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The report is focused on the worldwide remittance and its effect on the economic development in different countries especially in Bangladesh, which initiated the condition of remittance in recent time comparing with the past.
A remittance of funds overseas is a payment made to a person in another country. This includes sending money to children studying overseas, foreign workers sending money to families back in their home country or payments made for the import of goods and services.
Remittances are not a new phenomenon in the world, being a normal concomitant to migration, which has ever been a part of human history. Several European countries, for example Spain, Italy and Ireland were heavily dependent on remittances received from their emigrants during the 19th and 20th centuries.

Remittances contribute to economic growth and to the livelihoods of people worldwide. Moreover, remittance transfers can also promote access to financial services for the sender and recipient, thereby increasing financial and social inclusion. Remittances also foster, in the receiving countries, a further economic dependence on the global economy instead of building sustainable, local economies.
Remittances are playing an increasingly large role in the economies of many countries, contributing to economic growth and to the livelihoods of less prosperous people (though generally not the poorest of the poor). As remittance receivers often have a higher propensity to own a bank account, remittances promote access to financial services for the sender and recipient, an essential aspect of leveraging remittances to promote economic development.
Remittances raise a range of important political economy concerns. One is the contribution of remittances to what I term public moral hazard. Remittances have played a significant role in poverty reduction in most of the developing countries. Remittance flows frequently outstrip foreign direct investment (FDI), which are three and a half times net official flows. Not surprisingly, migration and remittances are now high on many agendas.
Remittances have emerged as a key driver of economic growth and poverty reduction in Bangladesh. Migrant workers generally transfer their remittances either through formal or informal channels. The former refers to the official Wage Earner’s Scheme (WES) and to all recorded foreign exchange transactions. The prominent informal mode is the Hundi system - a method that bypasses the banking system to transfer money or goods through friends, relatives or trusted agents. The amount of remittance inflow into Bangladesh through informal channels has decreased significantly due to strict imposition of laws by the government and improvement of services by the commercial banks. 
The amount of money sent home by Bangladeshis living abroad has reached a new record high, according to the Central Bank of Bangladesh. Many countries have reported a sharp decline in remittances during the economic downturn. However, analysts say many Bangladeshis are in low-end jobs and so the recession has not hit them as hard as it has affected blue-collar workers. 
Bangladesh is all set to introduce mobile phone technology for money transfer. Once operational, it would not only make transfers faster and cost-effective but also help bring down the flow of remittances through unofficial channels into the country. Bangladesh Bank Governor Dr. Atiur Rahman urged the banks and financial institutions to come forward to build up web-based arrangements for swift delivery of loans to farmers and small enterprises.
Bangladesh also offers generous opportunities for investment under its liberalised Industrial Policy and export-oriented, private sector-led growth strategy. The government's role is that of a facilitator which helps create an enabling environment for expanding private investment, both domestic and foreign. The Board of Investment (BOI), established by the government for accelerating private investment, provides institutional support services to intending investors. 
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The main thrust of this study has concentrated on the issues relevant to the remittance process in Bangladesh and all over the world. However, the details objectives can be divided into two parts and these are:
Broad objective:
To know the remittance and its effect on the development of economical condition of Bangladesh and to know the international remittance payment system.

Specific objectives: 
To attain the broad objective following specific objectives were pursued:
· To be familiar with the remittance payment system  

· To make a perfect knowledge about remittance policy of Bangladesh
· To determine the satisfaction level of remittance with the present condition

· To get the idea about the functions of all international countries remittance system

· To know the rules and regulation related with remittance

· To examine the way to overcome the remedy related with remittance transfer process 

· To examine the earnings of remittance compared to total earning in different sectors

· To know the future prospect of remittance all over the world

· To know about the nature of remittance in different countries 
· To compare remittance inflows and outflows of one country’s with the other countries

· To know the present condition of remittance in Bangladesh

· To understand the need of remittance utilization in perspective of Bangladesh.

· To understand the macroeconomic determinants of remittance 
· Providing a snapshot of channel, trend and pattern of remittance in Bangladesh.

· Comparing the channel used in transferring remittance.

Both primary and secondary information sources were used to complete this study. Different data and information are required to meet the goal of this thesis. Those data and information were collected from various sources, such as, primary and secondary which is showed below:



 

· PRIMARY DATA:
· Interviews and discussions with officials of different Bank

· Remittance records and observing practical work

· Informal conversations with the people involving with remittance
· SECONDARY DATA:
· Website of remittance
· Various published documents of Bangladesh Bank on remittance


The report covers the details of remittance in Bangladesh and the world. This thesis consists of the researcher’s observation and on the working experience on remittance. The thesis emphasizes on the sequential activities involved with remittance and used by different country all over the world. It also focuses on the impact of remittance activities the economical, political and financial condition of a country. Finally, it incorporates an evaluation of the different aspect of the inflow-outflow process in comparison to different competitive countries.

· The scope limited by the availability of recent data.    
· The insufficiency of expected information is main constraint of the study.

· In many cases, up to date information was not published

· There are no many options for justify the correctness of the information


PART 2:
REMITTANCE AND ITS HISTORY


                                   2.1 What Is Remittance?

                                   2.2 What Is Illegal Remittance?

                                   2.3 What Is Foreign Remittance?

                                   2.4 What Is Remittance Advice?

                                   2.5 Significance

                                   2.6 History

                                   2.7 History By Region

                                   2.8 Emergencies

                                   2.9 Potential Security Concerns

                                   2.10 Top Recipient Countries In Remittance


A remittance is a transfer of money by a foreign worker to his or her home country. Remittance can also refer to the accounting concept of a monetary payment transferred by a customer to a business.
A remittance of funds overseas is a payment made to a person in another country. This includes sending money to children studying overseas, foreign workers sending money to families back in their home country or payments made for the import of goods and services. 

 Money sent home by migrants constitutes the second largest financial inflow too many developing countries, exceeding international aid. Estimates of remittances to developing countries vary from International Fund for Agricultural Development's US$301 billion (including informal flows) to the World Bank's US$250 billion for 2006 (excluding informal flows). 

Remittances contribute to economic growth and to the livelihoods of people worldwide. Moreover, remittance transfers can also promote access to financial services for the sender and recipient, thereby increasing financial and social inclusion. Remittances also foster, in the receiving countries, a further economic dependence on the global economy instead of building sustainable, local economies. 
Note that in 19th century usage a remittance man was someone (often a black sheep) exiled overseas and sent an allowance on condition that he not returns home.

Money sent home by migrants constitutes the second largest financial inflow to many developing countries, exceeding international aid. Estimates of remittances to developing countries vary from International fund for Agricultural Development’s US $301 billion (including informal flows) to the World Bank’s US $250 billion for 2006 (excluding informal flows). Remittances contribute to economic growth and to the livelihoods of people worldwide.
Moreover, remittance transfers can also promote access to financial services for the sender and recipient, thereby increasing financial and social inclusion. Remittances also foster, in the receiving countries, a further economic dependence on the global economy instead of building sustainable, local economies. 
Note that in 19th century usage a remittance man was someone exiled overseas and sent an allowance on condition that he not returns home.


Illegal remittance is sending money overseas through companies that are not authorized by Bank Negara Malaysia to conduct such business. There are no money-back guarantees if you deal with illegal remittance agents. 

The usual characteristics of illegal remittance agents are: 

· They normally operate on a small scale
· They claim that they are able to provide remittance services efficiently, without the need for any documents or identification
· They rarely use documents to validate and verify the transactions

If you want to send money overseas, either for yourself or on behalf of someone, do not use an illegal remittance agent. Your money may not reach its destination. Use an authorized remittance agent (e.g. a bank) instead for safety.

Foreign remittance can be defined as ‘the purchase and sale of freely convertible foreign currencies as admissible under Exchange Control Regulations of the country’. A looser translation is the sending of money home while working in a foreign country. Thousands of people are currently working and living in a country that is not their home, and sending funds regularly back to their families in their home country.

There are two types of remittance:

1. Foreign Outward Remittance: 

The sending country, where the wage earner is located. The sender uses a bank or foreign exchange company to send money to foreign country. Many of the receiving banks have established remittance relationships with currency houses and banks in other countries to better facilitate the flow of remittances into the country.

2. Foreign Inward Remittance: 

The receiving country, where the beneficiary resides. The bank receives the money that has been sent from the sending person in the country in which the money has been earned. Banks in Bangladesh, for example, MTBL (Mutual Trust Bank Ltd.) has established remittance arrangements with a number of exchange houses to facilitate wage earners to remit their money to Bangladesh. This bank has already been in operation with UAE Exchange Centre LLC, Wall Street Exchange LLC, Trust Exchange, Route Asia Exchange, Instant Cash and Bangladesh Money Transfer. 
MTBL have obtained permission from Bangladesh Bank to start operation with Al Saad Exchange, First Solution Exchange, Al Ahalia Exchange Bureau and Federal Exchange. The bank maintains correspondence with other 16 Exchange House which are Al Fadaral Exchange, National Exchange, City Exchange, Future Exchange, Al Ghurair Exchange, Habib Exchange, Al Ansari Exchange, Emirates India International Exchange, Instant Exchange, Oman UAE Exchange, Modern Exchange, Purusuttam Kanji Exchange, Musandam Exchange, Lasidas Tharia Exchange, Oman United Exchange and ICICI Bank. 
The extensive branch network of these Exchange Houses has been largely helping Bangladeshi expatriates working in the UAE, UK, Qatar, and Oman to transfer their funds speedily and efficiently through online network. MTBL’s total foreign remittance volume was Tk. 2,671.53 million in 2006. MTBL is exploring further avenues of remittance from other countries such as Saudi Arabia, Malaysia, USA and Italy in the near future. The Foreign Remittance department of MTBL Dilkusha Branch is equipped with a number of foreign remittance facilities. Following are the types of foreign remittance facilities offered by MTBL Dilkusha Branch.

A remittance advice is a document that is sometimes issued as a courtesy to a vendor or supplier. The text of the document usually confirms the delivery of goods or services ordered by the customer, affirm the products are satisfactory, and notes that payment for the order is being prepared and will be remitted by a certain date. In some instances, the advice accompanies the payment and a copy of the invoice for the order. While not considered necessary or required in most business settings, the remittance advice remains a staple of business etiquette in many nations, with technology now making it possible to forward electronic versions to suppliers along with the more traditional method of preparing and posting a hardcopy document. 

The exact format of a remittance advice can be very simple or extremely complex. The most simplistic examples may contain minimal information like the order number, the date the order was received, the amount due, and the date that the payment will be forwarded to the supplier. 
More examples that are complex may include an itemized list of each item included in the order, including unit and extended pricing for each of those items, a grand total, the check number for the payment, and the date that the check will be mailed. In cases where payment is remitted electronically, the remittance advice may document of a recently completed payment or advise the vendor to expect receipt of the electronic payment by a certain date.

Remittances are playing an increasingly large role in the economies of many countries, contributing to economic growth and to the livelihoods of less prosperous people (though generally not the poorest of the poor). 
As remittance receivers often have a higher propensity to own a bank account, remittances promote access to financial services for the sender and recipient, an essential aspect of leveraging remittances to promote economic development. 
The top recipients in terms of the share of remittances in GDP included many smaller economies such as:
	Country
	Percentage

	Tajikistan
	45%

	Moldova
	38%

	Honduras
	25%


The World Bank and the Bank for International Settlements have developed international standards for remittance services. In 2004, the G8 met at the Sea Island Summit and decided to take action to lower the costs for migrant workers who send money back to their friends and families in their country of origin. In light of this, various G8 government developmental organizations, such as the UK government's Department for International Development (DFID) and USAID began to look into ways in which the cost of remitting money could be lower.
At a July 2009 summit in L’Aquila, Italy, G8 heads of government and states endorsed the objective of reducing the cost of remittance services by five percentage points in five years. To drive down costs, the World Bank has begun certifying regional and national databases that use a consistent methodology to compare the cost of sending remittance.

