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reducing the costs of sending remittances through formal channels, but the overall
landscape of responses is stillfragmented, insufficiently developed and facing significant
challenges.
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Executive summary

The state of international remittance flows

Contrary toinitial predictions, tracked international remittances flows have showngreat resilience during
the COVID-19 pandemic, surpassing the total aggregate volume of official development assistance and
foreign directinvestmentin 2020.

The total volume of international remittances sentin 2020 was USD 701 billion, as a result of consistent
upward trends for decades. According to World Bank data, in 2020 the distribution of international
remittance flows received by each region was as follows: 21.5 % East Asia and Pacific, 20.85 % South Asia,
14.76 % Latin America and theCaribbean, 12.55 % Eastern Europeand Central Asia, 9.03 % the Middle East
and North Africaand 6.01 % Sub-Saharan Africa.

International remittance transfer methods

Formaltransfer methods —such as banks, financial institutions, money transfer operators or post offices —
offer safe and regulated means of transferring remittances. Informal channels, while less secure, are often
favoured by remitters due to their availability to people with no bank accounts or access to adequate
banking services, their oftenlower costs andtheir ability to deliver in remote areas.

It is estimated that 35to 90 % of international remittance transfers, depending on the corridors, were sent
informally before the pandemic. The lockdowns and movement restrictions brought upon by the
pandemic have forced a significant formalisationand digitalisation of remittance transfers.

Remittance senders

The reasons why migrants remit are often related to the reasons for their migration decision, and can
include altruistic, insurance or investment motives, among others. Several factors influence migrants’
likelihood of remitting: the migration timeframe (temporary, short-term or long-term), age, gender or
education levels. However, the concrete impact of these elements on the decision to remit varies across
contexts.

Remittance recipients and use

The distribution of remittance recipients acrosstheincome spectrum, educationallevels, age and having
a bank account (or not) varies greatly from one context/country to another and often does not follow a
clear pattern.One of the few consistent findingsis that most remittance recipients in developing countries
arewomen.

In developing contexts, remittancesrepresenta significant share of the recipienthouseholds’income. The
majority of remittancesare used for consumption,but a share ofthemis also used for investing in human
and physical capitaland for business creation.In any case, using remittances for consumptioncan also be
beneficial for development.

In all cases, remittances cannot and should not be regarded as a potential replacement to sound
development policies.

The impact of international remittances on sustainable development

A significant part of the debate on the impact of remittances on sustainable development has focused on
specific development indicators measuring poverty and inequality. Remittances tend to reduce poverty,
albeit modestly, but theirimpact on inequality is uneven and sometimes negative.
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The increased investment in human capital associated with the receipt of remittances leads to improved
health and educational outcomes in certain conditions. Financial inclusion has also recently been
highlighted as a key toolfor maximising the development impact of remittances.

Overall, the ability of remittances to advance sustainable development is necessarily linked to the policy
and investment environment.

Policy responses for strengthening the remittances-development nexus

The Sustainable Development Goals aim at reducing the cost of transferring remittances to less than 3%
in 2030.

Political initiatives for moulding the use of remittances once received are ratherscarce comparedto those
that aim at reducing the sending costs. The most relevant in the European Union (MEETAfrica, PASPED,
PAISD, WIDU, DIASDEV) focus on Africa and gobeyond themere use of remittances by engaging diasporas,
in alarger sense, in the economic development of their home countries through businessinitiatives. Such
projects tend to assume that remittances spurdevelopment through savings and productive investment,
without considering the positive impact on development of consumption (including for health and
education).

The cost of transferring remittances has been decreasingfor several years. The decline accelerated during
the COVID-19 pandemic due to the sudden digitalisation of a great share of remittances. The main
obstacles to further reductionsare thelack of transparency on transfers’ costs; the shortage of competition
in this financial market; and recipients’ low level of both financial inclusion and digitalisation (asa result of
the lack of digitalinfrastructure and/or capacities).

Initiatives for decreasing the cost of sending remittances include the implementation of national
remittance plans in the framework of the G20 Global Partnership for Financial Inclusion, the approval (at
EU level) of the Revised Payment Service Directive, and the Financing Facility for Remittancesimplemented
by the International Fund for Agricultural Development (including the Platform for Remittances,
Investmentsand Migrants’ Entrepreneurship - PRIME).

Challenges and lessons learnt

Previous studies on the remittance-development nexus, official documents and interviews conducted for
this study point out to a series of challenges andlessonslearnt.

Some ofthese challenges refer to the remittances’ flows themselves.

. The relevance of addressing the remittance-development nexus needs to be contemplated first,
given that remittancesare private and mostly individual flows.

. More knowledge is needed on remittances so as to address the remittance-development nexus
correctly.

. Remittancesare heterogeneous flows that need heterogeneous political responses.

. Challenges are not the same for all stakeholders. For instance, migrants’ priorities are to have their
savings transferred cheaply and safely, while macro authorities in recipient countries may want to

cultivate a positive balance of payments.

. Lowering the costs of transferring and receiving remittances is a challenge for both senders and
recipients.
. Improving the impact of remittances on development is a major challenge for donors.

. Remittances mightnothavea substantialimpact onpoverty and inequality.

Vi



Other challenges refer specifically tolowering the cost of sending remittances, a major target forthe donors’
community, asstatedabove. Thesecan be summarisedas:

o the high level ofinformality in the transfer business;
. financial exclusion of migrants and, particularly, recipients;

° digital exclusion of senders and recipients, that may be associated with financial exclusion;

. inadequate digitaland financial regulatory environments;

o inadequateinfrastructure for formal remittances;

. lack of trustin the banking systemon the part of recipients;

. lack of competition and transparencyin the transfer market;

. Foreign exchange marginsthat limit additional decreases in transfer costs.

Box I. Recommendations
For the European Parliament (EP):

. The Committee on Development (DEVE) could launch a debate on the link between
remittances and development, while recognisingthat remittances areindividual flows,
resulting from a migration process, and can spurdevelopmentthrough consumption. The
margin for further decreasing transfer costs hasdecreased.

. Adopt a Policy Coherence for Development approach to remittances, migration
management, financial stability and counterterrorism.

o DEVE, together with the Committee on Economic Affairs, the European Commission (EC)
and Member States could collaborate to increasecompetition in the market of
remittances operators.

. The EC, Member States and EP could propose and implement obligatory information for
migrants aboutfinancial optionsfor transferringremittances.

For the European Commission and EU Member States:

. Create a database on homogeneousand comparable remittancesflows (World Bank
and/or Eurostat).

° Plan projects based on detailed and specificinformation about the features of specific
flows and priorities and incentives of stakeholders involved.

° Launch projects on financial inclusion (including infrastructure and building truston the
financial system).

o Promote digitalinclusion.

. Ensure an adequate macroeconomic environment in collaboration with the World Bank
and with regional banks.

. Ensure theinstitutional setting (in both ECand Member States) is fit for purpose.

vii
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1 Introduction

International remittance flows have been following an upward trend for decades now, to the extent that
for many developing countries they currently surpass combined flows from Official Development
Assistance (ODA) and Foreign DirectInvestment (FDI) (Ratha etal., 2021). Volumes have proven to be highly
resilient, remaining steady or increasing, even in times of economic crises when other international flows
stagnate, thus highlighting their central role as anticyclical financers for the millions of individuals,
households and communities who receive remittances aroundthe world.

The magnitude of these international flows inevitably prompts thequestion of theirimpact on sustainable
development in recipient households, communitiesand countries. This explains thenumerous efforts that
have been made over recent decades not only to measure international remittance flows but also to
quantify and maximise their effect on different developmentindicators.

The sending, receiving and use of international remittances is a complex phenomenon - or rather a
combination of complex phenomena - because it emanates from individual decisions firstly to migrate
andthento remit. Migrants’ decisions are in turn intrinsically linked to: existing environment; reasons for
choosing to migrate; place of destination; reasonsfor destination choice; and many other factors.Gaining
a full grasp of these complex circumstances is essential if we are to understand what the international
community —interalia multilateral organisations, bilateraldonors and local authorities— can do in order to
leverage remittances’ potential for producing positiveimpacts on sustainable development' in recipient
countries and communities.

Hence, this In-depth Analysis aims at reviewing current knowledge, specifically gaps that exist, on
international remittance flows, their volume, main corridors, transfer methods, sender and recipient
profiles as well as development impact. It willthen lookat pastand current initiatives together with polidies
that have been adopted in attempts to maximise remittances’ development impact, in order to outline
their reach and limitations. A number of conclusions and reflections will be drawn to inspire future policy
and action. The analysis willbe completed on the basis of a comprehensiveliterature review, coupled with
aseries of semi-structured interviews involving 16 key informants. Respondents interviewed for this study
include relevant authorities on the sending side, namely officials representing: the European Commission
(EC); the French Ministry of Foreign Affairs; the French Ministry of Finance; the French Central Bank; the
Spanish Ministry of Foreign Affairs, EuropeanUnion and Cooperation; as well as the Spanish Central Bank.
We also spoke to implementers of remittance-related developmentinitiatives in a recipient context, such
as World Bank representatives working in Morocco, together with representatives of the main international
organisationimplementing related projects around the world, for instance the International Fund for
Agricultural Development (I[FAD). Comments were also received from other international experts
representing leading entities, suchas DMA Global.

This In-Depth Analysis will begin by providing a general account on remittance flows and main corridors
before diving into the analysis of transfer methods, remittance senders,remittance recipientsand their use
andtheirimpact on sustainable development.lt will then explore the type of policy initiatives thathave so
far tried to maximise the developmentimpact of remittances. This will allow for the identification of key
challenges, from which a series of recommendations for the European Parliament as well as for the
European Commissionand Member States, will be drawn.

! Given the policy orientation of this study, sustainable development is here understood as the underlying concept of the 2030
Agenda and the Sustainable Development Goals (SDGs): the combination of political-institutional, social, economic and
environmental well-being.
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2 Understanding international remittances

The volume of international remittance flows worldwide exceeded USD 701 billion in 20202, almost two
and a half times theamountremitted just 15 years earlier, in spite of the worldwide economic recession of
2008 and the more recent economic crisis associated with the COVID-19 pandemic (World Bank, 2021a,
Lubambu, 2014). The World Bank’s conclusions in 2006 as to why this upward trend continues to be so
robust (Ratha and Shaw, 2006; Ratha, 2020) remain largely relevant today. They include: the expansion of
remittance service providers’ networks and lowering of costs; improvements in data collection on
migration and remittances; as well as increases in migrant income and stock. Moreover, the improved
monitoring of international flows — undertaken in order to prevent the financing of illicit activities — has
also improved remittance tracking. This means that remittances that were not counted previously are
counted today, contributing to the appearance of an upward trend.

The resilience of tracked international remittance flows during the COVID-19 pandemic has defied initial
pessimistic predictions. Explanatory factors include: the introduction of stimulus packages in sender
countries that have alleviated the pandemic’s impact on remitting migrants’ income; macroeconomic
factors such as exchange rates; recipients’ growing needs; and a corresponding greater eagerness to
provide for those in need back at home (Ratha et al., 2021; Michbal, 2021; Zelizer, 2022). Another
contributoryfactormayhavebeen the fact that a significant share of migrants to the EU workin what have
been considered ‘key professions’ — essential services (such as care or agricultural workers), which have
persisted in spite of lockdown measures - during the pandemic (Fasaniand Mazza, 2020). However, one of
the most repeatedly highlighted reasons behind this resilience is the fact that travel and movement
restrictions during the pandemic forced migrants who were previously remitting through informal -
unrecorded - channels toshiftto formal (digital) methods (ibid., Ratha et al., 2021; Herndndez de Cos, 2021).
This resulted in a ‘forced formalisationand digitalisation’ of remittances.

