ADB TA-4185-PHI

ENHANCING THE EFFICIENCY OF

OVERSEAS FILIPINO WORKERS REMITTANCES

FINAL REPORT

JULY 2004






CONTENTS

FOREWORD

ABBREVIATIONS LIST

EXECUTIVE SUMMARY

PART | — MAIN REPORT

VI.

VII.

INTRODUCTION
CONTEXT AND DEFINITIONS

A. Definition of Remittances

B. Definition of Filipino Migrant Population

C. Categorization of Formal, Informal, and Unregulated Fund Transfers
D. Remittances as Perspective of Study

OBJECTIVES AND SCOPE

A. Objectives

B. Assumptions

C. Stakeholders Interviewed
D. Countries Studied

MIGRATION ISSUES

A. Effects of Remittances
B. Irregular Workers

C. Human Rights

D. Brain Drain

PHILIPPINE MIGRATION AND REMITTANCES

A. Migration Flows

B. Stocks

C. Remittance Flows

D. Sea-Based Workers

E. Feminization of Migration

PROFILES OF THE OVERSEAS FILIPINO WORKER
A. Sociodemographic Profiles

B. Remittance Behavior

C. Savings and Spending Behavior

REMITTANCES AND OVERSEAS FILIPINO WORKERS

Remittance Players

Informal Remittance System and the Padala Practice
Cash Brought Home

Remittance and Pricing Structures

OCoOow>»

Page

Vi

Vii

COON~N OO0 OO AW w =

[N
o

e e
o phpE O

=
(o))

N
o o~

N
[

NDNDNN
(62062 RS ]



VIIl.  PHILIPPINE BANKING AND REMITTANCE FRAMEWORK 28
A. Regulatory Framework 28
B. Anti-Money Laundering Laws 30
C. Tax on Banks and Nonbank Financial Intermediaries 31
D. Clearing Systems 31
E. International Connectivity 32
F. Payment Methods 33
G. Domestic Distribution 33
H. Inter-Commercial Bank Connectivity 35
l. Interconnectivity of Banking System Members 35
IX. REMITTANCE ENVIRONMENT IN COUNTRIES OF STUDY 35
A. Singapore 35
B. United States 36
X. RECORDING OF REMITTANCES 42
XI. DEVELOPMENTS IN THE REMITTANCE INDUSTRY 44
A. New Players 44
B. Trends 45
C. Entry of Nontraditional Players 46
XII. LEVERAGING REMITTANCES FOR DEVELOPMENT 47
A. Policies and Initiatives to Increase Remittance Volumes and
Formal Remittances 47
B. Philippine Incentive-Based Programs 48
C. Enhancing the Efficiency of Government Agencies 53
D. Government Practices on Leveraging Remittances 57
E. Civil Society Practices on Leveraging Remittances 59
F. Role of Rural Banks, Cooperatives, Microfinance, and Other Grassroots
Institutions on Remittances 62
G. Investment Channels 65
H. Leveraging Foreign Currency Flows 66
Xlll.  BARRIERS TO INCREASING REMITTANCE FLOWS 66
A. Regulatory Barriers 66
B. Nonbank-Related Barriers 68
XIV. CONCLUSIONS AND RECOMMENDATIONS 69
A. Rationale of Policy Recommendations 69
B. Breaking Down Barriers and Bridging Gaps 70
C. Remittance Cost Reduction 71
D. Enhancing the Efficiency of the Government’s Overseas Deployment System 73
E. Leveraging Remittances for Development 73
F. Regional Cooperation 75
APPENDIXES
1.1 State Licensing Requirements 77
1.2. List of Stakeholders 78

1.3. Summary of Remittance Fees and Charges from California 86



1.4.
1.5.
1.6.
1.7.
1.8.
1.9
l.
A.
B.
C.
Il.
A.
B
C.
D
M.
A.
B.
C.
D.
E.
F.
G.
V.
APPENDIXES
2.1
2.2.
2.3.
2.4,
2.5.

and Singapore to the Philippines

Key Accomplishments of the Anti-Money Laundering Council
Various Flows of Remittances

The US Federal Automated Clearing House

Payment Methods

State Regulation of Money Service Businesses in the US
New Remittance Products

PART Il - MARKET STUDY

INTRODUCTION

Background
Market Research
Research Design and Methodology

SURVEY FINDINGS

Findings of the Philippine Overseas Filipino Workers Survey
Findings on the Nationwide Beneficiaries Survey

Findings on the Singapore Survey

Findings on the United States Survey

FOCUS GROUP DISCUSSION SUMMARIES

Background

Reasons for Becoming an Overseas Filipino Worker
The Recruitment and Employment Process
Adjustments Made in the Country of Work

Sending Remittance

Retirement Plans

Overseas Filipino Worker Community Initiatives

SURVEY QUESTIONNAIRES

Nationwide Remittance Senders Survey
Nationwide Beneficiaries Survey
Singapore Self-Administered Survey
San Francisco Self-Administered Survey
San Francisco Senders Survey

90
95
101
104
105
108

115

115
115
115

120
120
146
161
171

180
180
180
180
181
181
182
182

183

184
193
207
213
218



Vi

FOREWORD

Among contemporary economic phenomena, none has had a more dramatic and significant
effect on development than the movement of people into countries other than their own. In this
age of dwindling world resources and tight credit, the billions of foreign currency earned by
migrants in developed countries and sent back across oceans in stable and regular intervals
profoundly impact the lives of their families as well as the societies in which they live. These
remittances help to compensate for deficiencies left unaddressed by the low level of public
services, foreign aid, or foreign direct investment. Thus, remittances have emerged as a new
mantra for development. In the past 10 years, serious studies have explored how these
remittances could be maximized and leveraged to increase their multiplier effect.

