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Remittance flows to developing countries remained resilient in 2009,
expected to recover during 20101

By Dilip RathaSanket Mohapatra, and Ani Silwal

9 Officially recorded remittance flows taedeloping countries reached $316 billion in 2009, down|
percent from $336 billion in 2008. With improved prospects for the global economy, remittan
flows to developing countrieare expected to increase &2 percent in 2010 and 7.1 perceant
2011, afaster pace of recovery in 2010 than our earlier forecasts.

1 The decline in remittance flows to Latin America that began with the onset of financial crisis i
United States appears to have bottomed out since the last quarter of 2009. Remittancedlowg
South Asia (and to a smaller extent East Asia) continued to grow in 2009 although at markeg
slower pace than in the prerisis years. Flows to Europe & Central Asia and Mifldi and North
Africa fell more than expected in 2009.

1 These egional trendreveal that (a)the more diverse the migration destinations, the more
resilient are remittances; (lihe lower the barriers to labor mobility, the stronger the link betwe
remittances and economic cycles in that corridor; andexchange rate movementproduce
valuation effects, but they also influence the consumptiomestment motive for remittances.

1 The resilience of remittances during the financial crisis has highlighted their importance in
countries facing external financing gaps. Remittancesare being factored into sovereign ratin
in middleincome countries and debt sustainability analysis in-logome countries. Countries arf
also becoming increasingly aware of the income and wealth of overseas diaspora as potenti
sources of capital. Sagrcountries are showing interest in financial instruments such as diaspd
bonds and securitization of fure remittancego raise international capital.

Trendsin 200

The latest annual, quarterly and monthly data reported by central bahksgv that oficially recorded
remittance flows to developing countries reached $316 billion in 2009, down 6 percengfremised

$336 billion in 2008table 1) Unlike private capital flowsvhich declined sharply during the crisis,
remittance flows have remained réisnt and hae become even more important as a source of external
financing in many developing countriégure 1).

Remittance lbws to Latin America and the Caribbean region are estimated to have fallen by 12 percent
in 2009, to Eastern Europe and Cathsia by 21 percent, and to the Middle East and North Africa
region by 8 percent (table 1). Bouth Asiathere was a moderation in the growth of remittance flows in
2009, to 5 percet, marking a sharp deceleration from the rapid growth rates of eaykars.Flows to

! Migration and Remittances Team, Development Prosp&bup, World Bank. We would like to thdgkanbileg Batjargdbr
assistance wh updating remittances dateand Sonia PlazBleil Ruiz, and Elina Sch&a comments.



East Asia and the Pacific region have remained flat. Remittance flows-®abhaban Africa have also

remaired essentially flat in 2009alling bya

modest3 percent’

Final data on inward and outward remittance flows is now avail&dlenost countries for 2008. These

data show that officially recorded remittance flows to developing countries reached $336 billion in 2008,
about $2 billion lower than our earlier estimate of $338 billion. The difference for 2008 is mainly due to
a smalle reported figure for migrant remittance flosvto India of $49.9 billion compared $51.6 billion
estimated earlier, and small revisions to data for a few other countries (see box 1 for top recipients).

Box 1: Top 20 remittance recipients

After the lates revisions to data for 2009ndia, ChinaMexicoand Philippinesetain their position as
the top recipients of migrant remittagesin US$ terms. Other large recipients among developing
countries includeBangladesh, Nigeria, Poland, Pakistan, Egypt elbaron (box figure 1T.he top 20

recipients list also includes some higitome countries such as Franc# (Bace), Spain {7place),

Germany (8 place), Belgium (fbplace), and UK (I3lace), although remittances are a relatively

miniscule sharef GDP in these countries.

The top recipients in terms of the share of remittances in G¥M08include many smaller economies
such as Tajikistan, Tonga, Moldova, Kyrgyz Republic, Lesotho, Samoa and Lebanon; in these cg
remittances exceeded a quer of the GDP, providing a lifeline to the poblote that remittances as a

percent of GDP are expressed in 2008 terms since the latest available final GDP data is for that y

Box figure 1: To0recipients of migrantremittances
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Source:Same as table 1.

