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The Potential Role of Remittances in

Achieving the Millennium Development Goals – An Exploration
Roundtable Summary
1.
Objective


For exploring innovative mechanisms to link remittances to equitable national development processes and achieving the Millennium Development Goals (MDGs), a Roundtable on Remittances was organized by BDP in partnership with the Special Unit for South-South Partnerships on 10 October 2005. Its main objective was to seek guidance from experts in the area for shaping a strategic agenda for UNDP that could link the MDGs and harnessing of remittances for development.  The Rockefeller Foundation, the host of the meeting, looks forward to recommendations for integrating its vision and work on remittances with the broader architecture of thinking highlighted in the report of the United Nations Global Commission on International Migration. 
2.
Discussion Outcome

Remittances represent an enormous transfer of resources from the developed to the developing world and in many cases between countries of the South. While they are very important for the achievement of the MDGs, remittances affect economic behaviour and distributive issues and can potentially impact development adversely. Increasing remittances inflow should not reduce receiving governments’ development and social protection responsibilities and developed world’s ODA accountability. It is vital that remittances, direct financial investment and ODA work hand in hand so that the policy makers do not lose sight of sustainable human development, social cohesion, cultural plurality, and human rights in both sending and receiving countries. Currently remittances are not a part of a development strategy; however, it is important to assess their impact on the productive base of a local economy and the policies that will support fulfilment of the MDGs.  The challenge is to get the balance right.

· While available literature suggests that both remittances and migration provide an escape from poverty, there is a lack of data to confirm the hypothesis. A problem in ascertaining the relationship stems from the fact that migration of a worker leaves in its wake a loss of counterfactual income at home that is difficult to measure.

· Although the migrants create wealth in the countries of residence and send an enormous amount of money to their families, a significant majority continues to live in extremely vulnerable conditions. It is important to understand, among other things: (a) why people migrate; (b) the challenges for host governments relating to suitable labour and immigration regulations; (c) mechanisms to protect human rights of migrant workers’ to ensure healthy, humane conditions; and (d) practices to create efficient processes and regulatory frameworks to ensure a smooth remittance flows.

· Gender issues are critical to the discussion on remittances and their potential role in the achievement of the MDGs. While gender based analysis is essential, there is a serious dearth of systematic analysis that can provide guidance to the practitioner or the academic. The data gap is deep since the gender dimension cuts across different areas. Micro-level household surveys on both the sending and the receiving sides that directly addressed the gender question could provide a starting point. 
· Remittances create and can potentially enlarge consumption demand with possible impacts on inflation, distributional equity, exchange rates and the competitiveness of goods and services produced within the domestic market. 

· The less developed a country is, the less is known about its remittance flows. Even basic information is unavailable regarding the existing remittance flows to LDCs and crises countries.

· Most figures on total remittance flows are inaccurate. Contributing factors include the inability to track most South-South transactions, which often use informal channels, and the fact that remittances might be made by people who had migrated without appropriate documents and who thus are not counted. Until more organized mapping of remittances is carried out, precise amounts will continue to remain unknown thereby constraining factoring of remittances into policy considerations or mechanisms to leverage them.  

· Remittances are channelled through both formal and informal systems. The issue is not simply to regulate the informal system; the informal system has to be co-opted and merged into the formal system. It has to be recognized as a vital economic financial activity and economic incentives have to be created to achieve that objective, particularly in the LDCs and crises countries.  

· The technology, particularly the volume of cell phone traffic between the migrant and the community redefines the concept of a community, which no longer comprises only the people physically in the home country but also includes the country’s expatriates.  The redefinition raises questions and possibilities to empower the “community” to bring about progressive change with a voice in the national government. 

· Securitization of remittances as an asset for instance, to back up a bond issue may provide a valuable instrument to leverage remittances for providing greater access to the financial market by the poor.  In addition to securitizing remittances and related tourism visits (credit card vouchers, airline receivables) remittances for business purposes can also being securitized, including those for purposes of trade, investment, FDI and aid flows. Remittances can also be linked to improving or creating credit worthiness. Countries can use the promise of future remittances to prove their creditworthiness and obtaining a rating. Apparently, availability of future remittance flows for a country can improve its credit rating by up to four points.

