intra-regional emigration to
neighbouring or other countries on the continent is quite common, while overseas emigration is less
prevalent in comparison with other developing regions (Sander et al. 2003a).

Data on domestic remittances, such as those sent by migrants who have left rural areas to move to
urban centres, is not readily available as household and other surveys attempt only occasionally to
capture data. A microfinance client survey in Uganda in 1997, for instance, found that respondents  
had remitted on average some $40 to other family members in the three months preceding the
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interview (Barnes et al. 1999). Domestic remittances are estimated to be significantly lower in
cumulative value than international remittances. Yet, as research in some countries suggests, this
domestic flow benefits more households and is therefore at least as important, if not more important,
than international flows (see Sander 2003).

Crossing the domestic borders, East Africans tend to emigrate to neighbouring countries. To a much
lesser extent they migrate overseas to work primarily in the United Kingdom, Germany, and the
United States. Overseas remittances are typically higher than domestic or intra-regional remittances
as income levels of overseas migrants tend to be higher than those who stayed close by (Sander et al.
2003a).

In principle, overseas remittance flows are tracked and reported to the International Monetary Fund
as part of the balance of payment statistics. Only one third of Sub-Saharan African countries,
however, have reported data. Kenya has not reported5 and Tanzania reports low levels of receipts
since the mid-1990s. Uganda has been reporting all residual forex receipts in recent years and is in
the process of improving its data collection. Once these data are refined, the Bank of Uganda will
capture information on migrant remittances through regulated services, primarily banks (Sander et
al. 2003a).

Remittance flows through regulated services are thus largely underreported and unrecorded. The
high levels of unrecorded remittance flows in the region are due in part to the frequent use of
informal or non-financial service channels that fill the gaps of a weak financial infrastructure.
Remittance flows via informal services, such as overland buses, are still very common. (See Sander,
2003, and Sander et al. 2003a).

Ways of transferring money

Formal and informal means
Bank transfers, cheques, or credit card payments are common means of transferring money in
countries where the financial service infrastructure is well developed. Informal means are typically
used where financial services are weak or lacking; where financial service regulations limits the range,
products and outreach of service providers; or where monetary policies, such as overvalued currencies
or foreign exchange controls, make it unattractive to use regulated channels. They are also more
common where physical proximity allows for regular travel and transport of funds or where cultural
groups have strong bonds of trust and have developed their own transfer systems. Lack of awareness
or of familiarity with the regulated services is another common reason why many use informal
systems to which they are accustomed or which come recommended by trusted relatives or friends.
(Sander et al. 2003a)

Domestic transfers
The market research in East Africa reflects these aggregate and more universal findings. In Kenya,
with a relatively stronger financial infrastructure, bank instruments such as account transfers and
cheques are more commonly used for money transfers than in Tanzania and Uganda. Postal money
orders are quite commonly used in all three countries, especially for paying school fees. Another
postal service, mailing funds by registered or expedited mail, is also a popular way to send smaller
amounts. Yet, in all three countries informal means are still very common. Whether for personal or
business purposes such as trading, people often still carry money with them physically, despite a
growing fear of theft and robberies. Alternatively, they send the funds with a friend, a relative, or a
taxi or bus driver who is willing ‘to do them a favour’.

The range of services and informal means is indicative of the limited availability of licensed money
transfer services at both the sending and the receiving points. Access to services for the sender or the
receiver of funds, and sometimes for both, is a major obstacle. Only a minority of low-income
individuals and microentrepreneurs have a bank account, and cheques or bank transfers are thus
often impossible.
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It is not only individuals and
small traders who revert to
informal services, however.
Companies, governments, and
organisations such as NGOs
still need to have their own
arrangements to bridge
frequent gaps: where the
financial infrastructure does
not service the destination of
the funds; or where the
recipient does not have ready
access to financial services. As
the case of a coffee exporter in
Uganda illustrates, they
sometimes send staff to travel
with money, or they hire a
security service to transport the
funds (see Figure 2). Especially
for operations away from the
main centres, such as
purchasing coffee or tea
harvests from smallholders,
such arrangements are currently the only option, and they are relatively risky and also expensive.
As the Ugandan scenarios in Figure 2 illustrate, a direct bank or similar transfer would be preferable
if the necessary infrastructure were available. 

Intra-regional transfers
Recognising a service gap, new non-financial service providers such as share taxis and bus or courier
companies have entered the market in recent years. Courier companies in both Kenya and Uganda
have identified a niche in providing money transport services. In Uganda, Elma Express and Yellow
Pages transport small amounts. Yellow Pages also transports pay cheques for army officers stationed
in Northern Uganda. In Kenya, however, the courier company Securicor no longer offers the service
as it was not profitable enough in their operational context.

In Tanzania and Kenya, overland coaches transport and also transfer funds, a service not offered in
Uganda. Funds are received and recorded in one booking office, and the receiving office is then
advised of the name of the recipient, means of identification and the amount to be paid out. In
Kenya, the minibuses operating as share taxis are called matatus. Some of the matatu savings and
credit cooperatives (SACCOs) offer a service through the SACCO office and by transporting funds
between offices and destinations on their share taxi routes.

International transfers
For trading across borders, such as cars or automotive parts in Dubai, informal arrangements
through business people at both ends are still common. Thus, for instance, a buyer will deposit funds
with the owner of a shop in Kampala prior to travelling to Dubai. Upon arrival, the buyer will visit
the designated shop owner in Dubai and either use the ‘credit’ to purchase directly from the shop or
draw cash as needed from what is their temporary ‘prepaid credit line’ to make purchases elsewhere
in the city. This is one variation of what is commonly also referred to as Hawala, from the Arabic
word meaning ‘transfer’ (see also El-Qorchi et al., 2002; Omer, 2002; and Buencamino et al., 2002).

For overseas remittances, similar well established informal systems are available. In the case of
Kenyans and Ugandans overseas, for instance, based on anecdotal evidence, remittance transfer
services are offered by word of mouth and operate through a back office of a regular business or
through a residence with email or fax. The sender deposits the funds and calls the recipient with
details of where to pick up the money and how much they should receive.

Scenarios: Buying Coffee Up-Country

send UGX 40 million twice weekly - monthly total UGX 320 million

Figure 2
Source: Sander et al. 2001; (Uganda Shilling (UGX) 1,975 : 1 $)

Kampala

Orient
Bank

Kampala

A Bank in
Kampala

A Bank
branch at

Buying
Centre

monthly
real time

0.1 to 0.5%

UCB
Kampala

UCB
Luwero

Buying
Centre

3-5 days
UGX 580,000

1.45%

TRUCK & SECURITY
Buying
Centre

1 day 
UGX 250,000

0.625%



How money moves in cash-based markets: money transfer services in Kenya, Tanzania and Uganda 69

Concurrently, however, many overseas migrants send remittances via Money Transfer Operators
(MTOs). Best known among these are Western Union and MoneyGram. Western Union has
spearheaded an aggressive expansion of service outreach by MTOs into East Africa since the mid-
1990s. Since then, MoneyGram and several smaller operators have also entered the market. Most of
them record close to one hundred percent in receiving transactions in the three countries, with only
a negligible amount being sent, such as for tuition fees to overseas universities. MTOs are not
frequently used for either domestic or intraregional transfers. This is partly due to the relatively high
service fees which make it too costly to send small amounts that are common for domestic transfers.

Money transfer service fees

Respondents indicated that the costs were acceptable and of secondary importance when compared
with efficiency and security. Yet people do refrain from using available services due to the costs,
especially for transferring small amounts. 

Service options and fees vary somewhat in each of the three countries. Overall, transferring small
amounts, as is typical for personal purposes or petty trade, carries the highest service fee relative to
the amount sent. Most services, and especially bank transfer services, charge either bracketed or
percentage fees depending on the transfer value but also carry a minimum fee (e.g. $10 to 15).
Service fees reach up to 35 per cent of the transfer value in Tanzania and Uganda. In Kenya the
maximum is around 30 per cent. For very small transactions the minimum fees can exceed the value
of the amount to be sent. Many informal service providers also apply a fee, though it is typically
between 3 and 10 per cent and often lower than that of comparable licensed services. They also tend
to offer a better foreign exchange rate than banks or MTOs. Some MTOs in fact create a double
foreign exchange loss to their clients and cause a foreign exchange loss also when the transaction is
domestic as some immediately translate all transactions into US dollars independent of the pay-in
and pay-out point.