2 There are also downside risks for several relatively large remittegmipient coutti NRA S &
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remittance flows in 2009, including Algeria, Slovak Republic, Tunisia, and Nigeria. If flows to these countries dedlirie sharp
2009 compared to the previous year, this could reduce remittance flows to demglapuntries by up to $2 billion.
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Figure 1 Remittances fell modestly durinthe crisis,but remained more resilient than private capital
flows (see box 2)
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SourceWorld Bank Migration & Remittances team and Global Development Finance database.

Box2: Resilience ofemittance flows relative to other types of flows during the current crisis

Despite a modest decline in remittance inflows, these flows have remained more resilient compar
many other types of resource flows such as private debt and equity flowsagidr direct investment,
which declined, or, in the case of portfolio flows, became negative in 2009 as foreign investors pu
out of emerging markets. There are several reasons for the resilience of remittances in the face of
economic downturns in hostountries:

(a) Remittances are sent by the cumulated flows of migrants over the years, not only by the new

migrants of the last year or two. This makes remittances persistent over time. If new migration sto
then over a period of a decade or so, remittes may stop growing. But they will continue to increas
as long as migration flows continue.
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hit by income shocks.
(c) Because of a rise in airtimigration sentiments and tighter border controls, especially in the U.S

also in Europe, the duration of migration appears to have increased. Those staying back are likely
continue to send remittances.

(d) If migrants do indeed return, they are likébytake back accumulated savings. This may have beg
the case in India during the Gulf war of 198D which forced a large number of Indian workers in the
Ddzf ¥ (2 NBGdzNY K2YS owl GKF HnannoZX -6LA Fmdcéo 0GH y £(
remittances for investment purposes to return home during an economic down turn in the host col

(e) Several higincome OECD remittance source countfieseundertaken large fiscal stimulus
packages in response to the financial crisis. ifai®ase in pblic expendituréncreasel demand for
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both native and migrant workers. Taylor (2000) found that public income transfer schemes in the United

States resulted in increased remittances to Mexjauther things being equal, immigrant households
that receivedSocial Security or unemployment insurance were more likely to remit than other
immigrant households.

SourceMigration and Development Brig9 and 11.




Regional trends

In Latin Americaand the Caribbeanthe large decline in remittance floviisat coinciced with the start

of the crisis irthe U.S in September 20@®pears to have bottomed out since the last quarter of 2009,
and flows are expected to recover in tandem witie recovery in the United Statgfigure 2) Flows to
Jamaica have been positive snNovember 2009, while those to El Salvador, Honduras and Guatemala
became positive in March 2010. (Note that the thm®®nth moving average in the chart reflects the
latest changes only with a laggemittance to Mexico declined sharply during 20@8nymigrants from
Mexico are in the consiiction sector in the US, where new housing construckias declined to well

below the historical averag@ee next section)n Haiti, which experienced a devastating earthquake in
January 2010, there are anecdotapprts that remittances have increased after the earthquake (see

box 3).

Figure 2 The steep decline in remittance flows to Latin America and Caribbean has bottomed out
with signs of recovery
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Note: Mexico saw an unusual increase in remittanceddtober 2008 because of a sudden depreciation of the peso; this
resulted in a historically large 36 percent decline in October 2009 ¢fiest above). The dotted line in the chart corrects for
this enomaly by smootheningemittance flow in October 2008.

Source:Central banks of the respective countries.

In contrast, remittances flom® South Asigand to a lesser extenEast Asiacontinued to grow in 20Q9
although at markedly slower pace than in the fumésis yearsPrivate transferdo India compising
mostlyremittancesfrom its emigrants remained almost flat between 2008 and 2§@9elatively sharp
decline in the first quarter of 200@as compensated by growth in tliemaining quarters (figure 3)

Remittance flows tBangladesh anBakistargrew robustly during 2009, but these flows have been
decelerating since the last quarter of 2009, with the overall trend dominated by slower growth in flows
from the Gulf Cooperation CoundiECQ countries (figure 4 Overall, new migration flows from
Bargladesh have been falling since R2d09, but the pace of decline has stabilized. In the Philippines,
the growth of emittanceflows slowed duringhe crisis but has remained positive (figus