As a major development agency in Asia, the Asian Development Bank (ADB) recognized the
need to explore the development potential of remittances for the region—a major supplier of
foreign workers and, therefore, a substantial receiver of remittances. The Philippines was
selected for this study because it is second-largest migrant sending country and the third-largest
remittance-receiving country in the world. Its well-organized overseas deployment system also
made the country an attractive candidate for study. A team of ADB consultants composed of
lldefonso F. Bagasao (team leader), Ma. Elena B. Piccio, Ma. Lourdes T. Lopez, and Peter
Djinis prepared the study.

The authors acknowledge and are grateful for the support of the Department of Economic
Research of the Bangko Sentral ng Pilipinas, as well as to the public and private institutions,
individuals, and other stakeholders interviewed, as listed in Appendix 1.2. Special thanks are
due the overseas Filipino workers, who gave their time, insights, and various forms of
assistance to ensure the success of the research.
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Association of Bank Remittance Officers, Inc.
automated clearing house

Asian Development Bank

anti-money laundering

Anti-Money Laundering Act

Anti-Money Laundering Council

Asia Pacific Economic Cooperation
Asia-Pacific Group on Money Laundering
Alliance of Philippine Partnerships for Enterprise
Development

Association of Southeast Asian Nations
automated teller machine

Bankers Association of the Philippines
Bank of the Philippine Islands

Bangko Sentral ng Pilipinas
Commission on Filipinos Overseas
Caucus of Development NGOs
Department of Foreign Affairs
Department for International Development (UK)
Department of Justice

Department of Labor and Employment
documentary stamp tax
Department of Trade and Industry
Electronic Peso Clearing and Settlement
Electronic Postal Money Order

Filipino associations overseas

Financial Action Task Force

foreign direct investment

focus group discussion

Feed the Hungry

foreign exchange

Government Service and Insurance System
Inter-American Development Bank
International Labour Organization
International Monetary Fund

internal revenue allotment

Land Bank of the Philippines

local government unit

microfinance institution

Multilateral Investment Fund
memorandum of intent

money service business
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money transfer office

National Confederation of Cooperatives
National Capital Region

nongovernment organization

National Statistics Office

overseas Filipino worker

Overseas Filipino Workers-International Management Corporation
Overseas Workers Welfare Administration
Philippine Clearing House Corporation
Philippine Deposit Insurance Corporation
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PDOS - Predeparture Orientation Seminar
PNB - Philippine National Bank
POEA - Philippine Overseas Employment Administration
PPC - Philippine Postal Corporation
PRC - People’s Republic of China
RA - Republic Act
RBAP - Rural Bankers Association of the Philippines
RCBC - Rizal Commercial Banking Corporation
SAR - suspicious activity report
SEC - Securities and Exchange Commission
SME - small and medium enterprise
SSS - Social Security System
TESDA - Technical Education and Skills Development Authority
UAE - United Arab Emirates
UN - United Nations
uoB - United Overseas Bank
us - United States
VAT - value-added tax
NOTE

(i) Inthis report, “$” refers to US dollars.
(i) “S$” refers to Singapore dollars.



EXECUTIVE SUMMARY

Migrant remittances provide the most direct, immediate, and far-reaching benefit to
overseas workers, their families, and their countries of origin. These international transfers,
much of them unrecorded and unregulated, are a more constant source of income to developing
countries than official development assistance, foreign direct investment, and other private
inflows. With the global diaspora of migrant workers, remittances have emerged as a new
engine for poverty alleviation in developing countries. One of the major challenges for
governments that see large numbers of their citizens working abroad is to identify and
implement measures that will maximize these inflows, and then harness them for the
development of the migrants’ countries of origin.

An estimated 175 million people now live outside their countries of birth, contributing to
the development of their host countries, as well as their countries of origin. By filling labor
shortages in certain areas or occupying jobs that host country workers do not want, they
contribute meaningfully to the countries where they work. They also contribute as consumers
and taxpayers. At the same time, they regularly send back part of their income for the basic
needs of their families, and contribute to urgently needed humanitarian causes and
socioeconomic projects in their communities of origin. This massive transfer of funds is
occurring against a backdrop of an intensifying debate over the positive and perceived negative
effects of migration.

The emerging economic power of migrant remittances has spurred multilateral
institutions, international organizations, foundations, universities, and national governments to
study this issue seriously. Institutions that have started to address this important topic include
the Asian Development Bank (ADB), Inter-American Development Bank (IADB), International
Monetary Fund, World Bank, and the United Nations, among others. This ADB-supported study
on enhancing the remittances of overseas Filipino workers is possibly the first in-depth report of
its kind on the Philippines.