2.6.1 Overview:

Remittances are not a new phenomenon in the world, being a normal concomitant to migration that has ever been a part of human history. Several European countries, for example Spain, Italy and Ireland were heavily dependent on remittances received from their emigrants during the 19th and 20th centuries.  In the case of Spain, remittances amounted to the 21% of all of its current account income in 1946. All of those countries created policies on remittances developed after significant research efforts in the field. For instance, Italy was the first country in the world to enact a law to protect remittances in 1901 while Spain was the first country to sign an international treaty (with Argentina in 1960) to lower the cost of the remittances received.

2.6.2 Remittance man:

Remittance man has a historical English meaning from the 19th century referring to money sent from Britain to a person living in a faraway place such as a British colony – thus sending money in the opposite direction to today's usual usage of the term. The reader would be wise to look for the context within which the term is used when reading or hearing it since today's and old usages are opposites and the old meaning is still in wide use.
 A remittance man, by simple dictionary definition, is an emigrant supported or assisted by payment of money from their paternal home. As a general term remittance man or remittance woman could mean anyone living away from home supported mainly by their family in a different house, neighborhood, city, or country regardless of their reason for being there. Such a person may be seeking business fortune, education, and extended vacation, a new place for the family to move, employment, or safety from personal, family, or legal troubles.

2.6.3 Successful remittance men:

A remittance man could be a younger son trying to escape the shadow of elder dominating sons to seek his own fortune and proof of worth. One such person was George Vanderbilt and Biltmore Estate. Other less famous persons who lived off family remittance payments came from middle class families who could afford to send them. These might move from their east coast family home to the west coast seeking fortune and starting new businesses as American commerce historically expanded west.
2.6.4 Dark-side remittance men:
Within Victorian British culture, this often meant the black sheep of an upper or middle class family who was sent away (from the UK to the Empire), and paid to stay away. These men were generally of dissolute or drunken character, and may have been sent overseas after one or more disgraces at home. There were also "remittance men" in several towns in the American and Canadian West. American writer Mark Twain and Canadian poet Robert Service make references to those specific "remittance men" in some of their literary works. The term was in casual use in Alaska until the late 20th century, usually with a derogatory intent. In past commercial mass entertainment novels the dark side remittance man has been popularized. 
An example of this usage is in Robert Louis Stevenson's book The Wrecker where the character Tommy Hadden is cast as the 'remittance man'.In the book “Tom Hadden (known to the bulk of Sydney folk as Tommy) was heir to a considerable property, which a prophetic father had placed in the hands of rigorous trustees. The income supported Mr. Hadden in splendor for about three months out of twelve; the rest of the year he passed in retreat among the islands.”


2.7.1 Asia:

A majority of the remittances from the US have been directed to Asian countries like India (approx. 26 billion USD), Philippines (approx. 20 billion USD) and China (approx. 23 billion USD). Most of the remittances happen by the conventional channel of agents (Western Union, Money gram).However, with the increasing relevance and reach of the Internet and players, online money transfer Remittance to India and mobile phone money transfer has significantly grown.

2.7.2 Latin America and the Caribbean:

In Latin America and the Caribbean, remittances play an important role in the economy of the region, totaling over 66.5 billion USD in 2007, with about 75% originating in the United States. This total represents more than the sum of foreign direct investment and official development aid combined. 
In seven Latin American and Caribbean countries, remittances even account for more than 10% of GDP and exceed the dollar flows of the largest export product in almost every country in the region. Percentages ranged from 2% in Mexico, to 18% in El Salvador, 21% in Honduras, and up to 30% in Haiti. The Inter American Development Bank's Multilateral Investment Fund (IDB-MIF) has been the leading agency on regional remittance research. 
2.7.3 Africa:
Remittances to Africa play an important role to national economies, but little data exists as many rely on informal channels to send money home. Today’s African Diaspora consists of approximately 20 to 30 million adults, who send about USD 40 billion annually to their families and local communities back home. For the region as a whole, this represents 50 percent more than net official development assistance (ODA) from all sources, and, for most countries, the amount also exceeds foreign direct investment (FDI). 
In several fragile states, remittances are estimated to exceed 50 percent of GDP. Most African countries restrict the payment of remittances to banks, which in turn, typically enter into exclusive arrangements with large money transfer companies, like Western Union or Money Gram, to operate on their behalf. This results in limited competition and limited access for consumers. 

According to a World Bank study, Nigeria is by far the top remittance recipient in Africa, accounting for $10 billion in 2010, a slight increase over the previous year ($9.6 billion).
Other top recipients include:
	Country
	Amount

	Sudan
	$3.2 billion

	Kenya
	$1.8 billion

	Senegal
	$1.2 billion

	South Africa
	$1.0 billion

	Uganda
	$0.8 billion

	Lesotho
	$0.5 billion

	Ethiopia
	$387 million

	Mali
	$385 million

	Togo
	$302 million


As a share of Gross Domestic Product, the top recipients in 2009 were: 
	Country
	Percentage

	Lesotho
	25 percent

	Togo
	10 percent

	Cape Verde
	9 percent

	Guinea-Bissau
	9 percent

	Senegal
	9 percent

	Gambia
	8 percent

	Liberia
	6 percent

	Sudan
	6 percent

	Nigeria
	6 percent

	Kenya
	5 percent


  

During disasters or emergencies, remittances can be a vital source of income for people whose other forms of livelihood may have been destroyed by conflict or natural disaster. According to the Overseas Development Institute, this is being increasingly recognized as important by aid actors who are considering better ways of supporting people in emergency responses.

The recent internationally coordinated effort to stifle possible sources of money laundering and/or terrorist financing has increased the cost of sending remittances directly increasing costs to the companies facilitating the sending and indirectly to person remitting. As in some corridors a sizable amount of remittances is sent through informal channels (family connections, traveling friends, local money lenders etc.) remittances can be difficult to track and potentially sensitive to money laundering (AML) and terror financing (CFT) concerns. Since 9/11 many governments and the Financial Action Task Force (FATF) have taken steps to address informal value transfer systems. This is done through nations' Financial Intelligence Units (FIUs). The principle legislative initiatives in this area are the USA PATRIOT Act, Title III in the United States and, in the EU, through a series of EU Money Laundering Directives. Though no serious terror risk should be associated with migrants sending money to their families, misuse of the financial system remains a serious government concern. 


	Country
	2006
	2007
	2008
	2009

	India
	$26.9 billion
	$27 billion
	$45 billion
	$55.06 billion

	China
	$22.52 billion
	$25.7 billion
	$40.5 billion
	

	Philippines
	$12.7 billion
	$14.4 billion
	$16.4 billion
	$17.3 billion

	Mexico
	$25.6 billion
	$26.1 billion
	$25.1 billion
	$21.2 billion

	Poland
	$8.5 billion
	$12.5 billion
	$13.75 billion
	

	Bangladesh
	$ 5.5 billion
	$6.6 billion
	$9.0 billion
	$10.7 billion

	Pakistan
	$5.1 billion
	$6.0 billion
	$7.0 billion
	$8.7 billion

	Morocco
	$5.1 billion
	$5.1 billion
	$5.7 billion
	$6.9 billion



PART 3:
CONTEMPORARY ISSUES 

OF REMITTANCE 
                                         3.1 Remittance, Remittance Mechanism And Its Effect

                                   3.2 Borderless Branchless Banking

3.3 Outlook For Remittance Flows To Developing  Countries

                                   3.4 Top Countries Receiving Remittance Money

                                   3.5 Remittance: Top 10 Countries In The World

                                   3.6 Remittance Top Foreign Aid

                                   3.7 Remittance, Micro-Finance And Community


Over the past few years, remittances have become a major phenomenon in international finance. Although the practice of migrants in developed countries sending funds home to family members still residing in developing nations has been occurring for many decades, the magnitude of remittances has skyrocketed. Only relatively recently have scholars and policymakers begun to appreciate and study this phenomenon. How do these funds get to the receivers in other countries? How does this external source of finance to developing nations affect their economic growth? What are the short-term and long-term effects of remittances on emerging markets? Keep these and other questions in mind as you read this section of the E-Book.
3.1.1 Why Remittances Are Important? :
3.1.1(a) Generally, remittances are monies transferred from one individual to another. 
International remittances are transfers of funds by foreign workers—"remitters"—who are living and working in developed countries typically to their families who are still living in their home countries. Examples include Middle Easterners living in Europe, Latin Americans in the United States, and Koreans or Filipinos in Japan. Although the use of remittance funds varies from country to country, the recipients of remittances commonly rely on them for living costs, education, and investments. 
3.1.1(b) Remittances Have Increased Significantly and Become a Major Source of Income for Developing Countries.
The topic of remittances has become a popular one in the international financial community in recent years as both the rate and volume of remittances have increased exponentially. Gathering accurate data on international remittances has been very difficult for a number of reasons, including the fact that a good portion of the transfers is made on an informal basis. Some official statistics do exist, however, and they present startling numbers. In 1995, remittances to developing countries totaled about $57.8 billion and shot up to $96.5 billion by 2001. The World Bank estimated that in 2005 migrants sent home approximately $167 billion, up 73% from 2001 (the true amount could be 50% higher or more). 
In 2006, the World Bank reported that remittances grew to approximately $206 billion; others put the figure at $298 billion. These flows have led analysts to conclude that the growth of remittances has exceeded private capital flows and official development assistance to developing countries. Moreover, remittances are a reliable source of foreign capital; in the 1990s they were the least volatile source of foreign exchange. 
3.1.2 Remittances Mechanisms and Their Costs: 

3.1.2(a) Remittances Occur Through Formal and Informal Channels.
Migrants send money to their home countries through formal and informal channels. Formal channels include major money transfer operators (MTOs), such as Western Union and Money Gram, and banks, such as Bank of America. Some migrants use formal channels, but language barriers as well as related costs for these services may deter remitters from using them. Consequently, most remittances occur through informal channels. For instance, migrants may carry cash home themselves or send cash through the mail or a friend.

3.1.2(b) Remittance Fees and Costs Can Be Significant.
Cost is a significant factor for small, personal transfers. The IDB estimated that the total cost of sending remittances to Latin America and the Caribbean approached $4 billion in 2002 (approximately 12.5% of the amount of remittances to this region). The Pew Hispanic Center estimated that the total cost of the average remittance transfer ranges between 15-20% of the total. 

The costs typically include a fee charged by the sending agent and a currency-conversion fee—e.g., converting U.S. dollars sent by the remitter to Mexican pesos that can be used by the recipient. The amount of the remittance will also factor into costs.
 For example, the World Bank has reported that MTOs channeling money from the United States to Mexico charge more than 10% for transfers of $100, as compared to less than 3% for $500. Moreover, sending agents fees in many instances far exceed the costs they incur in making the remittance, which translates into higher profits. For instance, in 2004 Western Union enjoyed an average profit of $8 to $9 dollars per remittance transaction. 
3.1.2(c) Improving the Efficiency and Cost-Savings of Formal Remittance Systems Will Have Multiple Beneficial Effects.
The World Bank has noted that reducing remittance costs and improving the infrastructure would be beneficial in several ways. By reducing costs, remitters will have more disposable income, which may translate into increased remittances. Reduced costs will also increase remittance flows through formal channels, such as banks. And improved infrastructure will promote better financial access among the poor in developing countries.
Given these significant benefits, in 2004 the G-8 (a governmental forum comprised of Canada, France, Italy, Japan, Russia, the United States, and the United Kingdom) met in part to come up with projects to help facilitate remittances by lowering formal-channel transaction costs. This led to the creation of a task force of experts, co-chaired by the World Bank and the Bank for International Settlements, whose purpose was to establish and develop principles for international remittance services. In January 2007, the task force published a report containing General Principal of International Remittance Services, which focuses on the payment system aspects of remittances. 

In addition to the high costs associated with remittances of smaller amounts, the report notes that migrants may not have adequate access to remittance services if they do not speak the local language or have the necessary documentation.
 Moreover, poor financial infrastructure in some developing countries may make it difficult for the recipients to collect the remittances. The services may be unreliable, the markets may not be sufficiently competitive to reduce costs, or there may be regulatory barriers that impede the transmission of remittances.
The effort to reduce remittance costs through competition has paid off. The World Bank has reported that remittance costs in the United States-Mexico corridor have declined considerably. For example, in 1999 it cost $26 to send $300 from the United States to Mexico, whereas in 2005 it cost only $11—a 60% drop. The drop is attributable to the break-up of exclusive dealing arrangements between one dominant MTO and its distributors, allowing banks to enter the market.