3 Remittance flows from GCC were 65% and 56% of all remittances send to Bangladesh and Pakistan, respectiveljhen 2009.
Pakistan remittance initiative (PRI) was launched to facilitate remittance transfers bynisitinaough formal remittance
channels. Iteimburses a part of the expenses of banks providing remittance services, significantly reducing the cost of
transfers for migrantgSeehttp://www.pri.gov.pk)
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Box3: Remittances in Haiti

According to official statistics about one million Haitians live overseas, about half of them in the U
States. Unofficial estimates tend to be significantly larger, with, newspapers reporting one million
Haitians alone in the neighboring Dominican Republftcially recorded remittance flows to Haiti wer
$1.4 in 2008, but the trueize is likelyto bein the rangeof $2 billion or highe more than quarter of its
national income. In a laudable measure that will benefit Haitians more than any other aid and
assistance, announced just three days after the devastating earthquaketintialUnited States
granted temporary protected status (TPS) for 18 months to Haitians already in the US. The TPS g
over 200,000 Haitians currently residing in the US without proper documents to live and work in th
legally, without a fear of degrtation. It also allows them to send money home quickly and efficiently
through formal remittance channels.

If the TPS resulted in a 20 percent increase in the average remittance per migrant, we would expq
additional $360 million remittance flows tdaiti in 2010. If the TPS were to be extended once beyon
the currently stipulated 18 months, additional fund flows to Haiti would exceed a billion dollars ove
three years. Financial help in the form of remittances from family members abroad is alwdirstthe
arrive in times of distress. Remittances to Haiti this year are reported to be increasing, as they ha
done whenever and wherever there has been a crisis or natural disaster.

Long lines seen in front of money transfer companies in the immedifaemath of the crisis have now
become shorter, but the challenge of accessing remittances from overseas, especially from migra
relatives who lack proper immigration papers, remains. Under normal circumstances, the fees for
sending $200 to Haiti throlgmoney transfer companies averaged $14 in the US, and almost doub
$25, in the Dominican Republic. Some money transfer companies temporarily waived fees, but ol
local currency at the right exchange rate remains costly. In the metkum, there 5 a need to leverags
remittance inflows for local and national development, without directly interfering with them. The
challenge for the government and the donor community would be to ténegemptation to treat
remittances as a substitute for aid or pub$ipending on rebuilding efforts, especially in communities
GKSNB YAINIyliaQ NBflIGADBSE NBaARSO®

Sourcen a2 0 At AT S GKS B5AF&ALRNI F2NJ 6KS wSO2y aidNHzOGA 2y
Now and Next (http://www.ssrc.org/features/pagéhaiti-now-and-next/1338/1438/)

Figure3: Private transferdo India are recovering after a sharp decline in ficgaarter of 2009
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Note: Private transfers comprise mostly remittances from Indian migrantsalsoinclude other transfers
Source:Re®rve Bank of India



Figure 4 Remittances flows from GCC amtries have been decelerating
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Figure5: The growth of emittancesto the Philippinesslowed during the crisis, but pace of growth has
picked upin recent months
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Remittance lbws toEurope andCentral Asiaandto Middle-East and North Afric&ell more than
expected in 2009in part because of a depreciation of the ruble relative to the US dollar and al
because of largethan-expected declines in flows to Poland and Romania (see next sediata)on
remittance flows taSubSaharan Africare sparse, but these flows appear to have declined only
modestly in 2009.

An analysi®f regional trends ad outlook reveals the following

1 The more diverse the migration destinations, the more resilient are remittances;

1 The lower the barriers to labor mobility, the stronger the link between remittances and economic
cycles in that corridor; and

1 Exchange rate maaments produce valuation effects, but they also influence the consumyption
investment motive for remittances

(a) The more diverse the migration destinations, the more resilient are remittances

Remittance flows to Latin America and the Caribbean areyhightelated with the busess cycle of the