While acknowledging the ongoing debate over migrant issues, the study views
remittances as a clear source of capital and resources that have impacted—and will probably
continue to impact in the coming years—the development of millions of households in the
Philippines, a major labor-sending and remittance-receiving country. The data and insights
offered by the study should be useful for policymakers in government, the private sector, and
multilateral and international agencies, not only in improving these flows, but also channeling
these remittances to strategic areas and sectors where they are urgently needed.

The main objectives of the study were to review the flows of remittances, and identify
constraints in the policy, regulatory, and institutional framework that hinder these flows. The
study then developed proposals to address the problems and constraints with the goals of:

M Increasing remittance volumes, if possible;

(i) Facilitating the shift from informal to formal channels; and

(iii) Encouraging, where applicable, the use of remittance proceeds for sustainable
poverty reduction.

Market surveys and focus group discussions were conducted in the Philippines and two
major remitting countries, Singapore and the United States (US), to obtain a profile of Filipino
remitters and their beneficiaries. The aim was to understand (i) the factors that influence their
remittance behavior and use of remittances, (ii) their savings and investment practices, and (iii)



their receptiveness to contributing to the development of their communities of origin. Interviews
were conducted with key stakeholders, such as government agencies, banks, private remittance
agencies, regulatory authorities in the Philippines and overseas, community-based financial
institutions, nongovernment organizations (NGOSs), and Filipino associations overseas (FAO).

Highlights of the Market and Banking Study

The study found that 80% of respondents said they regularly remit through banks or
other regulated channels. Like migrants of other countries, they rated speed, trustworthiness,
reliability, and efficient service as the most important factors in selecting remittance modes.
While the average remittance was $340, monthly remittances ranged from $205 to $524.

Nine of 10 said they save in banks or through personal hoarding, with 70% maintaining
bank accounts in the Philippines and 52% using an automated teller machine (ATM) for their
payments or remittances. In Singapore, where more than half the respondents were in typically
low-wage domestic work, 80% stated they are able to save some of their earnings. Almost half
indicated that they keep their savings in Singapore banks.

A large percentage of respondents (41% in the nationwide Philippine survey, 49% in
Singapore) had to borrow money to pay for recruitment expenses. Moreover, 19% said they
borrowed money even while working overseas. These debts, which normally are incurred at
heavy interest rates, affect remittable amounts.

Some 26% of respondents were aware of FAOs or NGOs to which they contribute or
donate. Of those surveyed, 61% indicated that they were interested in contributing to the
development of their communities.

Decision-makers in beneficiary households allocated their remittance income for (i) food,
(i) utilities and other expenses for household operations, (iii) personal care and effects, (iv)
communications, and (v) transportation. In terms of value, however, allocations were highest for
food consumed at home and education. Aside from household expenses, allocations for fiestas
and other special occasions also were observed.

Remittance Trends

The remittance market between the Philippines and remitting countries is very
competitive. With the entry of more players (including nontraditional ones, such as credit unions
and cooperatives) and of new technology-based products, remittance costs, which are already
quite reasonable, could be pushed lower. This should increase the formal sector’s share of the
remittance flows.

Services offered by Philippine banks, licensed nonbank money transfer agencies,
courier companies, and ethnic stores acting as agents for banks have converged. The industry
is characterized by partnerships, alliances or tie-ups, and revenue sharing among different
players in the remittance market. Banks have adopted the marketing and promotional features
that have endeared Filipino remitters to informal remittance agencies, such as door-to-door or
courier services. With the help of technology and marketing, coupled with the reliable image of a
banking institution, banks have reduced costs to levels that could be considered competitive
with informal transfer agencies.
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Industry players observed a reduction in the use of unregulated channels, possibly due
to the wider availability of services and products considered reliable, safe, and inexpensive. The
exception occurs when migrant workers’ recipient households do not have access to an
adequate number of banks or remittance agencies, or when workers personally bring home
cash following contract periods. Culture, convenience, and the need to maintain anonymity,
especially in the case of irregular workers, likewise influence remittance behavior.

Conclusions and Recommendations

The Philippine Government should take bilateral initiatives to open remittance windows
for Philippine banks or remittance entities in host countries with large numbers of overseas
Filipino remitters, such as the US, ltaly, Spain, Saudi Arabia, and other Middle Eastern
countries. This could enhance competition, drive down costs, and encourage more remittances
through the formal sector.

A solution must be found to enable millions of overseas Filipino workers (OFWs)—as
well as those of other nationalities—with irregular status in major remitting countries to access
banking or other formal remittance facilities. The lack of banking access forces these workers to
use unregulated remittance channels. US authorities should give serious consideration to the
proposal to accept identity cards issued by Philippine consular officials, similar to the Mexican
matricula cards, as identification for opening US bank accounts. Regulations in remitting
countries could be liberalized to allow Filipino banks, through their overseas offices or through
money transfer agencies, to introduce Philippine-based savings and investment products, or to
open Philippine-based accounts for remittance beneficiaries.