Fee comparisons
Comparing services across the region. A comparison of service fees, using $50 and $200 as two
average transfer values, illustrates that transfers by money orders and bus companies are most
competitive for small amounts, though limited in that their services do not reach beyond the
national or regional boundaries. MTO charges are the highest, while commercial bank fees become
competitive when transferring larger amounts. (see Figure 3)

Using the example of Tanzania, Figure 4 illustrates in more detail the comparative fee price
advantages of the different services subject to the transfer value and highlights the domestic and
regional services as the cheapest for small transfer amounts. This is very similar for Ugandan and
Kenyan services. 
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For transferring small amounts, services as such transfers offered by bus companies in Tanzania are
the most competitively priced. Often, however, their services are limited to domestic or regional
markets. In the case of money orders there is also a cap on the amount that can be sent with each
order, though multiple orders can be sent. Service fees for domestic or regional services by postal and
non-financial providers tend to start around $1. For large amounts, bank transfers offer the best
service fees, which can be below 1%.

For large amounts, banks still offer the best service fees in the region. Some entrepreneurs, however,
prefer informal arrangements for customary reasons or to cut costs in transfer fees and foreign
exchange. For smaller and especially time sensitive international transactions, MTOs offer the most 
competitive of the commercial services. Typical minimum fees for MTO or bank services start from 
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around $10 to $15 for international transfers and pay-out can be effected within 30 minutes or less
in most cases. Once the transfer value is beyond the minimum fee bracket, however, bank transfers
are significantly cheaper though not as fast, with transaction times of 3 to 5 work days at a
minimum.

Regulatory environment for money transfers

Banks and Money Transfer Operators (MTOs) are the main regulated international money transfer
service providers in the region. Due to the respective in-country regulations, MTOs have to operate
through agreements with fully licensed commercial banks and a limited range of sub-agents (in
Kenya and Uganda the network includes some of the foreign exchange bureaus, in Uganda recently
also regulated MFIs). This severely restricts their service outreach. In countries with more progressive
regulation they can acquire specific operating licenses and set up their own network of agents. An
even more user-oriented approach to regulation can be found in Latin America, North America and
Europe, where pharmacies, groceries and other retail establishments function as points of sale for
money transfer services. (Sander 2003)

Though money transfer is provided through a bank in the majority of cases, the corollary effect of
integrating this client segment to make them ‘banked’ is not common, as there is no integration or
cross-selling of other banking services, such as savings. On the contrary, transfer services are typically
offered at a separate teller window for reasons of product branding and speed. To the bank it is a
service they offer as a ‘commissioned product’ which is of interest primarily for its fee revenues.

A few East African microfinance providers have become sub-agents to banks for international
transfer services. This applies mostly to cases where they are fully licensed banks or alternatively
either have or are very close to receiving another regulated status. As MFIs are beginning to be
regulated, the concern should not only be to protect deposits but also to facilitate a broader range of
services and operational models. With microfinance regulations in the region quickly taking shape,
the range of products or services that a small number of well-performing and eligible MFIs can offer
will expand. International transfers are unlikely to be part of this, however, unless the foreign
exchange aspect can be handled through a bank.

Given foreign exchange exposure and international settlement requirements, the regulatory
implications of international transfers are more complex than those associated with domestic
transactions. Interviews with central bank staff in East Africa show that there is no explicit
distinction yet in the thinking about regulation between domestic transfer services and international
transactions, though this might open up market-specific opportunities to local providers. The focus
of central banks and the regulators for all money transfer services, however, has been undifferentiated
and therefore remained on service provision almost exclusively through banks.

Opportunities and challenges for money transfer services through MFIs

The findings clearly indicate a lack of accessible (affordable and reachable) regulated money transfer
services. Moreover, demand for such services is bound to increase for both domestic and
international transfers as governments decentralise and migration continues to increase.

The examples of National Microfinance Bank of Tanzania, Uganda Microfinance Union of Uganda
(UMU) and Centenary Rural Development Bank in Uganda (CERUDEB) illustrate that money
transfer services can be a profitable product - even if primarily provided for the domestic or a very
small niche market, as is the case for NMB. The research indicates, however, that few MFIs have
been involved in this market, partly due to regulatory limitations but also due to capacity issues.
Those who have been involved tend to be mostly regulated institutions.6

For international transfers, MFIs have to overcome regulatory and operational hurdles related to
foreign exchange trading. They would also need to find correspondent banks and become part of a
network with ‘hubs and spokes’ in key transfer markets. Alternatively, they can identify a sub-agency
opportunity for one of the MTO services.  Domestic transfers would seem much simpler and address 
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a broader client segment. The demand within the operating area of an MFI is more likely to be
sufficient without necessarily needing access to a broader, and especially an international network.

Market opportunities exist for MFIs with sound systems and the capacity to move into a completely
new product, money transfer can be an attractive business as well as a valuable additional financial
service for their clients. Finding their market niche and competing as a highly accessible, reliable and
well priced service will, however, become increasingly challenging. While much slower than in other
regions, in East Africa as well technologies will bring will bring stronger competition and better
service coverage into this market, especially if regulators find ways to support these trends. Certainly
ATM networks are expanding and other technological advances in mobile phone based transfers are
already operating in neighbouring countries, such as the Congo. Further developments in this
market are on the immediate horizon as mobile technology combines with smart card readers and
pre-paid cards.

Endnotes
1 This is a synthesis of studies conducted on behalf of MicroSave and using its market research tools: the first conducted in Tanzania
and Uganda in 2001 (Sander et al. 2001), and a subsequent study in Kenya in 2003 (Kabbucho et al. 2003). Unless otherwise
indicated, the findings are drawn from these two studies as well as from a full synthesis document (Sander 2004b). While a synthesis
of the market research conducted, this is not a summary that replaces or even reiterates in large part the complete studies which provide
much more detail for interested readers. Additional sources are used and referenced accordingly, including other recent work by the
author on migrant worker remittances (especially Sander, 2004a, 2003, and Sander et al. 2003a and b).

2 Stanbic acquired Uganda Commercial Bank (UCB) in 2002 when it was privatised and has since begun to build up the capacity to
attract low-income as well as other clients and mobilise deposits, including through the introduction of ATMs. Several of the smaller
local banks had started the ATM trend in Uganda introducing proprietary ATM networks by early 2003.

3 Translated at typical exchange rates in November 2003 as each of the currencies has devalued since the time the Focus Group
Discussions were held. The rates used here are 1 $to Kenya Shilling 77; Uganda Shilling 1,975; Tanzania Shilling 1,025.

4 See, for instance, Ratha, 2003 and Sander, 2003 and the G8 Summit 2004 recommendation on remittances
(www.whitehouse.gov/news/releases/2004/06/20040609-35.html) as well as websites with materials from the growing number of
conferences, meetings, and publications on the topic (e.g.www.iadb.org/mif/v2/remittances.html or
www.worldbank.org/data/remittances.html or www.livelihoods.org/hot_topics/migration/remittancesindex.html). Following an
international conference in London in 2003 (www.livelihoods.org/hot_topics/migration/remittances.html), an Inter-Agency Task
Force of donors on remittances was formed; updates on the activities can be found in Migrant Remittances, a newsletter jointly
supported by DFID and USAID (www.livelihoods.org/hot_topics/migration/remittancesindex.html#3).

5 Occasionally newspaper articles report figures, such as the Daily Nation of 4th April 2003 quoting Prof. Peter Anyang Nyongo,
Minister for Finance and Planning, stating apparently based on statistics of transfers through Western Union that Kenyans in the
United Kingdom send more than Ksh.50 billion (ca. $650 million) to Kenya every year, while those in Germany remit up to Ksh.30
million (ca. $390,000) a month. 

