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Conference Organization

Background

The past decades have witnessed a significant increase in migration. Between 1965

and 1990, the total number of migrants increased from 75 million to 120 million. This

increase is associated with growing flows of remittances, which in some countries

exceed foreign aid. Whereas the total value of official remittances amounted to less

than 2 billion dollars in 1970, it increased to 73 billion dollars per year. The total value of

remittances, including those via informal channels, is likely to be at least twice as high

as total remittances flows through official channels. 

Put to a productive use, these remittance flows can have a positive impact on the

economy of the migrants’ country of origin. They could for instance be geared towards

savings, investment and business creation or community development projects. In view

of their recent growth and the need for job creation, remittances are increasingly

attracting the attention of governments and the private (banking) sector. Micro-finance

institutions (MFIs) are more and more identified as potentially critical for the mobilization

and transformation of remittances.

To stimulate an international debate on the key issues, the ILO’s Social Finance

Program initiated a project planning meeting: Migrant Worker Remittances and Micro-

finance in the Context of Globalization, to explore possibilities for a more effective use of

remittances through productive investments of these funds via micro-finance institutions.

Rationale

This meeting took place at a time when it was becoming more and more necessary to

identify the potential of putting these funds to productive use. The issues of

globalization, migration and remittance flows are increasingly recognized for their effects

on jobs, incomes and poverty. Since 1965 the total number of migrants has almost

doubled, and this trend is likely to continue. The combined effects of decreasing

unemployment rates, high levels of job vacancies in certain labour market segments and

an ageing workforce in most industrialized countries signal the urgency for a
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reassessment of migration - and hence of remittances. At the same time, several MFIs

are discovering the scope for transfer services that benefit the poor.

Objectives

The main objectives of the project planning meeting were to:

S assess possibilities and constraints for channeling remittances through micro-

finance institutions towards productive investments;

S identify appropriate mechanisms for transferring remittances and transforming

them into investments;
S

initiate a network for the exchange of experiences among micro-finance

institutions, the private (banking) sector, donors, governments and researchers.

Program

The meeting combined presentations by experts and practitioners of individual

institutional experiences with working group sessions that focused on emerging best

practice. The detailed program and list of participants are attached in annexes 1 and 2.
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Discussion

Welcome address

In his welcome address, the Head of the ILO’s Social Finance Program, Bernd

Balkenhol, put the topic of the meeting into the context of a globalizing world where

remittances formed a link between labour mobility and capital mobility. Every year, 73

billion dollars are remitted informally and formally, and these funds provided 5 to 25% of

foreign exchange earnings of labour-sending countries. 

In some countries hometown associations collect remittances and invest them in local

community development projects. Informal remittances were often sent by low-income

migrants involving a considerable level of trust - like other forms of informal finance.

Despite several striking similarities between remittances and micro-finance, most MFIs

had not yet explored this field.

He identified the main questions to be addressed at this meeting as follows:

S How risky are informal remittances to poor migrant workers?

S To what extent should and can one formalize informal remittances?

S What is the role of MFIs in this respect?

S At the level of the labour-sending country: should and can MFIs play a role in

channeling remittances (formal or informal) to savings and investment?

Over the last few years the Social Finance Program has undertaken research on the

potential of linking remittances to micro-finance to foster a more productive use of these

services, including a country case study on the deferred pay scheme in Lesotho. Today

the Program is undertaking research on the potential role of MFIs and other financial

institutions in attracting and handling remittances in Bangladesh. It also identifies options

for gearing these remittances towards a more productive use. 

According to the Head of the ILO’s International Migration Branch, Manolo Abella, there

was continued disagreement on the relation between migration, remittances and

development. On the one hand migration could be seen as a perpetuation of

inequalities, amongst others through brain drain. Remittances were also said to lead to

conspicuous consumption rather than savings or investments. 
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Over the past 20 years the ILO examined the linkages between migration, remittances

and development. Findings suggest that, first, migrants consistently display a high

propensity to remit a large part of their income to their families back home. Secondly,

remittances through formal channels were found to be responsive to financial incentives

offered by governments. Thirdly, competition to attract remittances led to improvements

in the banking sector.

The Bolivian experience

The General Director of PRODEM Bolivia, Eduardo Bazoberry, presented the

experiences of his organization. Bolivian migrant workers send remittances mostly from

Argentina to Bolivia through informal channels (relatives or friends), the postal offices,

and through Western Union which controlled 20% of the market. Informal remittances

are associated with considerable losses, because money disappeared, was stolen or

transformed into bribes at the border.  