3.1.3 Effects Of Remittances On Developing Countries:

3.1.3(a) On balance, remittances benefit developing countries.
Most observers have concluded that on balance remittances are beneficial to developing countries. An obvious benefit is that a portion of most funds sent to home countries goes toward the welfare and improved livelihood of the families receiving them. The recipients commonly spend the funds on necessities such as health, education, food, and clothing.

3.1.3(a)(1) Remittances may help developing countries cope with economic crises, improve their credit ratings, and help raise external financing. 

On the broader macroeconomic plane, remittances may help recipient countries cope with economic crises because migrants tend to send more money back to family and friends during hard times. Remittances can also improve receipt countries creditworthiness. 
This is because such inflows would effectively reduce the country’s indebtedness relative to its exports (its income), thereby improving the country’s credit ratings and lowering its borrowing costs on the international capital markets. And remittances also help developing countries raise external financing through what is known as "securitization." In this type of transaction, developing-country banks that receive remittances can issue bonds to foreign investors backed by the future flow of those remittances. Various developing countries, led by Brazil, have raised billions of dollars through this technique.
3.1.3(b) Remittances can nevertheless pose problems.
Still, remittances are not hazard-free. For instance, large inflows into small economies can cause the domestic exchange rate to appreciate (i.e., the domestic currency becomes more expensive relative to foreign currency), thereby making tradable items, such as cash crops and manufactured goods, less profitable. Also, governments may develop a dependency on large flows of remittances, thus creating a disincentive to pursue aggressive economic policies to promote sustained development. There are other problematic aspects associated with remittances. Here we will focus on four.

3.1.3(b)(1)    Significant reductions in remittances can collapse economies: the "ghost-town" phenomenon.
One negative effect that remittance flows can have on a developing economy is sometimes referred to as the "ghost-town" phenomenon. It essentially refers to an exodus from or abandonment of localized areas, typically small villages in rural regions, whose economies had grown dependent on the inflow of remittances. The result is a collapse of these local economies when the inflow decreases significantly or suddenly stops. 
Central Mexico has been hit notably hard by this phenomenon over the past ten years. The trend that emerged during this time was that fathers or heads of households migrated north to the United States to work and sent money home to their families who, after a few years of saving, also migrated north to join them. Before this trend, it was common for workers to migrate to the U.S. only temporarily, and then move back to their home countries. However, increased U.S. law enforcement along the border made seasonal trips more risky. As a result, more migrants began stationing in the U.S. permanently and bringing their families across the border. Once these families left, so did their remittances, which had grown to be essential to the stability of the local economy. 
3.1.3(b)(2)    Remittances may be "easy money" that negatively affects economic development, but the use of remittances will vary from country to country and even among regions within countries.
Another negative aspect of remittances was revealed by a study done on twenty-two migrant communities in Mexico in 2001. It reported that only about 10% of remittance funds were invested or saved. Instead, the bulk of the money went to raising the standard of living for the receiving family—i.e. a new house, a car, a bigger T.V., etc. The study also theorized that remittances created an "easy money" cycle where the receivers of remittances treated the money like allowances and, thus, had little incentive to work. This resulted in significant social costs, such as a reduction in the labor supply, which hinders economic development. 
Thus, many developing countries are watching their best and brightest leave to put their valuable human capital to use elsewhere—the "brain drain"— while the money they earn and send home contribute little to the home country’s economic growth, despite the resulting increased consumption. This phenomenon is not inevitable, however. For example, although most remittances go to individuals or families, some migrants participate in associations that send collective remittances to their home communities. Generally, one should take into consideration that the net impact of remittances will vary greatly between countries and even regions within countries, depending on the structure of the local economy, the usage patterns of the funds by the recipients, and the availability of invest opportunities. 

3.1.3(b)(3)    Poverty-Reduction: Inequality between Remittance-Haves and Have-Nots
There is growing evidence that remittances have reduced poverty levels in several developing nations. One study of 71 developing countries found that a per capita increase of 10% in international remittances leads to a 3.5% decline in people living in poverty. In another study, the World Bank concluded that, based on available data, remittances have been associated with reduced poverty in several low-income countries such as Uganda (11% reduction), Bangladesh (6% reduction), and Guatemala (20% reduction). However, there is also conflicting evidence that remittances have very little impact on the incidence of extreme poverty, or, even worse, the opposite effect. 
Some analysts argue that remittances in some countries contribute to a growing inequality or gap, particularly in poor rural areas, between the groups of people within a community who receive remittances and those who do not. This may reflect the cost of sending family members to foreign lands to work. Migrants are typically from families that are neither the poorest (who cannot afford to send someone away) nor the richest (who have no need to send someone away) in the community, but who have a status more analogous to middle-class. 
Additionally, increased income to remittance-receiving families can lead to the formation of "affluent" neighborhoods that stand apart from the rest of the poor village. The poorest families thus seem to be even poorer in comparison to the much-improved lifestyles that remittance money allows some families to suddenly have. 
3.1.3(c) Growth
Overall, the relationship between remittances and economic growth is unclear because of a lack of extensive research on this relationship at this point. Some analysts and scholars argue that remittance benefits are only felt at the individual receiver’s level, but some case studies suggest that the benefits of remittances to individuals have spill-over effects that can translate into a positive impact on the local economy.

Are international remittances the final frontier for branchless banking? Formal remittance flows to developing countries are estimated to be US $325b in 2010: in some countries these flows outweigh overseas development aid and constitute a sizeable proportion of the economy – international remittances equal 12% of GDP in the Philippines.

The emergence of branchless banking, combining networks of agents that can facilitate banking transactions with communications technology such as mobile phones seem to offer an obvious opportunity as an alternative delivery channel for international remittances. These new models hold great promise for expanding access to services, reducing costs associated with service delivery, and increasing the level of competition in the industry. And given the size of the flows, it is no surprise that branchless banking service providers are looking for ways to get into this market.

Today, however, there are only eight live branchless banking deployments that allow customers to receive funds from abroad directly into an m-wallet which can be converted to cash at a large agent network. This is a small number when compared to the 100 deployments that are live according to the GSMA mobile money tracker and numerous other “bank-based” models. So what are the factors that are preventing branchless banking services from delivering a greater portion of international remittance flows? 

Actors interviewed in a recent study conducted by CGAP and Dahlberg referenced three major issues:

(a) Insufficient maturity of branchless banking infrastructure on the receiving end:

 In many countries the network of cash out agents is not well enough developed to enable customers to withdraw money at a sufficient number of points across the country. International remittance flows tend to flow in one direction only and can put a big strain on agents who need to maintain sufficient liquidity to provide the cash that customers need.  

(b) Lack of customer awareness and trust in new services: 

Even in markets like Kenya and the Philippines where there are well developed networks of agents, customers are hesitant to move away from trusted remittance service providers that they may have relied on for many years. Migrant workers who are sending home a large fraction of their monthly paycheck may not be willing to trust their hard earned cash to a provider that they have never heard of to save one or two percentage points in fees or to remove the need for a relative to take a bus ride into town to collect their money.

(c) Constraining regulatory environments:

 In many countries regulations including restrictions on who can provide remittance services, capital controls or simply limits on account sizes that are below what customers typically send all provide obstacles to the use of branchless banking services to facilitate international remittances.


Officially recorded remittance flows to developing countries are estimated to increase by 6 percent to $325 billion in 2010. This marks a healthy recovery from a 5.5 percent decline registered in 2009. In line with the World Bank’s outlook for the global economy, remittance flows to developing countries are expected to increase by 6.2 percent in 2011 and 8.1 percent in 2012, to reach $374 billion by 2012. (Note that the World Bank’s definition of developing countries has changed: Poland, which is estimated to have received $9.1 billion in 2010, is no longer a classified as a developing country.)

This outlook for remittance flows, however, is subject to three key risks:

· First, the economic recovery in the major destination countries in North America and Europe is not very firm yet. There is a risk that the fiscal retrenchment being planned or implemented in some of the major destination countries might restrain aggregate demand and economic growth, and contribute to high unemployment rates, which in turn could reduce the migrants’ incomes and their remittances sending for a country’s development.
 

· Second, movements in currency exchange rates and commodity prices can pose unpredictable risks for remittance flows. While a weaker US dollar can imply larger dollar-denominated remittances from Europe, it can also increase dollar prices of assets and goods in remittance-receiving countries (such as India, Mexico and the Philippines). 
 

·  Finally, there is a risk that immigration controls imposed in response to high domestic unemployment rates will deepen and adversely affect migration and remittance flows. In general, protectionist policies that slow the movement of goods and people across borders are likely to delay an adjustment to the crisis and prolong the process of recovery. Such policies are also inconsistent with the sharp increase in demand for migrants projected in the rapidly aging societies of the North.

 From a medium-term view, some major trends (in addition to the above) are apparent. The implementation of the Wall Street reforms and the EU Payment Services Directive will increase competition, transparency, and consumer protection in remittance markets and reduce remittance costs.  The application of mobile phone technology has been successful for domestic remittances in several developing countries in Africa and Asia, but lack of clarity on anti-money-laundering and combating the financing of terror (AML-CFT) regulations remains a major barrier to the entry of cross-border remittance service providers.
 Also it has become urgent now to address whether these new technologies should be regulated under Banking regulations or telecom regulations, and how the operational risks that might arise can be addressed. 
Finally, the resilience of remittances has made developing countries more aware of the potential for leveraging remittances and Diaspora wealth for raising development finance. Several countries (including most recently Greece) have implemented or are considering the issuance of Diaspora bonds and/or securitization of future remittance flows to raise lower-cost and longer-term financing for infrastructure and public works projects. 

Remittances contribute to economic growth and to the financial and social inclusion of needy people worldwide. Recent studies have shown that remittances not only play an important part in many people's daily lives but are particularly important for people during financial crises.
In Latin America and the Caribbean, remittances play an important role in the economy of the region, totaling over $66.5 billion in 2007, with about 75% originating in the United States. This total represents more than the sum of foreign direct investment (FDI) and official development aid (ODA) combined. In 7 Latin American and Caribbean countries remittances account for more than 10% of GDP and exceed dollar flows of largest export product in every country.

A majority of the remittances from the US have been directed to Asian countries such as India, the Philippines and China. Most of the remittances happen by conventional channel of agents, however online money transfer has gained substantial momentum over the years. One-third of the money sent originates in the United States, most of the rest is sent from Europe and the Middle East. 
A significant volume of remittance money circulates within the developing world as well. Latin America and the Caribbean is the region receiving the highest level of remittances per capita and the money flowing to the region has risen tenfold in real terms over the past 20 years. After climbing at double-digit rates in the last decade, flow now appears to be leveling off.

Most of the money received in this region is used for everyday living expenses, from food and home repairs to school tuition. What interest’s economists most, though, is the potential for remittances to contribute to economic development. Remittances tend to increase bank deposits, reflecting potential for investment. Research has also found that higher remittance flows are associated with lower poverty, better health and higher levels of education in developing world.
Yet the increasing remittance flows have downside-families and national economies that rely on the money sent from nationals working abroad become vulnerable to distant events and trends. Also, many countries dependent on remittance see their working-age adult population shrink. Family members left behind may stop working and wait month-to-month for money from overseas. 

However, today remittance checks are helping millions of households across the globe to keep food on the table and a roof overhead. Although the evidence hardly hails them as a long-term solution to global poverty, as long as remittance flows continue, they should be both facilitated and regulated.