US. Since economic cycles in the Gulf region are different from that &f$remittanceflowsto

countries that send migrants to both the US and the Gulf (for example, India and the Philippines) tend to
be mote resilient.The migration destinations of India are diversified, which isafrtbe reasors why

flows to hdia fell only modestly in 200®Recent estimates of migrant stocks show that about-fift



of Indian migrants are in the Gulf, and a fifth aréiorth America, withhe remainder in Europe,
Australig Bangladesh, Nepal, and other regidiiglipino migrants aralsowell-diversifiedin terms of
destinations with land-based workers in the US, Gulf, Europe atiter continents anda significant
number ofseabased workers

The composition of migration has been shifting during the ¢ngith migrants switching across sectors
and countries. For example, in the Guldwnthat the massive construction projects such as Burj Dubai
are completedand wth the debt crisis in Dubgtihere isa slowdown in new construction projegtand
therefore in demand for new migrantaMany migrants are moving on to Abu Dhabi and otherioh
Emirates and neighboring countries where huge infrastructure investmeatgang onln recent

months, remittances flows to Bangladesh and Pakisigear to be shifting to countries other than UAE
The share of remittances from UAE in overall remittance flows from the GCC countries to Bangladesh
has fallen, but that of Saudirabia has risen (figui®). Saudi Arabia has also become an increasingly
important destination of migrants from the Philippines. Between 2005 and 2008, the share of Saudi
Arabia in Filipino migrant deployments went up from 20 percent to 30 peft€ageher with the

higher level of earnings and sectoral diversificaiinhealth, domestic workand other sectorsthis has
cushionedhe fluctuation ofoverall remittances to the Philippines.

Figure 6{ I dzRA ! NJ 0 &nhit@rice flaws lo RdhglatiegHranithe GCC counies has increased
in recent months
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(b) The lower the barriers to labor mobility, the stronger the link between remittances and economic
cycles in that corridor

The impact of the crisis has been rasevere in corridrs with fewerrestrictions on labor mobility.

wdza aAl Q& NBf I GAGSt & LRNRBdza 02NRSNI gAGK YySAIKOZ2NAY
country in response to changing economic prospects, with the result that remittances are more

correlated with the business cycle in the source countrgnittance outflowsrom Russia to CIS

countries fellsharplyby 33 percent during the first three quarters of 2009. With increasing oil prices,

however, outward remittance flows from Russia are starting tooesr (figure7).

“Arecentsurvep @ LY RAF Q& OSYdGNI f ol vy HiftiKa erSitZi@esEama tieth WN&th Andericd &bl § | 0 2 dzi
a quarter from the Gulfreflecting the higher incomes of Indian migrar{tRemittances from Overseas Indians: Modes of

Transfer, TransactionCdsty R ¢ AYS ¢ 1Syés wSASNWS . Iyl 2F LYRAFZ ! LINAf wmoX
S UAE accounts for nearly fofifths of all GCC projects that are on hold, but the majority of projects in other GCC countries are
underway as planne@hevalue of all projects planned or under waiyGCC rose fiviold between 2005 and 2009, but has

slowed sharply during the crisis.50 percent of projects in UAE are on hold, while only 11 percent of projects in other GCC

countries are on hold as of April 2010 (Middle East Economic Ditjpstwww.meed.com)

é Philippines Overseas Employment Administration. http://www.poea.gov.ph/html/statistics.html
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On the other hand, remittancesutflows from Saudi Arabiaave been less correlatesiith oil prices
CKAA A& AY LI NI o0SOlFdzasS 27F { I dzRA !-oydicalkiscahpblicy, Yo A G A 2
but also because it has quotas immigration that it has enforced strictly.
Figure7: Remittance outflows from Rssiadeclined sharply during the crisis, but are starting to
increase with recovery in oil prices and growth
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Source:IMF balance of payments and DECPG commodities team

As the labor markets areelativelyintegratedwithin the EU migrationis more responsive to economic
cyclesof the destination and source countrié®Remittance flows to Poland and Romefell between
2008 and 200%figure8). This sharp decline is gy due to weak labor markets in Spain and Italy, but
also beause of ability of workers within thHeUto easily move in and out of courgs in response to
changes in labor demand