Compliance with anti-money laundering (AML) requirements has increased costs
incrementally to banks and remittance agents of banks in remitting countries. The inclusion of
the Philippines on the list of noncooperative countries by the Financial Action Task Force
(FATF) also might lead to more rigorous scrutiny of banking and remittance matters, hurting
Philippine banks and remitters. The Philippines and FATF officials should address the gray
areas in implementation to hasten the removal of the Philippines from the noncooperative
countries list.

Since the Philippines is an archipelago with many underdeveloped areas, the door-to-
door system for remittances will continue to be used unless problems of interconnectivity are
addressed. Aside from being unsafe, door-to-door operations add an incremental cost of at least
$2.00 to the remittance price. Interconnectivity would allow community-based institutions, rural
banks, cooperatives, and microfinance institutions, as well as post offices, greater participation
in providing remittances, and other financial products and services, to migrants’ beneficiaries.

Participation in the Philippine AML Council could be expanded to include the private
banking sector, informal remittance practitioners, and even nonbank foreign exchange dealers.
While the Bangko Sentral ng Pilipinas (BSP) is considering various options and proposals for
the registration and monitoring of nonbank money exchange and remittance agencies, the
inclusion of such agencies in discussions at this early stage might be useful. Many in the
banking industry have complained about unfair competition in the remittance and foreign
exchange market between banks and nonbank entities due to the application of the Anti-Money
Laundering Act and foreign exchange rules.

Establishment of online remittance systems and straight-through processing enhances
remittance systems and reduces costs significantly. Opening a window for financing
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alternatives, preferably in local currency, could encourage rural institutions that wish to upgrade
their systems, but are hampered by the huge investments required.

The initiative to extend the US federal automated clearing house for US payments to the
Philippines might be considered, given its potential to cut remittance costs. However, ensuring
equitable opportunities for banks to earn revenue from foreign exchange transactions—their
main source of revenue on remittance transactions—remains the key issue that must be
resolved. Of course, the local banks must be technically and financially ready as well.
Interconnectivity issues with other remitting countries also might be included in future studies.

The flow of remittances is influenced by (i) fluctuations in the demand for Filipino
workers in overseas markets, (i) competition from migrants from other countries, (iii) labor
nationalization laws and economic recession in host countries, and (iv) job credential issues that
downgrade migrant wages. The Philippine Government could respond to these issues by
upgrading the quality of preparatory education, augmented by special skills training; identifying
new labor markets, provided they do not endanger workers’ welfare; and negotiating with host
governments for the proper accreditation of workers’ academic and work experience.

Electronically centralizing the databases of different agencies involved in the overseas
deployment system could improve the exchange of vital information on migrant stocks and
flows, upgrade communications between home agencies and overseas offices, and enhance
the authentication of documents needed to process applications. It also could improve other
services that not only enhance the deployment process, but save the Government and migrants
money and man-hours. A centralized database could serve as a central portal for information by
migrants on available programs and services offered by the Government and private agencies
on livelihood, skills training, counseling, credit access, and other valuable resources for the
reintegration of returning migrants. Funding agencies and multilaterals might consider studying
and supporting such projects.

The difficulty in obtaining reliable information from Government agencies due to
imprecise information in application forms should be addressed through systematic and
purposeful recording of information on the public that transacts business with these agencies.
The improvement of interconnectivity and management information systems among these
agencies also would help address this issue. Better recording and disaggregation of data are
keys to enhancing information systems, which also could improve the recording of remittance
flows.

The Philippines is recognized internationally for its Predeparture Orientation Seminar,
which is conducted under the direction of the Overseas Workers Welfare Administration
(OWWA). This is the only instance where financial, banking, and livelihood specialists offer
guidance on savings and other aspects of financial literacy to OFWSs. Similar programs to raise
awareness should be extended to the recipient families and rural communities where the great
majority of OFWs originate. Incorporating financial literacy into school curriculums also should
be studied. Banks and other remittance intermediaries could support such efforts as a means of
customer creation.

The fact that two thirds of OFWs originate from the provinces or the countryside
strongly suggests that the role of community-based financial or economic institutions in linking
remittances to development should be enhanced. Rural banks, thrift banks, cooperatives, and
microfinance institutions could play a greater role in the delivery of remittance and entry-level
financial products and services to beneficiary families.
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Windows for funding or institutional support could be opened to encourage initiatives by
NGOs or microfinance institutions that give OFWs or their family members access to programs
on savings mobilization, investments, credit access, or enterprise development in migrants’
communities of origin. Support also could be provided for the development of new products and
capability building of microfinance institutions. Lessons could be learned from IADB’s
Multilateral Investment Fund programs, particularly on leveraging remittances through
enterprise development and capability building for NGOs engaged in service delivery to migrant
families.