· Experience indicates that private-sector institutions can become involved in national development activities through business development that also promotes financial inclusion. Remittances can also help to build credit history and assets and sometimes fund the creation of a business. MFIs are probably better suited than banks to offer such financial services because of their focus on that segment of the market; their more appropriate products; and the ability to move quickly than banks.

· There is a convergence between microfinance and remittance intermediation, which needs to be approached practically by examining issues relating to human capital, institutional arrangements, and existing and possible pilots of innovative financial services (e.g., insurance, financing of education).

· It is important to adopt a trans-national approach that captures the social complexities of 
families that live in a trans-national community.  

· Effective strategies must reflect trans-national context as the national economic growth in developing countries would increasingly be influenced by the integration of Diasporas with their countries of origin and the global economy. Development players can assist developing countries in harnessing remittances for development by (a) promoting a State outreach strategy with respect to the Diaspora; (b) reducing transaction costs; (c) facilitating financial intermediation including access to financial instruments by the poorer communities; (d) investment and enterprise development; (f) tourism; (g) trade; (h) education and health; and (j) development of human capital.  

· Home town associations (HTAs) are small and operate on a voluntary basis. Investment in human capital is the greatest challenge that impedes their effectiveness. Success of HTAs would depend on available capacity to become more organized, to gain more knowledge, to invest in human capital and to exchange experiences with other parts of the world. 

· Caution is required while promoting loan products based on remittances as they can result in increasing debt risk to families and households when remittance flows are interrupted (as evidenced by the effects of hurricane Katrina on previously employed remittance senders in Louisiana and Texas). Since many MFIs and commercial banks make more money by promoting loans, it is important to strike a balance between savings, insurance and loan products based on remittances and depending on demand and financial preferences of recipients.
3.
Possible UNDP Interventions 

· While a number of UNDP country offices are engaged in the area of remittances and development, UNDP as an institution, is a late entrant to this field. However, as UN’s development agency it has an important role to play by assisting client countries in meeting the MDGs at national and local levels and highlighting a sustainable human development approach with a migration lens. Besides, with its widespread presence and close relationship with the national governments and other stakeholders, UNDP can place remittances prominently in the development debate as a component of an integrated package of services to support national MDG-based poverty reduction strategies.  The strategies have to focus on the rights of the poorest, particularly women and children and emphasize good governance, accountability of governments for investing in development, and sustainability. The remittances interventions can accordingly build upon the demand based ‘menu’ of integrated package of services offered to the countries. UNDP strategic agenda must include the elements of gender, human rights, human capital development and the broader consequent impact on social dynamics.

3.1
Remittances as an intrinsic component of MDG-based Diagnostics, Investment and Planning
· Develop policy instruments and institutions and public private partnerships particularly trans-national partnerships to maximize the potential of remittances as an instrument of development;

Technical support for diagnostic and formulation work that incorporates remittances and migration to achieve the MDGs needs to take place within a long term perspective. Countries have agreed “to adopt, by 2006, and implement comprehensive development strategies to achieve the internationally agreed development goals and objectives, including the Millennium Development Goals.”
, and this provides a mandate for such work to commence immediately. Incorporating remittances in the approach would lead to alleviating both absorptive capacity and resource availability constraints while planning for development.  The following steps are envisaged to support such a process: 

i.
Realigning national development plans to include remittances

· Given that remittances would help to advance the achievement of the MDGs, it is necessary to ensure that in addition to meeting consumption needs, policy instruments and institutions are available that encourage the use of remittances for meeting the households needs for education, health, skills and training and, possibly as insurance, enabling people to sustain through shocks and stresses. Accordingly, it is important to explore a combination of public policy, public-private partnerships, and private-sector engagement along with a strategy to work directly with the Diaspora. The aim is to enable migrants to invest directly in education, health services and insurance while ensuring that the government is not dodging its responsibility of making investments in public goods to migrants.  This will happen in close collaboration with the MDG needs assessment process being undertaken in the country, based on the agreed MDG targets and indicators.