Hence, two considerations must be borne in mind when analysing remittance volumes: behaviour and
impact. Firstly, these flows respond to migrants’ motivations for sending money home, be it to support
their families and communities or to invest in their own future upon return, thus differentiating them
greatly from other types of international cash flows, which are mainly driven by commercial or diplomatic
purposes. Secondly, the high proportion of remittancesthat are sent via informal channels (up to 90 % in
some areas prior to the pandemic according to Khan and Merritt (2020)) coupled with the lack of a
systematic, globally agreed definitionand measurement methodology (Gelb et al., 2021) make data-based
analyses, albeit necessary, uncertain and subject to potential biases.

2.1 Mapping international remittances

There are countlessbilateral remittance corridors between developedand developing countries, with their
corridor-specific characteristics pertaining to volumes, sending costs, transfer methods, sender and
receiver profiles as well as the development impact of remittances received. The following table depicts
the mostrelevantgroups of corridors by recipientregions, paintinga general picture of current remittance
flows worldwide. It should be noted that, although many relevant corridors flow within regions (as is the
case, forinstance, for intra-EU remittances), the focus hereis placed on corridors flowing from developed
to developing countries, with a view to facilitating the formulation of relevant recommendations for the
European Parliament Committee on Development. A more comprehensive table including the main
bilateral corridors within each corridor group can be foundin the Annex.

2 Final data for 2021 isnot yet available (World Bank, 2021a).
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Table 1: Main corridor groups by recipient region

Share of global Share ofglobal Main corridor groups
Recipientregion remittancesreceived remittancesreceivedin -
in 2020 (%) 2019 (%) Sender(s) - Recipient(s)
USA - East Asia and Pacific
East Asiaand Pacific 21.50 2261 Hong Kong and Ch‘ir‘1a - East Asia and
Pacific
GCC countries- East Asia and Pacific
USA - South Asia
South Asia 20.85 19.36 GCC* countries -India
UK - South Asia
Latin Americaand the USA - LAC
. 14.76 13.58
Caribbean EU - LAC
Russia - Former USSR republics
e Europfe and 12.55 13.36 Central Europe - Eastern Europe
Central Asia
USA - Eastern Europe
EU - North Africa
Middle East and .
9.03 8.62 GCC t - Egypt
North Africa countries - Egyp
EU - Middle East
EU and UK - Sub-Saharan Africa
Sub-Saharan Africa 6.01 6.84 USA - Sub-Saharan Africa

Africa- Sub-Saharan Africa**

* Gulf cooperation countries (GCC)

** Intra-African remittances are one of the main sources of remittance inflows for Sub-Saharan African countries

Source: Authors’ own elaboration based on World Bank data. Note that the shares of global remittances received by region do not add
up to 100 % because only remittances received by developing countries are included.

Within this diverse landscape, certain countries or group of countries stand out as main senders or
recipients of international remittances. The United States (USA), the European Union, the United Arab
Emirates and Saudi Arabia are the largestremittance senders, whereas India, China, Mexico, the Philippines
and Egypt receive the highest volumes of remittance inflows (World Bank, 2021a). In more relative terms,
World Bank estimates indicate that remittances represented over 30% of GDP for Tonga, South Sudan,
Lebanon, Gambia,Somalia and the Kyrgyz Republicin 2021, and over 20 % of GDP for Tajikistan, Honduras,
El Salvador, Nepal, Jamaica, Lesothoand Samoa.

A significant share of previous research on international remittances and their - potential - impact on
development focuses on Latin American recipients, especially Mexico, followed by studies on specific Asian
(Philippines, Indonesia, Nepal) and African (Nigeria, Uganda) countries.Due to the large number of relevant
corridors and countries involved as well as differences among them, the following analysis will refer to
specific corridors or groups of corridors when relevant, so as to match pre-existing knowledge on
international remittancestothe corresponding context(s). To this end, analyses focusing on African or Latin
American recipient countries will be favoured, albeit not exclusively, due to their strategic relevance for
the EU, in the case of Africa, and the high concentration of available literature in the area, in the case of
Latin America.
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Furthermore, the following sub-sections will outline the main characteristics of the EU/France/Spain -
Morocco corridor, soas to observe how different debates on the topictranslate into a specific context. This
corridor is pertinentfor fourreasons. Firstly, the remittances Moroccoreceives from the EU represent more
than 70 % of the total received (USD 7.4 billion in 2020) (IFAD and DMA Global, 2021). Secondly, the EU’s
involvement makes it a case worth exploring with a view to extracting conclusions that are relevant and
applicable to the EU as a remitter. Thirdly, the unanticipated increase in remittance flows to Morocco
during the COVID-19 pandemic, due in part to the forced formalisation of remittance sending (namely
through its digitalisation), has recently increased the analytical attention directed towards remittancesin
this country. Lastly,the recent inclusion of Morocco into the European Commission’s main programmefor
remittances (PRIME Africa, detailed below) is likely to make it animportant case for observing the impact
and evolution of this initiative in the coming years.

Box 1

Remittances between the EU/France/Spain and Morocco

Morocco received USD 7.4 billion in remittances in 2020, which accounted for 6.5 % of its
GDP (World Bank, 2021b) and positionedit as thesecond largest remittance-recipientin the
Arab region (Kasraoui, 2021). Over 70 % of these remittances came from EU countries,
mainly France, Spain and Italy, although it also receives remittances from Belgium, Germany
and the Netherlands (IFAD and DMA Global, 2021; Kalantaryan and McMahon, 2021).

Moroccan external flows are highly reliant on international remittancesfrom France, which
provided 36 % of Morocco’s international remittances in 2019 (IFAD and DMA Global, 2021).
Interestingly, in the same year, it received the same share of remittances from Spain and
Italy (9 % from each), in spite of there being significantly more Moroccan migrantsin Spain
(IFAD and DMA Global, 2021). This could be explained by the high levels of informality in
remittance flows from Spain due to geographical proximity, which makes it easier to
transport remittances in periodic trips back to Morocco. Intra-African remittances also
represent animportantsource of international flows to Morocco (World Bank, 2021a).

22 How are remittances transferred?

Understanding how remittances travel from sender to recipient - and why - can contribute to a more
complete view on this phenomenon. Migrant senders’ choice of remittance channel willinevitably depend
on options available, accessible and affordable to them, their awareness regarding those options and the
extent to which they trust them.

Formal transfer methods are those based on a contract, regulated and registered, which thus will be
reflected on balances of payments; whereas informal channels are unregulated and unrecorded. The most
common formal channels used to be limited to banks, financial institutions, money transfer operators such
as MoneyGram or WesternUnion, and post offices (Freund and Spatafora, 2005). In recent years, different
Fintech options have also become available and more widely used, opening up new options such as the
use of cryptocurrencyand easier mobile transfers (Bersch etal., 2021; Kpodar et al., 2021).

By contrast, informal channels include physical personal travel as well as remittance being sent through
networks of trusted third persons — businesspeople, postal services or informal transfer services (called
Hawala in the Middle East and North Africa and Hundi in India) (Freund and Spatafora, 2005; Rahman and
Yeoh, 2008; Bersch etal., 2021).

Different estimates on the share of international remittances that are transferred informally range from
35 %in certain corridorsto 90 % in others, although manyalsoreferto a roughly even distribution between
formal and informal transfers (Freund and Spatafora, 2005; Khan and Merritt, 2020). However, continued
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efforts to reduce the costs associated with formal transfers have resulted in a gradual shift back towards
formalchannels in recent years, thus partially explaining the constantupward trend in remittance volumes
(Berschetal., 2021; Gelb et al., 2021). In particular, this seems to have been the case for Latin American and
Asian remitters, but less so for those in Africa (Freund and Spatafora, 2008). More recently, this trend has
been accelerated by the COVID-19 pandemicwith its associated movement and travel restrictions, which
resulted in a forced formalisation — and digitalisation — of many remittance transfers (Ratha et al., 2021;
Dinarteet al., 2021).

In any case, various characteristics of formal and informal channels make them preferable and/or more
accessible to migrants who wish to remit. While formal channels provide a more secure and transparent
platform for remittance sending, migrants often turn to informal channels for a number of different
reasons: a lack of access to bank accounts; the absence of suitable banking services; the low value of
remittances they sometimes send; lower costs; the higher speed of transfer; and the ability of informal
services to deliver in more remote areas (Ahmed et al., 2021; Orozco, 2003; Freund and Spatafora, 2005; De
Bruyn, 2017).

Informal transfer methodsare oftenthe preferred or possibly the only available option formany remittance
senders, who trade off the security of theirtransfersand rely solely on intermediaries’ goodwillin exchange
for cheaper and more familiar methods (Moré Martinez et al., 2009). This use of informal channels not only
hinders countries’ ability tomeasure the true volume of remittances, but also theirability to leverage these
transfers topromote financial development and ensurethat theyare not used for money laundering or the
financing ofillicit activity (Nyamongoetal., 2012).

In this context, the emergence of Fintech options brings with it the potential for tackling a number of the
most prominent disadvantages connected with formal transfer methods: costs are reduced; competition
can be improved; physical movement is not required and those without bank accounts but with mobile
phones can access this transfer method (Ratha et al., 2020a; Bersch et al., 2021) without having to
compromise the safety of their transfers (Rilhmann et al., 2020). Nonetheless, this is not yet a widespread
choice for remittersdue to certain limitations, including the lack of internet access and inadequate finandial
literacy (Bersch et al., 2021). In the case of cryptocurrency, another barrier is the lack of encashment
locations in remote areasto convertcryptocurrencyinto cash (Rihmann et al., 2020).

Overall, if formal transfer methods are to be promoted to ensure safer and better requlated transactions,
the determinants behind migrants’ channel choices need to be considered. Previous research points
towards some of the main factors that influence remitters’ decisions across corridors in this regard, such
as:the costs; the speed of transactions; the volatility of exchange rates; the levels of financial development
in their origin countries; the amounts they are transferring; access to bank accounts and general
convenience (Freund and Spatafora, 2008; Freund and Spatafora, 2005; Ahmed et al., 2021; Siegel and
Licke, 2013; Cervantes Gonzalez, 2018; De Vasconcelos et al., 2015).
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Box 2
Transfer methods to Morocco

The volume of Moroccan inward remittance flows tracked duringthe pandemic has defied
all original expectations. Far from declining, international remittances from Europe have
instead increased (Michbal, 2021; World Bank 2021a; Trincado, 2021; Kasraoui, 2021).
Analyses of this situation consistently point towards one primary explanation: the forced
formalisation and digitalisation of remittance transfersresultingfrom movement and travel
restrictions, especially in the case of remittances from Spain (Michbal, 2021; Trincado, 2021).
Migrants’ inability to transfer remittances back to Morocco physically has probably
facilitated the identification of remittance flows that were going undetected prior to the
pandemic.

