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Introduction

In the past few years there has been a remarkable renaissance in the interest in
remittances by policy makers, multilateral organizations, such as the World Bank, the
International Monetary Fund (IMF) and the International Organization for Migration
(IOM), and scholars (Ratha 2003; Kapur 2005). After years of relative neglect,
remittances have been rediscovered as a potential source of development finance. This
interest has partly been triggered by a striking increase in remittance flows.
Registered remittances sent back to developing countries rose from $31 billion* in
1990 to $83 billion in 2000, to no less than $338 billion in 2008. While remittances to
developing countries surged, official aid flows showed a declining trend. Although
this surge partly reflects the surfacing of erstwhile informal remittances, improved
recording of remittances and declining depreciation of the United States (US) dollar,
there is little doubt that at least part of this increase has been real.

To a considerable extent, this interest in remittances is part of a broader debate on
migration and development, or, more precisely, how migration and remittances affect
development in communities and countries of origin in the global South. Also this
debate has recently shifted from the rather pessimistic, structuralist perspectives —
which saw migration leading to a dangerous dependency on remittances and a loss of
productive potential — that dominated from the mid-1970s to the late 1990s to the
current views that see migration and remittances as highly beneficial for development
in countries of origin (de Haas 2005).

This shift from more pessimistic to optimistic views has concurred with a similar shift
in social scientific and development policy paradigms from structuralist and
dependency perspectives to functionalist, agency-oriented and neoliberal views
emphasizing the efficiency of (free) markets and the capacities of individuals to
improve their own lives and bring about structural changes. Under the influence of
surging remittances, there has been a rapid increase in the number of scholarly studies
analysing their nature, trends and impacts upon development in sending countries.
However, there are still major gaps in our understanding. Perhaps the biggest flaw is
their almost exclusive focus on North-South remittances emanating from South-North
migration. According to recent estimates, only about 40 per cent of all migrants from

1. All $ references are to US dollars.



developing countries live in wealthy Organisation for Economic Co-operation and
Development (OECD) countries, 47 per cent in other developing countries, while 13
per cent live in wealthy non-OECD countries, such as Saudi Arabia, the United Arab
Emirates, Hong Kong Special Administrative Region (SAR) and Singapore (Ratha
and Shaw 2007D).

The share of South-South migrants in total emigrant stocks seems particularly high in
the poorest countries. In sub-Saharan Africa, for instance, 64 per cent of all
international migrants live within the region. Only 27 and 22 per cent, respectively, of
all international migrants from sub-Saharan Africa and South Asia have migrated to
wealthy OECD countries (Ratha and Shaw 2007b). The poorest are less likely to be
involved in international migration because of the significant costs and risks usually
involved in moving abroad, and most poor people therefore seem to migrate internally
(Zohry 2005). Nevertheless, it should be stressed that other work seems to contradict
these results showing that in certain countries (Egypt), even the poorest do migrate
successfully (Sabates-Wheeler et al. 2005). However, if poor people migrate, they are
likely to run serious risks and experience substantial losses (Waddington and Sabates-
Wheeler 2003).

South-South remittances are estimated at between 10-29 per cent of total remittance
flows (Ratha and Shaw 2007a). Although this might not seem very high, the real
number of South-South migrants and remittances may be substantially higher because
many South-South migrants are irregular or undocumented and remittances are often
sent informally. Furthermore, the relative importance of South-South (and internal)
remittances seems to be disproportionally high for the poorest countries and
communities, which often have limited access to South-North migration and, hence,
North-South remittances. Most North-South remittances flow to middle-income
countries because most South-North migrants originate from these countries. One-
third of all the remittances are sent to Latin America and the Caribbean, followed by
South Asia (20 per cent), while sub-Saharan Africa only receives 5 per cent of all
transfers to developing countries (Nyberg-Sgrensen 2005.

Although middle-income countries receive most remittances, the relative economic
importance of remittances expressed as a share of total gross domestic product (GDP)
tends to be higher in low-income countries (IFAD 2007). In relative terms,
remittances tend to be more important for small and sometimes very poor countries
(such as Haiti, Lesotho, Moldova and Tonga), which often receive more than 10 per
cent of their GDP in remittances (World Bank 2006:89). In other poor countries, such
as Somalia, official remittance figures are not available, or much money is remitted
informally, and actual flows are likely to be very high relative to GDP (Pieke et al.
2005).

Particularly since 2003, states, non-governmental organizations (NGOs) and
international organizations such as the World Bank have become increasingly
interested in developing policies to maximize remittances, to direct them into formal
channels, as well as to maximize their impacts on development in sending countries.
Reflecting the overall bias towards South-North migration, this debate and policies
have almost exclusively concentrated on North-South remittances. This is unfortunate
because of the importance of South-South migration and remittances for, particularly,
poor countries and the fact that the costs of South-South remittances are often higher



than for North-South remittances because of a frequent lack of efficient banking
infrastructures within and between countries in the global South.

Despite the debate on and implementation of policies to maximize remittance flows as
well as to improve the overall impact of migration and remittances on development in
sending countries, we know very little about the actual impact of such policies. This is
primarily related to a striking lack of independent evaluations of such policies. More
fundamentally, this is linked to the general failure to embed policy impact analyses
into a more general debate on migration and development. Without taking into
consideration the wider processes of social transformations and economic change of
which migration (and remittances) is an intrinsic part, it is impossible to specify the
impacts of targeted policies, since they cannot be analysed ‘in isolation’ of the
broader development context.

This chapter intends to turn the conventional analysis around by grounding the
evaluation of actual and likely impacts of targeted ‘remittances, migration and
development policies’ into a broader review of the empirical literature on the
relationships between migration and remittances, on the one hand, and various
dimensions of social, economic and cultural changes in the global South, on the
other.? On the basis of this broader understanding and theoretical framing, this
chapter will subsequently assess the impacts of specific policies to increase
remittances and improve the impact of migration and remittances on development in
origin countries and communities. This chapter places particular emphasis on the
impact of remittances on development in receiving countries. It also attempts to
develop thoughts on the specific features of South-South migration and what the
likely impacts for social development as well as policy implications might be.