The Philippine Government should pay serious attention to benevolent and economic
activities by FAOSs, given the actual and potentially huge inflows from this sector to development
projects in the country. A study could be conducted separately to determine whether their
contributions in money or commodities could be enhanced through meaningful incentives, the
facilitation of bona fide donations to attain economies of scale through a more organized pooling
of resources. The Government, through the Commission on Filipinos Overseas, and Filipino
NGOs and foundations have programs that could be enhanced through technical assistance.
Multilateral agencies also might consider study and support for matching the funds donated by
these overseas associations to boost capital buildup.

OWWA, which administers the OFW welfare fund, must provide more effective
reintegration programs to assist overseas workers on their return to the Philippine workforce. On
the other hand, multilaterals could assist programs on savings mobilization and enterprise
development initiated by NGOs through technical assistance to fund a focused study on
reintegration and support initiatives.

The Philippine system of incentives in the form of tax exemptions and property privileges
to expatriate capital must be evaluated. This review should assess the impact of these
incentives on local economic development, and their ability to attract serious and long-term
productive investments from overseas Filipinos or the transfer of acquired skills and
technologies.

Policymakers and overseas Filipino communities should discuss fully the effects and
implications of the Dual Nationality Act on former Filipinos. This might go hand in hand with
programs supporting local government initiatives on generating domestic and foreign
investments in their respective communities. If properly designed and implemented, bonds
issued by local governments and guaranteed by their internal revenue allotments could be
potential vehicles to fund important public infrastructure projects that enhance countryside
development, such as farm-to-market roads, and post-harvest and refrigeration facilities.

With predictable flows of more than $7 billion per year, Filipino workers’ remittances
could be securitized for developmental initiatives. Several foreign banks based in the Philippines
have been offering to local banks, multilateral institutions, and the Government securitization
transactions based on dollar flows from overseas workers’ remittances. Multilateral institutions
could provide credit enhancements to achieve the desired investment grade ratings.
Microfinance institutions or local development projects could be the targeted areas of
investments.

The origin countries of migrants and host countries are key stakeholders in labor
migration. Countries of origin seek more labor markets for its migrant workers to increase
potential remittances, while host countries need migrant workers to fill labor shortages and
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enable its local workforce to shift to other productive occupations. Hence, host and origin
countries share a mutual interest in addressing core issues and concerns on remittances,
irregular workers, illicit trafficking of migrants, and downgrading of terms of employment and
academic credentials of migrant workers, among others. This could be done through bilateral
initiatives within the ambit of regional economic groupings, such the Association of South East
Asian Nations or Asia Pacific Economic Cooperation forum, whose membership includes host
and origin countries. As a major development agency in Asia, ADB could lend its technical
assistance in supporting studies, sponsoring conferences and discussions on remittance and
migration issues, and even identifying potential best practices within the region.

Structure of the Report

Chapter | points out the importance and stability of remittance flows as a basis for
serious consideration as a development tool. Migrant literature is examined to show the current
focus of activities by international and multilateral organizations in enhancing remittance flows,
and linking them to development. Chapter Il contains a general and disaggregated definition of
remittances, and the universe of remitters. It also clarifies the meanings of formal, informal, and
unregulated channels as used in the study. Chapter Il states the objectives of the study and the
fundamental assumption that formal remittance flows afford greater opportunities for leveraging
remittances than informal or unregulated flows. It also explains the reasons for selecting
Singapore and the US as the countries of study. Chapter IV briefly examines some of the major
issues regarding migration, all of which affect the flow of remittances and their use by migrants
and their families. Chapter V contains statistics on migrant flows, stocks, and important
characteristics of Philippine migration, as well as flows of remittances and the major sources of
remittances.

Chapter VI discusses the sociodemographic profiles of remitters, their remittance and
savings behavior as well as spending habits, and their attitudes towards community
development. Chapter VII identifies the players in the Philippine remittance market and the
factors that affect remittance choices, based on survey results and extensive interviews of major
industry players among banks and nonbank transfer agencies.

Chapters VIII and IX contain the detailed studies on the legal, banking, and regulatory
environments in the Philippines, Singapore, and the US. These chapters also examine the
formal and informal transfer agencies, and how they affect banking and nonbanking remittance
services and Philippine payments systems. Finally, they also discuss issues such as AML,
costs, taxation, and other concerns, and how all these affect bank and nonbank remittance
procedures and remittance costs. Chapter X is devoted solely to a discussion on the recording
system of remittances by the BSP, the Philippine central bank.

Chapter Xl introduces the reader to developments in the remittance industry. It contains
a list of new players, new technology-based products and the companies behind them, and
projections on future drivers of remittance mechanisms. Chapter Xll is about the all-important
and challenging issue of leveraging remittance flows for development. It focuses on some key
areas: (i) enhancing Government systems; (ii) community-based financial institutions, such as
cooperatives, microfinance institutions, and rural banks; and (iii) Filipino hometown associations
and NGOs, where remittance-leveraging initiatives could be based. This chapter also briefly
describes mandatory remittance schemes—when it works (as in the Republic of Korea) and
when it doesn’t (as in the Philippines). It lists Philippine laws and policies designed to persuade
overseas Filipinos to save, spend, and invest their earnings in the Philippines. An explanation of
the rationale behind the Dual Nationality Law, which addressed a legal technicality that might



XV

have prevented overseas Filipinos from helping their country in the past, also is included. It cites
emerging good practices on leveraging remittances on the part of two Filipino NGOs, as well as
for Government-initiated programs on housing and social security for migrant workers. The
chapter highlights some emerging trends on the entry of new players to the remittance market.
Chapter Xlll is devoted to a discussion of the legal, regulatory, and practical barriers that hinder
remittance flows to the formal sector. Chapter XIV contains the conclusions and
recommendations.