	
	


Article Source: http://www.articlesnatch.com

India has retained its position as the highest recipient of global remittance flow at $52 billion in 2008, the World Bank has said in a report. Remittance is defined as the sum of money paid to someone at a distance. A 'remittance transfer' refers to the transfer of money from an individual, usually a person who has emigrated from her city or country of origin, to another individual, usually a relative who remains at home. The World Bank and the Bank for International Settlements have developed international standards for remittance services. 
India: Rank 1

India received the highest of 15 per cent of the total global remittance inflows at $52 billion in 2008, which constituted 3.3 per cent of its gross domestic product. Remittance flows to developing countries reached $328 billion in 2008, an increase of 15 per cent over 2007.
It should be mentioned here that the World Bank had predicted a 7.3 per cent decline in remittance overall flows to developing nations all over the world in 2009 to $304 billion.
Most of the remittances happen by conventional channels like Western Union and Money gram. However, with the increasing reach of the Internet, online money transfer has gained momentum. 

During disasters or emergencies, remittances can be a vital source of income for people whose other forms of livelihood may have been destroyed by conflict of natural disaster. Growth of remittances to South and East Asia is also because of the switch in motivation for remittances from consumption to investment: falling asset prices, rising interest rate differentials and a depreciation of the local currency.


China: Rank 2

People's Republic of China is the largest country in East Asia and the most populous in the world with over 1.3 billion people, approximately one-fifth of the world's population. Chinese population, like its Indian counterpart, has migrated to several parts of the world and has established a firm footing in new pastures through its skills, talent and professionalism.


China is the fastest growing major economy in the world. It now has the world's third largest nominal GDP -- 30 trillion Yuan ($4.4 trillion). It is a member of the World Trade Organization and is the world's third largest trading power behind the US and Germany.
Mexico: Rank 3


Mexico is the fifth-largest country in the Americas and the 14th largest independent nation in the world. The country has the 11th largest economy in the world by GDP by purchasing power parity. The remittances from Mexican citizens working in the US account for 0.2 per cent of Mexico's GDP and is the seventh largest source of foreign income after oil, industrial exports, manufactured good, electronics, automobiles and food exports. 
According to Mexico's central bank, the amount of total counted remittances fell 3.6 per cent in 2008 to $25 billion. 


Philippines: Rank 4


The Philippines, officially known as the Republic of the Philippines, comprises 7,107 islands in the western Pacific Ocean. The Filipino economy is heavily reliant on remittances as a source of foreign currency, surpassing foreign direct investment. The Philippines is a newly industrialized country, with an economy supported by agriculture but with substantial contributions from manufacturing, mining, service industries like tourism, business process outsourcing and also remittances from overseas Filipinos.
Poland: Rank 5

Poland is the 9th largest country in Europe with a population of over 38 million people. Poland is considered to have one of the healthiest economies of the post-communist countries, with GDP growing by 6.1 per cent in 2006.Since the fall of the communist government, Poland has pursued a policy of liberalizing the economy. Privatization of small and medium state-owned companies and a liberal law on establishing new firms have allowed the development of an aggressive private sector in the country. 
Nigeria:Rank6

Nigeria is the most populous country in Africa and the eighth most populous country in the world. The International Monetary Fund has projected a growth of 8.3 per cent for Nigeria in 2009. Nigeria's bulk of economic activity is centered in four main cities: Lagos, Kaduna, Port Harcourt, and Abuja. Nigeria is the US's largest trading partner in sub-Saharan Africa and supplies one fifth of its oil and 11 per cent of oil imports from other countries for use.

Romania: Rank 7

Romania has the 9th largest territory and the 7th largest population (with 21.5 million people) among the European Union member states. While Romania's income level remains one of the lowest in the European Union, reforms have increased the growth speed. Romania is now an upper-middle income country economy. After the Communist regime was overthrown in late 1989, the country experienced a decade of economic instability and decline. From 2000 onwards, however, the Romanian economy was transformed into one of relative macroeconomic stability. The country's GDP grew by 8.9 per cent in the first nine months of 2008, but growth fell to 2.9 per cent in the fourth quarter and stood at 7.1% for the whole 2008.


Egypt: Rank 8

Egypt is one of the most populous countries in Africa and West Asia. Egypt's economy is one of the most developed in West Asia, backed by sectors like tourism, agriculture, industry and service. Egypt's economy depends mainly on agriculture, media, petroleum exports, and tourism. There are more than three million Egyptians working abroad, mainly in Saudi Arabia, the Persian Gulf and Europe. However, a rapidly-growing population, limited arable land, and dependence on the Nile all continue to overtax resources and stress the economy of this country.

Bangladesh: Rank 9

Bangladesh is the seventh most populous country in the world with a high poverty rate. However, per-capita (inflation-adjusted) GDP has more than doubled since 1975, and the poverty rate of this country has continuously fallen by 20 per cent since the early 1990s.Despite continuous domestic and international efforts to improve economic and demographic prospects, Bangladesh remains a developing nation.
Although two-thirds of Bangladeshis are farmers, more than three quarters of Bangladesh's export earnings come from the garment industry. The industry now employs more than 3 million workers, 90 per cent of whom are women. A large part of the country's foreign currency earnings comes from the remittances sent by all expatriates living in other countries in the world.

Vietnam: Rank 10

Historically, Vietnam has been an agricultural civilization based on wet rice cultivating. The Vietnam War destroyed much of the country's economy. However, as a result of several land reform measures; Vietnam is now the largest producer of cashew nuts with a one-third global share and second largest rice exporter in the world after Thailand. 
Vietnam has the highest percentage of land use for permanent crops. Besides rice, key exports are coffee, tea, rubber, and fishery products. Agriculture's share of economic output has declined, falling as a share of GDP from 42 per cent in 1989 to 20 per cent in 2006, as production in other sectors of the economy has risen. 
Figure: Top 10 remittance countries
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A study was released by International Forum on Remittances which reported that global foreign remittances in 2006 totaled three times all aid provided by donor nations to developing countries (as reported by OECD). Global remittances totaled more than $300B while donor aid was $104B. Remittances even topped foreign direct investment in developing countries which totaled $167B (reported by the Institute of International Finance).Remittances are the money transfers that foreign workers in developing countries send home to their family and relatives. Most of the transfers are between $100 and $300 at a time. 

Remittances to India topped the list at $24.5B, followed by Mexico at $24.2B; China, $21B and the Philippines and Russia, $13.7B each. Even if foreign does rise, it is likely to become an increasingly smaller contributor to capital transfer to developing countries and can never match the growing impact that migrant workers are having on the shifts in global capital. How about we encourage easier, more secure and better  priced options for people to send money back to their home countries? For many people, an ATM or PayPal or a mobile money transfer option would be a welcome solution.


The concept of microfinance is not new. Savings and credit groups that have operated for centuries include the "susus" of Ghana, "chit funds" in India, "tandas" in Mexico, "arisan" in Indonesia, "cheetu" in Sri Lanka, "tontines" in West Africa, and "pasanaku" in Bolivia, as well as numerous savings clubs and burial societies found all over the world.
Formal credit and savings institutions for the poor have also been around for decades, providing customers who were traditionally neglected by commercial banks a way to obtain financial services through cooperatives and development finance institutions. 

	


One of the earlier and longer-lived micro credit organizations providing small loans to rural poor with no collateral was the Irish Loan Fund system, initiated in the early 1700s by the author and nationalist Jonathan Swift. Swift's idea began slowly but by the 1840s had become a widespread institution of about 300 funds all over Ireland. Their principal purpose was making small loans with interest for short periods. At their peak they were making loans to 20% of all Irish the households
 annually. In the 1800s, various types of larger and more formal savings and credit institutions began to emerge in Europe, organized primarily among the rural and urban poor. 

Friedrich Wilhelm Raiffeisen and his supporters developed the concept of the credit union. Their altruistic action was motivated by concern to assist the rural population to break out of their dependence on moneylenders and to improve their welfare. From 1870, the unions expanded rapidly over a large sector of the Rhine Province and other regions of the German States. The cooperative movement quickly spread to other countries in Europe and North America, and eventually, supported by the cooperative movement in developed countries and donors, also to developing countries for making further development and establishment of the country. 

Between the 1950s and 1970s, governments and donors focused on providing agricultural credit to small and marginal farmers, in hopes of raising productivity and incomes. These efforts to expand access to agricultural credit emphasized supply-led government interventions in the form of targeted credit through state-owned development finance institutions, or farmers' cooperatives in some cases, that received concessional loans and on-lent to customers at below-market interest rates. These subsidized schemes were rarely successful. Rural development banks suffered massive erosion of their capital base due to subsidized lending rates and poor repayment discipline and the funds did not always reach the poor. 
3.7.1 Some micro-finance institutions

• ACCION International, an early pioneer, was founded by a law student, Joseph Blatchford, to address poverty in Latin America's. Begun as a student-run volunteer effort in the shantytowns of Caracas with $90,000 raised from private companies, ACCION today is one of the premier microfinance organizations in the world, with a network of lending partners that spans Latin America, the United States and Africa. 

	

	




• SEWA Bank. In 1972 the Self Employed Women's Association (SEWA) was registered as a trade union in Gujarat (India), with the main objective of "strengthening its members' bargaining power to improve income, employment and access to social security." In 1973, to address their lack of access to financial services, the members of SEWA decided to found "a bank of their own". Four thousand women contributed share capital to establish the Mahila SEWA Co-operative Bank. Since then it has been providing banking services to poor, illiterate, self-employed women and has become a viable financial venture with today around 30,000 active clients. 
• Grameen Bank. In Bangladesh, Professor Muhammad Yunus addressed the banking problem faced by the poor through a program of action-research. With his graduate students in Chittagong University in 1976, he designed an experimental credit program to serve them. It spread rapidly to hundreds of villages. Through a special relationship with rural banks, he disbursed and recovered thousands of loans, but the bankers refused to take over the project at the end of the pilot phase. They feared it was too expensive and risky in spite of his success. 

Eventually, through the support of donors, the Grameen Bank was founded in 1983 and now serves more than 4 million borrowers. The initial success of Grameen Bank also stimulated the establishment of several other giant microfinance institutions like BRAC, ASA, Proshika, etc. 

3.7.2 Remittance and micro-finance:
A growing consensus points to the strategic significance of remittances from international migrants as a source of increasing amounts of capital for families and community development programs throughout the South. Today, diverse transnational communities sustain the local development process at home. To achieve a qualitative leap in available resources and their impact, a series of alliances must be negotiated amongst migrant Hometown Associations, microfinance institutions, government regulatory entities and development agencies, public and private. Numerous recent reports and policy studies share similar conclusions regarding this potential, although few underscore the challenges to lowering money transfer costs, the new alliances required, emerging useful digital tools, and constraints of regulatory environments.   

Remittance transfer reform and innovation occurs in the emerging field of community informatics and information-linked rural and urban development policies. Whereas today is dynamic remittance flows contribute to stability in local governments as resources arrive from abroad for individual families and for community betterment, local and regional political processes are or may be rearticulated under these historically novel conditions.
This discussion reviews some issues associated with digital value transfers, local microfinance organizations, community informatics, regulatory impediments and the governance issues now evident as the remittance components increase their specific gravity within national economies. Examples are taken from experiences in Mesoamerica, a region sharing a cultural common denominator, stretching from Mexico to Costa Rica.


PART 4:
REMITTANCE AND WORLDWIDE DEVELOPMENT
                                   4.1 Remittances And Worldwide Economical And                                        Political Development

                                   4.2 Remittance And Financial Development

                                   4.3 Research On Impact Of Remittance On Financial   Development


Remittances are the international financial flows that arise from cross-border movements of people. In recent years, remittances have begun to receive attention from a number of quarters, including academics, policymakers, bankers, non-governmental organizations, and activists working on behalf of migrant communities. For a time, and especially in the policy community, it seemed that remittances were being positioned as the next great development panacea, following a professional tendency that Hirschman (1965) noted long ago. The initial euphoria about remittances has subsided, and has given way to more nuanced assessments of their developmental contributions. Remittances raise a range of important political economy concerns. One is the contribution of remittances to what I term public moral hazard. Specifically, remittances cause states in the developing world to reduce expenditures on public goods that have traditionally depended on public support - such as public investment in infrastructure - and on human capital and social services, and protect governments from the political consequences of poor policy choices and/or those that induce social dislocation. 