6 In Sub-Saharan Africa, relatively few MFIs offer money transfer services. Typically they are credit unions, primarily in Western Africa,
or either licensed as banks or, if not regulated, at least very strong and commercially run MFIs. For more details, including case
descriptions, see Sander et al. 2001, and Sander 2004a.
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Remittances, Microfinance and Community Informatics: development and
governance issues
Scott Robinson, Universidad Metropolitana, Mexico DF

Remittance transfer reform and innovation occurs in the emerging field of community informatics
and information-linked rural and urban development policies. Global dynamic remittance flows
contribute to stability in local governments as resources arrive from abroad for individual families
and for community betterment. Under these historically novel conditions, local and regional
political processes are or may be re-articulated. This paper reviews some issues associated with these
digital value transfers, including their linkages to local microfinance institutions (MFIs), community
informatics, regulatory impediments and emerging governance issues as remittance flows increase
their specific gravity within national economies. Examples are taken from Mesoamerica, a region
sharing a cultural common denominator, which stretches from Mexico to Costa Rica.   The issues
underscored, however, may be generic to remittance economies everywhere.1 2

Point of departure

Remittance flows reflect the “monetary dimension in the complex web of linkages that exist between
migrant diaspora communities and their home countries”.3 They may be viewed as the product of
a moral contract among family members, suggesting this emerging global phenomenon has financial,
social and hence, political dimensions. At conferences of the International Migration Policy
Programme (IPM), the official venue for these discussions, governments are asking: how can “we”
increase remittance flows and what strategies should be adopted to maximize their development
impact? There is a consensus platform at the IPM: remittances have a positive effect on the
economies and development prospects of recipient countries; governments should proactively
encourage remittance flows by establishing targeted incentive schemes and improving financial
infrastructures and macro-economic environments; and in the same vein, should seek to enhance the
developmental impact of remittances by adopting effective policy tools and strategies.4

Civil society organizations tend not to be represented at these official events nor mentioned as
strategic partners, and thus, a major contradiction appears between concerned governments
observing and attempting to “profit” from what is essentially a large scale private financial transfer
process embedded in social networks of trust. These linkages are as yet not well organised and largely
reside in the informal economy. The microfinance organisations are to the commercial banks as
NGOs are to the political parties, at the margin of orthodox preferences and rules. Whereas the
participation of migrant Hometown Associations (HTAs) and MFIs is central to negotiating lower
transfer costs and additional user-friendly services for migrants and their communities on both ends
of the diaspora circuits, both sets of institutions currently reside at the margin of the policy process.
At the same time, migrants’ social and political activities are empowering their hometown
associations, which are emerging as representatives of their members’ needs and agendas at both ends
of the migration circuit. Their common need for financial services is being recognized as a potential
market by microfinance institutions while emergent digital services in small towns and villages link
migrants and their families, one aspect of community informatics within global labor migration
flows.5

The argument

The core argument here is straightforward: in order to liberate more capital for families and their
community development in today's growing migration-remittance circuits, there is a need for a
common strategy the public. Thus, any discussion of remittance transfer innovations must consider
the e-commerce and e-governance readiness of recipient countries, together with the design of
community informatics-based alliances amongst all institutions involved.6
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The core argument here is straightforward: to liberate more capital for families and their community
development in today's growing migration-remittance circuits, there is a need for a common strategy
that banks the unbanked, and links awareness and promotion among migrants' Hometown
Associations (HTAs) in remittance-sending and remittance-receiving countries. As well, the
leadership and staffs of cooperating microfinance institutions (MFIs) must be partners in this
alliance throughout the migrant exporting regions of the South.7 This is inherently a political
process, involving negotiations among actors with different degrees of power in complementary and
often poorly articulated arenas. While established banks and commercial money transfer operators
such as Western Union and Money Gram continue to garner a large share of the remittance business,
they are not a priority focus here: they are significant players, but they demonstrate little or no
concern for community impacts and payouts, nor is a commitment observed to strengthening the
civil society organisations which have a key and growing role in the remittance economy. Remittance
transfers operate within the emerging context of information and communication technology-
enabled commercial transactions plus the increasing use of digital tools and services by young people
everywhere. Any discussion of remittance transfer innovations must consider the e-commerce and e-
governance readiness of countries together with the design of community informatics-based alliances
amongst all institutions involved.8

The argument’s corollaries follow. First, attention should be focused on financial and
telecommunications regulatory norms to the extent that they facilitate or inhibit remittance
transfers. The voice of the Internet Protocol (VoIP), for example, is today moving telephone traffic
in low cost digital formats on Internet circuits while bypassing traditional telephone switching
systems, and long distance calls cost pennies for Internet users at village cybercafes. Second, there are
significant cost, licensing, security and privacy issues associated with the administrative software
employed by remittancehandling institutions. These, taken in conjunction with the availability of
open source software options, suggest scope for a multi-stakeholder portal that synthesizes these data
and their respective training programmes to enhance awareness and their effective use.  Third, there
is a need for training of institutional staff in emerging digital tools. Fourth, additional financial
services such as medical insurance or agricultural credit may be linked to an HTA-MFI remittance
transfer system and the institutional network created thereby. Fifth, community-based remittance
transfers should be embedded in a comprehensive development strategy, rural and urban, that
optimizes remittance resources, social capital and the political will of both migrant receiving and
sending countries’ administrative and NGO leadership. At present, this remains a tall order.

Current scenario

In Mesoamerica today, it is safe to state that all the economies are sustaining their informal sectors
via remittance transfers from the United States and Canada. In most countries, remittance receipts
figure as the primary source of foreign exchange, and their economies are de facto “dollarized” at the
local level (dollars also circulate in micro transactions along with the national currency).9 Thus, the
informal “street stall” economy, so evident in Latin American cities and villages, subsists in
complementarity with income from family members abroad.10

The costs of funds transfers through formal networks typically include commissions (sometimes at
both ends), exchange rate surchargesand other manipulations that few clients understand. While
costs have declined over the past three years, in part due to the dedicated campaign of the
InterAmerican Development Bank, this same institution claims costs could be halved again.11

Commissions today appear to average around 4.4% of the amount sent home.12 There is increasing
competition as private, regional money transfer operators (MTOs) compete with large commercial
banks, credit card companies and more recently, credit unions.13 Transfer mechanisms include
specific amounts sent to MTO franchisee pickup windows, commercial bank account transfers,
ATM debit cards issued to senders and recipient family members and payments o savings and loan
cooperative accounts. More recent developments include transfers to stored value or “smart” cards
(SVCs), and the delivery of construction materials and gifts paid for in the North to recipient’s
homes via franchised distributors.14 Estimates vary regarding the amounts of remittance funds 
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transferred through informal financial networks; an additional 10% seems to be a (disputable) best
guess and probably dropping as migrants and their families become more transfer savvy and trusting.
It is evident that a combination of increased competition, applied IT and community informatics,
regulatory reform and government-anchored initiatives can reduce the transfer costs much more,
thereby liberating considerable sums of money for families and their communities.

Governance issues

Remittance transfer reform involves governance issues that link the fields of telecommunication and
financial regulation with the politics of public policy negotiations. The latter may be more important
than the former, if changes in the status quo are to occur. The growing strategic importance of civil
society organisations such as HTAs represents a challenge to the hegemony of traditional political
parties in many national and regional contexts. In Mexico, for example, a limited number of political
parties dominate the public policy process, effectively squeezing out initiatives proposed by NGOs
which are not organically linked to the parties. The dramatic increase in remittance income and the
financial commitments of HTAs to community improvement projects has accelerated the interest of
state and provincial governments in neighboring countries in controlling these resources.

The proliferation of “3 x 1” resource multiplier programmes in Mexico has also been noteworthy,
whereby one HTA dollar contributed to community improvements is matched by the local, state and
national levels of government. Similarly, political parties are rushing to create liaison offices with
migrants who have left their home region with an eye on maintaining or increasing party loyalty and
perhaps, campaign contributions. In Mexico, for example, the Zacatecas state legislature has been the
first to pass legislation allowing their citizens now living in the United States to return and run for
office with a short three month home residence requirement prior to election day. Others will no
doubt follow suit elsewhere in the Mesoamerican region, where migrants’ HTA contributions for
community projects and involvement in local politics are increasing, attracting the interest of
political parties who need to recruit leaders with resource networks and a loyal constituency.