The second part of this report contains the detailed results and analysis of the market
study, which includes (i) the nationwide survey of OFWSs, (ii) the nationwide survey of
beneficiary households, (iii) the survey of OFWs in Singapore, and (iv) the survey of overseas
Filipino Americans and OFWs in the US. Summaries of the focus group discussions are also
included in this section.



l. INTRODUCTION

1. Migrant remittances provide the most direct, immediate, and far-reaching benefit to
overseas workers, their families, and their countries of origin. Despite the social and other costs
of migration, many families of overseas workers, particularly those in the low-income sectors,
rely on remittances as the major—if not the main or primary—source of funds for their basic or
daily needs. Remittances also enable them to acquire a house, fund the education of children,
pay for medical or health needs, and put away some for savings or investments in small
enterprises. Some or even all of that might not be possible without migration. Apart from
reducing domestic unemployment, the principal rationale for sending countries in formulating
foreign employment policy is clearly the foreign exchange earned and sent home by its
overseas workers.

2. Annual remittances to developing countries more than doubled between 1988 and 1999,
pushing officially reported remittances approximately 20% higher than official development
assistance. Between 1995 and 1999, six of the top 15 developing countries in terms of
remittances received were from Asia—India, Philippines, Thailand, Pakistan, Bangladesh, and
People’s Republic of China (PRC). Those countries accounted for more than half of worldwide
remittances in that period (Table 1.1). Remittances are a more constant source of income to
developing countries than other private flows and foreign direct investment (FDI). Official flows
to developing countries reached an estimated $88 billion in 2002, while flows through informal
channels could be more than double this figure. Remittances are now second only to FDI as a
capital flow into developing countries, and substantially exceed development aid.?

3. The sheer volume, stable growth over time, and anti-cyclical nature of remittances
suggest that they hold tremendous potential as a source of external development finance. This
also highlights the reality that developing countries need foreign exchange to bolster hard
currency reserves, finance imports, and enhance the abilities of banks to finance loans, among
others.® With resources for development assistance dwindling, migrants’ remittances are
emerging as a new tool and strategy for uplifting economic conditions in developing countries.

4. This has spurred multilateral institutions, international organizations, foundations,
universities, and even national governments to commission research on the size and flows of
remittances, and to identify measures to harness these inflows for the development of migrants’
countries of origin. The desire to tap huge remittance markets also has generated vibrant
competition among banks, money transfer agencies, and other traditional remittance players. It
also has drawn new actors—microfinance institutions (MFIs), credit unions, cooperatives, and
other similar grassroots economic organizations—to serve as remittance conduits as well as
entry points for the introduction of financial products and services to unserved sectors.

5.  Aside from increasing the volume of remittances, these developments have (i) reduced
significantly the remittance costs to the migrant remitter as a result of competition, (ii) increased
access to the banking system of previously “unbanked” migrant workers, and (iii) spurred the
emergence of new technology-based bank remittance products that offer reliable and

! Abella, Manolo. 1997. Sending Workers Abroad, International Labour Organization (ILO), 1997, Geneva.

2 Gammeltoft, Peter. 2002. Remittances and Other Financial Flows to Developing Countries. Center for
Development Research (CDR) Working Paper No. 02-Il. Copenhagen.

% Addy, Wijkstrom, Thouez, IMP Working Paper Prepared for the World Bank-DFID Conference on Remittances and
Development. October 2003.



Table 1.1: Largest Developing Country Receivers of Remittances, 1995-1999

Total Remittances Remittances per $ Aid Remittances per GDP  Remittances per Capita
($ Bn) (%) (%) (%)

1. India 45.9 Turkey 39.3 Lesotho 37 Antigua and 3,997
Barbuda

2. Philippines 29.1 Mexico 33.9 Jordan 21 Jordan 1,714

3. Mexico 28.0 Costa Rica 23.9 Samoa 21 Jamaica 1,393

4. Turkey 21.0 Jamaica 15.4 Yemen 18 Samoa 1,305

5. Egypt 16.6 Barbados 14.7 Cape Verde 18 Barbados 1,212

6. Morocco 10.0 Dominican 9.8 Albania 16 Cape Verde 1,105

Republic

7. Brazil 9.3 Croatia 9.3 Jamaica 13 Grenada 1,071

8. Thailand 8.0 Philippines 7.8 El Salvador 11 El Salvador 1,027

9. Pakistan 7.8 Antigua and 6.9 Georgia 10 Lesotho 863

Barbuda
10. Jordan 7.7 Nigeria 6.8 Antigua and 9 Dominica 771
Barbuda

11. Bangladesh 7.5 Brazil 6.5 Nicaragua 8 Dominican 738
Republic

12. PRC 7.5 India 5.5 Dominican 8 St Lucia 708

Republic
13. Nigeria 6.5 El Salvador 4.9 Philippines 8 St. Vincent and 689
the Grenadines
14. El Salvador 6.1 Tunisia 4.6 Grenada 7 Albania 662
15. Dominican 6.0 Lesotho 4.3 SriLanka 6 Croatia 640
Republic

Bn = billion, GDP = gross domestic product, PRC = People’s Republic of China

Note: If remittance, GDP, or population data is missing for any year, it is estimated based on the average of the years
for which data was available.