Current insights into migration impacts
Remittances, income and livelihoods

Most empirical work exemplifies that labour migration, “rather than a response to
destitution” (Hampshire 2002: p. 15), is a livelihood strategy pursued by social groups
(typically households) in reaction to relative deprivation (Stark and Taylor 1989;
Quinn 2006) so as to spread income risks, hence stabilize and secure income, to gain
access to higher income and to overcome local market constraints. Remittances stand
central in such household strategies. Besides protecting against income shocks, a
range of empirical studies have confirmed the positive contribution of international
remittances to household welfare, nutrition, food, health and living conditions in
migrant sending places and regions.®

However, the extent to which households succeed in achieving these goals critically
depends on the specific circumstances under which such migration occurs. This, in
turn, depends on the destination and selectivity of migration. In this respect, there

2. The review in this section is a summarized and updated version of an earlier paper
(de Haas 2007a).

3. See Itzigsohn (1995); Lindley (2006); Conway and Cohen (1998); de Haas (2006a);
Stark and Taylor (1989); Koc and Onan (2004); and Nwajiuba (2005). For general
overviews, see Rapoport and Docquier (2005) and the World Bank (2001).



seem to be fundamental differences between South-North and generally less
remunerative South-South migration (Hampshire 2002; Wouterse 2006; de Haas
2006a). However, in some situations, there can also be significant income gains for
South-South and internal migration. A study conducted in rural China found that
internal migration increased per capita household income for those left behind, by
between 16 and 43 per cent (Taylor et al. 2003).

Because there are only few studies that systematically study the impact of South-
South remittances, it is unclear to what extent this pattern applies to other countries or
continents. However, it seems likely that, because of their higher volume, North-
South remittances generally represent a more effective way to increase income for
remittance receiving households and families, whereas the risk diversification
dimension will often be relatively more important for South-South and, particularly,
internal remittances.

Remittances often tend to be counter-cyclical and hence, have an important function
in protecting families from income shocks caused by economic downturns, political
conflicts or climatic vagaries. Analysing survey data on Mexico-United States
remittances, Amuedo-Dorantes and Pozo (2006) concluded that increases in receiving
country income risks significantly raises both the propensity and the proportion of
labour earnings sent home for family-provided insurance and for self-insurance. The
other way around, an increasing number of studies indicate that economic and
currency crises in origin countries do tend to increase remittance transfers (Blue
2004), corroborating the idea that remittances serve to spread income risks and
smooth consumption.* There is little reason to doubt that South-South and internal
remittances play similar roles.

Macroeconomic significance of remittances

Also on the national level, there is substantial evidence that remittances are an
increasingly important and relatively stable source of external finance and that they
play a “critical social insurance role in many countries afflicted by economic and
political crises’ (Kapur 2005:2). North-South remittances have proved to be less
volatile, less pro-cyclical, and are a more reliable source of foreign currency than
other capital flows to developing countries (World Bank 2005; Ratha 2003; Buch et
al. 2002). It is claimed that remittances are close to tripling the value of the official
development assistance (ODA) provided to low-income countries, and they comprise
the second largest source of external funding for developing countries after foreign
direct investment (FDI), and often cover important parts of current account deficits
(GCIM 2005; Orozco 2002; Glytsos 2002; de Haas and Plug 2006).

Because many remittances are sent through informal channels, the actual importance
of remittances is even higher than official figures show. A recent overview study
concluded that, thanks to highly developed informal remittance systems, the
economies of countries such as Somalia, and, to a lesser extent, Surinam or Fiji, are in
a much better state than official figures would lead to believe (Pieke et al. 2005;
Gundel 2002).

4. Kurosaki 2006; Alper and Neyapti 2006; Lindley 2006.



Remittances have often been expected to be an unreliable source of external revenue
for families, regions and states, because it has been generally assumed that
remittances would rapidly decline after migrants settle and integrate at the destination
(Merkle and Zimmermann 1992; Ghosh 2006) This remittance decay hypothesis
(Brown 1997) has recently been challenged under influence of empirical evidence
suggesting that remittances can be a relatively stable flow of capital. Research also
pointed to the fact that the relationship between duration of stay and remittances is
unlikely to be linear, and integration indicators, such as employment and income, may
increase the capability to remit. This might partly or entirely counterbalance a
possible weakening of ties with origin countries over time (de Haas and Plug 2006;
Taylor 1999; Brown 1994; Fokkema and Groenewold 2003). This complements
macro-evidence that the level and cyclical fluctuations in economic activities in
destination countries explain most of the variations in remittance flows (Puri and
Ritzema 1999; Swamy 1981; Straubhaar 1986).

Migration, poverty reduction and inequality

The fact that remittances significantly contribute to income stability and welfare in
developing countries does not necessarily imply that they also contribute to poverty
alleviation. Because of the costs and risks associated to migration, it is generally not
the poorest who migrate the most. As migration is a selective process, most direct
benefits of remittances are also selective and do not tend to flow to the poorest
members of communities (CDR 2002; Schiff 1994), nor to the poorest countries
(Kapur 2005). Indeed, the main beneficiaries of South-North remittances are lower
middle-income countries which receive nearly half of all remittances worldwide
(Kapur and McHale 2003). However, as has been argued above, small and sometimes
very poor countries are among the most dependent on remittances, receiving more
than 10 per cent of GDP as remittances (World Bank 2006).