Recent efforts to understand the transfer behaviour of Moroccanremitters have found that
most (up to 97 %) relied on cash-based services before the pandemic (World Bank, 2021b).
This was due to their being deemed convenient, fast and reliable, coupled with
unawareness of other available financial services (World Bank, 2021b). The transfer of
money throughmobile phones is still far from beingwidely used in Morocco, either because
Moroccan remitters tendto favour transfer services with which they are already familiar or
because there are much fewer mobile phones services offering the option to transfer
international remittances than traditional operators (IFAD and DMA Global, 2021).

It remains to be seen whether and if so to what extent the forced shift towards digital
transfer channels will be maintained in future.

23 Who remits and why?

Another important aspect in understanding the phenomenon of remittances, especially with a view to
implementing well-targeted development-oriented initiatives, is knowing who is sending these
international remittances and why. The profiles of remittance senders vary across: place of origin;
destination country; reasons for migrating; reasons for remitting; demographic and financial
characteristics; as well as individual traits (Carling, 2008; Hagen-Zanker and Siegel, 2007). Hence, in
attempting to gain a fullunderstanding of the processes, all these factors must be taken intoaccount.

Animportant part of the literatureon international remittance senders’ profiles thus looks into the reasons
for remitting. The range of motivesidentified so far include: altruism (to coverfamily needs); exchange (to
repay loans or cover specific services); personal insurance (to provide savings to guard against potential
shocks); as wellas investmentandinheritance (Lépez Cordova and Olmedo, 2006; Rapoportand Docquier,
2006). These are not mutually exclusive and hence decisions to remit are usually derived from a
combination of such motives (Ruizand Vargas-Silva, 2009)°.

However, regardless of the reasons for remittances, they inevitably link to the original motivations to
migrate. Migration decisions determine not only the profiles of remittance senders, but also the amount
and frequency of their transfers. For instance, those who migrate only temporarily or circularly tend to
remit a higher share of theirincome thanthose who move indefinitely,as remittances arethen notviewed
asatransitoryresource (Canales, 2008). Another example, illustrated by Osili (2007) for the case of Nigeria,
is the predominance of altruism amongst migrants coming fromhouseholds with low assets; it is likely that

3 |t should be noted that, while the academic literature on the reasons for remitting is vast, the list included here summarises the
main agreed upon and most commonly referred to motives for remitting. For a more granulated analysis on the reasons to remit,

see Stark (2009).
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such migrants from poorer households migrated to search for additional sources of income in the first
place, which in turn determinestheir reasonsfor remitting.

A number of analyses break down remittance senders’ profiles into demographic characteristics, the
exploration of which can help further in building an understanding of migration and remitting decisions.
We will present here our key findings concerning the distribution of remitters across age, gender,
education, length of stay and intentto return, as well as theirincome levels and occupations.

Studies focusing on the different contexts of Mexico, Latin America, Tonga and Samoa as recipients
consistently find an inverted U relationship betweenthe age of migrantsand likelihood of their remitting.
It seems that this probability increases with age until a turning pointis reached (usually around 45-49 years
of age), when this probability begins its descent (Cervantes Gonzalez, 2018; Grande, 2011; Brown and
Poirine, 2005). This could be because migrants in the 45-49 age group are often likelier to have more
dependants and to have migratedrecently precisely to be able to support them (Grande, 2011). However,
in a different context, younger migrants from Hungary were found to be the main remitters, as their aim
was to support their parentsand/orelderly relatives (Kajdi, 2018). Conversely, multiple studies set in very
different geographical and cultural contexts — such as the Dominican Republic, Mexico, El Salvador and
Thailand - consistently conclude that women tend to remit a larger share of theirincome and with more
frequency (Porst and Sakdapolrak, 2020; De la Briere et al., 2002; Cervantes Gonzalez, 2021; Abrego, 2009,
Osaki, 1999). Explanations often pertain toculturally inspired (family) expectations (Porst and Sakdapolrak,
2020).

In terms of education levels, migrants with a higher level of education - mostly tertiary — have repeatedly
demonstrated that they remit less than those with a basic level of education. This has been observed for
migrants from Tonga, Samoa, Mexico and South Africa, as well as more generally across African migrants
in Canada and Latin American migrants in Spain (Brown and Poirine, 2005; Amuedo-Dorantes, 2006;
Ramirez Garcia, 2010; Makina, 2012; Loxley et al., 2015; Grande, 2011). Once again, it could be argued that
those with a higher level of education did not migrate mainly to send remittances home, as their family
needs might be smaller than that of those who could not afford higher education. However, this
assumption would have to be contrasted against the remitter’s other characteristics — such as the length
of stay in the destination country or whether they obtained their tertiary education before or after
migrating —in order to be confirmed.

The length of migrants’stays in their destination countries and whether or not they intend to return also
influence their remitting behaviour. Some studies find that migrants remit more the longer they stay in
their destination countries, asin the cases of migrantsfromEgypt, Tonga and Samoa(Adams, 1991; Brown
and Poirine, 2005), whereas others find that Mexican migrants remit more when they migrate only
temporarily/circularly (mostly to the USA) or when they have been abroad only for five years or less
(Canales, 2008; Cervantes Gonzalez, 2018). Latin American migrantsin Spain tend toremit more the longer
they stay in Spain, but then begin to reduce their remittances once they have been there for ten years or
more (Grande, 2011). This inverted U shape pattern of remittances sent over time, also observed in other
cases (Suro, 2003), is explained by migrants’ integration within the destination countries, their possible
preference for investing/acquiring properties there andthe fact that, over time, they mighthavebeen able
to bring their families with them and thus have fewer dependantsback home (Grande, 2011; Canales, 2008;
Kurien, 2008). These cases reveal a lower or even non-existent intent to return to their countries of origin.
Conversely, remittances are higherwhen migrantsintend to return home,as they are seenas investments
in their not-so-distantfuture(Brownand Poirine, 2005).

Asregards income levels and occupations, migrants’ household income have been found to be inversely
related to their sending of remittancesin analyses focusing on Latin Americanas wellas Nigerian migrants
in the USA (Suro, 2003; Osili, 2007). That is, migrants coming from poorer households are more likely to
remit, which is possibly explained by the reason why they decided to migrate in the first place, although
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additional research matching senders with recipients would be needed to corroborate this. Lastly, the
occupation of remitting migrants varies greatly across different contexts. For example, while Ugandan
migrants to the United Arab Emirates are often temporary workers (Nova, 2020), migrants in the EU, as
mentioned above, often work in essential services, such as agricultural or care work, which continued
during lockdown (Fasaniand Mazza, 2020).

Box 3

Moroccan remitters

Bouoiyour and Miftah (2015) found that altruistic reasons form one of the main drivers
behind Moroccans’ decisionsto migrate, while De Haas (2006) points towards the attempts
to overcome localeconomic obstacles and developmental constraints whilst Kusunose and
Rignall (2018) mention job opportunities. Moroccan international migrants are mostly male
(over 70 %) and over half of them are eitherin France or Spain (Bouoiyourand Miftah, 2015).
The reasons for migrating are different for men and women; while the large majority of
Moroccan male migrants are motivated by economic reasons, women are more likely to
migrate in order to join theirhusbandsin the destination countries. Education levels do not
seem to have a significant effect on the migration decision or the profile of migrants
(Bouoiyourand Miftah, 2015).

Bouoiyour and Miftah (2015) also observed that, once abroad, two-thirds of Moroccan
international migrants send remittances back home. Men are the main remitters, possibly
explained by the different reasons for men and women migrating, as highlighted above.
Other features that seem to affect the likelihood of remitting are young age and
employment status. Thosethat are employed are more likely to remit, whereas the level of
education of migrants does not affect their propensity to remit. The majority of Moroccan
remitters send money home quite regularly (aboutonce a month).

24 Who receives remittances and how are they used?

At the other end of various remittance corridors are the recipients, usually family members or other
members of the originators’ home community. Once again, they respond to a wide range of different
demographic characteristics alongwith personal traits and priorities that make their profiling possible only
on a general level, always accounting for geographical and other peculiarities. One of the main debates
concerning international remittances concentrates on whether or not they can indeed foster sustainable
development (explored below),a debatewhich in turn derivesfromthe question of whetherrecipients use
remittances for productive investment or immediate consumption of goods and services. Accordingly,
following an outline of remittance recipients’ key characteristics, their use of remittances will now be
analysed.

Research on the profile of remittance receivers in Latin America tries to compare recipient with non-
recipient households or individuals in terms of income distribution, gender, education level and other
demographic indicators, such as rural/urban dispersal or whether or not they have bank accounts.
Fajnzylber and Lépez (2007) found that while in some countries recipient households are mostly
concentrated in the upper income quintiles (Peru, Nicaragua), in others they often belong to the lower
quintiles (Ecuador, El Salvador, Guatemala, Mexico, Paraguay). Elsewhere, their distribution across the
income spectrum does not necessarily follow a clear pattern (Bolivia, Haiti, Honduras, Dominican Republic).
More recent research, though, finds that the income distribution of households in Mexico shows no
significant differences when separating recipient and non-recipient households, whereas in other
countries such as Ecuador most recipients are lower down the economic ladder (Cervantes Gonzdlez
2018).
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One of thefew consistent findings is that most remittance recipientsin the region are women (Cervantes
Gonzalez, 2018; Cervantes Gonzalez, 2021; Inter-American Dialogue, 2007; Suro, 2003). Most recipients in
Central America have lower levels of education (primary or less), while in Ecuador recipients are rather
evenly distributed across educational levels. In Mexico they are slightly more concentrated among the
higher educated (post-secondary) (Suro, 2003; Cervantes Gonzalez, 2018). Other research has found that
around half of recipient households in most Latin American countries live in rural areas (Inter-American
Dialogue, 2007) and that, in some countries such as Ecuador or Colombia, most have bank accounts.
However, this is not the case in Mexico, for instance (Inter-American Dialogue, 2007; Suro, 2003). The
absence of a clear pattern emerging for the whole region in general terms suggests that yet more
information is needed to gain a fullunderstanding of the phenomenon.

In the case of North African countries, datafrom the ArabBarometer shows thatremittance recipients are
mostly aged over 35 in Algeria, Egypt and Tunisia, whereas in Morocco around half are under this age
(Kalantaryan and McMahon, 2021). In economic terms, most Algerian and Moroccan recipients have
sufficiently high levels ofincome (once remittances are factored in) to cover their costs, whereas in Egypt
this is not the case. In Tunisia many recipients’ level of income of is low enough that recipients face
economic hardship even with remittances (Kalantaryan and McMahon, 2021). Lastly, remittance recipients
are often morelikely tobe unemployed orinactive than non-recipients, albeit only toa slight extent. Hence,
the possibility that this motivated migration andremitting in the first place should be investigated.

Despite that, remittance income tendsto representa significant share of household income across regions.
Forinstance, it is estimated that remittancesto non-EU Eastern European countries fromthe rest of Europe
- often destined for reliant agricultural rural households — make up 50 % or more of household income (De
Vasconcelos et al., 2015). This figure exceeds 70 % for recipient households in the Sub-Saharan African
context of Uganda (Nova, 2020).

Findings are scarceregarding theuse of remittances for consumption, human orphysical capital as wellas
investment and savings (Adams, 2011). One of the few consensuses on this topic is that remittances are
often used as countercyclicalinsurance to diversify incomesources andsmoothconsumption in the event
of natural (disaster, health) or economicshocks, including COVID-19 (Ponce etal., 2011; Azam and Gubert,
2006; Yang, 2008; Yand and Choi, 2007; Ratha and Shaw, 2006; Ratha, 2006; Shimizutaniand Yamada, 2021;
De Haas, 2007). Beyond that, estimates indicate that on average around 75% of remittances cover
immediate needs, leaving 25 % available for other purposes (De Vasconcelosetal., 2017).