In Bolivia the remittances-market was a 5 million dollar business. Since the commercial

banks were not interested in this market, MFIs could fill the gap. Their basic advantages,

such as being close to poor people, offering personalized services and operating in rural

areas gave them a competitive advantage in this field. Yet to date most Bolivian MFIs

had not been actively engaged in money transfers.

Compared to other MFIs in Bolivia, PRODEM has a pronounced focus on savings. It

offered new financial services to remittance receivers, and strove to create a savings

culture. Clients who received remittances could open a savings account at attractive

conditions, and subsequently access loans. This allowed PRODEM to raise funds

relatively cheaply.

In his view and based on PRODEM’s experience, MFIs would need to meet certain

requirements before they can become involved in remittance transfers. These include:

S good internal controls;

S a good MIS and secure codes for transfer and telecommunications.

In addition, the macro-economic situation should be conducive: governments of labour-

sending countries should avoid protection and subsidies to MFIs to induce them to

mobilize remittances. Public authorities could also improve the knowledge on the
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benefits that remittances generate for their country and the various options available for

their transformation into savings and investments.

Besides, a legal framework needs to be in place to protect savings. Cost reductions

could be achieved through linkages and joint ventures between MFIs and

telecommunication companies. 

Generally, more research was needed on the extent and flows of remittances, their use

and the current and potential involvement of the micro-finance industry. International

organizations should give more attention to this issue. Credit unions and

telecommunications companies could also play a role in this regard.

The Mexico micro-entrepreneurial global development program 

Mario Lopez-Espinosa presented NAFIN (National Financiera), a politically

independent program to support productive projects in Mexico through migrant workers’

remittances. Started in 1994, NAFIN has been giving financial support to 80.000 micro-

entrepreneurs. The program is based on 5 principles: (i) no top-down approach, (ii)

financial sustainability, (iii) poverty alleviation and local development, (iv) equal

opportunities in economic and social development and (v) development of

competitiveness. 

The program assists entrepreneurs through information, for example on technological

alternatives, training, credit, technical assistance and sales promotion, as well as a

referrals to specialized experts.

NAFIN distinguishes between genuine micro-“entrepreneurs” (who managed acquisition,

sales promotion and administration) and micro-“producers”. It also considered to invest

remittances in a trust fund, which could be used for market analysis activities, small

business start-up grants and the promotion of free trade. 

For migrant workers, NAFIN offered several advantages: it provides technical,

promotional and financial support to channel remittances to a productive use; it reduces

intermediaries to the minimum necessary level. The program also offers special support

to women, youth and the elderly. 

The ensuing discussion addressed first the problem of money laundering through

remittances. New transfer methods and services also appeared to attract dirty money,
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especially among non-regulated MFIs. Some MFIs had therefore introduced screens to

check on money laundering : even for small but frequent transactions : and worked with

formal institutions abroad to minimize the risk of attracting dirty money.

The discussion showed a general consensus that governments often did not recognize

the potential of a more strategic use of remittances, nor the impact of remittances on the

local economy. Another issue of debate was the need to clarify the status of illegal

migrant workers who were compelled to remit through informal channels.

Remittances and Savings as Engines of Local Growth, the Philippines experience

Maria Angela Villalba, Executive Director of the Philippines-based NGO UNLAD-

KABAYAN pointed out that in the Philippines, the main stakeholders in remittances were

banks, remittance centers, foreign missions, recruitment agencies, migrant associations,

relatives and friends, as well as certain self-help organizations that offered loans,

savings and insurance packages to their members.

UNLAD was one of the few organizations in the Philippines that aimed at mobilizing

migrant worker resources for productive use and community development. It mobilized

and pooled migrant savings, identified appropriate investments and facilitated credit

applications with the objective to create new jobs through sustainable businesses. Three

services were available to migrants: (i) savings accounts, (ii) investments in existing

businesses and (iii) special start-up funds. Besides savings mobilization, UNLAD also

provided skills training, logistical support and networking, and a social support program

to educate and organize migrant workers. 

In UNLAD’s view, governments should enhance the development potential of official

remittances by earmarking a percentage of remittances for small-scale investments. A

strategy was needed to bridge migrant savings and micro-enterprise investments.

According to Ms. Villalba, the private corporate sector was already sensitized to this

potential: several Philippines insurance companies had become interested in migrant

remittances.

At the international level, labour-receiving countries should recognize that formal and

informal migrant workers should have equal access to reliable financial institutions to

remit their earnings. This would reduce their need to use informal and unreliable

channels for remittance transfers. Moreover, banks should introduce standard
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regulations and procedures to facilitate and attract transfer remittances through formal

channels. Finally, a stable macro-economic environment and a stable exchange rate

were needed to encourage migrants to regularly remit funds.