Yet, this does not tell much about the effects of remittances in poverty and inequality
within middle- and low-income countries. In general, evidence of macro and survey
data suggests that remittances do reduce poverty even though the non-poor often
benefit more and remittance inflows often initially lead to increasing inequality.
Although most remittances are not likely to flow to the poorest people, they might be
affected indirectly through the economy-wide effects of remittance expenditure on
wages, prices and employment in migrant sending communities and countries. On the
basis of an analysis of a data set covering 71 developing countries, Adams and Page
(2005) concluded that international migration and remittances significantly reduce the
level, depth, and severity of poverty in the developing world. High-skilled,
international migration is evidently likely to be more selective than low skilled,
internal migration; and migration occurring under liberal immigration regimes is
likely to be less selective than migration under restrictive immigration regimes
driving up the costs and risks associated with migration.

Although South-South internal migration is generally associated with lower overall
income gains, more poor people migrate to other poor countries or internally. This
lower selectivity means that the relatively poor can migrate and this might, under
certain circumstances, strengthen the poverty and inequality reducing role of
migration. This implies that the positive role of South-South, as well as internal



migration in spatial and social income redistribution, poverty alleviation, and
economic growth, should not be overlooked (Deshingkar 2006).

Most studies conclude that international North-South remittances have reduced
poverty directly or indirectly. While only a few studies specify the impact of South-
South remittances, most available work focuses on internal remittances. Based on
analysis of household survey data, Adams (2004) concluded that both internal and
international remittances reduce the level, depth, and severity of poverty in
Guatemala. The squared poverty gap, which Adams constructed to measure the
severity of poverty, fell by 21.1 per cent when internal remittances were included in
household income, and by 19.8 per cent when international remittances were
included.

This result can be explained by the fact that low-income households receive a very
large share of their total household income from remittances. So when these “poorest
of the poor’ households receive remittances, their income status changes dramatically,
which has a large effect on poverty reduction (Adams 2004). An analysis of Chinese
household data found that having an internal migrant increases a household’s income
per capita between 8.5 to 13.1 per cent, but that the overall impact on poverty is
modest because most poor people do not migrate, not even internally (Du et al. 2005).

Also the effect of migration and remittances on income distribution and inequality
seems to be primarily a function of migration selectivity. A recent overview of case
studies on migration and inequality across Central America, Eastern Europe, West
Africa and South Asia demonstrated how the relation between migration and
inequality varies both between and within regions, and emphasized ‘the need for
defining which kind of migration, and which kind of inequality are being analysed’
(Black et al. 2005: p. 18). If migrants mainly originate from relatively wealthy
households, migration is more likely to imply greater inequality in the community of
origin, but the reverse seems true if migrants come from relatively poor households.
As South-South or internal migration is often less selective than the more costly and
risky South-North migration, the effect of the latter form of migration is more likely
to be inequality-increasing. In this vein, Taylor et al. (2005) found on the basis of a
Mexican survey that a 10 per cent increase in international remittances increased rural
inequality by 2.8 per cent, and that a similar increase in internal remittances reduced
rural inequality by 0.1 per cent.

However, it is dangerous to overgeneralize, because inequality effects are primarily
dependent on the specific circumstances determining the selectivity of migration.
Moreover, migration selectivity has the tendency to decrease over time, primarily due
to the development of migrant networks, which diminish the risks and costs of
migration (Bauer and Zimmermann 1998), and the flow back of information (Korner
1987). As a consequence, the often initially negative effects of remittances on equality
might therefore be dampened or even reversed over time (Jones 1999; Taylor 1999;
Rapoport and Docquier 2005; Stark et al. 1988.



Migration, remittances and economic community development

Remittances potentially enable households to invest in regions and places of origin.
Several studies suggest that households receiving international remittances have a
higher marginal propensity to invest than non-migrant households (Massey et al.
1998; Adams 1991; Taylor 1999; Woodruff and Zenteno 2007; Lindstrom and
Lauster 2001; Rapoport and Docquier 2005). Empirical work also suggests the
economic impact of migration can initially be negative through the “lost labour
effect’, and that positive development responses to migration through remittance
expenditure and investment may take decades to fully materialize. Local development
effects seem to take at least two, three, or even more decades to fully materialize, as
migrants have to save money before being able to invest. In a study of migration from
five African countries to South Africa’s mines, Lucas (1987) concluded that migration
diminishes domestic crop production in the short run, but enhances crop productivity
and cattle accumulation through invested remittances in the long run and results in
increased domestic plantation wages. Taylor (1994) found evidence that the
combination of lost-labour and remittances effects may originally have a negative
effect on production in migrant sending regions, but have a positive impact in the long
run.

However, the extent to which such investments occur, and where and in which sector
they are allocated, fundamentally depends on the migrants’ legal rights in destination
countries (with regards to residency, legal work, public services, social welfare), the
household’s income as well as the specific political and economic conditions in
countries and regions of origin, factors which eventually determine their
attractiveness for investments. This explains why remittances impact so differently
on different countries and regions. Whereas, in some cases, remittances have enabled
migrants to invest in land and cattle (Taylor et al. 2006; VanWey 2005; de Haas
20064a), in other cases remittances have generally not been dedicated to agricultural
improvements and overwhelmingly invested in housing and land (Jokisch 2002).
Similarly, while in some cases most remittance-driven investments have remained
within the sending region (de Haas 2006a), in other cases migrants prefer to invest in
urban areas (McCormick and Wahba 2003).

This seems particularly the case when sending regions lack adequate infrastructure,
agricultural resources and urban centres providing opportunities to allocate such
investments (Berriane 1997). Internal migration and South-South migration is perhaps
more often associated with rural and agricultural stagnation or even decline (Regmi
and Tisdell 2002; de Haas 1998) than international migration to wealthy countries,
where much higher remittances potentially enable households to substitute the lost
labour and to actually invest in agricultural and other sectors. However, due to a lack
of comparative studies, this remains a hypothesis in need of more empirical testing.
Moreover, it is dangerous to overgeneralize the impact of remittances. It is necessary
to take into account the general investment conditions, which largely determine the
extent to which South-North, South-South and internal migrants are tempted to invest
their money in countries and regions of origin.