Indeed, evidence of remittance usefor investing in human orphysical capital - education, health, housing,
living conditions - either by recipient members of households or migrants uponreturn has been foundin
different contexts. Mexican, Guatemalan and Nigerian migration to the USA has been connected with a
higher likelihood of home ownership and housing investment (Parrado, 2004; Adams, 2005; Osili, 2004;
Adams and Cuecuecha, 2010a; Acosta, Faknzylberand Lépez, 2008; Rubenstain, 1992) and the same is true
of Egyptian migrantsupon return(Adams, 1991). For instance, evidence of remittancesresulting in higher
spending on education and schooling comesfrom the Philippines (Yang, 2008).

Similarly, reduced credit constraints and increased capital availability that derive from remittances can
facilitate entrepreneurship and saving, given a favourable economic climate (Ratha, 2006; Lépez Cordova
and Olmedo, 2006). The impact of remittances on business ownership in Mexico has been observed over
time (Taylor, 1992; Massey and Parrado, 1998). The inability of most methodological approachesto account
for effects thatarelaggedin time or for other biases (such as selection and omitted variable bias) should
be bornein mind, as it might explain sometimes opposingresults (Adams, 2011). Forinstance, these factors
- coupled with context-specific considerations— might explain why remittances were found not to impact
business ownership positively in the Dominican Republic (Amuedo-Dorantesand Pozo, 2006), but they did
increase savings and investment in Nigeria and Europe(Osili, 2007; De Vasconcelos et al., 2015).
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A more holistic view of this phenomenonmight help construct a narrative to explain the fragmented and
even contradictoryfindings presented here.Remittancesare used forconsumption when those needsare
not already covered, as food and clothing needs come before investment; moreover, any lack of basic
needs is likely to have fuelled migration initially. Whenever possible, households do seem to invest in
human and physical capital, as the above examples show. However, this should also be understood in
connection with supply — whether the option to invest in housing exists and is an attractive one, for
instance —and individual priorities that might result in a higher or lower investment in education. Finally,
mixed evidence concerning entrepreneurial activity and business investment could also be partly
explained by the policy environment and investment conditions: favourable local policies along with
investment opportunities and regulations support entrepreneurial activity, while unfavourable policies
hinder entrepreneurship. Individual traits - such as the willingness and necessary specialist knowledge to
startabusiness —also make a difference.

Accordingly, a number of authors insist that the focus should be placed on building sound social protection
systems andfavouring investing conditions if productive use of remittances is to be incentivised (De Haas,
2007; De Vasconcelos et al., 2017; Lubambu, 2014; Mashayekhi, 2013). In essence, remittances are often
used for protectionagainst shocks, bothbecause households use the remittances tosavemoneyas a form
of ‘personalinsurance’,and because sendersremitmorewhen needs are greater, as in the eventof a crisis.
These shocks can be external — economic crisis and income loss — or lifestyle related - unemployment or
health issues. This is therefore an appropriate place to begin if the goal is for remittances to be available
for other uses. Nevertheless, this goal is also widely debated, as it could be argued that spending on
nutrition, health, education and consumption smoothing in times of crisis is in itself a productive use of
remittances from a development and Sustainable Development Goals (SDG) perspective. This will be
further exploredin the following section.

Box 4

Use of remittances and remittance recipients in Morocco

In the same comprehensive study mentioned above, Bouoiyourand Miftah (2015) find that
Moroccan households receiving remittances tend to spend more than those that do not.
This is the case for food and health expenditure, but the most prominent difference is found
in education expenditure. However, they found no significant differences between
recipient and non-recipient households in terms of educational levels and interestingly
non-recipient households evenseemed slightly morelikely to own land.

On the other hand, De Haas (2006) concludes that international migrant households in
Morocco tend to invest more generally, but particularly in housing. In any case, the policy,
investment and information environments are all worth considering when analysing this
situation.

In terms of the recipients’ profiles, according to data collected by the Arab Barometer and
analysed by Kalantaryanand McMahon (2021), Moroccan recipients are, on average, young
(over 50 % of recipients are aged 18 to 35), economically inactive orunemployed, non-poor
and able to save money. These last features indicate that remittances received by
Moroccans might be acting as a potential replacement for salaries.
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25 Remittances and sustainable development

Our analysis of how remittances are used, outlined above, prompts the question of their impact on
sustainable development at local, regional and national levels. In this regard, there seems to be more
agreement on remittances’ ability to impact development favourably in recipient contexts than on the
specific shape of that impact. During the 1990s and 2000s, significant international research effortsaimed
at measuring the impact of remittanceson traditional developmentindicators, namely poverty headcount,
poverty severity, inequality and health as well as education outcomes. These efforts faced numerous
methodological challenges due to the number and complexity of factors affecting this phenomenon
(Adams, 2011; De Bruyn, 2017)%. These challenges oftenmade it difficult to ascertain a particular theory of
change and were overcome by different studies with varying levels of success.

Remittances have been shown to reduce poverty by raising income percapita, improvingliving standards,
having a multiplier effect and contributing to macroeconomic conditions such as growth, greater FDland
debt sustainability (Nova, 2020; De Haas, 2017; Ratha, 2006; Azam et al., 2016; Ncube and Brixiova, 2013;
Janetsky, 2022). Indeed, poverty reduction following international remittances has been observed
repeatedly across Latin American and Sub-Saharan African countries, as well as elsewhere such as Nepal,
the Philippines and Bangladesh>. Adams and Page’s (2005) finding that, on average, a 10 % increase in
remittances per capita resulted in a 3.5 % decrease in poverty ratios across more than 70 developing
countries is still one of the most referenced conclusions in this regard. Yet, this impact is consistently
modest and a numberof factors condition itsreach.These include: migration selection (only certain people
migrate because migrating requires certain economicand knowledge resources that are notaffordable to
all); time and location; political and social considerations; income distribution prior to migration; level of
local (financial) development; and importantly policy environment (that is, the set of local policies and
infrastructure in recipient countries/communities thatmay or may not facilitate the use of remittances for
so-called productive investment, for instance) (De Haas, 2007; Ratha and Shaw, 2006; Taylor, 1999; Ajayi et
al., 2009).

Inequality, by contrast, hasincreased with international remittances inter aliain Ecuador, Nicaragua, Egypt,
Philippines and Indonesia (Olivié et al., 2008; Barham and Boucher, 1998; Adams, 1991; Rodriguez, 1998;
Adams and Cuecuecha, 2010b). However, several studies argue that remittances initially foster inequality
when only those with higher income can afford to migrate, but then inequality is reduced as migration
costs decrease (Lopez-Cordova and Olmedo, 2006; Koechlin and Leén, 2006; McKenzie and Rapoport,
2007). In fact, financial development and educationare said to accelerate attainment of this tipping point
(Koechlin and Ledn, 2006). Otherfactors suchas the economic environment, development context, income
distribution prior to migration and migration selection can also influence the impact of international
remittances on inequality (Fajnzylberand Lépez, 2007; Taylor, 1992).

International remittances can have a positive effect on education and health outcomes, stemming from
theincreased investment in education and healthand the knowledge transferthat result fromthe receipt
of remittances, as discussed above®. However, these positive outcomes should be weighed against
household disruptionsthat accompany the absence of family members, which affect children particularly
(Rathaand Shaw, 2006; Hanson and Woodruff, 2003; Acosta, Fajnzylberand Lépez, 2008).

*The most pressing methodological challenges faced by this type of studies are selectivity bias (which can emanate, for instance,
from factors affecting different individual’s distinct ability to migrate in the first place), and endogeneity (mainly potential
problems linked to reverse causality omitted variable biases).

5 See for example: Acosta, Fajnzylber et al., 2007; Acosta, Calderén et al., 2007; Acosta, Fajnzylber etal., 2008; Fajnzylber and Lopez,
2007; Adams and Page, 2005; Lépez Cordova and Olmedo, 2006; Lokshin et al., 2010; Adams, 2006; Taylor et al., 2005;Yang and
Martinez, 2006; Kumar, 2019; Ebadi etal., 2020; Nova, 2020; Williams, 2017.

5 See for example: Ratha and Shaw, 2006; Rubenstein 1992; Acosta, Fajnzylber and Lopez, 2008; Adams, 2005; Adams and
Cuecuecha, 20104, Yang, 2008; Ponce et al.,2011; Hildebrandt and McKenzie, 2005; Mashayekhi, 2013; Nepal, 2016.
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Education-related evidence in this regard is mixed. While international remittances do reduce school
dropoutandincrease enrolment aswell as literacy (most studies onthisfocuson Latin American countries),
this is often restricted to certain groups with specificage, gender, parent levels of schooling and location
(Cox and Ureta, 2003; Acosta, Fajnzylber et al., 2007; Hanson and Woodruff, 2003; Acosta, Fajnzylber and
Lépez, 2008; Calero etal., 2008; Lopez-Cordovaand Olmedo, 2006; Lopez-Cordova, 2005). Atthesame time,
research showsthatremittanceshavereduced infant mortality andimproved health knowledge in Mexico
(ibid., Hildebrandt and McKenzie, 2005). They have also improved health expenditure and health
knowledge in Ecuador (Ponce et al., 2011). In Nicaragua and Guatemala, though, advances in children’s
health were mostly concentratedamongthe lower income quintiles (Acosta, Fajnzylberand Lépez, 2008).
In any case, the impact of remittances on health is often indirect, through the improvement of living
conditions (Lépez Cordova and Olmedo, 2006).

Of course, these positive effects ought to be considered in conjunction with some of the negative
development-related aspects associated with international migration and remittances. These include:
psychological, economicand socialindividual costs; the possible reduction of labourforce supplyin origin
countries; the protracted dependency upon international remittance flows; the appreciation of local
currencies; and possible deterioration of remittance-reliant countries’ competitiveness in world markets
(Rathaand Shaw, 2006; Amuedo-Dorantes, 2014).

In light of such fragmentedfindings that rely on multiple contextual conditions, in recent years the debate
has shifted focus towards financialinclusion—increasing individuals’ accessto financial services - as a tool
for leveraging the development potential of remittances. Financialinclusion is seen as a way of developing
the kind of policy environment that is neededfor remittance flows tohave animpact on development that
is maximised, sustainable and inclusive (Adamsetal., 2012; Lubambu, 2014; De Vasconcelos etal., 2015).

Efforts to improve financial inclusion aim to encourage the channelling of remittances through formal
financial services. Despite the potential costs associated implied here (discussed further below),
formalisation servesa number of purposes. For instance, it generates more accurate data on these flows as
well as their uses and impact (IFAD, n. d.; Adams et al., 2012). Furthermore, there seems to be a positive
interaction between the sending and receiving of remittances through formal channels and the financial
development of the recipient communities, as formal remitting is facilitated by and requires stronger local
financial services. This has been shown to be the case in Nigeria, as well as across dozens of other African
countries and othercontexts (Olaniyan, 2019; Karikari et al., 2016; Aggarwal et al., 2006).