Notwithstanding these positive developments, the negotiating scenarios for the agreements required
to govern these local level processes are limited, to say the least. A major stumbling block in any
reconfiguration of the political landscape is the long timeline whereby migrant HTAs come to
recognize their political influence and proactive role as civil society organisations. This may be due
in large measure to the limited political experience of their leadership before they left home, or the
constrained nature of political participation in authoritarian systems to be found throughout the
Mesoamerican region. A related factor is the degree of digital ignorance among those who left the
village before the local cybercafé was opened, and hence are relatively unaware of the virtues and
services today’s digital tools can offer citizens and their organisations. HTAs struggle to become
consolidated as representative institutions, the traditional political parties are reluctant to recognize,
much less to support enthusiastically, because in this novel situation they are now competing with
the HTAs for community and regional legitimacy and leadership.

Larger governance issues are at stake in this evolving scenario. Not only are migrants and their
associations emerging as competitors to established political parties; they are also displacing
traditional state functions. It should come as no surprise that historical elites and their newfound
commercial allies loudly applaud the growth in remittance flows, which play a key role in reducing
pressure on all levels of government to provide services they have rarely been able to deliver. It is
arguable that the self-financing of subsistence and of minor but significant community
improvements by migrants and their families enables the powerful groups who traditionally control
social service and infrastructure budgets to sustain their influence.

Look, it’s not the technology…!

The first generation of massive rollouts of information technology (IT) has now taken place
throughout the migrant exporting countries. On balance, this occurred after the elites served
themselves, when governments embraced the modish conventional wisdom whereby the touted 
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“digital divide” could be breached by installing computer hardware and software in a sample of
schools, libraries and public telecenters. Certainly, throughout Latin America it is now evident that
these expensive programmes are difficult to maintain, have generated limited local buy-in and rely
on a level of coordination among different ministries and official agencies that has never existed.
Some argue that the cybercafés, mushrooming everywhere, could produce a greater impact if proper
content and incentives were in place. The point is that the top-down, “let’s install technology” focus
of public connectivity policy is wasteful and misplaced, although corporate marketing departments
would not concur.

The core issue is one of “orgware”, that is, the capacity of organisations and their constituencies to
learn and innovate with the new digital tools and contents on hand. This is a key dimension of
community informatics, which stresses the convergence of local information flows with designs of
IT tools within a framework of “effective use”. To be sure, online access is required, but the focus is
on the social context surrounding the introduction of new technology in traditional situations.15

Orgware can be a dynamic condition, in which people and institutions are open to adapting to
changing circumstances and opportunities. The adaptive process is catalyzed when training in new
techniques is easy to acquire and accompanied by incentives such as added value in the job market.
Orgware can also be a static state in which people and institutions reject change which threatens
hierarchy and privilege. Ensuring the introduction of new technology within an appropriate
community informatics framework is a sine qua non for all organisations involved in community-
based remittance transfers.

Regulatory issues

The regulation of MFIs, internet service providers (ISPs) and NGOs is a central element in any
remittance reform strategy. The core issues shared by all three actors relate to tradeoffs between
protecting incumbents (e.g., commercial banks, monopoly telephone companies and political
parties) while stimulating investment and innovation and protecting today’s migrant, citizen
consumer. MFIs, ISPs and NGOs are regulated by separate State entities, whose autonomy,
accountability and transparency also varies. While commercialization and sound management is the
key to the effectiveness and sustainability of the microfinance sector, prudential regulation and
supervision are required where MFIs are handling substantial remittance volumes. Microfinance
operates at a small scale with high unit costs, and hence there is a concentrated risk and credit
volatility. Depositor protection and sector soundness is always a goal, and risks involve market
conditions, management efficiency and integrity, assets, liquidity and overall governance.
Supervision criteria include capital levels, reserves and deposits-to-loan ratios. Whereas MFIs offer
limited financial services, regulation is keyed to the sources of clients’ funds. Regulatory rules should
be transparent regarding how MFIs can offer remittance-linked services and how these resources may
capitalize their clients and offer new investment options.16

For ISPs a flexible regulatory environment is equally important.17 Given the rapid advance of
wireless Internet technologies, it is now cost-feasible to install hybrid Digital Subscriber Line (DSL)
or Very Small Aperture Terminals (VSAT) for satellite services and wireless fidelity (WiFi) Internet
access networks in remote migrant-sending communities.18 These technologies, along with others
on the immediate horizon (WiMax) are evolving ahead of the regulations governing their use.19
Cybercafes are now found in every small town throughout Latin America. Connectivity is growing,
albeit slowly, in a context of increasing digital literacy among a predominantly youthful user
population. Market incumbents are well entrenched and reluctant to open market access to new
players with cheap, fast and long range technology that fixed wireless, for example, now represents.
However, for community based technology initiatives and local empowerment to occur there is the
need for an appropriately enabling regulatory environment. For example, if community based
technology solutions such as community WiFi or locally based ISP's in rural areas accessing the net
through KU band satellites is not allowable under local regulatory regimes, then truly grassroots
based technology is not possible. Similarly, if low cost Internet access is not widely available, it creates
an obstacle to the growth of digital  remittance-transfer technology. If  the national 
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telecommunications infrastructure is monopolistic, centralized and capital city focused, then
opportunities for rural technological are limited.

Governments and national telecom companies in the South argue that only through monopolies and
strict regulation is it possible to aggregate sufficient capital to maintain and extend the existing
infrastructure. An open regulatory environment may lead to overdevelopment in relatively wealthy
urban areas and an absence of investment (or access to capital for investment) in rural and low-
income areas. While regulatory entities focus on licensing, price regulation, inter-connection norms
and fees, competition, and universal service, civil society groups are seldom if ever invited to policy
discussions of the issues and options.20 The regulatory dimension of innovative community
informatics is often overlooked.21

Increasingly, the regulation of NGOs by governments is a major issue. As noted above, if political
parties, the incumbent players who monopolize the electoral and formal political process, are
reluctant to engage in public policy debates and propose remittance reform initiatives, then by
default this role has been and is assumed today by non governmental organisations. These may be
registered or unregistered by governmental authorities, yet their presence and credibility in the
community and online projections, given today’s low cost or free Web tools, grants them a right to
participate seldom fully recognized by official agents of orthodox political power. Remittance
transfer reform is intimately linked to the growing legitimacy, recognition, administrative integrity
and negotiation skills of NGOs.

Points of resistance

Community informatics presupposes a commitment to empowerment at the local level, and an
increased role for civil society agencies in the digital remittance market is one means of
accomplishing this goal. There are, however, several constraints on the growth of grassroots digital
technology. First, it is difficult to dislodge existing oligopolies in banking, telecommunications and
politics that persist due to the limited spaces for public participation, a lack of transparency or
authoritarian governance. There are also cultural factors which frustrate “pressure from below”.
These include a preference for face to face transactions, widespread digital illiteracy among those over
age 25, men exercising discretionary power over women’s resources, an absence of culturally
appropriate incentives for using online learning and technical training tools, a stubborn sense of
territoriality among official database “owners” that inhibits useful content in the public, digital
commons, national connectivity programmes without relevant content, prohibitions on community
radio, elite indifference to the plight of migrants and their remittance economies, plus the unspoken
fear of the risk of financial authorities imposing some form of taxation on remittance revenues. Each
of these issues deserve a more extensive commentary beyond the scope of this paper. Again, the
organisational and technological pieces are present; it is the negotiating process among culturally
distinct actors with differential power that requires our attention.

Opportunity cost calculator

An online software tool for calculating the cost of not reforming the current rules, tariffs and options
for remittance transfer is needed. A careful costing of current remittance transfer fees, together with a
calculation of unregulated Internet access costs, including connectivity in all towns and villages, say,
above 2500 inhabitants, could establish benchmarks for remittance-receiving countries. Due diligence
could establish benchmarking remittance transfer fees pegged at, say, 2.5 per cent of the amount
sent,22 together with a complementary benchmarking of Internet access fees with widespread, low
cost WiFi connectivity (and no doubt other factors). These data would allow for the creation of an
opportunity cost calculator. Such a calculator could ascertain for policy makers, migrant
organisations, MFIs, donor agencies and related NGOs, the price differential being paid by migrants
and their families in different sectors of the remittance transfer, inter-family communications,
microfinance savings, investment and service options value chain. Countries could be ranked
according to the opportunity costs being paid ABOVE the benchmark reasonable profit costs (null
opportunity cost), and econometric algorithms can estimate the multiplier effects of resources in local
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and regional markets presently lost to controlled markets with usurous surcharges, regulatory
constraints, limited investment options and public policy occur focusing on the multiplier effect of
opening labor markets and approving short term subsidies for telecommunications tariffs (e.g.
broadband Internet by satellite) and other fixed costs. The opportunity cost calculator is a planning
and negotiating tool available to all actors in this complex scenario.