There has been a recent re-evaluation of the potentially positive impacts of
consumptive remittances expenditure. Much earlier research has tended to negatively
evaluate consumptive expenses as non-contributive to local economic development.



However, consumptive expenses can significantly contribute to well-being by
providing non-migrants with labour and income, provided that they are not mostly
spent on imported goods. This seems to be confirmed by some evidence that a high
local consumption level of migrant households leads, via multiplier effects, to higher
incomes for non-migrant households (Adelman et al. 1988; Durand et al. 1996),
although related increases in house prices might negatively affect poorer community
members. The same holds true for ‘non-productive’ investments. For example, prior
research has bemoaned the high amounts of money spent on housing. Nevertheless,
construction activities can generate considerable employment and income for many
non-migrants (Stark 1980). In this way, expenditure on housing and consumption may
have significant multiplier effects in the wider economy (Djajic 1986; Russell 1992;
Taylor et al. 1996; de Haas 2006a).

Besides ignoring the indirect ways in which consumptive expenses and ‘non-
productive investments’ expenses can contribute to economic growth, it is crucial to
emphasize that conventional views on migration and development also tend to rest on
rather arbitrary definitions of what actually constitute “productive investments’
(Conway and Cohen 1998), reflecting rather narrow views on what constitutes
development. Expenditure in areas such as education, health, food, medicines and
investments in decent housing, as well as community projects in education, health and
recreational facilities (Nwajiuba 2005) can greatly enhance well-being and human
capital. For instance, there is evidence that international remittances have a positive
influence on (infant) health (Kanaiaupuni and Donato 1999; Frank and Hummer
2002). From an individual and capabilities point of view, such effects comprise
‘development’ and can also boost economic growth (Sen 1999).

Brain drain, brain gain and remittances

Migration is often believed to be an obstacle to development because it deprives poor
countries of their valuable human resources. The universality of the brain drain
hypothesis has been increasingly questioned over the past decade, giving room to a
much more nuanced picture (see Meyer chapter, in this volume). Besides the fact that
brain drain seems to be only truly massive in a minority of countries (Adams 2003), it
is the representation of migration as the cause of development problems that is highly
problematic. For instance, migration of health workers in particular is frequently
mentioned as extremely harmful for sending countries. However, recent studies have
doubted whether migration is the real culprit (Clemens 2007) and have concluded that
migration is a symptom, rather than a cause for failing health systems. In fact, most
elite health workers would not have provided basic healthcare if they stayed (DRC
2006).

Furthermore, departure of the highly skilled may have long-term beneficial effects in
the form of counter flows of remittances, investments, trade relations, new
knowledge, innovations, attitudes and information in the medium to long run.
Migrants have also played an important role as innovating and transnationally
operating entrepreneurs and investors in countries such as Mexico, Turkey and India.
Through such social and political investments, migrants can contribute to shaping a
better societal climate in countries of origin in general.



Finally, brain drain can be accompanied by significant brain gain (Lowell and Findlay
2002; Stark et al. 1997). There is increasing evidence countering the classical brain
drain hypothesis, showing that migration and remittance might cause a “brain gain’
because the prospect of moving abroad (brain drain) can encourage stay-behinds to
study (Stark et al. 1997; Fan and Stark 2007). If the opportunity to migrate increases
the returns to education, this can motivate non-migrant to invest in education with a
view to emigrating (World Bank 2005).

This motivational effect is additional to the role of remittances in potentially enabling
family and community members of migrants to study. Several studies have indicated
that remittances increase educational expenditure in origin households (Yang 2004;
Adams 2006), reduce the likelihood of children leaving school (Cox Edwards and
Ureta 2003), and increase the number of children, in particular girls, who complete
schooling (Hanson and Woodruff 2002, cited in Rapoport and Docquier 2005). On the
other hand, there is some evidence that, under certain circumstances, migration and
remittances might also create negative incentives for education. This seems
specifically the case in migration systems predominated by low-skilled (such as in the
case of Mexico-United States migration), often undocumented migration, where few,
if any, positive externalities of education can be expected (McKenzie 2006). For
instance, differently, a Mexican migrant with a higher education degree working in
the US construction sector will not earn substantially more than a migrant with only
primary education. This shows that it is almost impossible to generalize about the
impacts of South-South migration on non-migrants’ incentives to pursue education,
since this will primarily depend on the selectivity of migration and whether at the
destination migrants end up working in jobs matching their qualifications.

Due to a lack of empirical evidence, it is difficult to specify the effects of South-South
migration in comparison to South-North migration. Also in this case, the effect of
migration on schooling will primarily depend on the specific patterns of migrant
selectivity, their labour market insertion in destination countries and, hence, the
returns to schooling. In some cases, internal and South-South migrants are generally
better educated than South-North migrants, and in such cases South-South migration
may have a stronger positive effect on education than South-North migration.
However, more pertinent data is necessary in order to test such hypotheses.

Social and cultural impacts

The pivotal role of remittances in social and economic reproduction of (often rural)
sending communities has been widely acknowledged (Klooster 2005; Heinemeijer et
al. 1977). While sustaining social and economic reproduction of communities,
remittances also tend to transform social structures. On the one hand, migration,
particularly by women, often disrupts traditional care arrangements for children and
the elderly (King and Vullnetari 2006) and creates long-term separation between
spouses and parents and children (Pribilsky 2004). On the other hand, remittances
may enable households to improve their livelihoods, children’s education and to
substitute family carers for paid carers (see Kofman and Raghuram chapter, in this
volume). While international migration may deter marriage while the migrant is
abroad, after returning to his origin community, the remittances and savings
accumulated by Mexican migrants facilitate the purchase of housing, businesses and



land, and, as such, help provide the necessary capital to marry and start a family
(Parrado 2004).

Migration and remittances can also have profound consequences for class and ethnic
hierarchies in sending communities if lower status groups manage to migrate
internally or internationally, which may upset traditional social hierarchies (Taylor et
al. 2006; de Haas 2006a; llahiane 2001).