The recent focus on creating enabling environments for development through formalisation and greater
financial inclusion assumes that remittances continue to be private funds, for use as remitters see fit. In
that sense, the push for financialinclusion and formalisationis in line with the argument thatremittances
cannot and should notbe expected to replace sound and coherentdevelopmentpolicies (De Vasconcelos
etal., 2017; De Haas, 2007; Mashayekhi, 2013), especially considering that migrationdecisions often result
from a lack or insufficiency of them in thefirst place (De Haas, 2007).

Three main conclusions can be drawn from the above.

1. Firstly, remittances have a positive impact on poverty reduction and other development
indicators contained in the SDGs. However, this complex phenomenon also depends on other
factors, including thereasonsfor migrating, theamount and frequency of remittances sent, income
levels, and other sociological aspects such as how the family decides to use the money. (The
relevance that a household assigns to education will affect their likelihood of using the money
received toinvest in greater schooling,for instance.)

2. Secondly, remittances alone are not enough to create sustainable and inclusive development.
Efforts to formalise remittances and foster financial inclusion may contribute to development, but
development policies and programmes remain essential both toleverage the potential development
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impact of those remittances (through the reduction of costs or the incentivisation of investment, for
instance) and, importantly, to address the root causes of migration.

Thirdly, our understanding on this subject is limited because good, comprehensive datais difficult
to obtain. This is due to the high levels of informality in remittance transfers and the phenomenon’s

complexnature, including the fact that its true impact is often observable only over time.

Box 5

Remittances and development in Morocco

The ability of international remittances in contributing to theraising of living standards in
Morocco and fostering its economic development has been highlighted (De Haas, 2006;
Lochery, 2008). What is more, by combining quantitative and qualitative analysis, Kusunose
and Rignall (2018) observe that migrant-sending households are more likely to invest in
secondary and vocational education as well as business ownership. This impact is spread
across theincome spectrum, thus contributing to equalising the Moroccaneconomy.

Moreover, international remittances have the potential to influence the political, cultural
and social spheres in Morocco through the transfer of ideas and social capital (Sorensen,
2004). In any case, the consensus seems to be that structural conditions still need to be
addressed in order to construct an enabling environment to maximise their sustainable
development potential.
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3 Policy responsesfor strengthening the remittances-
development nexus

Remittances are seen by the international community as part of the funds, social processesand tools that
have (or can have) development potential. As a result, this topic has also been part of the development
cooperation agenda for some yearsnow. At global level, the SDGs include a specific target on remittances.
Goal 10 (‘Reduce inequality within and among countries’) includes a specific target (10c) to reduce of
migrant remittance transaction coststo less than 3 % and eliminate remittance corridors with costs higher
than 5% by 2030. To these goals, the Addis Ababa Action Agenda - the agenda for global development
finance — adds the need to support national authorities in addressing other obstacles to remittances
(withdrawal of services from banks, limited access to transfer services), so as to: increase coordination
among financial regulators in removing constraints on non-bank remittance services; promote
competition and transparency in this market; exploit new technologies; promote financial literacy and
inclusion; and improve data collection (United Nations,2015). More recently, the Global Compactfor Safe,
Orderly and Regular Migration - the first inter-governmentally negotiated agreement aiming to cover all
dimensions of international migration — has included remittances among its 23 objectives. Objective 20
aims at promoting faster, safer and cheapertransfer of remittances and fostering the financial inclusion of
migrants (United Nations, 2018).

At EU level, political commitments on remittances are framed within the wider political domain of
migration and migration control. At the L'Aquila Summit in 2009, it was agreed that transparency and
competition would be enhanced in the remittance transfer market with resultant costreduction. Similarly,
the Valletta Summit Action Plan lists a series of measures not only for promoting cheaper, safer, legally-
compliant and faster transfers of remittances, but also for facilitating their use in productive domestic
investments (e.g. country programmesfor maximisingthe impact of remittances in rural areas, promoting
financial education, reducing transfers’ costs), as well as operationalising the African Institute on
Remittances (AIR) to serve as focal point for all stakeholders in African remittances (European Council,
2015).

In short, the international and European agenda on remittances and development is targeting two main
sets of goals regarding remittances, which are on the one hand reducing transfer costs (partly through
better information) and on theother, albeit with lower emphasis, setting incentives forthe productive use
of remittances.In this regard, over recent years significant efforts have been made to foster financial
inclusion as a means of contributing toboth the lowering of costsand maximising remittances’ productive
impact. The following sections address the main initiatives in these two fields as well as more recent
developments resultingfrom the COVID-19 pandemic.

3.1 Towards a more productive use of remittances

Development cooperation initiatives targeting the use of remittances generally aim atencouraging people
to save. Such savings can then form the basis of investment for productive purposes, which will in turn
contribute to a country’s development. Probably one of the most emblematic projects of this sort is the
Mexican 3x1, a programme whereby the Mexican Government matched each dollar sent by the diaspora
with three dollars, thus promoting the building of publicinfrastructure (De Bruyn, 2017).

European development cooperation includes similar projects. These share two main features. On the one
hand, they go beyond the mere use of remittances and ratheraim at engaging diasporas in the economic
development of their home countries through business initiatives and, on the other hand, they focus on
African countries and diasporas. The European Commission, the Agence Francaise de Développement
(AFD) and Expertise France have togetherimplemented MEETAfrica, which isaimed at supporting migrants
building businesses in their countries of origin by providing information and financing facilities. This
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programme hasmorerecently led to MEETAfrica 2, with the participation of Expertise France, the German
Cooperation Agency and ANIMA Investment Network, as well as co-funding from the EC and AFD. This
project targetsthediasporas of Cameroon, lvory Coast, Mali, Morocco, Senegal and Tunisia, aiming to foster
the creation of economicand employment activities in Africa. In a similar vein, the EU Trust Fund PASPED
(Programme de contraste a la migration illégale a travers I'appui au Secteur Privé et a la création d’emplois au
Sénégal) implemented by the Italian Cassa Depositi e Prestiti (CDP) also seeks economic engagement by
the diaspora via micro enterprises. PAISD (Programme d'Appui aux Initiatives de Solidarité pour le
Développement), with the participation of French cooperation and the EC, shares very similar goals,
targeting the Senegalese diaspora in Belgium, France, Italy and Spain. German cooperation has launched
anonline platform (WIDU) to promote diasporasaving which supports entrepreneurial projects in African
countries’.

Box 6
EC, France and Spain promoting the use of Moroccan remittances for development uses

MEETAfrica 2: a scheme targeting Morocco and other African countries, with EC and AFD
funding, as well as participation from inter alia Expertise France.

DIASDEV: a joint initiative of the French Development Agency together with the Moroccan,
Tunisian, Senegalese, French agencies as well as Italian CDP whose objectives are to facilitate
and secure the financial flows of the diaspora (remittances, savings and investments), settled
in Europe or in the African continent. This project also aims at fostering local development
through the productive useof these financial flows.

There are no recorded projects featuring Spanish cooperation.

Another way touseremittances foreconomically productive ends is by means of taxation. Thisway, a share
of migrants’income can be used for fiscal expenses in migrants’ home countries. However, as described by
De Bruyn (2017), there is consensus among officials, academics and civil society organisations that sucha
measure should be avoided, given that it may imply double taxation (wages are already taxed in the host
country) and divert formal remittances to informal (sometimes not so secure) channels. Indeed, this same
author explores the possibility that remittances could be taxdeductible.

Another way thatstates could harness migrant’s contributionsis through ‘diaspora bonds’.These are debt
instruments issued by a state, a sub-sovereign entity or private corporation (Kektarand Ratha (2007) cited
in De Bruyn, 2017).

It could be argued that the prevailing approach to remittances and development (both in official
documents and approaches adopted by several interviewees) depends on a view of economic
development thatis deeply rooted in mid-century, Neoclassical economic thinking: development must be
achieved through investment; investment needs to be funded; funds must come from savings; and
migrants have opportunities to provide such savings. However, as documentedin the previous section of
this study, a large share of remittances is likely tobe used for consumption;in many cases, thereis no‘extra’
money but ratherthe replacement of wages previously earned in home countries. From a more Keynesian
approach, consumption can indeed trigger development, since it can, for instance, be achieved by
spending on health, nutrition or education, all of which strengthen human capital in the Global South.

A second, separate argument against programmes attempting to channel remittances into investments
(such as those described above) concerns the underlying assumptions about migrants’ financial choices.
By expecting migrants to investin their home countries—where savings and investment ratesare at very

7 Other similar projects have been or are being implemented by the Danish, French, German, Italian, US and EU cooperation, as
documented by Shayan (2021).
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low levels — these programmes are in essence asking migrants to fund initiatives that have not attracted
other investors, who have instead chosen either to outsource their savings or consume their earnings. In
this sense, these projects assume that migrants, or at least many of them, are entrepreneurs, in that they
would be willing to build businesses, instead of securing jobs as employees in host countries (which is
probably the casein general terms).

32 Reducing the cost of transferring remittances

3.2.1 Recent evolution of transfer costs

As detailed in Section 2 of this report, there are many transfer modalities, each with pros and cons.
Sometimes there is a trade-off between access and cost, a fact that explains why transfer channels with
very different costs can co-exist in one single corridor. Given that both reducing transfers’ transaction costs
and improving their tracking have become major goals for donors regarding remittances, a number of
platforms now gather complete and updatedinformation on costs.At global level, we should mention the
World Bank website on remittances, which includes a section on the cost of sending remittancesthrough
different channels (covering differenttypes of operators) for most corridors.

Focusing on the cost of sending remittances from the EU to Africa (which is the most important extra-
regional destination for European remittances),the most up-to-date information is provided by Isaacs and
Watson (2021). As shown in Figure 1, costs vary according to the channel, from slightly more than 2%
through mobile money to over 7 % when transferring cash. Thatis, although somemethods aim at meeting
the SDGobjective by keeping sending costs below 3 %, many channels extensively used by migrants carry
costs above 5% and hence should be addressed by 2030.

Figure 1. Average total percentage cost of sending USD 200 from EU to African Union countries
using different sending methods
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Sources: Isaacs and Watson (2021).

The reasons why transfer costs are still high in some modalities have been well documented in previous
studies (De Bruyn, 2017; Isaacsand Watson, 2021; Kalantaryan and MacMahon, 2021) andaddressed during
theinterviews for this study. These are: (i) a lack of transparency and information on the differentmethods
(despite efforts invested by donors), which means that that migrants do not always have perfect
information on allalternative channels and their cost; (ii) a shortage of competition in the market (due to
the regulatory burden and existence of monopolies) that may open the door to monopolistic and
oligopolistic behaviours on prices; (iii) the low level of financial inclusion, since some migrants and many
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recipients of remittances have limited access to financial services; and (iv) low levels of digitalisation in
remittances’ flows.

However, Figure 1 also shows thattransfer costs in all modalities have beendecreasing at leastsince 2015,
something thatto some extent can be explained by progress made in regardto the challenges mentioned
earlier. Theseinclude: (i) increased competition (partly due to the EU’s Revised Payment Service Directive
that deepened the single market of payments by levelling the playing field with respect to payments by
mobile phones or IT devices, an increase in the number of operators, the use of aggregators); (i) regulatory
reforms in African countries that facilitate mobile money international transfers; (iii) improved
infrastructure (of physical mobile networks, for instance); (iv) increasing mobile penetration and digital
financialinclusion; (v) donorcountries’ initiatives for decreasing sending costs; and (vi) forced digitalisation
of non-digitalformal transfersin the context of the COVID-19 pandemic (Isaacsand Watson, 2021; Opening
of the AU-EU webinar, 2021).