New technical and service options

Transferring value with state of the art smart or stored value cards (SVCs) is another regulatory and
IT access challenge.23 The extensive network of MFIs and their branch offices, once connected to
the Internet, can now offer many financial and commercial services via SVCs.24 Local merchants
can be offered fixed wireless Internet connectivity by MFIs in small towns in return for allowing their
clients to purchase goods and services with their smart cards. Such a possibility pits MFIs in
competition with large commercial outlets already linked to commercial MTOs. This option would
require SVC readers at these commercial establishments, a start up cost readily absorbed by the
volume of purchases that remittance receiving families generate. In effect, under these circumstances
local MFIs also become ISPs, offering connectivity to their crosstown clients and a range of services
the emerging information technologies now permit. With long range fixed wireless WiMAX
technology on the immediate horizon, underused transponders on satellites, and the unlicensed Wifi
tools now reaching maturity and commodity prices,25 microfinance organisations need to confront
the issues of both installing telecenters in their branches while simultaneously offering connectivity
to local merchants that benefits the latter and their clients using their stored value cards charged
periodically with remittance transfers from relatives in the North or elsewhere in country.26

Additional services can be leveraged with MFIs employing smart cards. For example, migrants’
hometown associations (HTAs) in conjunction with their regulated microbank could negotiate
collective medical and accident insurance for their respective membership and clients on both ends
of the migration circuit. These contracts could also be guaranteed by government bodies who are
presently taxed to provide competent health services to their citizenry. In other words, migrants and
their families could have access to professional health services, independent of the legal status of the
remittance-sending family member. A novel start up in Kenya and Uganda now offers medical
vouchers for services back home.27 It is not inconceivable that migrant remittances will transform
social and health services in their countries of origin over the next few years, if the digital tools are
available and the regulatory ambience is supportive.

Agricultural production and remittance-anchored credit programmes

With the present growing rate of international migration and remittance transfers, both commercial
banks and MFIs can amplify their agricultural credit portfolios. In Mesoamerica, barely 5% of
remittance revenue is invested in productive endeavors. To a large measure, this situation is due to
the limited strategic vision and resources of microbanks as well as the regulatory constraints to which
they are subject; however, the absence of reliable management information systems also hinders this
alternative. To enhance agricultural production with remittance-anchored MFI credit schemes, a set
of software tools is required that link databases, public and private with decision support tools. This
is a task for donor and official agencies working with HTAs and MFIs, and many agreements must
be negotiated before an operational programme can be fielded.28

New alliances underway

Unquestionably, the dynamic remittance market together with information technologies is
catalyzing new alliances among institutions on both ends of the migration circuit. Today, credit
unions in the United States are working with traditional money transfer operators (MTOs), to
provide the lowest cost remittance sending service on the Mesoamerican market.29 Participating
credit unions in many states now offer a special remittance receipt window for Latino migrant clients
sending money home to family members with accounts at local savings and loan cooperatives. The
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capital and credibility to participating microfinance institutions in Mesoamerica while saving money
for many families. This precedent has jump-started other policy options. For example, Mexico’s
official BANSEFI now provides a back office software system and remittance transfer services from
many MTOs in the United States for the family of seven microfinance institutions that by law this
agency now regulates.30 Credit unions are engaged in outreach programmes in Latino migrant
communities inside USA, albeit belatedly, and this ‘banking the unbanked’ effort is proving fruitful.
One paradoxical element of this U.S. situation is that Latino migrants have limited access to the
Internet, as cybercafes are not common and public library services, while ample, are not culturally
congenial. 

What remains to be defined are the set of agreements that must be negotiated among  different actors
in this complex array of companies, NGOs, government bodies, donor organisations and
international agencies in order to create an optimal, null opportunity cost model for remittance
transfers and associated services. As suggested above, a series of benefits could accrue to migrants and
their families, in the North and the South, if these accords were in place. These agreements require
a degree of political will among actors with marked power differentials and who traditionally refrain
from negotiating novel alliances: state agencies, private companies and civil society groups. As an
example, the negotiated set of arrangements between Mexico´s official Banco de Servicios
Financieros and a range of private MTOs and microfinance institutions anchored in a civil society
tradition is noteworthy (see note 26). The World Council of Credit Unions’ (WOCCU) project with
private MTOs is increasing the clout of national networks of cooperating microfinance bodies in
Central America, and this will no doubt eventually lead to adjustments in regulatory frameworks
throughout the region. To my mind, it is incumbent upon the international agencies, public and
private, to create the incentives and political pressure to push this process forward and extend it to
all remittance dependent countries.

Towards an integral policy

On balance, remittance transfer reform is linked to the focused emergence of a community
informatics perspective among HTAs, MFIs and policy-linked government agencies. This can occur
along with a territory-anchored rural development strategy.31 Every migrant exporting region
constitutes a territory that is socially constructed, i.e. it shares a cultural and linguistic identity, a
social capital and resource base as well as investment potentials for its inhabitants, wherever they may
reside. HTAs are a de facto extension of the home territory, a unique condition whereby the
“belonging sentiment” permits gearing remittances for productive and institutional transformations
back home. If our common goal is to reduce rural (and periurban) poverty and catalyze a democratic
process, employing a null opportunity cost remittance transfer strategy may be effective.  To be sure,
any productive changes using these voluminous resources require a series of novel alliances amongst
a diverse set of institutional players active in specific regions around the globe. This is a
heterogeneous process with as yet unwritten rules. These alliances will be hybrids; and as examples
here attest, they are beginning to be negotiated on a piecemeal basis. The politics of remittance
transfer reform needs to be recognized as such, while producing scalable, accountable and legitimate
policy options that permit negotiations to be actively pursued. This, I firmly believe, is our task.
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1 No discussion of remittances, their amounts, patterns and impacts, can occur without a tribute to Manuel Orozco, who with
sensitivity and timely acumen has produced a series of studies that profile this phenomena in Latin America and allow others to discuss
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particular, consult his “Mexican Hometown Associations and Their Development Opportunities”, 
http://meme.phpwebhosting.com/~migracion/modules/documentos/manuel_oroxco2.pdf
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6 http://www.regulateonline.org/2003/dp/dp0307.htm Robin Mansell writes: “Electronic commerce can be defined as the application
of ICTs to support global networks, a variety of business oriented software applications, and business processes involved in trading in
goods and services. The main conclusion of the analysis is that the inclusion of developing countries in the potential benefits of new
forms of electronic commerce will require measures that address country and sector specific characteristics of markets in which firms
operate as well as measures that address the issues raised by the advent of ICT supported means of electronic trading.”
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8 http://www.regulateonline.org/2003/dp/dp0307.htm Robin Mansell writes: “Electronic commerce can be defined as the application
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goods and services. The main conclusion of the analysis is that the inclusion of developing countries in the potential benefits of new
forms of electronic commerce will require measures that address country and sector specific characteristics of markets in which firms
operate as well as measures that address the issues raised by the advent of ICT supported means of electronic trading.”

9 El Salvador is completely dollarized since 2002, i.e. U.S. coins circulate as well as paper tender. In Ecuador, the legal currency is U.S.
dollars, but the coinage is Ecuadorean.

10 The Mexican Private sector reports that the informal sector accounts for 12.5% of gross domestic product.
http://www.reforma.com/negocios/articulo/413126

11 Consult the programme of the Multilateral Investment Fund and research documents relating to remittances.
www.iadb.org/fomin  A synthetic overview is available: Remittances to Latin America and the Caribbean - Goals and
Recommendations, May 2004

12 Consult Manuel Orozco, “The Remittance Marketplace:Prices, Policy and Financial Institutions”, available at: www.pewhispanic.org

13 Consult the International Remittance Network programme of the World Council of Credit Unions.
http://www.woccu.org/prod_serv/irnet/index.php

14 Cementos Mexicanos offers such a programme. See www.cemexmexico.com in Servicios, Construmex menu.

15 Consult: Michael Gurstein, “Effective Use: A Community Informatics Strategy Beyond the Digital Divide”, FIRST MONDAY,
December 2003.  http://www.comtechreview.org/article.php?article_id=56

16 Consult an overview of microfinance regulation:  www.iris.umd.edu/adass/proj/Zambia_comparative.pdf

17 See E. Tanner and K. Hawkins, “Bridging Latin America’s Digital Divide: Government Policies and Internet Access, JOURNALISM
AND MASS COMMUNICATIONS QUARTERLY; Autumn 2003; 80,3; pp. 646-665.