On the other hand, remittances from migrants may benefit sending communities as a
whole (VanWey et al. 2005). The social and cultural changes affected by migration
and remittances are themselves likely to affect future propensities to migrate. In this
context, the literature refers to a “culture of migration’ in which international
migration is associated with personal, social, and material success, where migration
has become the norm rather than the exception, and staying home is associated with
failure (Massey et al. 1993).

Migration by men and women also tends to affect gender relations in sending
communities. Although it has been sometimes assumed that migration of men
encourages the emancipation of women who stay behind (Fadloullah et al. 2000),
limited empirical evidence suggest that migration and remittances have no or only a
limited structural impact on gender roles, and may actually serve to reproduce them
(Hampshire 2006; Van Rooij 2000; Taylor 1984; Myntti 1984; Day and I¢duygu
1997). Quite on the contrary, Gammage (2004) found that, through migration and
remittances, Haitian women have been able to change the political landscape of Haiti
and have challenged traditional gender roles.

However, in particular in the longer term there might be (intergenerational) gains for
women, such as the education enabling role of remittances and the role models
migrant women might represent (Taylor et al. 2006; Crivello 2003). Traditional
gender roles are often maintained throughout the migration cycle, and transformations
of patriarchal power structures are more likely to be generational (King et al. 2006; de
Haas 2009).

Both Courbage (1996) and Fargues (2006) hypothesized that — besides factors such as
higher age of marriage, increased female labour force participation and improved
education — the migration from north African to European countries — as opposed to
Egyptian migration to conservative Gulf countries, where the effect would be the
reverse — has contributed to the diffusion and adoption of European marriage patterns
and small family norms, and so has played an accelerating role in the demographic
transition. This indicates the importance to take into account the specific cultural
context of destination societies and the relative differences with origin societies when
assessing the social and cultural impacts of migration. This implies it is difficult to
generalize about difference between South-North, South-South and internal migration.
After all, some forms of South-North migration, for instance from Mexico to the
United States, might imply a lower degree of cultural change than some forms of
South-South or internal migration, for instance, within large countries such as China
and India.
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Migration, social inclusion and citizenship

Migration and remittances have an inherently ambiguous impact on civil society, state
building, and democratization. Although migrants have recently been celebrated for
their ability to sustain and reinforce peace and social development in origin countries,
it is important to note that migrants, through remittances and other factors, may
contribute both to conflict prevention and reconciliation, and to sustained conflicts,
for instance through fuelling civil war by funding warring parties (Nyberg-Sgrensen
et al. 2002.

Remittances can be seen as either a force of change or maintaining the current power
status quo. Sending states tend to have ambiguous attitudes towards migrants. On the
one hand, many states see migration as a safety net to reduce unemployment, poverty
and political unrest (Gammage 2006; de Haas 2007b). Notwithstanding the direct
virtues of remittances, it has been argued that their inflow would represent a serious
moral hazard problem, diminishing pressure for domestic reforms (Kireyev 2006). On
the other hand, the dependence of states on remittances for maintaining domestic
stability and financing trade deficits can increase their willingness to engage with
emigrant populations and increase their voice in internal political affairs. Many
sending states have therefore embarked upon ‘diaspora engagement policies’ (Gamlen
2006; Meyer, in this volume).

Migrants’ considerable economic weight can eventually create a push for political
reforms such as increasing freedom of speech and democratization. The independent
voice and economic weight of emigrant populations can play a significant role in
increasing political processes, policy reforms, transparency and the emancipation of
(migrated) minority groups in sending states (Newland and Patrick 2004; de Haas
2005; Van Hear et al. 2004; Massey et al. 1998; Eckstein 2004). In some countries,
(return) migrants who studied and worked abroad have played an important role in
reforming domestic policies (Massey et al. 1998). However, migrants can have all
possible political colours, so the socio-political influence of migrants cannot be easily
predicted. In the end, migration and remittances may also provoke violence by
providing support for warring parties (Van Hear 2004). And, evidently, there is no
objective, scientific yardstick to determine which direction of political change is
ultimately desirable.

Remittances and national development: Economic growth

Whereas views on the impact of migration on social and economic development in
migrant sending communities and regions incline towards the positive side, views on
remittances and national development tend to be more sceptical. Macro studies on the
impact of migration, remittances on national economic growth have yielded
apparently contradictory findings (Leon-Ledesma and Piracha 2004; Chami et al.
2005). It has also been argued that remittances can contribute to undesirable currency
appreciation (Dutch disease), create a strong disincentive for domestic savings, and
support private consumption of (imported) goods instead of financing investment,
which can potentially hamper competitiveness and increase trade deficits (Kireyev
2006).
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Apparently conflicting empirical findings on the macroeconomic impact of
remittances are not necessarily conflicting on a theoretical level. The macroeconomic
impact of remittances is disparate across countries because it is ultimately contingent
on the social relations, as well as on economic and political structures, in which the
remitted foreign currency becomes embedded (Eckstein 2004). Although remittances
play an increasingly vital role in securing and actually improving the livelihood of
millions of people in the developing world, it would be naive to expect that
remittances alone could solve more structural development obstacles, such as unstable
political environments, misguided macroeconomic policies, unsafety, legal insecurity
on property (De Soto 2000), bureaucracy, corruption and deficient infrastructure.

In unfavourable investment environments, remittances might significantly improve
the livelihood of migrant-sending families and communities, but do little to promote
growth, while provoking passive dependence on remittances and under certain
circumstances, even decreasing economic growth. However, if development in origin
countries takes a positive turn, if countries stabilize and economic growth starts to
take off, it is also highly likely that migrants will be among the first to join in and
recognize such new opportunities, reinforcing these positive trends through investing
and, to some extent, returning to their origin countries. This has happened in the past
decades with several former emigration countries as diverse as Spain, Taiwan
Province of China and the Republic of Korea, and might currently be happening in
countries like Turkey, since many Turks living in Germany play an important role in
Turkey’s economic boom as transnational entrepreneurs. In such contexts, remittance
expenditure is likely to accelerate such growth and reinforce overall development.