Box 7
Transfer costs in the Spain-Morocco and France-Morocco corridors

Figure 2. Cost of transferring remittances to Morocco The cost of sending remittances is
from different origins includes transfers fees and, when
currency exchanges are involved,
foreign-exchange (FX) costs.
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sent).
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The lowest average fee was that of
-------------------------------------- Spain-Morocco (2.4%). Adding the
average FX costs of 2.2 %, the total
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To the extent that some remittances
to Morocco from Spain and France
were transferred physically (with no
transfer fees), lockdowns and travel
restrictions may have increased this
transfer cost, depending on the
channelused during the pandemic.
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322 Initiatives for reducing transfer costs

As mentioned above, international commitments on remittances and development focus strongly on
lowering transfer costs, maybe partly because this is regarded as the ‘low hanging fruit’ in the complex
domain of remittances and development, since intervening in the personal decisions on how remittances
are used is a much more complex issue, economically, politically and socially. Moreover, fora number of
officials interviewed, this comesas the natural priority when compared with settingincentives fordirecting
the use of remittances oncethey havearrived in the migrants’ countries of origin; lowering costs is often
viewed as a necessary preparatory step for maximising the productive impact of remittances thereafter.
Logically, if costs are lower this will lead not only to higher flows of remittances, but also more accurate
accompanying data (as the use of formaland thus registered transfermethods will be encouraged). With
increased flows and better information, it will be easier establish appropriate incentives to channel
remittances so theyhave greater impacton sustainable development.

As identified by previous reports, academic literature and respondents, the main obstacles to achieving
this aim are: the lack of transparency ontransfer costs; the shortage of competitionin this financial market;
together with a low level of both financial inclusion and digitalisation of recipients. Hence, it is only natural
that initiatives aimed at facilitating the impact of remittances on development have strongly focused on
thesetargets.

At a global level, in 2014 the G20 Global Partnership for Financial Inclusion (GPFIl) agreed to facilitate
remittance flows via the implementation of National Remittance Plans outlining country-led actions
supporting effective remittance flows and reducing remittance transfer costs (Isaacs and Watson, 2021).
By 2021, 14 countries (including Spain) plus the European Commission had delivered their plans to the
platform.

AtEU level, a key measureaccording to Isaacs and Watson (2021) is the approval of the Revised Payment
Service Directive. This has contributed to levelling, at least partially, the playing field between bank and
non-bank operators in the market of international remittances.

However, most initiatives are naturally framed in the political domain of development cooperation. In
general terms, these are again part of wider migration programmes and are particularly oriented to the
African continent, which is both the main regional recipient of Europeanremittancesand the priority area
for EU development cooperation policy, at least until outbreak of the war in Ukraine.

The ACP-EU Migration Action was implemented between 2015-2019 and included a series of technical
assistance projects on remittances that were mostly oriented towards data collection on sending costs.
Similar projects are being or have been implemented by other donors such as the World Bank (see the
previous section), Germany, Italy and France® as documented by Isaacs and Watson (2021). In a similar
vein, according to EC sources, the AIR mentioned above has primarily focused on data collection and the
provision of information, which dependson the African Union andis aimed at the wide goal of developing
the capacity of all stakeholders to implement concrete strategies for the use of remittances as
developmenttools.

The IFAD, a specialised United Nations agency devoted to rural development, has become a key partner
for the EC in implementing political actions for the remittances-development nexus. This organisation is
responsible for introducing a multi-donor Financing Facility for Remittances (FFR) that is financed by the
EC, Luxembourg, Spain and Sweden, sponsoring over 70 projects in more than 40 countries. One flagship
FFR project is PRIME Africa, a Platform for Remittances, Investments and Migrant Entrepreneurship in
Africa, financed with EUR 15 million for the 2019-2024 period and aimed at improving the management of

8|t should be noted that, in the case of France, a representative of French authorities, interviewed for this study, specified that the
platform is not in use at the moment (since it has not been updated for several years now) but will soon be re-launched.
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remittances andtheir use fordevelopmentoutcomes onthe continent. It is oriented towards seven African
countries, namely Senegal, Gambia, Ghana, Kenya, Uganda, South Africa and Morocco. The latest call for
proposals, published in 2021 and focusing strictly on Morocco, combines a number of measures for:
reduction of transfer costs; financial inclusion; digitalisation; and greater use of formal channels. Moreover,
IFADis also a platform for policy dialogue, regularly hosting the Global Forum on Remittances, Investment
and Development since 2007.

Other development cooperation initiatives implemented by the FFR that were mentioned a number of
times during our interviews are the following:

. The African Postal Financial Services Initiative (EUR 5 million, 2012-2017) facilitated a greater
capillarity of remittance distributors by providing support to postal operators in Benin, Ghana,
Madagascar and Senegal. Allfour countries reduced theirremittance costs through postal operators
to levels below the global average.

o MIGGRA (Maximising the Impact of Global Remittances in Rural Areas) had a total budgetof EUR 54
million for the 2015-2021 period and has for instance helped to create a low-cost remittance mobile
channelalong the Kenya-Uganda corridor.

o Lastly, the EC, theItalian CDP and the Spanish Agencia Espafiola de CooperaciénInternacional para
el Desarrollo are jointly working on InclusiFl, a programme using the European Fundfor Sustainable
Development Guarantee to foster: inclusive and sustainable entrepreneurship via increased
remittance savings; moredigital transfers; and the promotion of regulatory changes in migrants’
home countries.

Recipient countries have also implemented specific actions that can ultimately reduce transfer costs by
increasing marketcompetition (De Bruyn, 2017;Isaacs and Watson, 2021). This has been achieved through
regulatory changes. These are tracked by the GSMA Mobile Money Regulatory Index which shows a
worldwide trend towards regulatory frameworks enabling mobile operators to transfer international
remittances via specific measures in the fields of: authorisations; consumer protection; know-your-
customer requirements; agentnetworks;and transaction limits.

Box 8

EC, France and Spain promoting lower costs of transferring remittances to Morocco

Morocco France

— Participates in PRIME Africa —  Price comparison website

— Greenback is being developed by the — Participatesin DIASDEV
Central Bank of Morocco with the

— Bi-bancarisation: Two Moroccan financial

institutions (Attijariwafa and Banque
Spain Centrale Populaire) are allowed to operate
_  Donorofthe FER in French soil with the diaspora.

support of the World Bank.

— Partici in FORIM
— Has submitted a National Remittance articipates in EORIM

Plan to the GPFI (thatincludes updates — Key stakeholdersin the G20 Roadmap for
for 2022-2023) enhancing cross-border payments
—  Will participate in InclusiFl — Payment Service Providers are legally

required to provide users with complete
information regardingtotal costs
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323 Transfer costs during the COVID-19 pandemic

While the COVID-19 pandemic has had a dramaticimpact on global development generally and led to the
interruption of many development cooperation initiatives (such as those aiming to tailor the use of
remittances tothe specific needs in migrants’ countries of origin), it had a positiveeffect on the remittance-
development nexus to the extent thatit accelerated the downward trend of transfer costs.

This resulted fromthe combined behaviour of migrants, remittance recipients, the industry of cross-border
transfers and specificactivities conducted by the public sector. A recent collaborative report published by
IFAD, the World Bank and the GPFIdocuments allthese initiatives, extractinga series of lessonslearntand
recommendations (De Vasconcelosand Natarajan, 2021).

For instance, during lockdowns, many migrants and remittance recipients needing to send/receive
remittances switchedto formal channels, includingmanydigital options (hence, in a way they were forced
into financial inclusion), the costs of which have generally decreased. Moreover, a number of remittance
service providers (RSPs) that had not already done so, felt obliged to go digital. Similarly, given the
decreased costs, some RSPs were able to eliminate their fees altogether, limiting the cost of sending
remittances to the FX costs.

Public authorities also reacted to the emergency situation, therebyfacilitating an environmentthatwould
keep remittances flowing by transitioning to digital channels. De Vasconcelos and Natarajan (2021)
observe, on the one hand, a changing attitude on the part of regulators who, following the pandemic
outbreak, became more inclined to adopt greater flexibility in financial rules, so as to simplify the
international transfer process (norms that often prioritise the goals of financial security as well as the
prevention of terrorist activities and moneylaundering). On the otherhand, remittances transfers (both by
banks and non-banks) were soon declared an essential activity, not subject to lockdowns, in several
sending and receiving countries (including Spain).

All in all, the understanding of and, importantly, the actions to be taken in promoting the sustainable
developmentimpact of international remittances need to reflect on them as part of a wider process. That
is, it isimportant to takeinto accountvarious steps in the process, factorsdeterminingthe decisions taken
as well as theinvolvement andpriorities of all stakeholders involved. This comprehensive approach would
help provide a morerealistic narrative of this phenomenonand the many differentiatingfeatures it has in
different contexts.

On the one hand, with this holistic vision in mind, efforts are needed primarily to improve the existing
data and knowledge on the volumes and corridors of international remittances (through inter alia a
standardised set of principles guiding their measurement). On the other hand, it is essential to create or
boost an adequate enabling environment for remittances to flow safely and for their positiveimpact to
be ensured and maximised through: the incentivisation of formal transfers; financial and digital inclusion;
context-adequate regulatory frameworks; improved competition; andtrust buildingat the core. Above all,
additional policy actions should address the development issues that are pushing many people to
migrate just to cover their families’ basicneeds.
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4 (Challenges and lessons learnt

Our study reveals thatcreating or strengthening the nexus between remittances and development poses
aseries of challenges. In part these have been addressed by previous studies on thetopicand/or by policy
responses on the part of donors, recipient countries and multilateral organisations, all illustrating
important lessonslearnt for future political action, thatwere discussed duringour interviews.

Such challenges and lessons learnt are many and varied. They can be classified into three main groups: (i
those that refer to remittance flows themselves; (i) those related to the obstacles of further reductionsin
the cost of sending remittances fromthe diasporato relativesin their home countries; and (iii) challenges
posed to public policies related to this particular domain.

4.1 Challenges related to remittance flows
o Therelevance of addressing the remittance-development nexus needs to be contemplated first

As shown in this studyand previous research, remittancesarethe result of individual or household decisions
on personal income that are largely derived from diaspora work in a foreign country. Regardless of the
development side-effects in terms of balance of payments, savings, investment and consumption, any
political action in this domain must takeinto account that this is a privateand mostly individual / household
source of funding. Hence, this is ofa very different nature to that of ODA (publicand collective), external debt
(publicor private and collective) or FDI (private / sometimes publicand collective). Accordingly, these actions
need to be different from thoseimplemented for channelling ODA or directing FDI. Some voices have even
questioned the relevance ofinterveningon these flows altogether, for instance DeBruyn (2017: 30) arguing
that‘it’s their money'.