· UNDP can bring together practitioners, academics, and civil society to learn about what others were doing and identify ways and means to better measure the linkage between MDGs and remittances and contribute to create uniform international data standards including ability to collect gender disaggregated data on remittances resource flows at the country level and through for instance, fiduciary due diligence.

ii.
Using remittances to link local actions to national priorities and global mandates

· Engage Diaspora and HTAs in the development debate (trust building, capacity development, delivery of projects and services) and creation of micro-entrepreneurship; interventions must include elements of gender, human rights, human capital and elements of broader social dynamics that these entail

· The impacts of remittances are not just economic but also social and cultural. Migrants and non-migrants, even if separated by physical geographic space, are part of the same social space. The multilayered social space ranges from local-to-local connections to ties between States, regions, national governments or even national religious institutions. Currently, more and more people continue to earn their incomes and raise their families in their home countries while putting down roots in the host countries. Consequently development in the home country is inextricably linked to development of the immigrant community in the host country. The issues are trans-national and trans-national problems demand trans-national solutions.
· The role of Diaspora in the national development process can reinforce the national strategies.  Migrant workers are already taking responsibility for schools, health care and education in the communities back home with spill-over benefits into the transportation, tourism and construction sectors. Many professional migrants are engaged in philanthropy and sending technology and skills, and creating enterprises.  UNDP as a development player can engage and include the Diaspora including migrant leaders and home town associations (HTAs) in the development debate, including through building confidence and trust while working on practical, accountable and deliverable projects. HTAs are not only a source of finance for its communities but also an institutional agent that can demand accountability within the government. 
· UNDP should have a practical agenda that reflects the needs of senders and the recipients and can be implemented. Partnerships can be established between community-based organizations that receive remittances, Diasporas and development players to develop capacity and provide skills and training to manage development processes at the local level.

3.2
Widening Policy Options: Financing and Insurance
· Build an inclusive financial system by linking remittances, microfinance and micro-insurance for the creation of micro-entrepreneurs;

· In addition to microfinance, the concept of linking insurance with remittances has existed for some time. Western Union, for instance, has recently piloted a life insurance offering to remittances that guarantees remittance payments for a period should something happen to the remitter. Also, the operation of a MFI in a country is dependent on the regulatory climate that determines its ability to offer more than loans, foreign exchange transactions, cash reserves, etc. While a great deal of the emphasis to date had been on innovations around loan products, providing an opportunity for safe, secure savings is more effective in the long run than encouraging more debt. It is observed that with the right products and investment opportunities, remitters are likely to invest rather than only meet consumption needs.

· It is important to build an inclusive financial system that would allow those considered unbankable and receiving remittances to enter the investment arena when supported by meso level organizations. The latter can built their capacity to understand the opportunities provided by the markets. Banks, in turn, need to understand the rural sector as a potential market and that poor people save and need services of local financial institutions. 

· Local financial institutions need to be supported to creative innovative and non traditional products and financial instruments to meet the demand from recipients of remittances in the communities. As there is a greater need for financial intermediation in rural communities, the MFIs should have the capacity to guide the communities to use its resources for strengthening entrepreneurial opportunities. Business associations or microfinance associations could also provide some of the meso-level services, viz., business development services. 
· While securitization enables private or public banks to pledge future remittance flows as a basis for borrowing in international markets, the liquidity of the capital markets may not provide any advantage to the private banks.  Also, even though the costs of securitization have fallen, size can be a major constraint. It is not economically beneficial to securitize in the absence of the objective to raise significant amount of money. Smaller countries, like SIDS for who this can be a constraint, can still benefit from securitization if they agreed to pool their resources.

4. Capacity Development (CD)
· Capacity development in a trans-national context is a critical element for any development agenda for remittances.  The capacity development process has to emphasize local governance in the framework of investment in education and developing and retaining human capital. 