She further explained the operation of the Migrant Savings and Investment Fund (MSIF)

in the Philippines. This fund captured savings of migrant workers from the locality and

was managed by its stakeholders with the objective to develop local communities.

In conclusion, Ms. Villalba emphasized that a multi-faceted strategy was needed that

would focus on (i) the protection of migrant rights in the host country, (ii) education and

entrepreneurship training programmes and (iii) support structures at the national

government level. Such a strategy would require the combined efforts of governments,

banks and the private sector.

Remittances and Micro-finance in Indonesia

After an overview on Indonesia’s macroeconomic situation, Mr. Soeseno from the Micro

Banking Division of Bank Rakyat Indonesia (BRI) illustrated the history of his

organization. Migration was perceived as one solution of the unemployment problem in

Indonesia. Besides, it would also generate foreign exchange resources. 

Most remittances were channeled to Indonesia through informal money couriers. These

transactions involved a high risk, high fees, and escaped monitoring by the monetary

authorities. Some migrants carried their cash personally, but this entailed a very high

risk. BRI -being a financial institution with an entire system of village units (Unit Desas)

and sub-district branches- was well suited for capturing remittance transfers and putting

them to a productive use in the rural areas. 

Besides savings services, BRI also offered additional financial services; the bank can

lend to migrant workers’ families, which could be paid back with deductions from salaries

sent by the migrants abroad. BRI also offers credit to migrant workers at the time of

departure, which is secured with a solidarity group.

Remittances and Productive Investments -

The Economic Contribution of Diasporas
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Javed Burki from Emerging Markets Partnership shared with the participants the

findings of work at the World Bank on the place of remittances in a globalized context.

He pointed at the shortage of workers in the developed world, which pulled migration.

The information technology sector in the United States was an example of a market with

a high demand for skilled labour, which could not be satisfied by the domestic labour

market alone. 

Migrant workers had supported the development of their home countries in three ways.

Firstly, they transferred remittances to their families. In this case, the preferred transfer

channel varies with the migrants’ education level and the openness of the financial

sector in the relevant countries. Secondly, migrants who establish themselves in the

host countries tend to opt for longer-term investments in their countries of origin. Thirdly,

migrants send remittances for charity or community development purposes.

Each of the three patterns had different development impacts: either families benefit

primarily from remittances, or local communities at the place of origin or society as a

whole.

For Javed Burki a static approach to migration was to focus on the brain drain as a

social loss to the home countries. Instead, he looked at migration from a dynamic

perspective. To him it would seem beneficial that persons who cannot be productively

employed at home can migrate, and once abroad these persons can trigger off

investments in their homeland through remittances. Besides, returning migrants bring

with them know-how, skills and experience, which benefit the societies back home.

In conclusion it was recommended that public policies in labour-sending countries

should be directed at developing human capital for internal and overseas markets.

These policies should also be geared towards maximizing the returns of remittance

flows through open economies. This implied that excessive government interference in

the remittances flows would be counterproductive.

Maximizing Migrant Remittances and Linking them to Micro-finance -

the Philippines Experience

Andres Panganiban, Chief Executive Officer of the New Rural Bank of San Leonardo

reported on the Filipino Overseas Labour Migration experiences. He recalled that the

Philippines was the second-largest labour-exporting country in the world. Among these

migrant workers, there was an increasing number of women. The government in the
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Philippines recognizes that “remittances boost international reserves, improve the

balance of payment, promote economic growth in the rural areas and build homes, help

to send children to school and start small businesses”. In the Philippines one could even

talk of a culture of remittances, in the sense that remitting funds is perceived as a moral

and socio-economic responsibility.

While remittances were still mainly used for consumption, investments, social events

and emergencies, the New Rural Bank of San Leonardo tried to shift the direction of

remittances towards the development of the local economy. This involved the

enterprising migrant workers, their families, local governments and MFIs. If migrant

workers had a personal financial stake in remittances investments, a more direct link

between the sending and receiving agents would be created. The bank’s investment

products included savings, education and pension plans, funds for investments in small

enterprise and other areas.

MFIs could play an important role in handling remittances, because of their familiarity in

handling accessible, reliable and affordable loans, mobilizing savings and identifying

investments with a high potential to develop the local economy. 

Ildefonso Bagasao from the Economic Resource Center for Overseas Filippinos

(ERCOF) gave a short presentation of his organization. Its mandate was to raise

awareness and to deliver services to overseas Filipinos. The organization had sought to

mobilize savings yet this had proven to be a difficult process. ERCOF focused on legal

problems related to home improvement, purchase of land and property documentation. 