¢ More knowledgeis needed on remittances so as to address the remittance-development nexus
correctly

Despite the enormousamountof literatureon this topic (as reviewed for this study) and efforts made on the
part of donors and multilateral organisations, there are still important unknowns on the very basic features
of these flows: their total volume; the amounts by corridors (in comparable figures); as well as the main
featuresof sendersand recipients. Although efforts are being made to apply homogeneous methodologies
for capturing data on the exact volume of remittances sent yearly worldwide, there are still important
information gapsthatare relevantfor the designing of public policies.

e Remittances are heterogeneous flows that need heterogeneous political responses

In relation to the above-mentioned challenges, the main features of remittances (who sends money, to
whom, why, how often and through which channels, in what amounts) vary widely from one community and
corridor to another, largely being the result of features from the previous migration process. Hence, any
political response mustavoid a one-size-fits-all approach and be able to respond to the very particular
challenges posed to theremittance-development link in very specific communities as well as economicand
fiscal cycle positionsin both sending and recipient countries.

e Challenges are not the same for all stakeholders

Successfully addressing the challenges posed to the remittances-development nexus requires a deep
understanding of the needsandaspirations of different stakeholders. In most cases, the priorities will be: for
migrants to have their savings transferred cheaply and safely; for recipients to receive them at the lowest
cost; for macro authorities in recipient countries to cultivate a positive balance-of-payments from this source
of external financing; and for donors to seek eventual synergies between development cooperation and
remittances in orderto enhance the remittances-development nexus.
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. Lowering the costs of transferring and receiving remittances is a challenge for both senders
and recipients

One of the main challenges of the remittances-development nexus is the high cost borne by migrants for
sending remittances backhome. This has been extensively addressed by academic literature andis not only
the top item on political agendas (including SDGs) but also the main target of development cooperation
programmes in thisdomain.

According toonekeyinformant whowe interviewed, this might have biased the political focus, leaving aside
otherimportant problems such asthe recipients’ cost of accessing remittances.

. Improving the impact of remittances on development is a major challenge for donors

The broad goalfor donorsis to maximise the development impact of remittances. This can be achieved not
just by helping to lower the cost of transfer and receipt but also by tailoring its use, since some uses might
have a deeperdevelopmental effect than others. Efforts have been madetoincentivise the use of remittances
for productive uses and divert remittances from their extensive use for consumption. However, this goal
might conflict with the natural aim of remittances (particularly when these are replacing previous local
wages), which is to cater for the basic needs of families in home countries. In this sense, the share of
remittances thatcan be devotedto savingsand ultimatelyinvestment mightbe ratherlow.

. Remittances might not have a substantial impact on poverty and inequality

As mentionedabove,thenature of remittancesis extremely context-specific, having resulted from a previous
migration process. Very often,remittersdonotcome fromthe poorest countries nor from the lowest income
quintiles in their home countries, given that migrationis in itself an expensive process. In those cases,
remittance recipients are not necessarily poor and thus remittances might have a negative impact on
inequality andbarely anyimpacton povertyreduction.

4.2 Challenges in lowering the cost of sending remittances

As detailed in section 3, despite thewide variety of challenges, political effortsfocus onlowering the cost of
transferring remittancestocountries of origin. Therefore, thisissue — already mentioned in the previous sub-
section —requires a particularfocus.

This is a main target of the developmentagenda (SDGs, Addis Ababa Action Agenda, Migration Global
Compact, EU objectivesstated in Valletta),as seen in mostof the projects and initiatives detailed in Section 3
of this report. Significant steps have been taken and achieved towards reaching the 2030 goal of redudng
sending costs to below 3 % for remittances transferred, particularly bearing in mind the recent process of
massive formalisation and digitalisation of remittances during the pandemic. According to academic
literatureand as confirmed by ourinterviewees, evenafter decreasing the cost of sending remittances, there
arestillfurtherobstaclesto be confronted:

¢ Informality

Many remittancesare sentthrough informal channels, avoiding standard banking, financial and, often, digital
services. This has led to alack of competition in the formal transfers’ market and consequently the average
cost of sendingremittances, forexample, is at a high level,wellabove thepolitical target.

¢ Financial exclusion

The reasonswhy migrantswould opt forinformal channelsarevaried. For instance, the very limited finandial
inclusion on the part of migrants and recipients, or both, isa widespread feature in the Global South. Finandal
inclusion might lead to lower costs since sending remittances becomes one of many financial services
provided tothe migrant (in additionto a bankaccount ora personal loan) and hence the margin forlowering
commission ratesin thatparticularservice increases.
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o Digital exclusion

Similarly, recipients financially excluded are often also digitally excluded - that is, lack the infrastructure
and/or the capacity toreplacephysical transfers with digital ones. In these cases, formal (and sometimes even
cheaper) sending services are simply not an option.

¢ Inadequate digital and financial regulatory environments

There are a number of reasons behind digital and financial exclusion, one being inadequate regulatory
frameworks in recipient countries. Asdocumented in this study, both the international community (including
multilateral organisations and donors) and authorities in the Global South have implemented several
initiatives forgreater financial and digital inclusion that may have ultimately led to lowertransaction costs.

¢ Inadequate infrastructures for formal remittances

Another reason behind the slow progress towards digitalisation and financial inclusion is the fact that
infrastructuresfor formal, financial and digital operations (suchas ICT infrastructure) are not up todate. Here
too the margin of manoeuvrefor donorsand local authoritiesis important.

e Lack of trust

A number of reports and studies have concluded that initiatives aimed at fostering financial and digital
inclusion do notalwaysyield the expected results dueto the lack of confidenceon the part ofusers who may
favour informal channels due totheirfamiliarity.

e Lack of competition and transparency

Particularly in some corridors, the number of financial operators is rather scarce, facilitating monopolistic
behavioursuchas highfinancial costs andimperfectinformation.

e Theinevitable FX margins

The cost of sending remittances has two components: the FX margin and the financial commission. Most
initiatives for lowering the sending cost lower the financial commission. However, the FX margin stands,
according to previous studiesandfor some corridors, only slightly below the SDG target of 3 %.

43 Political responses: trade-offs and challenges

All the above-mentioned challenges are key for the sensible design of political actions oriented towards
multiplying the effect of remittances on development. Moreover, there are additional institutional and
political elements which must be takenintoaccount fora well oriented remittances-developmentagenda.

e Trade-off between security and financial access

One common claim is that the regulatory financial framework on the part of donors hinders additional
decreasesin transferring costs, given thecostof compliance foroperators.However, it is argued by finandial
authorities that measures put in place for preventing the financing of terrorist activities, money laundering
and other illicit financial flows cannot be supressed.

e Challenges of de-risking

Similarly, the widespread goal of financial de-risking afterthe Great Recession provoked by the 2008 global
financial crisis prevents financial authorities worldwide from relaxing requirements on financial operators.
Clearly this has a significant impact on high-risk environments in the Global South, as the requirements
disincentivise potential investments (financed with any source, including remittances).
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e Trade-off between migration control and facilitating cheap, safe transfer of remittances

To some extent, political targets specific to remittances might be in conflict with goals, particularly those of
the EU, on North-South migration control. Many EU activities on remittances are framed in wider migration
programmes aimed at controlling irregular migration flows andfixing populationsin their countries of origin
by providing economic and labour opportunities. In this context, facilitating the transfer of remittances is a
secondary priority oreven a contradictory goal that posesa great challengein terms of policy coherence for
sustainable development.

e A politically sensitive topic

In some countries or contexts, migration and remittances have become a complex political issue. For
instance, in France representatives from one of the political parties regularly participatingin general elections
have expressed theirwish to block thetransfer of remittances to countries of origin, thereby demonstrating
reluctance to makesubstantial progressin migration control.

o Fragmented institutional setting

Since the remittance-developmentnexusis not amongthe global developmentcommunity’s top priorities,
it lacks a fit-for-purposeinstitutional setting. In the case of most donors, including EU institutions, there is no
specific unit devoted to this topic. Rather, specific initiatives are implemented at a geographical level.
Furthermore, actionsfor enhancing the effects of remittances ondevelopment depend on different areas of
development cooperation, suchas: rural development; financial inclusion;and digitalisation. As a result, this
cross-cuttingtopicis scattered across different institutional and political divisions with other priorities, hence
without a strategy of its own.

¢ Noholisticvision

In relation to the above, there is both a lack of and a need for a more holistic vision on the nexus between
remittances and development. Efforts have been focused on reducing the financial cost of sending
remittances. However, to exploit their leverage for development fully, attention should also be paid to: the
cost of receiving remittances; the possibilities of facilitating their use for development purposes (and not
exclusively throughthe very specific way of savings and investments); and improving the understanding of
recipient profiles (who they are andwhat theyaim for).
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5  Recommendations

Various recommendations can be extracted from our analysis. Some of them can be defined as ‘macro’ or
generalsince they deal withthe overall political approach to remittances or the narrative onremittances and
development. Other suggestions are more specific (‘micro’) and target, for, instance, the way development
cooperation projects and remittances are designed or implemented. Moreover, while there is some
interesting room for action by the European Parliament regarding this topic, given that programmes and
projects on remittances and development are beingimplemented by both EU institutions (more specifically,
the EC) and individual Member States, many of the following recommendations areorientedto the latter. In
addition, asdocumentedin section 3, most policy actions implemented by donors aim toincrease the impact
of remittances on development by reducing its transfer costs and, to a lesser extent, by supporting its
productiveinvestment. Sinceremittances can have a positive impact on developmentalso via consumption
(e.g.inhealth oreducationservices) —a fact usually ignored —,a deeper reflection, debate and understanding
ofthis phenomenon is also needed.

5.1 Recommendations for the European Parliament

That is, as documented throughout this analysis, there are a series of ‘clichés’ or even common
misunderstandings on the role of remittances in development that call not only for deeper debate and
understanding but also a new narrative on remittances that could be launched by the Committee on
Development (DEVE) of the European Parliament. This would allow political initiatives on remittances to
consider the following four points:

. Remittances should be understood within the broader, intrinsically complex migration process. This
requires considering all factors together, ranging from: the context-specific conditions that push
people to migrate; their migration and remitting experiences; and their reasons for choosing a
particular transfer method; to the conditions affecting remittance recipients.

. International remittances being part of the wider and complex phenomenon of migration, they are
private flows that derivefromindividual orhousehold decisionsto migrate.

. Besides the effects on development of channelling remittances to savings and then to productive
investments, it is important to acknowledge that the use of remittances for consumption can also be

(and is) beneficial for development, as it can contribute to improving nutrition, wellbeing and living
standards.

. However, political actions on remittances should not be based on the assumption that remittances
automaticallytriggerdevelopment. In thissense, the development impact of remittances in key SDGs,

such as poverty or inequality, should not be assumed under all conditions.

. As underlined in previous sections, main political agendas and the bulk of political efforts on
strengtheningthelink between remittancesand development have concentrated on actions towards
reducing the costoftransferring remittances. However, such measures mustacknowledge thelimited
potential (in some corridors)for furtherdecreasing sending costs, giventhe FX margin.

Recommendation 1: DEVE could launch a debate on the links between remittances and
development. A few importantfacts should framethis debate: (i) remittances are the result of
individual decisions and (i) part of a wider migratory process; (i) remittances can support
development through private consumption; (iv) remittances do not necessarily reduce
poverty or inequality; and (v) the margin of manoeuvre for further decreasing sending costs
may be narrow for some corridors.
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The agenda of policy coherence for sustainable development (PCSD) is built on the fact that political
actors, EU institutions and Member States target diverse and sometimes conflicting political objectives.
Acknowledging and addressing such conflicts is the strategic objective of this agenda. When it comes to
remittances,and the waysto maximize theirimpacton development, conflictsand incoherencies may arise
with at least three other political domains:

o One of the main targets of migrationmanagementon the part of EU institutions and Member States is
toreduce and controlirregular migration flows. However, irregular migrants can also be very active in
sending remittances backhome.