Table 1. Remittances, 2008

Remittances As percentage

(US$ of GDP

million)
All developing countries 337,761 2.0
Low-income countries 31,567 5.8
Middle-income countries 306,193 1.9
Lower middle-income countries 205,645 2.5
Higher middle-income countries 100,549 1.3
East Asia and Pacific 86,115 1.6
Europe and Central Asia 57,801 1.6
Latin America and Caribbean 64,717 1.8
Middle East and North Africa 34,696 3.8
South Asia 73,293 3.7
Sub-Saharan Africa 21,139 2.2
High-income countries (OECD members) 98,936 0.2
High-income countries (non OECD
members) 6,817 05
World 443,514 0.7

Source: Adapted from World Bank, Migration and Development Brief 11, 3 November 2009, p.14.
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Policy options for optimizing remittance and migration impacts

The preceding analysis has exemplified that the extent to which the potential of
migration and remittances for social and economic development is fulfilled
fundamentally depends on more general development conditions and, in particular,
the extent to which states are able to create attractive environments to invest in and/or
to return. This also indicates that the margin of manoeuvre for targeted policies
toward improving the impact of migration and remittances on development in sending
countries is relatively small. The best policies to optimize remittance impact therefore
seem to be more general development policies, which make countries of origin also
more attractive for migrants to invest in.

It is therefore important to set realistic expectations about the development potential
of migration and remittances, and not create any illusions about the impacts of
targeted policies in this domain. Migration and remittances are no panacea for
development as they alone cannot overcome more structural development obstacles. It
is also important not to overestimate the sheer magnitude of migration and
remittances. In fact, less than 3 per cent of the world’s population is composed of
international migrants and in 2008, remittances represented only 2.0 per cent of total
GDP of all developing countries (see table 1). This may put the argument that
remittances alone can generate take-off development into a more realistic perspective.

It is true that the share of remittances in GDP tends to be much higher in typical
emigration countries such as Mexico, the Philippines or Morocco, and even more in
small countries, especially island economies in the Caribbean, the Pacific or the
Atlantic (Cape Verde). However, the cases of several such countries show that
remittances have been unable to create take-off national development in the absence
of more general reform (Castles and Delgado Wise 2008).

Taking into account these rather small margins of targeted policies to increase the
contribution remittances can make to development in sending countries, the remainder
of this chapter will evaluate a number of policies that might encourage migrants to
send remittances as well as to improve their development impact.

Facilitating remittances

Remittances play an important role in increasing the overall quality of life among
migrant sending households and communities by decreasing income risks and
increasing income. For national accounts, remittances have gained increasing
importance as a relatively stable source of foreign currency. Because workers’
remittances are often hampered by high transfer costs and lack of transparency of
remittance markets, the most obvious way to further enhance this impact is through
fostering cheaper, faster and more secure ways to send remittances. In the absence of
an adequate banking infrastructure, such obstacles seem to be particularly high for
South-South remittances. Various policy measures have recently been considered by
development agencies, national governments and multilateral financial organizations
such as the Inter-American Development Bank’s (IDB) the Multilateral Investment
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Fund (MIF) ®> and the World Bank. Such policies have tended to focus on measures to
facilitate and channel remittances into formal channels, as well as to enhance their
economic impact. The following main policy areas to enhance remittance flows can
be distinguished:

1. Improving data collection on ‘remittance corridors’ in order to identify lack of
competition and technical inefficiencies in the remittance industry;

2. Enhancing transparency and competition through the creation and
enforcement of a legal framework for banks and money-transfer operators,
and through publishing remittance costs (www.sendmoneyhome.org);

3. Improving the financial and economic infrastructure in developing countries
to facilitate remittances and improve access to financial services in developing
countries (“banking the poor’), including micro-finance institutions and the
use of new remittances technologies (such as the use of debit cards and
automated teller machines/ATMs, mobile phones); and increasing financial
literacy, in particular among women (United Nations 2005);

4. Special fiscal and financial policies by sending and receiving states, such as
tax reduction or exemption of remittances, issuance of remittance-backed
bonds, allowing for the opening of foreign currency bank accounts and
currency devaluations (de Haas 2006b); for extensive discussions of
remittances-facilitating policies see EIB/FEMIP 2006; Maimbo and Ratha
2005).

Besides maximizing remittances, the prime aim of such initiatives is often to channel
them into formal channels. First of all, this is in the interests of the established bank
sector and can more generally reinforce the banking infrastructure of migrant-sending
countries. Informal remittance systems (such as hawala and hundi) are often thought
to be less efficient, and some analysts have linked them to money laundering and even
terrorism. While the evidence for the latter allegation has been seriously questioned
(de Goede 2003) it is often ignored that sending remittances through informal
channels can be considerably cheaper, faster and sometimes even more reliable than
formal channels (Pieke et al. 2005). In addition, Pieke et al. (2005) observed that there
is no evidence that informal remittances have an impact on development that is
systematically different from that of formal transfers.

De Goede (2003) argued how hawala systems are connected to the financial exclusion
of migrant workers in the West. In the war on terrorist finance, discourses of hawala
have led to the underestimation of the complexity of cutting off terrorist funding,
while criminalizing remittance networks. Therefore, the only feasible way to ensure
that more remittances are sent through formal channels is to improve the banking
system rather than to clamp down on the informal system without creating viable
alternatives, which would cause considerable hardship to migrants and their families
in origin countries (Pieke et al. 2005).