Remittances have played a significant role in poverty reduction in most of the developing countries. However, there have been few studies on the impact of remittances on the growth of GDP of a country. In estimating the impact of remittances on the GDP growth and trying to find out why people remit back home, we find that remittances are more compensatory in nature and hence, are the reflection of a situation in the home country. Better economic situations inhibit remittance flows while poor performance of the economy increases the flow of remittances. Since the remittances have been used mostly for consumption purposes in our country, they have limited direct and indirect impact on the growth of country’s Gross Domestic Product (GDP). 

Remittance flows, once largely ignored by economists and policy makers, have grown over the past decade to the point where they play a huge role in the economy of a country. Because of the growing role that remittances play in the world economy, many governments have created every appropriate opportunity on priority basis to enhance inflows and outflows of remittance. 
Between 1960 and 2000 the world population doubled from three billion to six billion while the total number of international migrants more than doubled (from 76 million). 
Remittance flows frequently outstrip foreign direct investment (FDI), which is three and a half times net official flows. Not surprisingly, migration and remittances are now high on many agendas. But the typical approach is narrow and short-term. Little attention is being paid to the effects on sustainable development, equity and long-term poverty reduction. In some countries, remittances as a share of GDP are substantial; for example, this share is 15 per cent in El Salvador and 35 per cent in Haiti. About 28 per cent of households in El Salvador receive these remittances. In Bangladesh, remittance is about 7.0 percent of Gross Domestic Product (GDP).

Remittances serve as an important means of reducing poverty. Remittances are private transfers that go directly to the poorer, economically isolated segments of the population. With no government involvement, these flows go directly to those who most need them. Often these flows are critical for the survival of the receivers, and under the right circumstances can be used by the senders and/or recipients to break the grip of poverty. Studies have shown that remittance recipients are more likely to send their children to school, have more access to health care, and are more likely to start small businesses. Product options introduced recently in some remittance services allow remittance senders to directly pay for a house or to save money in a bank account from overseas.
Remittances can also serve as a catalyst to financial market deepening. According to a recent survey, 33 per cent of Mexican remittance recipients reported having a bank account, which is significantly higher than the 22 per cent reported for the general population. In many cases households receiving remittances never had sufficient liquidity to merit consideration of a bank account. But they are now accumulating savings from remittance flows, accessing other financial service products such as loans and insurance, and establishing a credit history.
While domestic retail payment systems can be extremely efficient, cross-border payment mechanisms are generally far less efficient, especially for small retail payments, such as remittances. It is a treasury priority to look for ways to address the impediments to efficiently sending small payments across borders. Competition, technology and the high daily volume of business have combined to spur the development of efficient, electronic, domestic payment systems in some of the economies of our country to make economical development. 
Remittances are important at both the macro- and micro-economic level. They increase both the income of the recipient and the foreign exchange reserves of the recipient's country. "If remittances are invested, they contribute to output growth, and if they are consumed, then also they generate positive multiplier effects," notes Ratha. 

The international migrant community is becoming increasingly aware of the potential of structuring the transfer of funds to achieve more effective economic results. Remittance senders are making greater use of the formal financial system, lowering costs and multiplying financial benefits. But much more needs to be done to leverage these resources and, particularly, to provide transnational families with access to the financial system and more options to use their funds. Despite the unprecedented levels of interest in remittances, a variety of historical, legal, regulatory, and cultural obstacles continue to prevent the financial sector from successfully integrating remittance senders and receivers.









The basic economic principle of remittance flows in the Americas and throughout the world is quite simple: developed countries need migrant labor, and families back home need the money that comes from their earnings. Each year migrants leave their villages and hometowns to seek jobs and better lives for themselves and their families. The equation over the years has not changed: people move "North" by the millions and money moves "South" by the billions.
The challenge now is to help leverage the economic development impact of remittances. For this reason, the IMF recently commissioned a comprehensive survey of remittance senders and receivers to focus on the development potential of these flows that is incomings and outgoings while remittances are clearly far from reaching their full potential as an investment tool.
A commitment to family values is the driving force of the remittance flows linking these transnational families that live in two countries and contribute to two economies and two cultures at the same time. Migrants have become an integral part of the labor market in many developed countries around the world. And the developing economy is yet to utilize its potentiality to their favor. Bangladesh has enormous potential to reap its benefits in the coming days. 
Table 1. Migrant Remittances to Developing Countries (US$ billion, current dollars)*

	INFLOWS
	1990
	2000
	2006
	2007
	2008
est.
	2009
forecast range
	Remittances
as a share of 2007 GDP (%)

	-All developing countries
	31
	84
	226
	285
	328
	304-313
	2.0%

	
	
	
	
	
	
	
	

	By country income group:
	
	
	
	
	
	
	

	-Low-income countries
	5
	8
	29
	25
	31
	29-30
	6.0%

	-Middle-income countries (MIC)
	26
	76
	197
	261
	297
	275-282
	1.8%

	
	
	
	
	
	
	
	

	By regions:
	
	
	
	
	
	
	

	-East Asia and the Pacific
	3
	17
	53
	65
	78
	74-76
	1.4%

	-Europe and Central Asia
	3
	13
	39
	51
	57
	49-50
	1.8%

	-Latin America &

the Caribbean
	6
	20
	57
	63
	64
	60-61
	1.7%

	-Middle East & N. Africa
	11
	13
	27
	32
	34
	32-33
	4.6%

	-South Asia
	6
	17
	40
	55
	74
	71-74
	3.1%

	Sub-Saharan Africa
	2
	5
	11
	19
	20
	18-19
	2.6%


*Dilip Ratha, Sanket Mohapatra, and Ani Silwal, ‘Outlook for remittances flows, 2009-11,’ Migration and development brief No. 10; July 13, 2009; Migration and remittances team, Development prospects group, World Bank.

Ilene Grabel examines some of the diverse and cross-cutting economic, political and social consequences of remittances. They are given below:

1. Savings, private investment by small businesses and agriculturalists, and investments in human capital:












There is unambiguous evidence that once basic needs are met, remittances are used for savings, debt repayment, consumer durables, land and housing purchases, small enterprise development and agriculture, and investments in education and healthcare. Indeed, these effects are largely responsible for the enthusiasm about remittances among policymakers.
It is widely known that the formal banking system and the state in the developing world have long underserved the poor, small business and agriculture, as far as the provision of credit. This problem has become more severe in the neo-liberal era as states have dismantled long-standing programs that provided some assistance through the provision of working capital at subsidized rates. And so, it may be that remittances now patch over the gaps in public funding and bank financing that have grown ever larger thanks to neo-liberal policy.

States in the developing world have also long under-invested in human capital. But this situation, too, has become far more severe in the neo-liberal era when state support for education and public health has been curtailed radically and essential public services have been privatized. Though the hard numbers have yet to be assembled, it is reasonable to assume that these large shortfalls in support for small business, agriculture and human capital could not possibly be filled by remittances. In this connection, it is worth recalling that only 8.7 per cent of remittances to the developing world in 2007 went to the poorest countries, and these flows were themselves concentrated in particular regions within these countries. 

2. Public investment in infrastructure and other public projects:





There is some evidence that in certain countries remittances support some public investment by providing capital for health clinics, land, wells, irrigation, equipment, and schools in particular communities. Most of the financing for public investment by remittances comes from organized ‘Home Town Associations’ of migrants that have pooled and channeled remittances for public projects in their towns of origin. 






If remittances catalyze public investment that would not otherwise occur, then naturally the net effect is positive. But if remittances crowd-out public investment by inducing a public moral hazard, then their contribution may be marginal or even negative. It may thus be that these new institutional forms mask a net reduction in public finance. Public moral hazard might unfold behind the backs of those sending and receiving remittances.

3. Remittances and its impact in economic and social instability of a country: 

A very interesting role played by remittances is that they function as a form of social insurance that sustains consumption and household investments in human capital by providing critical support after economic, financial and political crises and natural disasters. The material support provided by remittances to the vulnerable during crises is an achievement that cannot be dismissed. But, in my view, the relationship between remittances and economic shocks is more complex than remittance is generally understood. 

One aspect of this complexity concerns the relationship between remittances and the neo-liberal regime. In this environment, states have curtailed the social programs and public institutional arrangements that traditionally helped the vulnerable to shoulder shocks (and, in some cases, even reduced the likelihood that these shocks would occur). In the absence of public shock absorbers, remittances function as private mechanisms that displace the burden of adjustment to shocks onto transnational-dispersed family networks. Moreover, neo-liberalism creates an environment wherein shocks become more frequent and severe and thus where the shock absorption role of remittances becomes all the more necessary.
Finally, by linking the economies of nations so closely, remittances can be seen as yet another channel of contagion that can transmit economic instability or contraction from one country to another. 

Up until the current global economic crisis, there was some evidence that remittances remained stable when there was an economic downturn in the sending country (Ratha, 2003:163). But at present, the depth and the spread of the crisis is causing remittances to exhibit pro-cyclicality. 

4. Public sector borrowing costs and credit ratings:






 
An unexpected effect of remittances is that they have been used in some countries to lower government borrowing costs and lengthen debt maturities on public issues. Brazil, El Salvador, Mexico, Panama and Turkey have securitized remittances along with other ‘future-flow receivables’, such as telephone and credit card receivables (Ketkar and Ratha, 2009) . Remittance-securitized bonds have been issued on terms that are considerably less costly to the government than non-securitized public bonds, and they receive higher credit ratings, something that gives the government access to a wider range of investors. 
The benefits of greater access to credit at more favorable terms must be weighed against the costs of greater debt burdens and the addition of inflexible securitized debt. Today’s global financial crisis makes clear that policymakers in developing countries should exercise extreme caution when considering further securitization of remittances or any other future financial flow.
5. Political effects of remittances: 










There is very little research undertaken to date on the political consequences of financial engagement via remittances sent by Diasporas communities. The Philippines, Eritrea, Mexico and India have active policies that specifically aim at keeping Diaspora engaged with the country through remittances. 

For example, the Indian government has for some time been selling Diaspora bonds as a vehicle to support the government budget and to keep the Diaspora financially engaged with the country (Ketkar and Ratha, 2009). As beneficial as the remittances can be as a source of finance for the country of origin, it is important to investigate the political consequences of remittances from Diaspora communities. 


The two main capital inflows in developing countries are foreign direct investments (FDI) and remittances. Remittance in developing countries has been seen as source of income, sometimes primary or supplemental income, for families, especially in rural areas. Remittances may also be sometimes vital for developing countries since it does help the economy of a developing nation by the additional cash flow received. 

Remittances can help alleviate poverty in developing countries. As such, research in the topic of remittances expanded due to the rapid increase in remittance income to remittance receiving countries (RRC). Most remittance receiving countries are developing countries. People from these countries migrate to seek for better job opportunities and higher compensation.
The continuous increase of remittances in developing countries and its positive contribution to growth and poverty alleviation led to a number of interesting studies; studies that directly link remittances to poverty alleviation, studies that indirectly link remittances to growth and studies that discusses the relationship because remittances and financial development. Financial market development can influence the long-run effects of remittances on the economies chosen for our analysis. 

Remittances, funds received from migrants working abroad, to developing countries have grown dramatically in recent years from U.S. $3.3 billion in 1975 to close to U.S. $338 billion in 2008. They have become the second largest source of external finance for developing countries after foreign direct investment (FDI) and represent about twice the amount of official aid received. Relative to private capital flows, remittances tend to be stable and increase during periods of economic downturns and natural disasters. Furthermore, while a surge in inflows, including aid flows can erode a country’ competitiveness, remittances do not seem to have this adverse effect.

Figure: Inflows to developing countries (billions of USD), 1975-2008
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As researchers and policymakers have come to notice the increasing volume and stable nature of remittances to developing countries, a growing number of studies have analyzed their development impact along various dimensions, including: poverty, inequality, growth, education, infant mortality, and entrepreneurship. However, surprisingly little attention has been paid to the question of whether remittances promote financial development across remittance-recipient countries. Yet, this issue is important because financial systems perform a number of key economic functions and their development has been shown to foster growth and reduce poverty. Furthermore, this question is relevant since some argue that banking remittance recipients will help multiply the development impact of remittance flows.