. Furtherreducingthecosts of remittancestransfers requires flexibility on the part of financial regulators
and supervisors, so that the burden of compliance on financial operators is alleviated. Nevertheless,
such flexibility might conflict with the general objective of de-riskingthebankingandfinancial system.

° Risk controlis also associated with the counterterroristagenda, since itaims at preventing the finandng
of terrorist activities, money laundering and other illicit financial flows.

Hence, a PCSD approach should be adopted not only by the European Parliament, but also the European
Commission and Member States when addressing remittances and development. More specifically, the
European Parliamentshould consideradopting the followingactions:

Recommendation 2: With a Policy Coherence for Development (PCD) approach, and in
coordinationwith the Committee on Foreign Affairs (AFET) ofthe European Parliament, DEVE
could addressa commonunderstanding of migration and remittances policies, wheretrade-
offs and conflicting objectivesare dealtwith.

Recommendation 3: DEVE could reinforce its coordination with the Committee on Economic
and Monetary Affairs (ECON) so that initiatives focusing on regulatory and supervisory
frameworks considerthe impact onremittances.

Recommendation 4: Similarly, DEVE could also consideran initiative with the Committeeon
Civil Liberties, Justice and Home Affairs (LIBE) and the Subcommittee on Security and Defence
(SEDE), on the trade-offs betweenanti-terroristand developmentobjectives.

DEVE could collaboratewith ECON with the aim of fostering competition between remittances operators.
This would improve securityand help reduce costs, as mentioned, while simultaneously allowing for better
monitoring — to avoid their use for illicit purposes—and for more accurate measuring of flows (a major
challenge regarding remittances). This, in turn, would contribute to the aforementioned goal of gaining a
more complete understandingof the phenomenon.

Recommendation 5: DEVE and ECON should collaborate closely tofoster competitionin the
formal market that wouldreduce the costs of remittances and encourage informal remitters
to send money through formal channels. The Parliament could make recommendations to
shape the EU Central Bank'srules.

Lastly, the European Parliament could also play a role in filling the information gap on the cost of
transferring remittances. Ensuring thatthe informationregarding available formal transfer services and the
associated costs reaches the right population can help build trust and understanding, thereby creating a
higher likelihood of remitters opting for thesechannels.
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Recommendation 6: In coordination with the EC and Member States, the EP could launch
recommendations on mandatory provision of financial information for migrants and
diasporas, similarly to the Frenchinitiative that legally requires Payment Service Providers to
ensure that users have all the information they need concerning total sending costs and
options. The EP could pass a resolution calling on (orrecommending that) Member States to
make the provision of information mandatory, or calling on the EC to prepare a formal
recommendationto Member States on introducing mandatory provision of information.

5.2 Recommendations for the European Commission and Member
States

Both the EC and MS should cooperate with the European Parliament in launching a more complete and
accurate narrative on remittances and developments (recommendation 1), not only in taking a PCSD
perspective when addressing remittances, migration, financial stability and counter-terrorism political
actions (recommendations 2 to 4), but also working for more competition in the transfers’ market
(recommendation 5) as well as producing comprehensive and ‘easy to understand’ financial information for
diasporasbased onthe French model (recommendation6).

Moreover, since the EC and many Member States implement development cooperation projects on the
remittances-development link, a numberof recommendations can be suggestedat the ‘micro’ level.

Information and knowledge for policy planning. In order toformulaterigorous evidence-based policies,a
set of commonandcoherentprinciplesis neededto measureand understand international remittance flows.
At the same time, projects and programmes on remittances must fully account for the heterogeneity and
context-specificity of different migration processes as well as the diversity of stakeholders with varied
incentives and priorities.

Recommendation 7: Because greater knowledge about remittances would inform better
policymaking, the ECand Member States could support animproved database on remittances
flows that includes comparable information. This would entail collaborating with the World
Bank in this complextaskand/or creating statistical capacitiesat Eurostat.

Recommendation 8: When designing actions on remittances, these need to be knowledge-
based and adaptedto the specific characteristics of each remitting context. All measures need
to be context-appropriateand context-realisticin orderto be effective.

Recommendation 9: When designing political actions on remittances and development, all
stakeholders’ priorities are to be understood and considered to ensure the acceptability,
efficiency and sustainability of policy initiatives.

Financial and digital inclusion. Academic works, official documents and interviewees have identified these
two issues as key for further reducing transfer costs. Financial inclusion should be promoted as a means of
incentivising and facilitating the formalisation of remittance transfers. This can be achieved with a context-
appropriate regulatory framework, by encouraging the competition neededto bring about fair, secureand
cheap services and by ensuring that the information pertaining to available services reaches the right
population. Digital inclusion (obtaining the digital infrastructure and/or knowledge to replace physical
processes by digital ones) can also contribute to incentivising the formalisation of transfers while allowing
for better monitoringand reducing transfer costs. This can be achieved through similar channels tofinandal
inclusion.
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Recommendation 10: Policy initiatives on remittances should be made in coordination with
pre-existing programmes onfinancial inclusion, creating synergies between these two sectors
of Europeanaid. These should pay attentionto: (i) providingadequate infrastructure— physical
and digital - needed for formal channels to be accessible andaffordable to all and (ii) building
trustin the financial sectorfor sendersandrecipients.

Recommendation 11: Coordination and synergies should alsobe ensured in programmes on
digitalinclusion. Bothfinancial and digital inclusion programmes should leverage the expertise
of organisationsthat already work onthese issues, including the IFAD.

Recommendation 12: Similarly, coordination and synergies should be sought in conjunction
with projects and programmes addressing the macroeconomic environment; thisalsoimplies
a closer collaboration with financial institutions such as the World Bank and regional
development banks.

Institutional setting. If remittances are indeed to be contemplated as a complex and multifaceted
phenomenon that touches upon several different thematic (migration, security, finance, development) as
well as geographicareas of action, efforts by donors toleverage their developmentimpactinstitutions need
to bere-designedaccordingly.

Recommendation 13: A holistic approach to remittances and development requires a
different institutional setting, with policy and administrative units devoted to the very
different angles of this complex socio-economic phenomenon and/or with improved
mechanisms of coordination, integration and communication across actors, for instance,
between the Commission’s Directorate-Generals for International Partnerships (INTPA) and
for Neighbourhood and Enlargement Negotiations (NEAR), which are both involved in the
Commission’scurrent main remittance-related project, PRIME Africa. Furthermore, regarding
recommendationsfora PCSD approach, strong institutional coordinationis advised between
the European Parliament’s efforts to launch a deeper debate on remittances
(Recommendation 1) and the European Commission and Member States, who design and
implement the remittance-related projects.
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Box 9. Recommendations

For the European Parliament:

. R1: DEVE could launch a debate on the link between remittances and development, while
recognising that remittances are individual flows, resultingfrom a migration process, and can
spur development through consumption. The margin for further decreasing transfer costs has
decreased.

o R2 -R3 -R4: Adopt a PCSD approach to remittances, migrationmanagement, financial stability
and counterterrorism.

. R5: DEVE, ECON, ECand Member States could collaborate to increase competitionin the market
of remittances operators.

. R6: EC, Member States and EP could propose and implementobligatory information for migrants
about financial options for transferring remittances.

For the European Commission and EU Member States:

. R7: Createa database on homogeneous and comparable remittancesflows (World Bank and/or
Eurostat).

° R8 - R9: Plan projects based on detailed and specificinformation about the features of specific
flows and priorities and incentives of stakeholders involved.

° R10: Launch projects on financial inclusion (including infrastructure and building trust on the
financial system).

° R11:Promotedigitalinclusion.

. R12:Ensure an adequate macroeconomic environment in collaboration with the World Bankand
with regional banks.

. R13:Ensuretheinstitutional setting (in both ECand MS) is fit for purpose.

In sum, the understanding of and, importantly, the actions to be taken in promoting a sustainable
developmentimpact of international remittances warrantseriousreflection as part of a wider process. In
other words, itis importantto take into accountthe steps in the process, factors determining thedecisions
taken as well as the involvement and priorities of all stakeholders. This comprehensive approach would
help develop a more realistic narrative of this phenomenon and its many differentiating features in
different contexts.

Onthe one hand, with this holistic vision in mind, efforts are needed primarily toimprove existing data
and knowledge in regard to the volumes and corridors of international remittances, inter alia through a
standardised set of principles guiding their measurement. On the other hand, it is essential to create or
boost the adequate enabling environment not only for remittances to flow safely but also for their
positive impact to be ensured and maximised through theincentivisation of formal transfers, financial and
digitalinclusion, context-adequate regulatory frameworks, improved competition and trust buildingat the
core. Finally, additional policy actions should address the development issues that are pushing many
people to migrate just to cover their families’ basic needs in the first place.
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Appendix - Main remittance corridors by corridor groups and

recipient region
Recipient
region Sender
USA

East Asia
and Pacific

Hong Kong and China

GCC countries

USA

GCC countries

UK

Main corridor groups

Recipient

East Asiaand Pacific

East Asiaand Pacific

East Asiaand Pacific

South Asia

India

South Asia
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Main bilateral corridors

Sender

USA

Hong Kong and China

UAE

Saudi Arabia

USA

UAE

Saudi Arabia

UK

Recipient
China
Philippines
Vietnam
Indonesia
Thailand
Tonga
Samoa
South Korea
Philippines
Japan

Indonesia
Bangladesh
Philippines

Sri Lanka

Nepal
Myanmar
India
Pakistan
Bangladesh
Nepal
Afghanistan
India
Bangladesh

Pakistan

India
Indonesia
Pakistan
Bangladesh
Sri Lanka

Nepal

India



Policy Department, Directorate-General for External Policies

Pakistan
Bangladesh
Mexico
Puerto Rico
El Salvador
Cuba
Dominican

Republic

Latin America and the
e Caribbean i Guatemala

Colombia

Honduras

Latin Ecuador
America Peru
and the -

. Brazil
Caribbean

Ecuador
Colombia
Argentina

Spain
Peru

. Latin Americaand the
EU countries N Venezuela
Caribbean

Bolivia
Brazil

Italy Argentina
Venezuela

Ukraine

Kyrgyz Republic
Russia Former USSR republics Russia

Tajikistan
Uzbekistan

Poland Ukraine

Eastern Czech Republic Ukraine

Eu rope and Central Europe Eastern Europe Ukraine
q UK
Central Asia Albania
Switzerland Albania
Poland
Russia
USA Eastern Europe USA
Germany
Ukraine
Argelia
EU North Africa France Tunisia

Morocco
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Argelia
Belgium
Morocco
Tunisia
Italy Morocco
Egypt
Spain Morocco
Middle East The Netherlands Morocco
and North UAE Egypt
Africa Saudi Arabia Egypt
GCC countries Egypt Kuwait Egypt
Qatar Egypt
Jordan Egypt
Turkey
EU Middle East Germany Syria
Iraq
South Africa
Nigeria
UK Kenya
Zimbabwe
EU and UK Sub-Saharan Africa
Somalia
Cameroon
France DRC
Republic of Congo
Sub- o
Nigeria
Saharan
. USA Sub-Saharan Africa USA Ethiopia
Africa
Kenya
DRC
Uganda
South Sudan
Mozambique
Africa Sub-Saharan Africa South Africa Namibia
Zambia
Nigeria Togo
Ghana Togo

Source: Authors’ own elaboration, based on World Bank data.
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