Figure8: Remittanceinflows to Poland and Romania fell sharply in 2088 some migrants moved
back to their home countries
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SourceiMFbalance of pyments andVorld Bank Migration & Remittances team

In countrieswhere it is more difficult to reenter after leavingmigrantshave chosen to remain in their
host countries. &r example, many migrants from South Asia hstaged onin Dubaiduring the crisis

76{ FdzZRA G2 tdzZNEdzS W/ 2y (kydz2 &2 Yo SNAG W {/ dzk NBzf ezt A ¥ nwmmbn

(http://www.bloomberg.com/apps/nevs?pid=20601087&sid=a6iGZ.yJ3nbRkbr Saudi Arab@i@nmigration policies, see

http://www.un.org/esa/population/migration/turin/Symposium_Turin_files/P03_Shah.pdf

8 Spain is a major migrant destination for Eastern Europe, South America and North Afiiedtalhis a destination of

migrants from Eastern Europe and North Afic& S £  NASad AYYAINI yd 3INRdzZIA FNRY RS@Stz2L

million immigrants include migrants from Romania, Morocco, Ecuador, Colombia, Bulgaria, Argentina, Peazignd B

FOO2NRAY3 (2 {LIAYQa blaAz2zylf {dFrGA&a0AO0Ft LyadGAddziS oKOGLYk«k
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even at the cost of losg legal status in many cas®any are coping with the crisis by cutting
consumption and sharing accommodation. Many have sent their familiesHuek, so the funds spent

in Dubai are now remitted homé&Jany migrant workers, from Bangladesh in particuégpear to be

stuck in Dubai because they cannot afford to retunterviews with migrants suggest thatdosts about
12,000 dirhamgabout $3,80)to pay recruitment agencies and travel costs. At a monthly income below
900 dirhams(about $245) with little overtime,it can easily take construction workethree years to

save enough to repae recruitment costsEven with the crisis, migrants ofteannot risk returning

home. So many entedinto creative arrangements (e.g., taking unpaid leave) with employers to simply
wait it out in DubaiRisingiving costdn Dubaihave alsaeduced remittancesThe price of rice, a staple

for many migrantsmore than doubled in the last two years. Earlier, a construction worker spent roughly
150 dirhamgabout $40)a monthon food;now, he isspending between 350 and 400 dirhaf$85

$110) Alsothis has increasethe time it takes a migrant to pay battke recruitment fees.

(c) Exchange rate movements produce valuation effects, but they also influence the consumption
investment motive for remittances

Exchange rate movemesiffect the U.S. dollar valuation of remittanc&mittance flows to the
Kyrgyz Republic, Aenia, and Tajikistan declined U.S. dollar termduring 2009, partly because of a
depreciation of theRussian rubl®y over 25 percent against the U.S. doltduring this period (figure)9
If measured in ruble termsemittances to Tajikistafell by amuch smaller amount. Similarly part of
the decline in remittance flows to Poland can be explained by the weakening of the British pound
against the U.S. dollar.

Exchange rate movements also affect remittances tigrotheir impacts on consumption and

investment motivesAs highlighted itMigration and Development brief 1ihe depreciation of the
LYRAFY NHzZISS YR (KS t KAfALILIAYS LISa2 LINBRdAzOSR
other assets back home. Indeed, as the Indian rupee haedigpped more than 25 percent against the
U.S. dollar, there has been a surge in remittaafoe investment in cheaper assetsindia As the rupee

has been appreciating since early 2009, this incentive may reverse

Figure9: Depreciation of the Rubleaused valuation effects, while that othe Indian rupee likely
increased remittances sent for investment motives
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SourceGlobal Economic Prospects 2010 database



Leveraging remittances for external financing

Historically, remittances have been noteallte stable or even countercyclical, and have tended to rise
in times of financial crises and natural disasters because migrants living abroad send more money to
help their families back hor&Unlike past emerging market crises natural disasterthe curent global
financialcrisis started in the higincome countries and spread to the developing cowsrihisaffected
employment and income opportunities for migramtet only in the industrialized countries, but also in
other destinations For the firs time since the 1980s, remittances to devgilog countriedeclined
modestlyin 2009.However, mlike private capital flowsuch as private debt and portfolio equity flows
and foreign direct investmenwhichdeclined sharplyluring the crisisremittanceflows have remained
resilientand hae become even more important as a source of external financing in many developing
countries.