Whether and how remittances might affect financial development—banking in particular—is a priori unclear. On the one hand, money transferred through financial institutions might pave the way for recipients to demand and gain access to other financial products and services that they might not have otherwise. As an added benefit, providing remittance transfer services allows banks to “get to know” and reach out to unbanked recipients or recipients with limited financial intermediation. 

For example, remittances might have a positive impact on credit market development if banks become more willing to extend credit to remittance recipients because the transfers they receive from abroad are perceived to be significant and stable (i.e., serve as collateral, at least informally). However, even if bank lending to remittance recipients does not materialize, overall credit in the economy might increase if banks’ loan able funds surge as a result of deposits linked to remittance flows.

Furthermore, because remittances are typically lumpy, recipients might have a need for financial products that allow for the safe storage of these funds, even if most of these funds are not received through banks. In the case of households that receive their remittances through banks, the potential to learn about and demand other bank products is even larger. 

On the other hand, because remittances can help relax individuals’ financing constraints, they might lead to a lower demand for credit and have a dampening effect on credit market development. A rise in remittances also might not translate itself into an increase in credit to the private sector if these flows are instead channeled to finance the government or if banks are reluctant to lend and prefer to hold liquid assets. 

Finally, remittances might not increase bank deposits if they are immediately consumed or if remittance recipients distrust financial institutions and prefer other ways to save these funds.


PART 5:
OVERVIEW OF BANGLADESH


                                   5.1 Economy Of Bangladesh

                                                    5.1.1 Economic History

                                                    5.1.2 Macro-Economic Trend

                                                    5.1.3 Economic Outlook


An overview of Bangladesh economy in given below:

	Economy of Bangladesh

	
[image: image3]
Kawran Bazar (A commercial hub of Bangladesh)

	Rank
	48

	Currency
	Bangladesh Taka(BDT)

	Fiscal Year
	1 July - 30 June

	Trade organizations
	WTO, WCO,IOR-ARC, SAFTA, D8

	Statistics

	GDP
	$256 billion (2010 est. PPP)

	GDP growth
	5.7% (2009 est.)

	GDP per capita
	$1,600 (2009 est. PPP)

	GDP by sector
	Agriculture: (18.6%), industry: (28.6%), services: (52.8%) (2009 est.)

	Inflation(CPI)
	5.4% (2009 est.)

	Population
below poverty line
	36.3% (2008 est.)

	Ginny index
	33.2 (2005)

	Labor force
	72.35 million (2009 est.)

	Labor force
by occupation
	Agriculture (45%), industry (30%), services (25%) (2008 est.)

	Unemployment
	5.1% (2009 est.)

	Main industries
	cotton textiles, jute, garments, tea processing, paper newsprint, cement, chemical fertilizer, light engineering, sugar

	Ease of doing business rank
	107th

	External

	Exports
	$16.7 billion (2009-2010)

	Export goods
	garments, textiles, jute and jute goods, ships, leather, produce, frozen fish and seafood, pharmaceuticals, ceramics, cement

	Main export partners
	US 31.8%, Germany 10.9%, UK 7.9%, France 5.2%, Netherlands 5.2%, Kuwait 4.9%, Japan 4.5%

Italy 4.42% (2000)

	Imports
	$24 billion (2009-2010)

	Import goods
	machinery and equipment, chemicals, iron and steel, raw cotton, food, crude oil and petroleum products,

	Main import partners
	China 11.4%, India 9.1%, Singapore 8.5%, Hong Kong 7.1%, Japan 6.5%,(2008)

	Gross external debt
	$19.23 billion (31 December 2008 est.)

	Public finances

	Public debt
	$1.2 billion (June 2005 est.)

	Revenues
	$14.1 billion (2008-2009 est.)

	Expenses
	$25.8 billion (2008-2009 est.)

	Economic aid
	$.975 billion (2000 est.)

	Main data source: CIA world rank book
All values, unless otherwise stated, are in US dollar


Source: Wikipedia, the free encyclopedia.
The economy of Bangladesh is a developing market-based economy. Its per capita income in 2008 was est. US$1,500 (adjusted by Purchasing Power Parity). According to the International Monetary fund, Bangladesh ranked as the 48th largest economy in the world in 2009, with a gross domestic product of US$256 billion. The economy has grown at the rate of 6-7% p.a. over the past few years. More than half of the GDP belongs to the service sector; nearly half of Bangladeshis are employed in the agriculture sector, with RMG, fish, vegetables, leather and leather goods, ceramics, rice as other important produce.
A remittance from Bangladeshis working overseas, mainly in the Middle East is the major source of foreign exchange earnings; exports of garments and textiles are the other main sources of foreign exchange earnings. GDP's rapid growths due to sound financial control and regulations have also contributed to its growth. However, foreign direct investment is yet to rise significantly. Bangladesh has made major strides in its human development index. 

The land is devoted mainly to rice and jute cultivation of rice, fruits and produces, although wheat production has increased in recent years; the country is largely self-sufficient in rice production. Bangladesh's growth of its agro industries is due to its rich deltaic fertile land that depends on its six seasons and multiple harvests. Improving at a very fast rate, infrastructure to support transportation, communications, power supply and water distribution are rapidly developing. Bangladesh is limited in its reserves of oil, but recently there was huge development in coil mining. The country's main endowments include its vast human resource base, rich agricultural land, relatively abundant water, and substantial reserves of natural gas, with the blessing of possessing the world’s only natural sea ports in Mongla and Chittagong, in addition to being the only central port linking two large burgeoning economic hub groups SAARC and ASEAN.
5.1.1 Economic history
East Bengal—the eastern segment of Bengal, a region that is today Bangladesh—was a prosperous region of South Asia until modern times. It had the advantages of a mild, almost tropical climate, fertile soil, ample water, and an abundance of fish, wildlife, and fruit. The standard of living compared favorably with other parts of South Asia. 

The partition of British India and the emergence of India and Pakistan in 1947 severely disrupted the former colonial economic system that had preserved East Bengal (now Bangladesh) as a producer of jute, rice and other agro commodities for the rest of British India. Since Bangladesh followed a socialist economy by nationalizing all industries after its independence, a slow growth of experienced entrepreneurs, managers, administrators, engineers, or technicians underwent. Although Bangladesh had a large work force, the vast reserves of under trained and underpaid workers were largely illiterate, unskilled, and underemployed. Commercially exploitable industrial resources, except for natural gas, were lacking. Inflation, especially for essential consumer goods, ran between 300 and 400 percent.
 The war of independence had crippled the transportation system. The new country was still recovering from severe cyclones that hit the area in 1970 and cause 250,000 deaths. India, by no means a wealthy country and without a tradition of giving aid to other nations, came forward immediately with massive economic assistance in the first months after the fighting ended. Between December 1971 and January 1972, India committed US$232 million in aid to Bangladesh, almost all of it for immediate disbursement. Bangladeshi leaders slowly began to turn their attention to developing new industrial capacity and rehabilitating its economy.
 The static economic model adopted by these early leaders, however—including the nationalization of much of the industrial sector—resulted in inefficiency and economic stagnation. Beginning in late 1975, the government gradually gave greater scope to private sector participation in the economy, a pattern that has continued. 
Many state-owned enterprises have been privatized, with banking, telecommunication, aviation, media, jute including a range of other vital sectors have been privatized. Inefficiency in the public sector have been improving however at a gradual pace, external resistance to developing the country's richest natural resources, and power sectors including infrastructure have all contributed to slowing economic growth. Bangladesh historically has run a large trade deficit, financed largely through aid receipts and remittances from workers overseas. Foreign reserves dropped markedly in 2001 but stabilized in the USD3 to USD4 billion ranges (or about 3 months' import cover). In January 2007, reserves stood at $3.74 billion, and they increased to $5.8 billion by January 2008, in Nov 2009 it surpassed $10.0 billion according to the Bank of Bangladesh, the central bank. In addition imports and aid-dependence of the country has systematically been reduced since the beginning of 1990s.
5.1.2 Macro-economic trend
This is a chart of trend of gross domestic product of Bangladesh at market prices estimated by the International Monetary Fund with figures in millions of Bangladeshi Taka. However, this reflects only the formal sector of the economy.

	Year
	Gross Domestic Product
	US Dollar Exchange
	Inflation Index
(2000=100)
	Per Capita Income
(as % of USA)

	1980
	250,300
	16.10 Taka
	20
	1.79

	1985
	597,318
	31.00 Taka
	36
	1.19

	1990
	1,054,234
	35.79 Taka
	58
	1.16

	1995
	1,594,210
	40.27 Taka
	78
	1.12

	2000
	2,453,160
	52.14 Taka
	100
	0.97

	2005
	3,913,334
	63.92 Taka
	126
	0.95

	2008
	5,003,438
	68.65 Taka
	147
	


Mean wages were $0.58 per man hour in 2009.

5.1.3 Economic outlook
Efforts to achieve Bangladesh's macroeconomic goals have been problematic mostly due to various factors including the country's large population, corruption within the government, power shortages etc. The government has proven unable to resist demands for wage hikes in government-owned industries. State-owned banks, which control about three-fourths of deposits and loans, carry classified loan burdens of about 50%. The IMF and World Bank predict GDP growth over the next 5 years will be about 6.5%, well short of the 9-10% needed to lift Bangladesh to Mid Income Nation level, within that period. The initial impact of the end of quotas under the Multi-Fiber Arrangement has been positive for Bangladesh, with continuing investment in the ready-made garment sector, which has experienced annual export growth in excess of around 20%. Downward price pressure means Bangladesh must continue to cut final delivered costs if it is to remain competitive in the world market. Foreign investors in a broad range of sectors are increasingly frustrated with the politics of confrontation, the level of corruption, the slow pace of reform and privatization and deregulation of the public sector and the lack of basic infrastructure e.g. roads. 
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Remittances have emerged as a key driver of economic growth and poverty reduction in Bangladesh, increasing at an average annual rate of 19 percent in the last 30 years (1979-2008).Revenues from remittances now exceed various types of foreign exchange inflows, particularly official development assistance and net earnings from exports. The bulk of the remittances are sent by Bangladeshi migrant workers rather than members of the Bangladeshi Diaspora. Currently, 64 percent of annual remittance inflows originate from Middle Eastern nations. Robust remittance inflows in recent years (annual average growth of 27 percent in FY06-FY08) have been instrumental in maintaining the current account surplus despite widening a trade deficit. This in turn has enabled Bangladesh to maintain a growing level of foreign exchange reserves.

Macroeconomic determinants of remittances in Bangladesh are:

• Each additional migrant worker brings in $816 in remittances annually;

• Every dollar increase in oil price increases annual remittance by nearly $15 million;

• Depreciation of exchange rate by one taka increases annual remittance by $18 million and;

• Remittances are higher during periods of low economic growth. 
The findings are plausible and consistent with international evidence. In India - another significant remittance recipient county in the South Asia region – migration, oil price, exchange rate and GDP growth has been found to be the salient macroeconomic determinants of remittance inflows as well.

An interesting implication is that the impact of oil price increase on Bangladesh’s balance of payment is unfavorable. A dollar increase in oil price increases oil import payments by about $26 million whereas it increases remittances by $15 million. Thus the impact of a dollar increase in oil price on the balance of payments is a deficit of $11 million.

There is a widespread concern that recent decline in international oil prices and slow down in the global economy, particularly US, Europe and Middle-East are likely to have adverse effects on Bangladesh’s remittance inflows. How bad can it get let’s say next year (FY10)?
Assuming oil prices at around $70 per barrel and GDP growth of 5.5 percent we predict:

· Remittance will grow by 12.4 percent, reaching $10.76 billion, if we are able to export another 610,000 workers (annual average of 2006-2008) in FY10. This is the optimistic case. 

· Remittances will grow by 10.2 percent, reaching $10.55 billion, if the outflow of migrant workers in FY10 reverts to levels observed before the recent oil price boom—350,000. This is the base case. 