Source: Peter Gammeltoft (footnote 2).

competitively priced money transfer services. According to some estimates, the average cost of
sending $200 to Latin America—fees plus foreign exchange spreads—fell to $20 in 2002, about
half the remittance cost in 1999.* Since remittance costs often exceed 20%, reducing them by
even 5 percentage points could generate annual savings of $3.5 billion for workers sending
home money.®

6. While scholars, researchers, and institutions have studied the migration and
development nexus for some time,® the Multilateral Investment Fund (MIF) of the Inter-American
Development Bank (IADB) commissioned the initiatives that led to concrete multilateral support
in recent years. These initiatives later provided the basis for MIF's funding and support of
ongoing programs to reduce remittance costs, and the introduction of innovative, reliable, and
accessible remittance products between the United States (US) and Mexico, and other Latin
American countries.

7. MIF supplemented these programs by supporting financial literacy programs, linking
remittances with small and medium enterprise (SME) development and microfinance, and
increasing accessibility to banking services of previously underserved migrant communities.
Major US banks’ acceptance of consular identification cards, which are issued by Mexican
consulates to its citizens, as valid identification for opening of bank accounts enabled some 1

4 Mellyn, Kevin. 2003. Workers Remittances as a Development Tool, Opportunities for the Philippines. Manila: ADB.

® Ratha, Dilip, Workers’ Remittances: An Important and Stable Source of External Development Finance, Global
Development Finance, 2003.
Tamas, Kristof. December 2003. Mapping Study on International Migration for the Institute of Futures Studies.
Stockholm.



million undocumented Mexican workers to open accounts and use these as remittance
mechanisms.

8. In October 2003, the World Bank, in partnership with the UK’s Department for
International Development (DFID) and the International Migration Policy Programme, gathered
more than 100 participants from 42 countries for a conference on migration, remittances, and
development. Participants represented central and private banks, governments, policymakers,
multilateral and bilateral aid agencies, international agencies, experts, academicians,
nongovernment organizations (NGOs), cooperatives and microfinance networks, researchers,
and other migration and remittance practitioners.

9. The growing concern about global migration issues also has prompted the United
Nations (UN) to support the formation of a Global Commission on International Migration, an
autonomous and independent initiative led by the governments of Sweden and Switzerland.
Eleven other countries, including migrant-sending countries such as Mexico and the Philippines,
also supported the initiative. The commission started a worldwide scoping study on migration
and development through research and consultations in different regions. This will culminate in
a set of findings, recommendations, and an action framework, which are scheduled to be
completed in 2005. The first such consultation with stakeholders in the Asia and Pacific region
was held 17-18 May 2004 in Manila. The consultation covered a wide agenda on crosscutting
issues related to migration and remittances, some of which touched on the themes of this study.

1. CONTEXT AND DEFINITIONS
A. Definition of Remittances

10. The term “remittances” generally has come to refer to the transfers, in cash or in kind,
from a migrant to household residents in the country of origin. The International Monetary Fund
(IMF) has a broader definition, which includes three categories: (i) workers remittances or
transfers, in cash or in kind, from migrants to resident households in the country of origin; (ii)
compensation to employees or the wages, salaries, and other remuneration, in cash or in kind,
paid to individuals who work in a country other than where they legally reside; and (iii) migrant
transfers that involve capital transfers of financial assets as they move from one country to
another and stay for more than 1 year.” The Bangko Sentral ng Pilipinas (BSP), the Philippines’
central bank, follows the IMF manual in recording remittances or migrant transfers in its balance
of payments computation.

B. Definition of Filipino Migrant Population

11. The Filipino migrant population, or the universe of Filipino remitters, is divided into three
main types:

0] Permanent. Filipino immigrants who hold permanent residence or landed
immigrant status in a foreign country, and whose stay does not depend on work
contracts. They include even those who already have acquired foreign
citizenship;

" Migration Policy Institute. 2004. Migration Information Source. Available at: http://www.migrationinformation.org.




(i) Temporary. Filipinos whose stay overseas is based or determined by a formal or
informal contract of employment. These overseas contract workers, who may be
land-based or sea-based, are now collectively referred to as overseas Filipino
workers (OFW); and

(i) Irregular. Filipino residents or workers overseas who do not possess valid
passports or documents; or, even if properly documented, lack valid residency or
work permits; or have overstayed.