During the discussion, several participants pointed out that members of United States-

based migrant associations tended to identify more with their country of residence than

their home country. The question was whether membership of these associations had a

negative effect on migrants’ ties with their home countries. Others warned against such

generalizations, as this was not the case with Philippines. Another issue discussed was

the link between the duration of migration and the direction of remittances. Migrants tend

to increasingly remit funds for the development of an emerging market rather than to

send money back to families at home. The Rockefeller Foundation had started a

program  “Diasporic Philanthropy” to learn more about the scope for investments in

community development and the options for incentives and other policy intervention.

There was general consensus that governments should limit their role to providing

information, facilitating networking and creating opportunities for small investments.
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The Development Potential of Remittances: a WOCCU initiative

David Grace from the World Council of Credit Unions (WOCCU) informed the meeting

of the growing importance of credit unions in channeling remittances worldwide.

WOCCU was developing a credit-union-to-credit-union network for international money

transfers: “the International Remittance Network” (IRNet). This network was developed

to meet the high demand for remittance transfers and curb usurious practices. IRNet

combined flows of funds with flows of information at the remittance-sending and the

receiving end. 

Through a partnership agreement with the Vigo Remittance Corporation WOCCU had

become active in providing transfer services through its affiliated credit unions. Vigo’s

offered a number of attractive features, for example disclosure of the actual exchange

rate at the point-of-sale, lower commission charges and a generous refund policy in

case of problems. Particularly the lack of transparency on the exchange rates that were

applied in the transfer process was a serious concern for many migrants.

Credit unions were part of an extensive network through which migrants and their

families could connect worldwide. In the United States, there were over 10,000 credit

unions with some 75 million members. Besides, credit unions increasingly recognized

the importance of the remittances market. At the sending end credit unions could benefit

from fees and follow-up products. At the receiving end the advantages included a growth

in membership, additional fee income and increased savings. 

For the consumer the advantages of credit unions as transfer agents included lower

costs compared to established transfer agencies, transparency about exchange rates

disclosed at the point-of-sale, security and speed. The primary reason why credit union

members used the service of their unions was trust: they were sure that the money

would arrive and that credit unions were looking out for their best interest. 

There were several lessons that could be drawn already: firstly remittance transfers

could be sustainable if handled in a business-like manner, i.e. that charges would cover

all expenses. Secondly, organizations should allow for choice on the basis of the

individuals’ own perception of risks and rewards. The most successful micro-finance

programs served various client categories. It was also found that MFIs should consider

widening their portfolio of services, since most of them did not meet the full range of

financial needs of migrants and their families.
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WOCCU had also learned that:

S before engaging in remittances transfers there should be a balance of interests

among partners at the sending and the receiving end;

S financial standards are a prerequisite for any successful transfer program. These

should focus on safe institutions, liquidity requirements and solid financial

management;

S the remittance transfer market is more competitive than the micro-credit market;

S scale is a crucial requisite for success.

The subsequent discussion looked at the criteria with which WOCCU selected its

commercial transfer partners. Financial soundness, infrastructure and well-established

systems were mentioned and the organizations’ commitment to serve the poor was

another important criterion. The question was raised why employers had so far not been

more actively engaged in this line of business by facilitating, for example, the transfer of

part of migrants’ wages to their home countries. This could reduce transfer costs borne

by migrants. 

The uses of remittances in Honduras

Rodulio Perdomo presented his research on the use of remittances in Honduras. The

government had recently recognized the importance of remittances for the country’s

economy, and the necessity to provide options for a more productive use. Institutions,

cooperation agencies and local NGOs had to be sensitized to the possibilities and

constraints of local investments fed by remittances. The research found that remittances

had a strong positive impact on the purchasing power of families of migrant workers at

the receiving end.

A study on twenty US-based Hondurese migrant workers’ associations revealed that

with one exception, they did not have the legal status to receive and channel tax-

deductible remittances. It was crucial that they change their status to NGOs and seek

institutional support from Honduras.

The government in Honduras on the other hand could strengthen Hondurese

associations in the United States by establishing more linkages with these hometown

associations and by fostering strategic alliances between international NGOs and these

associations. In this regard it was noted that some US-based insurance companies were

in the process of developing insurance schemes and savings plans for Hondurese
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persons residing in the US, and were considering offering extended insurance packages

to include migrants’ families back home. 