· Remittances will grow by 8.5 percent, reaching $10.38 billion, if the outflow of migrant workers in FY10 is only 50 percent of the base case—150,000. 


Migrant workers generally transfer their remittances either through formal or informal channels. The former refers to the official Wage Earner’s Scheme (WES) and to all recorded foreign exchange transactions. It includes principally demand drafts, telegraphic transfers and postal orders, channeled through banks or post offices.
 The prominent informal mode is the Hundi system - a method that bypasses the banking system to transfer money or goods through friends, relatives or trusted agents. In other words, informal channels refer to various means and ways of sending remittances in cash or kind into Bangladesh with no official approval or record. 

6.2.1  Formal Channels
6.2.1(A) Demand draft
The sender in the host country takes out a demand draft from a bank or from an exchange house and sends it to the receiving party in Bangladesh through regular postal services or other means. The bank or the exchange houses in the destination country charges a commission, which varies from bank to bank, for their service.
 So, the transaction cost of the sender is the service charge plus the postal expenses. The receiving party upon receipts of the draft deposits it in the local bank where he/she has an account. The local bank with clearance from the foreign exchange branch in the head office makes payment to the holder of the draft.
 The time required to liquidate the money depends on this clearing process. If the draft is made from a bank on an average it takes about 14 days to liquidate the money. But if the draft is made from an exchange house, and the Bangladeshi bank had arrangements with the exchange house payment is made instantly. 

6.2.2 Informal Channels 

Informal transfer can be broadly classified into two types: cash and kind. 

6.2.2(A) Transfer in cash: 

(a) Cash/ Traveler's check: Migrants or their friends and relatives bring foreign exchange without declaring it to the appropriate authority. This can be in the form of cash or traveler’s cheques. This foreign exchange can either be sold to black market dealers in foreign exchange or kept for personal use. 

(b) Hundi system: The main method of informally transferring money into Bangladesh is through the use of the Hundi system. The Hundi operator/agent is, in fact, an illegal foreign exchange dealer. The sender gives the Hundi operator in a foreign country the currency of that country or dollars or pounds or any acceptable currency by the operator while his relatives or agents in Bangladesh receive an equivalent amount of money in Taka. 
The agent in Bangladesh is contacted by telephone, fax or e-mail by the Hundi agent in the host country and the sub-agent pays the money to the relative of the sender. The Hundi rate is usually 1-2% higher than the official exchange rate. Even if the Hundi and WES rate is the same, the migrant still saves money by not paying commission charges etc. 

The Hundi agent in the host country or in Bangladesh does not charge a commission. But they make a profit by selling dollars in the kerb market at a higher rate than the rate paid. Smuggling seems to be closely linked to Hundi business. 
A Bangladeshi businessman cum smuggler may need dollars and is willing to pay more than the official rate. He pays the Taka here and receives the equivalent dollar amount in UAE or Singapore, buys goods/machinery, brings these back, sells them in the local market and makes a profit. Thus remittance money eventually arrives in Bangladesh in the form of smuggled goods. 
6.2.2(B) Transfer in kind 
a) Under Baggage Rules, Bangladeshis are allowed to bring about consumer durables, gold, electronics items, etc. for personal use. Many migrants subsequently sell most of these consumer goods for Taka, even though this is prohibited. 

b) Gold and consumer durables are transferred to Bangladesh through different Seaports and Airports.

6.2.3 Comparison between formal and informal channels
(A) Advantages of informal channels and as such disadvantages of formal channels: 
Advantages of the informal channels reflect the disadvantages of formal channels and vice-versa.

a) The main advantage of informal transfer is that usually the migrant receives a higher exchange rate as compared to the official rate. 

b) The time of delivery usually ranges from 4 to 5 days as compared to weeks for telegraphic transfer and draft for the banks. Sometimes “door to door” delivery is also given to the migrant’s relatives. 

c) The migrant does not have to fill in any forms - an important factor considered by many migrants those who are functionally illiterate. Even many educated migrants may not know the procedures of sending remittances through official channels. 

d) The migrant does not have to approach a bank thus saving transportation costs and commission for drafts. A Hundi agent can always be found in the neighborhood or even visit the migrants. 

e) Customer case or services is better than that offered by Bangladeshi banks. The chaos at these banks puts many people off. 

f) There have been allegations of fraud in banks, post offices, etc. For example, money is withdrawn under false signatures, money goes astray, etc. Unscrupulous post office officials keep track of letters sent by migrants. Acting on this information they may use various means of getting hold of the remittances money sent. 

g) Especially in the UK, many Bangladeshis run businesses such as hotels, restaurants, and shops. Most of them do not disclose their true income to the UK tax authorities, thus paying less tax. If they were to send their true level of savings through official channels, they would leave themselves open to scrutiny from UK tax authorities. Thus, to avoid harassment by the tax authority they find it safer to use the Hundi. 

h) Migrants in short of money can borrow from a Hundi dealer to meet his/her immediate cash needs back home without or on little interest.

i) Some migrant workers stay abroad illegally and they avoid banks for fear of getting caught. 

(B) Disadvantages of informal channels and advantages of formal channels: 

a) Migrant workers sending remittances through formal channels can open a foreign exchange account i.e., FCA (Foreign Currency Account), NFCD (Non-resident Foreign Currency Deposit - for whom living abroad), RFCD (Resident Foreign Currency Deposit - for returned migrants) at different branch offices of commercial banks. 

b) With the help of different commercial banks they can buy wage earners’ development bonds, US$ investment bond circulated by Bangladesh government and NRB gift check. 

c) The migrant workers who send up to certain level of remittance money through formal channel may get VVIP status in Bangladesh. 

d) The illegal nature of informal transfer is not an alternative to many migrants as a matter of conscience. Migrants realize the detrimental effect of smuggling on the economy, and they disapprove of their foreign currency being used for smuggling.

e)  If a migrant makes an investment in Bangladesh, the GOB may want to know the source of funds. Informal transfers have no records thus the migrant would not be able to prove that the money came in legally. He could, therefore, face legal action. 

f) Risk is involved since a Hundi agent may cheat a migrant. The migrant may get caught in selling his foreign exchange or goods on the black market. 
6.2.4 Overview Of Foreign Remittance Earnings
Bangladesh has made significant strides in her economic sector since her independence in 1971. Although the economy has improved vastly in the 1990s, Bangladesh still suffers in the area of foreign trade in South Asian region. 
Despite major impediments to growth like the inefficiency of state-owned enterprises, a rapidly growing labor force that cannot be absorbed by agriculture, inadequate power supplies, and slow implementation of economic reforms, Bangladesh has made some headway improving the climate for foreign investors and liberalizing the capital markets; for example, it has negotiated with foreign firms for oil and gas exploration, better countrywide distribution of cooking gas, and the construction of natural gas pipelines and power stations. Progress on other economic reforms has been halting because of opposition from the bureaucracy, public sector unions, and other vested interest groups.
The especially severe floods of 1998 increased the flow of international aid. So far the global financial crisis has not had a major impact on the economy. The World Bank predicted economic growth of 6.5% for current year. Foreign aid has seen a decline of 10% over the last few months but economists see this as a good sign for self-reliance. There has been 18% growth in exports over the last 9 months and remittance inflow has increased at a remarkable 25% rate.
Table: Total foreign remittance earnings.

	Fiscal Year
	Total Export
	Total Import
	Foreign Remittance Earnings

	2007–2008
	$14.11b
	$25.205b
	$8.9b

	2008–2009
	$15.56b
	$22.00b+
	$9.68b

	2009-2010(Set Target)
	$17.6b
	N/A
	$10.87b



Banks drives the legal channel for remittance mobilization. Top three remittance receiver banks in market are in Table given below. 
Table: Monthly Inward Remittances, August ’08

	
	Sl.
	Bank
	August, 2008  (in USD Million)
	

	
	1
	Sonali Bank
	104.700
	

	
	2
	Agrani Bank
	66.091
	

	
	3
	Janata Bank
	64.050
	

	

	
	
	
	
	


Whilst data on Non Resident Bangladesh (NRB) remittances coming into Bangladesh are readily available, projections for local remittances are difficult to determine. The figures in USD in the Table given below are approximate.
Table: Local and Foreign Remittance Comparison in USD

	
	07-08 (No.) in USD
	2008-9 (No.) in USD
	2009-10 (No.) in USD

	NRB Remittances
	7 million
	8.5 million
	10 million

	Local Remittances
	14 million
	17 million
	20 million

	
	
	
	


Most of the remittances sent to our country are for various livelihood purposes, such as disbursement of Small loans, living expenses, business start up costs, medical treatment and funds for asset purchases. This highlights the importance of fast disbursement of money that e-Remittance System promises to deliver. The system will help attract new un-banked customers who have previously depended upon informal channels. At present, only a fraction of remitters sends their money through banking channels. The e-Remittance system will also provide the right platform for handling the substantial market for within country remittances.

In Bangladesh, 156 million people live in an area of 143,998 sq.km, which means 1,083 persons per sq.km, or one person per square meter! In terms of population, Bangladesh is the 7th largest country in the world whereas in terms of GDP its position in the world is 196. About 45% of the population lives below the poverty line and each year natural calamities like devastating flood, cyclone, drought, etc. push millions of people below the poverty line. 
A big percentage of its 70.86 million labors are either unemployed or nominally employed. Under such a grim socio-economic condition what is the impact of remittances on the socio-economic development of Bangladesh? Currently, about 6 million Bangladeshis work abroad, and when they send money to their families back home these are in foreign currencies, and for the government these remittances are one of the most important sources of foreign exchange earnings. According to the Bangladesh Bureau on Manpower and Training (BMET), Bangladesh received more than $9 billion as remittances in 2008. According BMET, during the last 33 years (1976-2008) Bangladesh experienced a significant rise in remittance growth -- it was only $23.71 million in 1976 whereas it has reached $9.02 billion in 2008 which makes development. 

As one of the Least Developed Countries (LDC), foreign currency is needed for socio-economic development. Remittances help Bangladesh to make investments for industrial development, modernize its industries by importing high-tech machineries for export-oriented manufacturing, modernize its agricultural activity, invest in education, use it for security investment, etc. 
On the one hand, these factors create more employment in the country and, on the other, help the country to increase its export of manufactured goods as opposed to agricultural products, raw materials, low quality finished products etc., as they were in the past. 

In 2009-10 fiscal years, the total value of exports from its agricultural, industrial and service sectors was $13.97 billion whereas in 2009-10 it received $10.97 billion from its overseas workers as formal remittances. Thus, we must consider remittance as a very important source of foreign exchange earnings for the country. If we combine both formal and informal remittances then the total of all remittance exceeds the total earnings from its exports of the country.

Remittances also help Bangladesh in making the balance of payments favorable, or make up the deficit between total export and import. For example, in 2008, Bangladesh exported $13.97 billion worth of goods and services and in turn imported $19.59 billion worth of goods and services. This gave a deficit of $5.62 billion in Bangladesh's Balance of Payment (BOP). 
However, in 2010, the total amount of remittances that Bangladesh received from its migrant workers working in different countries amounted to $10.97 billion and that helped Bangladesh to make a correction in its Balance of Payment (BOP) deficit to a surplus of $2.661 billion. 

The government also believes that there is compelling evidence that international migration -- through remittances and the transfer of social capital -- can positively contribute towards alleviating poverty. The government is also convinced that the effects are both direct and also through consumption and investment multipliers. Migration provides job opportunities to the young population in Bangladesh. These views are also supported by the 2005 IOM report "The MDGs and Migration," which explains how migration can not only increase income (remittances) but also reduce economic inequality in the society, and thus recommends mainstreaming migration into poverty reduction strategies which is very important for all country.


The amount of money sent home by Bangladeshis living abroad has reached a new record high, according to the Central Bank of Bangladesh. In August, the total sum of money sent home reached a historic peak of $937m - up 30% from a year ago. The boost to the Bangladeshi economy comes despite the global recession hitting overseas jobs. Remittances are the country’s second-highest revenue earner after exports. There are an estimated 6.5 million Bangladeshis living and working abroad, mainly in the Middle East, South East Asia, Europe and the United States. Millions at home are dependent on money sent by their expatriate relatives - money that has been credited for the decline in poverty in the country.