The global financial crisis has highlighted the importance of remittances for meeting external financing
gaps.Remittances lavehelped to build up international reserveand havecontributed to reducing

current accountdeficits in many dveloping countriesThis hagrovided a cushia against external
shockguringthe global economic crisit lowincome countriesthe currant account deficit as percent

of GDP would havmore thandoubled in the absence of remittancésrecent yeargfigure 10). For

some large remittance recipients such as the PhiligpjiBangladesh and Nepadmittance flows have
offset large trade defits and enabled these countries to maintain a cutraocount surplus (figurel).

Figurel0: Remittanceshave contributed to reducingurrent accountdeficits of low-income countries
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SourceWorld Bank Migration & Remittances team and Global Econ®nuspects 2010 database.

Remittances are now factored into sovereign ratings in midiademe countries and debt sustainability

analysis in lowncome countriesln large remittanceaecipient countries, country creditworthiness

analysis by themajorrafid | 3Sy OAS&a adzOK | a { { yRatinjsitenscitet 2 2 NQa =
remittances as a factor in their rating decisiombestability of remittances to the Philippinesasan

important factor inits ability to issue a $750 million bordespite the ¢pbal financial crisi&’

Bangladesh was rated for the first time in April 20@eiving BB ratingF N2 Y { GF YRI NR 9 t 22
Ly@Said2Nl { SNIBA OS Invegtdr ServicesimifarN®mdny arfefgiRg@niagketsAgain, the

high share of remittancedivsin GDP and theinigh growth ratewas cited bythe rating ageng as one

of the important factoisfor their rating decision

® For example, remittance inflows increased to Mexico following its financial crisis in 1995, to the Philippines and Teiland a
the Asian crash in 1997, and to Central Aiceerafter Hurricane Mitch in 1998. More recently, remittances to the Philippines
surged after typhoons Ondoy and Pepeng in September 2009.
Vet KATALLAYSE . 2yR {FfS hOSNEAOAONKOSRS hTFAOAIE {leag .fz22Y
(http://www.bloomberg.com/apps/rews?pid=20601087&sid=aCDafOCnfjJWg
Hngep gives Bangladesh ‘BBngtermratingg CA Yl Yy OA | £ 9 EHtiN®™avatBefinbrciNéxiresss = HAamn 0
bd.com/more.php?news_id=97085&date=2008-07)
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Figure 1.: Remittanceshavelargelyoffset trade deficits in many middleand low-incomecountries
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SourceWorld BankMigration andRemittances Team arf@lobal Economic Prospects 2010 database.

The joint World BankMF lowincome ountry Debt Sustainability Framework now allows rfuore

explicit consideration of remittances @valuatingthe ability of the countries to repay external

obligations and their ability to undertake naroncessional borrowing from private creditdfsThe debt
to-exports ratio, a key factor in sovereign ratings, would be lower if foreign exchange revenues from
remittances were factored in the calculations M MH O ® al y& LaC ! NIAOfS
economic performance now include remittances as a variable alongside foreign direct investment and
portfolio flows.

Figure 2: Remittances contribute to sovereign creditworthiness

*External @bt as gpercentof exports and remittances. Chartcludes countries that receidamore than $1billion in
remittances and whose remittances were more thapetcentof GDP in 2008.
SourceMigration and Remittances Team a@dobal Economic Prospects 2010 database

As countries have become aware of remittances as a stable source of foreign currency earnings, many
countries have started looking at the diaspora abroad as potential sources of capital that could be
tapped with diaspora bonds. Many countriefor exampe, El Salvador, Ethiopia, Nepal, the Philippines,
Rwanda, and Sri Lankdave issued or are consideritiie issuance of diaspora bongsee box %

12 v|mplementation of the Joint Management Action Plan onlB&8ndzy R/ 2 f tMac23NA0LDA 2 v ¢
(http://iwww.imf.org/external/np/pp/eng/2010/030310.pdj
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