The government of Honduras should also collect and disseminate information on best

practices and introduce incentives, policies and a conducive climate to foster the

productive use of remittances. A national strategy was needed to optimize the impact of

remittances on the receiving households and in society at large.
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To attain these goals five initiatives had to be taken up:

S institutional encouragement - both public and private- of the productive utilization

of remittances;

S development of projects and programs to increase household income;

S establishment of special programs and projects to diversify the productive uses of

remittances;

S introduction of multi-sectoral incentives to initiate educational programs and

projects for remittance-receiving families;

S community-building activities.
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Conclusions

In the context of globalization, remittance flows were likely to grow with migration. At the

same time there was a continued concern of perpetuated inequalities world-wide. In

labour-exporting countries migrant workers’ families are affected differently from persons

that are not related to migrants. In labour-importing countries undocumented workers

depend more on informal and often risky transfer mechanisms as compared to

documented workers. Besides there are differences within and between migrant workers

hometown associations. There are also considerable inequalities between the labour

importing and -exporting countries due to the brain drain and loss of skilled workers in

the latter countries.

 

The meeting identified different remittance cultures, ranging from charity to investments.

Besides, the beneficiaries of the receiving end ranged from family to local communities,

public institutions or for-profit entities and projects.

In the remittance transfer process it appeared that information and choice are key

issues, linking remittances and micro-finance. Migrants appeared to select transfer

mechanisms on the basis of speed, costs, reliability and a personal appeal. They are

often poorly informed of the range of transfer options available. Governments, workers

organizations and financial institutions should address this issue. 

Micro-finance banks, credit unions and micro-finance programs were becoming more

and more relevant as actors in remittance transfers. While not managing remittance

resources themselves, promotional MFIs also played a role in this market through

intermediation and the collection of savings. There were also a number of micro-finance

organizations which were currently still observing the latest developments in this field,

considering to become active in this market segment. This included diaspora

organizations, which had started to engage in financial intermediation without being

regulated. Whether or not this was a desirable development was not clear. Despite the

wide differences between remittance transfer agencies it was premature to conclude

which type of organization was definitely best suited for channeling remittances.

There was a general agreement that MFIs were well placed to handle transfer

payments, due to their proximity to remittance-receiving families and their potential to
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reach out to poor communities. Besides, MFIs had the potential to produce positive

returns on investments. Networking and the establishment of an appropriate

infrastructure appeared to be indispensable for successful remittance transfers. The

major external factor affecting the success of such transactions was the macro-

economic climate and the innovativeness of the financial sector.

MFIs appear to be particularly well suited to capture and transform remittances for

several reasons: (i) they deal with small-scale transactions where personal relations

were important, (ii) they extensively involve groups and associations of intermediaries

and (iii) they integrate the formal and the informal sector practices.

Emerging good practices of the few MFIs that had become involved in remittances

already revealed the importance of a clearly defined social mission and a business-like

approach. Other success factors included a high number of selling points (to facilitate

the growth of transfers), increased competition, a wide range of products (to encourage

cross-selling), networks and partnerships among MFIs and other organizations (to

benefit from advantages of scale and information). Savings-based organizations may be

more appropriate in the context of remittance transfers. The role of governments should

be to observe, create an inventive-based regulatory framework and possibly provide

matching funds to spur local community development. 

There was a broad consensus that the use of remittances should be influenced by

incentives rather than mandatory regulations. Yet it was still unclear which types of

incentives would be best suited, and how they should be implemented. Further

dissemination of information and sharing of experiences could help to identify suitable

investment products. Another important question was whether investment options were

appealing enough to attract the interest of migrants and their families. 

The meeting also revealed an interest by some labour-receiving countries, such as

Saudi Arabia, to reduce the outflow of remittances. Governments were looking at

appropriate policy options to reduce the outward flow of remittances and capture part of

these remittances for investment purposes in the country of residence. This was a

concern to the migrants, their families and the labour-sending countries. 
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In the light of all these points, the meeting formulated the following recommendations for

follow-up:

S Governments should provide incentives and choices to migrant workers and their

families, hometown associations and trade unions.

S They should also collect and disburse more information, establish data banks and

monitor current programs and practices.

S They should foster openness and competitiveness in the remittance market.

S ILO and other international organizations should help to accumulate knowledge

on remittances and micro-finance by collecting and analyzing data and

information on remittances, their impact on development and current experiences

on successes and failures in channelling remittances to a more productive use.
S

These international organizations could also establish data bases, test innovative

mechanisms for linking remittances and MFIs, organize an exchange of

experiences between all stakeholders involved, share good practices across

borders and design policy measures for consideration by governments and the

social partners and other stakeholders. 

The participants thanked the ILO for this initiative and expressed their expectation that

conceptual and eventually operational follow-up be launched without further delay.
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