18 The forthcoming WiMAX technology promises to offer cost effective connectivity solutions that will pressure regulatory entities to
make market entry requirements and voice over Internet Protocol telephony rules more flexible than today’s environment.
http://www.alvarion-usa.com/runtime/materials/pdffiles/WiMAX_WP.pdf

19 See www.wimaxforum.org



Remittances, microfinance and community informatics: development and governance issues 83

20 Consult useful regulation sources at: http://www.infodev.org/projects/314regulationhandbook/  and
http://www.regulateonline.org/

21 Michael Gurstein, personal communication, 4 June 2004.

22 Suggested by a reputable source as the cost plus breakeven point for the transfer services.

23 Consult sample suppliers: http://www.alaric-systems.co.uk/ and http://www.epso.info/epso/index.html

24 The competition is already stiff in this category. For example, consult: www.no-borders.com, www.emida.com, 
www.worldpay.com

25 See note 15; for wireless Internet information: http://www.w2i.org/ and http://www.iptel.org/

26 A related, privacy-sensitive issue is one of biometric identification cards to reduce fraud and enhance security. See 
www.theregister.co.uk/2004/05/21/biometric_trial_glasgow/

27 See www.mamamikes.com

28 A FAO-FORD Foundation supported demo project in conjuntion with a Canadian company provides one example. 
http://mockups.ictdevgroup.com/pesa

29 Consult the Remittances secton of www.woccu.org

30 See details at: http://www.lared-delagente.com.mx/htmls/productos_y_servicios/remesas.html

31 The baseline document for Desarrollo Territorial Rural can be found at:
www.fondominkachorlavi.org/dtr/sintesis.doc.   This strategy calls for intense GIS-anchored data, and implies HTAs are an extension
of local space; thus, remittances may focus on productive issues.
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Overseas Migration in the Household Economies of Microfinance Clients:
evidence from Sri Lanka
Judith Shaw, International Development Programme, RMIT University, Melbourne

Introduction

Over the last quarter of a century the Sri Lankan economy has undergone a profound structural shift
towards the metropolitan non-farm sector, with significant effects on the rural labour market.
Smallholder agriculture and fisheries, traditionally the principal source of household income in rural
coastal communities, are in long-term decline and cannot support further employment growth.
Similarly, there is little scope for growth in large-scale rural wage employment, with an ongoing
decline in the role of the public sector, traditionally an important rural employer, and the
concentration of manufacturing investment in the Colombo region.  In response to local economic
stagnation rural households have turned to non-local alternatives, and remittances from overseas
workers have become a mainstay of the rural economy.

An estimated one million Sri Lankans – around 13 per cent of the labour force – work abroad
(GoSL 2002).  The money they send home accounts for 30 per cent of national savings and 9 per
cent of GNP, making people Sri Lanka’s third largest export after garments and tea.  The ‘unskilled
labourer’ category accounts for 70 per cent of officially registered departures.  Over 80 per cent of
unskilled migrant workers are women, working mostly as domestic servants.  The Middle Eastern
countries of Saudi Arabia, Kuwait, UAE, Qatar and Egypt absorb around 80 per cent of female
labour migrants, and account for 56 per cent of remittances to Sri Lanka (Central Bank 2004).

Given their high and growing significance for national income and household livelihoods in
developing countries, documented elsewhere in this volume, there has been increasing policy interest
in remittances as a development resource.  In particular, there has been interest in the scope for
enhancing the development impacts of remittances by channelling them through financial
institutions.  Microfinance has emerged as a key agent in the delivery of remittance-linked products. 
Internationally, the microfinance sector has begun to respond to demand for financial products
which make international transfers easier and cheaper, assist migrant-sending households with cash
management, and make the saving and investment of remittance income more accessible and
attractive (ACCION 2004, USAID 2004).  In Sri Lanka, however, MFIs have been slow to recognise
the importance of this potentially valuable market, and few have developed products targeting
migrant workers and their families.  Despite the centrality of labour migration in the household
economies of many microfinance clients, little is known about the financial services that migrant-
sending households and returnees want and use, or the impacts of microfinance on them.  

This paper reviews the uses of microfinance by members of a rural MFI which includes both migrant
and non-migrant households in its client base.  It examines the socioeconomic characteristics,
household economies and investment behaviour of migrant workers and their families, and in the
concluding section, suggest MFI programme design options aimed at promoting the contribution of
overseas income to local economic and human development.

Background and methodology

This paper is based on a 1999 sample survey conducted in Hambantota district in Sri Lanka’s south-
east.  Located 250 kilometres from the capital, Hambantota is a relatively remote location and one
of Sri Lanka’s poorest districts, ranking below the national average on household income,
employment, literacy, and access to electricity, safe water and sanitation (United Nations
Development Programme 1998).  The principal economic activities in the district are semi-
subsistence paddy cultivation and fishing, with some small-scale enterprises in trade, services and
manufacturing in the more urbanised regions along the coast.  With high demand for Muslim labour in
the Middle East, Muslims are over-represented among Sri Lankan female labour migrants, and due to
its high local Muslim population, Hambantota is one of Sri Lanka’s principal migrant-sending regions1.
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The sample consisted of 142 respondents who were selected randomly from the membership lists of
the Women’s Development Federation (WDF), an NGO which provides microfinance and social
services to around 28,000 households in Hambantota District.  Originally formed in the early 1990s
to target the poorest rural families in the region, subsistence farmers, fishing households and landless
labourers remain its primary constituency.  It has however expanded its outreach during the 1990s
to include non-poor farming households and an urban clientele of traders and public servants in
regional towns.  The main survey instrument was a structured questionnaire, followed by focus
group discussions and in-depth interviews with selected respondents.  The survey sample included
18 ‘recipient’ households, which were in receipt of overseas remittances at the time of the survey; and
21 ‘returnee’ households, in which a worker had returned from abroad within the five years prior to
the survey.  All migrants from the recipient and returnee households were female domestic servants
working in the Middle East.  The remaining 103 households, which had not received remittance
income in the five years prior to the survey, were classified as ‘non-migrants’.

Characteristics of migrants

Female migrant-sending households are poorer than average, but they are not among the poorest.
Prior to departure, 33 per cent of the WDF migrant-sending households were below the poverty line,
in comparison with a nationwide rural poverty incidence of 26 per cent (DCS 2002), indicating a
pre-departure poverty profile above the national average.  In their local context, however – that is,
among the members of a poverty-focused MFI in one of Sri Lanka’s poorest districts – migrant-
sending households tend to come from the middle rather than lower ranks.  A poverty rate of 46 per
cent among non-migrant households (Table 1) indicates that WDF members who migrate were less
likely to be poor at the time of departure than those who did not.

There is evidence of disincentives to migration at the lowest and highest income levels:  migrant-
sending households were clustered just above and just below the poverty line, while non-migrants
were more evenly distributed across the income spectrum (Table 1).  Non-poor women are reluctant
to migrate, as domestic service overseas is widely viewed as an unattractive option.  ‘Horror story’
narratives of drudgery, isolation, physical and sexual abuse, the withholding of pay by employers and
agents, and the squandering of savings by profligate male relatives have considerable popular
currency and are extensively reported in the national media.  The low social status of domestic service
creates an additional disincentive for the non-poor:  although a small number of middle class women
migrate, it is usually considered a matter of shame by the migrants and their families.

Table 1: Migrant and non-migrant households: pre-departure
household economic status (per cent) 

* At the time of the survey the household poverty line for a family of five was 5,000
rupees (about $US70) per month.  In extreme-poor households incomes were below
67 per cent of the poverty line;  poor households: 67-100 per cent; near-poor: 101-
150 per cent and non-poor: more than 150 per cent. 