· The lack of capacity is a serious bottleneck to operationalize the PRSs.  This deficiency becomes even starker once the issue of migration and remittance is included as an intrinsic component of PRS and PRSPs. The capacity development strategy should therefore be implemented as a part of the Integrated Package by assessing needs and formulating operational plans to address these needs and capacity development at the service delivery level.

· A national level strategy is required to build and retain human capital by inter alia, incorporating the issue of migration and remittances and building an effective governance system to design, support and implement internal and external investments for equitable economic growth.

· Equally important is the need for a meso-level interlocutor between the HTA communities and government officials at the local level to help migrant collective groups and local political and economic leaders in the home towns to deliberate the complex issue of designing, supporting, adjusting and promoting Diaspora projects and products. Capacity is required to enable participatory support organizations to build relationships with businesses for facilitating the process of collective remittances. Simultaneously, skills of the migrant associations must be strengthened to enable them to work more effectively with the interlocutors, organizations and local governments and for holding the meso-level organizations accountable.
· UNDP can contribute to developing the capacity for data-gathering, including scaling up its ability to collect gender disaggregated data on remittances resource flows at the country level and through for instance, fiduciary due diligence.

5.
 Knowledge Management
· Strengthen knowledge networking, disseminate good practices and instruments and develop appropriate tool kits to link remittances and development. 
· In line with the Integrated Package strategy, UNDP interventions in the area of migration and remittances can also build on the concept of knowledge sharing and networking, an area in which UNDP is seen as a leader in the international development community. It is hoped that successful experiences on knowledge management will then be expanded to the UN community at large.

· In partnership with other actors including UN agencies, UNDP can maintain and nurture a network to help to maximize the development impacts of remittances. This requires a human development approach as the MDGs cannot be achieved through financial flows alone. 

· While trans-national social analysis can bring the micro and the macro perspectives together, there is a need to understand the multiple layers as well as examine innovative tools and tool kits.  It should be ensured that the development tools available to the United Nations system at the country level, viz., poverty reduction strategy papers (PRSPs), the United Nations Development Assistance Frameworks (UNDAF) and the United Nations Development Group (UNDG) include migration and development and synergize the work of various agencies working on these issues. 
· Accordingly, in preparation for the high-level dialogue on migration, human trafficking and remittances in 2006, UNDP, with its leading role in the United Nations coordination system, can identify a mechanism to operationalize the round-table discussions at the country/regional levels, making full use of its development cooperation role at the country level.  
· UNDP can also build upon country level experiences to harness and disseminate best practices, especially for LDCs and for recovery in countries affected by political crises or natural disasters. It can also convene a forum to learn about state-of-the-art assessment frameworks, tool kits and methodologies that it could then share with a broader network.
6.
South South Cooperation
· Build upon significant opportunities for South-South cooperation.
· Remittances are the largest sources of external financing for developing countries. South-South remittance flows are nearly 30%-45% of all remittances issued by developing countries, depending on whether Saudi Arabia is included or excluded in the definition of the South. South-South migration constitutes 60% of migration from the South. Thus, conventional wisdom that migration was a South-North phenomenon and remittances a North-South phenomenon is not true. Migration and remittances are global phenomena and they are much more important for poor countries. Hence the emphasis on synergy between the activities of BDP and the Special Unit for South-South Cooperation (SUSSC).

· SUSSC has committed up to $500,000 for a common knowledge-sharing platform for mapping remittance flows, research, etc.  The Special Unit, working closely with BDP on remittances and MDGS, would promote mapping, marketing, mobilization and matching of needs.  

· There is an important need to exchange lessons and best practices from countries that have been able to successfully retain human capital and engage Diaspora in creating equitable economic growth and development opportunities. It would be useful to obtain accurate data and information and market successful solutions to governments, including the sharing of best practices within countries; to the agencies eager to provide support; and to the private sector that is eager to contribute. 









� Summit outcome document, Sept 2005,  para 22a.
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