5. See, in particular, Manuel Orozco’s numerous publications, for example, Orozco
(2009).
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Creating more legal channels for migration

It is possible to argue that migration restrictions have decreased the direct poverty-
reducing potential of remittances. This poverty-decreasing impact of remittances is
fundamentally limited because migration is a selective process, mainly because of the
risks and costs associated with migration. The poorest groups have often no direct
access to international remittance income, although they might profit indirectly
through remittance-fuelled employment and income creation. As a consequence of
increasing immigration restrictions, many migrants have to revert to costly and risky
irregular migration methods.

Some evidence suggests that measures designed to restrict migration can have
negative impacts since they raise the costs and risks of migration for poor people and
lower the benefits by keeping them in the informal low-paid job market (Sabates-
Wheeler et al. 2007). Hence, besides facilitating remittances, lowering the costs and
risks of South-North and South-South migration appears to be the main way through
which access of the poor to remittances can be improved, because it is likely to reduce
migration selectivity and to increase migrants’ income. This can be achieved through
creating more legal channels for international migration of the high and, in particular,
low skilled, responding to the real and increasing needs for such labour in the global
North.

For instance, ‘guest workers’ who were actively recruited by North West European
countries in the Mediterranean were often low skilled and relatively poor — although
seldom among the poorest. Equally, guest worker schemes with Gulf countries have
enabled relatively poor Egyptian and other Middle Eastern peasants to migrate. This
might partly explain why in the Middle East and North Africa (MENA) international
remittances have had a relatively positive impact on poverty and income inequality
(Adams and Page 2003).

Irregular migrants are particularly vulnerable to severe economic exploitation and
social marginalization. This particularly applies to (often female) workers in
agriculture and informal service jobs (domestics, nannies, cleaners, restaurant and
textile workers) of wealthy countries. Securing the position of migrants through
legalization makes them less vulnerable to exploitation and will increase their well-
being and enhance their capacity for upward socioeconomic mobility in destination
countries. This would also enhance their capacity to remit money, as well as the
capacity of the families they leave behind to secure and finance care for children and
the elderly. Implementation of legal instruments that promote and protect the rights of
female labour migrants, refugees and trafficked persons will probably also enhance
the development contribution migration can make.

This also applies to South-South migration. Concerning their low earnings and their
often irregular or undocumented status and the authoritarian nature of many receiving
states, many South-South migrants live in difficult circumstances. They are often
hardly protected by governments of sending and receiving countries and often face
exploitation on labour markets. Reflecting such lack of rights, large-scale expulsions
have regularly occurred in several African, Latin American and Asian countries
(Zoomers and van Naerssen 2006; Bakewell and de Haas 2007, Ford 2004).
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Depending on initial selectivity of migration and the degree of diffusion of the
migration experience within communities over time, remittances might facilitate the
emancipation of certain ethnic and social groups, decrease or instead deepen socio-
economic inequalities. Because the impact of migration on inequality is primarily
contingent on migration selectivity, more liberal immigration policies increasing the
access of the relatively poor to international migration are also likely to enhance the
equity-increasing potential of remittances.

There is a fundamental mismatch between labour needs and formal immigration
policy. The irony is therefore that many policies to fight illegal migration are bound to
fail because they are among the very causes of the phenomenon they pretend to
combat. Opening the borders to demand-driven labour migration while guaranteeing
migrants’ rights can significantly enhance the developmental potential of labour
migration for both the sending and receiving societies because it allows them to
circulate. Recently renewed hope has been placed on circular migration, however,
restrictive immigration policies tend to push migrants into permanent settlement while
interrupting patterns of circular migration. Irregular migrants, the very product of
such policies, tend to be the least inclined to return (Van Liempt 2007). This
significantly lowers the potential contribution of migration to development in sending
countries. The key to encouraging circular migration is to give migrants the genuine
opportunity to migrate again if the return is unsuccessful. The paradox is that, if
migrants are given the right to re-immigration, they will probably have fewer justified
fears of returning, circulating and investing in their origin countries.

Enhancing productive potential of remittances

Remittances can also potentially contribute to the productive potential of migrant
sending communities and countries through investments and development projects
initiated by diaspora organizations. However, the extent to which this potential is
fulfilled fundamentally depends on more general investment conditions. Therefore,
assertions that remittances can be ‘channelled’ into productive investment (Zarate-
Hoyos 2004; CEC 2005) or be ‘mobilized’ for national development (Athukorala
1993) by governments seem rather naive if general investment conditions remain
unfavourable. Many policies trying to channel remittances into productive
investments are not only patronizing, but also neglectful of the potentially positive
impacts of consumption and ‘non-productive’ investments. Recently, two policy
measures to increase productive use of remittances have received attention:
facilitating partnerships between micro-finance institutions and mainstream financial
institutions; and sustaining joint development project initiated by diaspora
organizations (sending ‘collective remittances’) and local partner organizations (CEC
2005; de Haas 2006b). However, such targeted policies to channel remittances seem
to have only limited success as long as general investment conditions do not improve.

Recognizing emigrants as development actors
People do not only migrate to secure or increase their income. One of the factors

motivating people to migrate is the lack of democracy, accountability and meritocracy
in sending countries. Although some states have considered migration as a safety
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valve to decrease internal political tensions, many saw the departure of migrants as
draining the country of its vital human resources. Yet policies to stop the brain drain
have generally failed because they do not alter the structural conditions why people
migrate. A more fruitful approach would be to create an attractive social, economic
and political environment restoring trust among migrants in the state, and that would
encourage them to remain involved in their origin countries, to return and circulate,
and to make social and economic investments.

Governments of sending countries are increasingly abandoning stay-at-home policies,
which have not only proven to be ineffective, but also seem to alienate migrants.
Emigration states have recently styled emigrants as heroic citizens, as they seek to
encourage emigrants to direct financial resources homeward, in the form of
remittances, taxes and investment (Barry 2006). According to Gamlen (2006),
diaspora engagement policies can be broken down into three main categories (1)
capacity-building policies aimed at developing a set of state institutions to govern the
diaspora (for example, emigrant ministries, homecoming conferences); (2) extending
rights to the diaspora (for example, voting rights, dual nationality); and (3) extracting
obligations from the diaspora (for example, mandatory remittance payments;
knowledge transfer). Emigrants themselves have increasingly asserted political claims
in origin countries, and some states have extended political rights to their emigrant
populations (Gamlen 2006; Barry 2006, see also Meyer, in this volume).