Pre-departure Recipients and Non-migrants
economic status* returnees
Extreme-poor 10 17
Poor 23 29
Near-poor 49 22
Non-poor 18 32
Total 100 100
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While female migration is driven primarily by poverty-linked ‘push’ rather than ‘pull’ factors, there
is evidence that the poorest households are under-represented, a finding supported by evidence
elsewhere in Hambantota district that migration rates are highest among the high-status govigama
(farmer) caste, lower among the lower-status navandanna (artisan) caste, and non-existent in the very
poor rada (washermen's) caste (Mook 1992).  For the poorest, social isolation, illiteracy and
unfamiliarity with bureaucratic procedures are barriers to negotiating pre-departure administrative
arrangements with government agencies.  They are less likely to possess birth certificates and other
documents required for passport applications, or to meet the basic educational and health
qualifications required by employment agents.  They have difficulty raising finance for visas, airfares
and other pre-departure expenses.  For female household heads, who are over-represented among the
extreme-poor, inability to make suitable arrangements for the care of their children is a significant
obstacle (see case study 1).

Most migrants are married and have children.  Households prefer to send mature married women to
the Middle East, due to fear of moral corruption and damage to the marriage prospects of single
females.  In addition, host countries impose age restrictions:  Saudi Arabia, for instance, only admits
domestic servants aged between 30 and 43.  Among the 39 migrants and returnees, 36 were married
at the time of departure, and 32 had children under 15.

Migrant-sending households were more urban than non-migrants.  Remote rural areas tend to be
poorly integrated into the cash economy, remain relatively insulated from the cultural pressures of
globalisation, and have sociocultural prohibitions on female migration.  Thus, the sample migrants
were more likely than non-migrants to come from semi-urban locations in and around regional
towns, and along the built-up arterial coastal road which links Hambantota with Colombo and the
metropolitan Western Province.  The relatively under-developed agrarian hinterland, in which
around 75 per cent of the district’s population live, accounts for only 38 per cent of female migrants.

Migration and household income

In 1999 housemaids were paid 5,000 to 7,000 rupees per month ($70 – $100), far more than they
could expect to earn locally, and their remittances averaged close to $50, enough to lift their families
above the poverty line.  As Table 2 indicates, remittances made a major direct contribution to the
income portfolios of recipient households, accounting for 42 per cent of household income.  A
marked improvement in the poverty profile of recipient and returnee households, with a decline in
poverty rates from the pre-departure 33 per cent to 21 per cent at the time of the survey,
demonstrates the transformative impact of migration.  Recipients and returnees are substantially
better-off than non-migrants on indicators of both cash income and living standards.  Interestingly,
although cash incomes are highest among recipients (Table 2), the highest average living standards,
in terms of housing quality and household asset ownership, are found among returnees (Table 3).
This apparent paradox may be due in part to the high propensity of recipient households to engage
in short-term consumption expenditure, discussed below.

Case study 1:

Seelawathie is a 33-year old widow who lives with her young son. Farming was the
household’s main income source until the year prior to the survey when, following the
death of her husband in a road accident, the family paddy fields were occupied by
Seelawathie’s brother-in-law, in accordance with customary tenure arrangements.
Without farm income, Seelawathie makes a precarious living breaking granite chunks
with a hammer and chisel, but her productivity is limited by poor health and
undernutrition. As she has completed six years of schooling and can read and write, she
possesses the educational qualifications required for overseas domestic service. She
would like to work overseas, but her prospects of securing foreign employment are
remote, given her poor health, inability to raise the initial outlays for travel abroad, and
difficulty in finding suitable accommodation for her son.
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As Table 2 indicates, migration is associated with a shift in the composition of the household
economy towards self-employment, with a sharp increase in the importance of microenterprises in
returnee households, both in absolute terms and as a share of household income.  Thus, the
aggregated data suggest that in general, remittances play an important role in supporting
microenterprise growth.  There are, however, substantial differences between returnee households in
their ability to transform remittances into productive investment, and it is to this question that we
will now turn. 

The returns to microenterprise investment vary across occupations.  Disparities in microenterprise
earnings reflect differential occupational choices, which in turn are a function of household location
and economic status.  The Hambantota microenterprise sector, by far the major contributor to
household income, can be classified broadly into two categories:  a large group of low-value ‘survival’
occupations, and a smaller group of higher-value ‘entrepreneurial’ activities.  Survival
microenterprises are part-time semi-subsistence activities such as petty trade and fishing.  The are
characterised by minimal skills and capital requirements.  With low barriers to entry, they operate in
saturated markets.  They require few or no fixed assets and have a very limited capital absorptive
capacity.  As they generate incomes which are well below the poverty line, they are typically
combined with wages and other self-employment activities in a diversified household portfolio.  By
contrast, ‘entrepreneurial’ occupations – such as carpentry, food processing and vehicle repairs – are
capable of generating sustainable poverty-clearing incomes, and tend to be primary rather than
secondary income sources.  They require more intensive capital inputs, with high recurrent expenses
and ‘lumpy’ fixed asset requirements.  They respond well to investment, as they operate in strong
markets and often have substantial growth potential (Shaw 2004).

The key link between migration and productive investment lies in the ability of some households to
make use of remittances to switch from marginal survival enterprises to more profitable
entrepreneurial activities. For most WDF clients, the high capital requirements of entrepreneurial
occupations create an effective barrier to entry, as they exceed the maximum loan size available
from the WDF’s group-based non-collateralised lending facility. Two thirds of returnee households,
however, took up entrepreneurial activities following the migrant’s return, using their overseas savings
to obtain collateralised loans or combining direct investment of savings with non-collateralised  

Table 2: Mean contribution of income sources to household income

* Pensions, welfare payments, rent, gifts from relatives

Recipients                     Returnees Non-migrants

USD per Per USD per Per          USD per Per
Income source month cent month cent        month cent

Wage employment
in Sri Lanka 15 12.6 16 14.4            27 30.8

Remittances 50 42.0 – – – –

Household microenterprises 51 43.0 87 80.5           56 62.8

Other n.e.s.* 3 2.4 5 5.1 6 6.4

Total 119 100.0 108 100.0            89 100.0

Table 3: Recipients, returnees and non-migrants: household asset
ownership and housing quality (per cent) 

*   Ownership of household goods valued at more than Rs. 50,000 ($715)
**  Brick dwelling with latrine and separate cooking and sleeping areas

Migration status ‘High level’ ownership of ‘High level’ housing
household goods* quality**

Recipient 44 69
Returned migrant 56 79
Non-migrant 28 51



88 Remittances, Microfinance and Development: building the links

WDF loans (see case study 2). Overall, returnee microenterprises perform strongly in comparison
with those of non-migrants: they are more highly capitalized, with mean fixed asset values of
Rs.109,000 ($1,560) and Rs.49,000 ($700) respectively; they are more likely to employ non-
household labour, and as Table 2 shows, they generate substantially higher earnings.

While there are some notable success stories, migration does not generate universal sustained
improvements in household income. A third of returnee households did not switch to higher-earning
microenterprises, but resumed their pre-departure patterns of activity upon the migrant’s return. A
handful reported diversifying into additional low-value, semi-subsistence activities such as the
purchase of a cow or pair of goats, but otherwise there was little evidence of productive investment
of overseas earnings among this group. Willingness and ability to convert overseas income into
development capital is related to location and household economic status: non-poor, urban
households tend to invest their overseas earnings, while poorer and rural clients are more likely to
spend it on consumption and housing. Poorer households are under greater pressure to divert
income flows to consumption, and face an array of  sociocultural and human capital-related barriers
to entering high-earning occupations (Shaw 2004). In addition, they are risk-averse, preferring
diversification into multiple low-value activities rather than specialization in a single higher-value
occupation, thereby sacrificing the prospect of higher incomes for greater security. Urban returnees
were more likely to invest in microenterprises, whereas their rural counterparts tended to use their
savings for housing improvements, a reflection of market and infrastructure constraints in remote
areas and consequent scarcity of investment opportunities (Shaw 2004).