C. Categorization of Formal, Informal, and Unregulated Fund Transfers

12. The categorization of formal, informal, and unregulated fund transfers requires caution.
Formal channels usually refer to banks or nonbank money transfer agencies, which are
registered or regulated by authorities to engage in money transfers. Unregulated channels are
those outside the regulatory environment. Such transfers usually are made through unlicensed
money transfer agencies, or occur when money or goods are sent through friends or brought
home personally by the migrant. However, the term “informal money transfer channels” could be
mistaken for channels that are not regulated. Some informal or nonbank money channels are
regulated, or require licenses to operate a money transfer business. In the US, for instance,
nonbank money transfer agencies are regulated by the federal Government and, in many cases,
by state governments. The 10 US states with the largest populations of Filipinos, with the
exception of Hawaii and Washington, require proof of tangible net worth, pledged assets in the
form of cash bonds, time deposits, or government securities before issuing a license (Appendix
1). Of course, banks are subject to more rigorous requirements, regulation, and monitoring than
nonbanks. However, licensed nonbank money transfer agencies do have stringent licensing and
know-your-customer requirements, and more transparent money and/or audit trails. These trails
are often difficult to detect, or are absent, from unregulated money transfer systems. Therefore,
when the study lists the shift of remittances from informal to formal channels as one of the
objectives, it refers to facilitating the shift from unregulated to regulated or formal channels.

D. Remittances as Perspective of Study

13. The study viewed remittances as a starting point for identifying measures to maximize
their development impact to a migrant-sending country, such as the Philippines. It examined the
remittance behavior and personal profiles of the migrant, as well as the legal and regulatory
environment of Philippines, Singapore, and US. The environment in each country could affect
banking practices and costs—all of which ultimately influences a sender’s choice between a
formal (or regulated) and an informal (or unregulated) channel.

14. The study also takes into account the value of largely unrecognized and untapped
resources, such as philanthropic donations and fund mobilizations by thousands of Filipino
overseas associations (FAO). These groups often send resources for humanitarian, community
infrastructure, and other projects, which impact development in needy areas. These resources
deserve to be included in the migration and development equation. The identification of barriers
that discourage their entry, as well as the policies or incentives that would enhance these
inflows, would augment the capital and resources available for developing local economies. The
study—combined with data from government, private agencies, and interviews with a number of
these associations—reflects the desire of a large percentage of the Philippine diaspora to
contribute to their communities in addition to sustaining their families’ needs.



15. As of 2000, 46.9% of the Philippine population still was considered poor. This translates
to 5.1 million poor families, or 30.8 million poor people. Poverty in the Philippines remains
largely a rural phenomenon. Rural families account for 70.9% of all poor families,® while 78.8%
of food-poor families reside in rural areas. The Autonomous Region of Muslim Mindanao, Bicol,
and Central Mindanao have the highest incidence of poverty. Since poverty reduction is the
underlying objective of the study, and many of the OFWs and their families come from the
countryside, the role of community-based financial or economic institutions (cooperatives, rural
banks, and microfinance NGOS) in leveraging remittances also is examined. By virtue of their
mandates and geographic location, these institutions are in a strategic position to offer simple
financial products and services to financially unserved remittance-receiving households in rural
areas.

16. The banking, or the formal and regulated sector, performs a major role in enhancing
remittance flows and maintaining integrity in the financial system. Informal systems, though risky
and dangerous to public security, have given remittance options to a large number of migrants
who are financially disenfranchised or lack normal access to formal channels. Data gathered
during the study provides useful primary information to analyze the reasons for choosing one
channel over another. Moreover, the data gives banks and other formal institutions insights on
the introduction of new remittance products and services that address remittance behavior,
specific cultural practices, or inadequacies of the formal system.

17. Viewing remittances independently of the whole phenomenon of migration is difficult.
The motivations of people in migrating and working overseas are keys to understanding
remittance behavior and the potential to use remittances as a development tool. The
motivations are largely economic, of course. Remittances, especially for many contract-based
workers, are sent to feed, clothe, shelter, and educate millions of families in the Philippines.
Other issues that might impede the flows of remittances, particularly through formal channels,
include the globalization of the labor supply, migrants’ rights, social costs, brain drain, and
increases in irregular workers. This study seeks to present an opportunity to explore and
implement future programs that will enable policymakers in the Philippines, host countries, and
international organizations to maximize and properly harness migrants’ resources for productive
use, and also address these equally important issues on migration.

.  OBJECTIVES AND SCOPE
A. Objectives

18. The main objectives of the study are to review the flows of remittances; and to identify
constraints in the policy, regulatory, and institutional framework that impact these flows. The
study then will develop proposals to address the identified problems and constraints with the
goals of:

0] Increasing remittance volumes, if possible;

(i) Facilitating the shift from informal to formal channels; and

(iii) Encouraging, where applicable, the use of remittance proceeds for sustainable
poverty reduction.

& Philippine Progress Report on the Millennium Development Goals, National Economic Development Authority,
United Nations Development Programme, January 2003.



B. Assumptions

19. The main assumptions are that sending remittances through formal channels would
(i) reduce the cost of servicing these flows, while increasing net formal sector remittance flows;
(i) strengthen the integrity of the financial system by ensuring compliance with anti-money
laundering (AML) and antiterrori