Also in sending countries, governments and development agencies have attempted to
enhance the contribution of the social, economic and political involvement of
migrants in origin countries, notably through supporting migrants to set up small
enterprises in countries of origin and facilitating ‘brain circulation’ through exchange
programmes (de Haas 2006b). Governments of both receiving and sending countries
can support self-help organizations established by migrants with the aim of promoting
development in origin countries. For instance, as part of its Programme for the
Attention of Mexican Communities Abroad, the Mexican government has
implemented two-for-one and three-for-one programmes, matching funds for every
dollar raised by so-called Home Town Associations for approved public infrastructure
projects in Mexico (de Haas 2005). However, again the magnitude and impacts of
such programmes are generally very limited and are by no means a substitute for more
general political and economic reform, which will ultimately influence the level of
transnational social and economic engagement by migrants. Most impact assessments
have focused, on the one hand, on the number and costs of projects carried out by
migrants within the policy frameworks, and, on the other hand, on their success and
failure. But little is known about their impact on the broader development of sending
areas.

Policy options on brain drain

It is important not to overemphasize the impact of targeted policies to enhance the
development impact of migration in the absence of general political and economic
reform in origin countries and a reform of migration policies in receiving countries.
The same seems to apply for targeted measures to prevent brain drain, which is
unlikely to stop if its structural causes persist. For instance, in the case of Zimbabwe,
Tevera (2005) argued that a coercive approach to brain drain would only intensify the
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level of discontent among prospective skilled migrants. High unemployment among
the high skilled is often the result of misguided education policies and a better
approach is to orient education and training toward the true needs of a country (DRC
2006). Although ethical recruitment policies are often advocated to mitigate brain
drain, their effects are likely to be limited, besides the fact that they are difficult to
implement and exclude certain individuals from opportunities and could therefore be
seen as discriminatory on the basis of country of origin (DRC 2006).

In this context, Bhagwati (2003) argued that a more realistic response to emigration
requires abandoning the ‘brain drain’ approach of trying to keep the skilled at home.
Instead, governments of sending countries should encourage a reverse brain gain
through granting emigrants to increase their commitment and encourage remittances,
investments and their participation in public debate. Countries as diverse as India,
Taiwan Province of China, the Republic of Korea, the Philippines, Mexico and
Tunisia seem to have shown considerable success with policies aimed at fostering
links with emigrant communities and effectively turning a brain drain into a brain
drain (O’Neil 2003; de Haas 2005). Therefore, the best option to reverse brain drain is
national development (Chang 1992; Agunias 2006).

Conclusion

Available empirical evidence suggests that migration is part of risk spreading and co-
insurance livelihood strategies pursued by families, and that remittances have the
potential to improve well-being, stimulate economic growth and reduce poverty
directly and indirectly. An increasing number of studies have highlighted the
generally positive effects of livelihood security, income level, as well as health and
education outcomes. However, the evidence also highlights the fundamentally
heterogeneous nature of the development impacts. The evidence strongly suggests
that the extent to which migration and remittances can positively or negatively affect
broader, national social and economic development strongly depends on the more
general development context and investment environment. Migrants are unlikely to
massively invest and/or return if under unfavourable investment conditions, or if
political repression, corruption and legal insecurity (for instance, on property rights)
prevail.

Against the background of a long period of pessimism and near neglect, the recent
‘rediscovery’ of remittances and the rapid shift from pessimistic to optimistic views
on migration and development is a remarkable phenomenon. On a critical note, Kapur
(2005) wondered whether remittances are the newest ‘development mantra’. He
argued that remittances strike the right cognitive chords with policy makers since they
fit with a communitarian, ‘third way’ approach and exemplify the principle of self-
help: ‘People from poor countries can just migrate and send back money that not only
helps their families, but their countries as well. Immigrants, rather than governments,
then become the biggest provider of “foreign aid” . . . What could be better?” (Kapur
2005: 10). However, Kapur warned against uncritical optimism, which sometimes
characterizes this latest fashion in development thinking. Empirical evidence and past
experienced clearly indicate that migration and remittances are no panacea to ‘solve’
more structural development problems.
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To a considerable extent, migration and remittances seem a response to failing
markets, institutions, nepotism and a lack of meritocratic incentive structures, which
tend to exclude non-elite groups for social and economic ascendancy. Migration is, to
a considerable degree, a quest to spread income risk and to overcome such structural
constraints. Notwithstanding the generally positive valuation of migrants spreading
income risks, educating children, constructing houses, financing investment and
(collectively) building roads and wells through remittance income, they are in fact
compensating for the lack of social protection and functioning markets provided by
states.

The positive impacts of remittances on social development, in particular in education,
health and infrastructure, paradoxically point at the failure of state’s policies to
provide such public services. If states would improve their social policies and create a
less risky and more reliable institutional environment, people would not be compelled
to spend such amounts of money on securing their livelihoods. This seems to apply
equally for South-South and North-South remittances. However, if we assume that
South-South migration is more accessible for relatively poor people than South-North
migration, we might hypothesise that this insurance dimension of remittances — partly
compensating for market failure, the absence of social policies redistributing the
wealth and protecting the poor, and other forms of state policy failure — is even larger
in the context of South-South migration.

It is an illusion to think that remittances can trigger take-off national development in
the absence of more general reform. Structural development constraints often prevent
the development potential of migration and remittances from being fully realized.
Therefore, social policies aimed at redistributing wealth, increasing people’s
livelihood security and providing basic public services, such as universal health care
and education, as well as economic policies enhancing access of non-elite groups to
insurance and credit markets, are likely to enhance the contribution that migrants and
remittances can make to development.
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