Migration appears to have beneficial impacts on women’s economic capacity after they return.
Returnees are more likely than other women to run microenterprises: in returnee households 48 per
cent of microenterprises are operated by women, in comparison with 37 per cent in non-migrant
households. In general, men’s microenterprises earn more on average than women’s, a finding which
is well-documented in the microfinance literature. In Hambantota, one reason for the stronger
performance of male-managed microenterprises was a tendency for men to assume control of high-
earning projects begun by their female relatives, while women retain marginal, semi-subsistence
activities. Among returnees, however, there were several notable exceptions, in which women
retained the management of their high-value trade, food-processing and livestock projects, or shared
responsibilities equally with male relatives. It appears that women are particularly likely to retain
control of projects which are financed by their overseas earnings, suggesting a connection between
the size of women’s economic contributions and their intra-household bargaining power and
economic independence.

How microfinance can assist migrant households

Migration contributes to income diversification, asset building and housing improvements and, for
a smaller number, sustained improvements in income generating capacity. Poorer households,
however, face particular difficulties in transforming remittance income into sustained improvements 

Case study 2:

Indrawathie aged 39 lives with her husband and two children aged 15 and 17. Their
highly successful enterprise is the outcome of several years of planning and a
combination of strong business and practical skills, high motivation, and an above-
poverty-line base income level which facilitated the accumulation of savings. Between
1988 and 1995 Indrawathie worked as a housemaid in Saudi Arabia, saving most of her
wages, while her husband maintained the household by working as a lobster
fisherman. On her return the family invested her savings of Rs.150,000 and an
additional WDF loan of Rs.50,000 in a poultry-rearing project. Since 1995 the business
has expanded from an initial 360 birds to 1,500, and earns about Rs.12,000 per month.
The business is now the sole source of household income, the husband having
abandoned fishing in order to work full-time with Indrawathie on the poultry project.
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in well-being. A pressing priority for Sri Lankan MFIs is the development of services which promote
the use of remittance income to support sustained poverty reduction. For poorer households,
overseas employment is often a short-term survival measure. While remittances lift their incomes
above the poverty line while they last, they tend to relapse into poverty soon after the migrant’s
return, leading many women to make two or three repeat journeys to the Middle East without
breaking out of the ‘consumption trap’. While it is inevitable – and usually desirable – that
remittance income should support short-term living standards, particularly in low-income
households, there is considerable scope for MFIs to support longer-term human capital and business
development. Microfinance design features of relevance to migrant-sending households include pre-
departure credit for prospective migrants, convenient cash management services for recipients,
savings programmes supporting education, housing improvements and business investment, and
business development services which assist poorer households to make the all-important transition
from survival activities to higher-return microenterprises.

Migration involves substantial up-front costs to the migrant. Contrary to accepted microfinance best
practice, which holds that clients should have a free hand in determining the allocation of their
resources, many Sri Lankan MFIs lend only for a restricted range of purposes. The WDF offers loans
at its annual standard interest rate of 36 per cent annually for microenterprise development and for
some narrowly specified additional items such as housing and medical emergencies, but does not
issue pre-departure credit for migrant workers. Consequently, most of the sample migrants borrowed
from moneylenders, at monthly interest rates between 10 and 20 per cent, to cover their recruitment
and travel expenses. The repayment of these loans is a significant financial burden, typically
consuming the first six months of a housemaid’s pay and, where a migrant returns early, can result
in a net loss from the migration. Clearly, access to pre-departure micro-loans would substantially
reduce the costs of migration.

Microfinance has an important role to play in reducing the diversion of remittance income to
unnecessary consumption expenditure. As Table 2 above shows, income from wage employment and
microenterprises was lowest in recipient households, suggesting that remittances displace domestic
household income sources. There is substantial Sri Lankan evidence that remittances have the
pernicious effect of creating an incentive for recipients to reduce their labour force participation or
engage in excessive consumption spending. There is a well-documented tendency for family
members in recipient households to stop working or trying to find work, relying instead on their
monthly ‘petro-dollar cheques’, and of expenditure on alcohol, gambling and other wasteful
consumption (Mook 1992, Patrick 1997, Gamburd 2000, see also case study 3).

There is a clear gap in the market for products which reduce diversion of income to non-productive
uses. MFIs can act as ‘delegated monitors’ for remittance senders by providing secure savings
programmes, thereby mitigating the moral hazard generated by the inability of migrant workers to
observe and monitor expenditure at home (Chami et al 2003). Where remittance funds are
channeled through MFIs to recipients, services aimed at improving recipient management of

Case study 3:

Sriya lives in a single room clay hut with her husband, a fisherman, and two sons aged
13 and 14.Two years ago she went to Kuwait to work as a housemaid to save money for
a new brick house. She returned after only nine months, following a letter from her
mother warning her that all was not well at home, to find that her husband had moved
in with another woman, leaving the boys to fend for themselves. The money she sent
home while she was working has disappeared. She does not know what happened to
it, but believes that her husband, a heavy drinker, spent it on alcohol.The two boys, who
stopped attending school during Sriya’s absence, do not want to go back to school and
work in the lagoon with their father, who has returned to the family. Sriya’s plans for a
new house have not diminished and she intends to return to the Middle East.This time,
however, she says that she will send money not to her husband but to her mother for
safekeeping.
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household finances are also of primary importance. Among the sample there was considerable
evidence of poor budgeting by male recipients, many of whom were unaccustomed to large amounts
of cash-in-hand, and unfamiliar with the management of routine household expenses, traditionally
a woman’s task. Financial literacy training for recipients is a ‘credit-plus’ service that the WDF and
other microfinance NGOs in Sri Lanka are particularly well-equipped to provide, given their
community development focus and experience in training and awareness-raising. Other potentially
useful services include direct deposit facilities, whereby funds are transferred directly to an MFI
account which is readily accessible to recipients, rather than sent directly to them as a lump sum.
Similarly, bill-paying services linked to direct deposit accounts have advantages of convenience and
security and reduce the need for unnecessary handling of cash.

MFIs can add value to microenterprises by supplementing credit with non-financial business
development services, and a variety of non-financial services may be appropriate for migrant households.
The tendency of some households to resume marginal survival-level activities upon the migrant’s return,
described above, suggests a particular need for business development services aimed at encouraging
poorer returnees to take up non-traditional, higher-earning occupations. Substantial evidence that
minimalist microcredit tends to support familiar low-value activities suggests that credit-plus services are
necessary to encourage movement into new higher-value occupations. Information, training and
technical assistance services expand the range of activities open to prospective microentrepreneurs and
enable them to make informed choices, thereby reducing the risks of investing in untried activities.

Conclusion

At the household level, the economic impacts of migration are enhanced by convenient cash
management services and opportunities to leverage funds and build financial assets. At the
community level, given the inability of the public and largescale private sectors to absorb the growing
labour force, the harnessing of overseas income to support local enterprise growth is of considerable
strategic importance in the development of sustainable rural livelihoods. By being attentive to the
needs of migrants and returnees and developing services which are appropriate and attractive to this
significant market segment, MFIs can play an important role in strengthening the contribution of
remittances to sustained improvements in living standards. 

A final caution: while the potential economic benefits of female labour migration are clear, policy-
makers and development practitioners need to recognize and address its substantial personal and
social costs. The risk of abuse is all too real for domestic servants in foreign countries, who are among
the most vulnerable of all workers, entirely dependent on their employers for their basic needs, and
with no effective avenue of redress. The children of women working overseas bear a disproportionate
share of the costs of migration, with above average rates of under-nutrition and weaker educational
performance (DCS 1995, de Brujn et al 1992). Another cost relates to high family breakdown and
divorce rates among migrant households. There is some evidence that the cause-and-effect
relationship is reciprocal, with some women migrating after a separation or to escape an
unsatisfactory marriage (Patrick 1997). Families are, however, more likely to break up during the
twelve months after return than at any other time, suggesting that many break-ups are in part a
consequence of the migration itself (de Brujn et al 1992).

The social and personal sequelae of migration call for interventions at the community and national level.
These range from improvements to consular services and the closer regulation of working conditions
overseas to appropriate community support services for recipients and returnees, including the children of
migrant workers.  Microfinance provides a useful means of harnessing remittances for poverty reduction
but in isolation its effects will be limited: financial services should  be part of a comprehensive policy
framework which also addresses the non-financial needs of migrants and their families.

Endnotes

1 The shock of the December 2004 tsunami, which was profound in the Hambantota region, has further increased the importance of
labour migration, at least in the medium term, as remittances are on of the few substantial income sources not affected by the disaster,
and have a key role in supporting consumption and asset replacement.
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