“This is the highest monthly remittance we have received in our history,” said Ziaul Hasan Siddiqui, deputy governor of the Central Bank.“The figure also shows that the global recession had little impact on the flow of remittance to Bangladesh although job opportunities in the major markets have declined in recent months.”  [Bangladesh | September 25, 2009 by D-8 Secretariat]
Many other countries have reported a sharp decline in remittances during the economic downturn. But analysts say many Bangladeshis are in low-end jobs and so the recession has not hit them as hard as it has affected blue collar workers. The increase in remittances could also be partly due to two upcoming religious occasions - the Muslim festival of Ramadan and the major Hindu religious celebration of Durga Puja. However, the upward trend may not continue for long, as overseas employment has fallen in past months due to declining demand. The flow of migrant workers returning home has also increased. The government of Bangladesh has identified seven new countries - including Lebanon, Sudan, Romania and Greece - to send workers to. The state will seek to open diplomatic missions in those countries, to look for job opportunities.

Bangladesh received $1.823 billion during the July-August period of fiscal 2009-10, registering an 18.19 percent growth over the corresponding period of the previous fiscal, the Bangladesh Bank (BB) data showed. The central bank of Bangladesh earlier took a series of measures to encourage expatriate Bangladeshis to send their hard earned money through formal banking channel instead of the illegal “hundi” system and boost the country’s foreign exchange reserves. 

As part of the measures, the BB has issued four more licenses to three commercial banks in the last month for setting up exchange houses in different parts of the world aimed at expediting remittance inflow. Four state-run commercial banks and dozens of private commercial banks have also stepped up efforts to increase remittance flow from the Middle East, the United Kingdom, Malaysia, Singapore, Italy and the United States.

“We are establishing new contacts with overseas exchange houses so that our overseas workers can find it easy to send money back home. We’re also trying to set up our own exchange houses,” Managing Director and Chief Executive Officer of the Agrani Bank Limited Syed Abu Naser Bukhtear Ahmed told media in Dhaka.

Bangladesh’s foreign exchange reserves stood at $9.149 billion on Thursday due to the robust remittance. The BB officials said the foreign exchange reserve would come down slightly as the central bank is set to pay around $512 million to the Asian Clearing Union (ACU) in a day or two. The ACU is an arrangement among the central banks of Bangladesh, Bhutan, India, Iran, Myanmar, Nepal, Pakistan and Sri Lanka to settle trade related payments on a multilateral basis. 

D-8 Organization has developed various plans to further improve remittance sector of the D-8 Countries. The organization plans to set up a D-8 Working Group of Migrant Workers, Remittances, and Microfinance to help coordinate policies among the countries. Meanwhile, during the working visit to several international organizations in Geneva and Rome in 2008, D-8 Secretary General has formally invited a number of potential participants from IFAD, and OFID to share ideas on how to optimize this growing sector for the benefit of the D-8 countries.


MANILA, PHILIPPINES – The Asian Development Bank (ADB), with assistance from the Government of Japan, is launching a first ever remittance investment project to provide safe, affordable remittance services to thousands of Bangladeshi migrant workers and their families.The ADB Board of Directors approved a $2 million grant from the Japan Fund for Poverty Reduction which will be used to fund technology linking microfinance institutions and banks. It will give at least 20,000 rural migrant worker households access to formal remittance services for the first time.

“Currently many rural migrants and their families are forced to rely on informal remittance outlets which are undocumented and risky, and this project, using debit cards, point of sale terminals and other innovations will allow people in remote areas to send and receive funds through the formal banking system,” said Mayumi Ozaki, Finance Specialist (Rural and Microfinance) in ADB’s South Asia Department. [January 21, 2011 @ 12:01 am ] 
The project will fund remittance and financial literacy training and an awareness campaign to provide guidance to returning migrant workers on investment products and employment opportunities. The goal is to help each household save, or invest, an additional $300 annually.
Remittances are Bangladesh’s most important source of foreign exchange, with about 300,000 people a year going abroad for work. Formal inflows reached about $9 billion in 2009, and play a vital role in rural spending on food, housing, education and healthcare.

Along with the ADB-administered grant, the Government of Bangladesh will contribute $29,000 with banks and microfinance institutions providing nearly $386,000, for a total cost of over $2.4 million. The Ministry of Finance is the executing agency for the project, which will run for 3 years to 2013.


Dhaka – Bangladesh has recorded a rise in remittance inflow, from its over 6 million expatriate workers, despite a global recession that forces massive job cuts around the world, central bank officials said that. The South Asian country received over 860 million dollars in remittances in January, the highest in the last seven months and almost 22 per cent more than the same month in 2008, according to a provisional estimate released by Bangladesh Bank. 

Bangladeshi expatriates, most of whom are employed in oil-rich Middle-East countries, sent home over 710 million dollars in January 2008. The country received nearly 9 billion dollars in remittances in 2008, 31 per cent more than the year before. Initially, economists and trade experts feared job losses by Bangladeshi workers in the Middle East because of the falling oil prices in the wake the economic meltdown, but now say the impact of the global financial crisis is not yet evident in Bangladesh's economy. 
"Maybe, it is because the Arab countries are less affected than European and [North] American ones," economist Atiur Rahman of Dhaka University said. "If the latest economic stimulus package planned by the administration [US President Barack Obama clicks], then the scenario will be changed overnight," said Rahman. 
"The inflow of remittance will maintain its impressive growth unless these expatriate Bangladeshis lose their jobs on a massive scale," said Mustafizur Rahman, a trade expert at non-governmental think-tank Centre for Policy Dialogue.
Remittance helps Bangladesh to overcome the recession period successfully. It helps people to fight with the recession. Migrants send remittance money to the person who lives in Bangladesh. This remittance money helps to recover the shortage of money in Bangladesh. Remittance has a great impact on the economy of Bangladesh and also to develop it.


Forex reserve stands at $7.42b
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Remittance recorded a 22.32 percent growth last fiscal year compared to FY2007-08 despite downbeat projections by several donor agencies amid the ongoing global recession. However remittance figures stood at $10 billion in fiscal 2008-09, taking the foreign currency reserve to $7.42 billion yesterday.  

Usually remittance growth in Bangladesh hovers around 12-16 percent in a fiscal year, although the growth hit a record high at 32 percent in fiscal 2007-08.In fiscal 2008-09 remittance inflow was $9,681.78 million, while it was $7,914.78 million in fiscal 2007-08. Remittance inflow was the highest in the last 12 months in June -- $ 911.61 million -- registering a growth of 17.34 percent. Remittance was  striking in May -- $895.3 million, with a growth rate of 22.6 percent.

Bangladeshis working abroad sent home a record US$11billion in the just concluded fiscal year, as remittance continued to rise despite declining trend of manpower export, officials said. Remittances sent by Bangladeshis working abroad reached $10.973 billion, a record in the country's history, in 2009-10, marking a 13.25 per cent growth over the previous fiscal. The remittances were estimated at $877.95 million in June last, a fall by $25.10 million from the previous month in 2009. In May 2010, the remittances were worth $903.05 million, according to the central bank statistics released. 

According to the Bangladesh Economic Review, more than 55 lakh Bangladeshis were working abroad till April 2009. In the first five months of 2009, the number of expatriate workers fell to 2, 12,332. The number was 3,77,894 in the January-May period last year. Even though the number of workers fell, a positive impact was seen in the overall remittance flow as the export of skilled manpower increased. The recession also prompted workers to remit more. The Economic Review said export of skilled manpower increased by 70 percent to 2,81,444 in 2008 from 1,65,344 in 2007. The export of semi-skilled manpower decreased by 27 percent, while low-skilled manpower export dropped by 8 percent in 2008.
A recent World Bank analysis said: "Remittance has been a key driver of economic growth and poverty reduction in Bangladesh. The impact of the global financial crisis on remittance is of critical importance."In the past, global remittance flow has been stable, or even counter-cyclical, during an economic downturn in the recipient country, and resilient in the face of a slowdown in source countries, the WB said."

But the current crisis is global and the World Bank's Global Economic Outlook projects a 4.2 percent to 7.3 percent decline in remittance flows to South Asia in 2009. If exchange rates remain unfavorable, global remittance flows are likely to experience an even greater decline," it said.

In Bangladesh, there is strong evidence that remittance is positively correlated with oil prices. The sharp and sustained decline in oil prices combined with the impact of the financial crisis in the banking sector is adversely affecting the construction boom in the Middle East. The WB warned that reduced growth in demand for migrant workers in the oil-rich Arab countries could eventually hurt remittance income for Bangladesh."Together with immigration controls in destination countries, this could worsen remittance prospects," the WB said.
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Figure: 2009 remittance sets new benchmark


The amount of remittance inflow into Bangladesh through informal channels has decreased significantly due to strict imposition of laws by the government and improvement of services by the commercial banks. According to two latest studies by Bangladesh Bank and Financial Action Task Force (FATF), a global anti-money laundering body, 17 to 24 percent of the total remittances come to Bangladesh through the informal channels. Both the studies were carried out this year. However, an earlier survey conducted on the period between 2000 and 2006 put the figure at 54-60 percent. Experts and economists said strict enforcement of anti-money laundering laws has brought down the amount. The banks have also improved their cost and services delivery much, they added. There is no specific record about how much remittances come through the informal channels, officials of Bangladesh Bank (BB) and the finance ministry said. 

The regional review group of FATF has prepared a report on Bangladesh's status on preventing money laundering which was submitted to the government last month. The report said, in Bangladesh an estimated 18-24 percent remittances come through informal channels. Besides remitting money by people, the alternative remittance system (Hundi) is also a common mechanism for sending money home. The report also said Bangladesh is among the top 10 recipients of remittances. The central bank will organize a three-day international seminar on anti-money laundering activities in Dhaka from October 26, which will be attended by about 40 countries.

The BB will present at the seminar a study paper, which will give an idea about the inflow of remittances into Bangladesh through the informal channels. According to the study, at present 17.2 percent remittances come through the informal channels. An IMF study on Bangladesh covering the 1981-2000 period said the share of "unrecorded" remittances was 59 percent. Besides, International Organization for Migration (IOM) and UNDP conducted a survey in 2003, which found the amount at 54 percent.

World Bank's Global Economic Prospects 2006 estimated the share of informal remittance inflow at 54 percent. In fiscal 2000-01 the total remittance inflow was $1.88 billion, which reached $11 billion last year. WB senior economist Zahid Hossain said: "I don't know how these estimates were made, but this appears to be on the low side to me. Globally, the share of informal remittances is significantly higher." "It appears that the measures taken by the Bangladesh Bank to make the formal channels more attractive have paid off."The WB senior economist said unofficial channels are used because they are able to deliver money on short notice with no paper work and low commission. In some cases, they may be the only channels available, particularly in remote hard-to-reach areas, he added. "It is important to make sure that the recipients are able to exchange the foreign currency at market rates."


Bangladesh is all set to introduce mobile phone technology for money transfer. Once operational, it would not only make transfers faster and cost-effective but also help bring down the flow of remittances through unofficial channels into the country. Under the system, the recipient would get a code notification through an SMS. After getting the notification he can punch the code into a specially enabled ATM (Automated Teller Machine) to withdraw the cash in a short time. 

Dhaka: Bangladesh plans to use cell phone technology for remittance transfer in a faster manner and lower cost, officials and reports said here on Tuesday."It's going to revolutionize the remittance delivery system. If introduced, it will enable expatriate Bangladeshis to send their cash back home from any corner of the world," the Financial Express newspaper quoted Expatriates Welfare and Overseas Employment Minister Mosharraf Hussain as saying. He said the proposed system would make the transfer process faster and drastically cut down costs as Bangladesh became one of the world's top 10 remittance recipient nations in the developing world in 2008.
Officials said under the system, the recipient would get notified by SMS, and then will punch the code he gets on his SMS into a specially enabled automated teller machine (ATM) to withdraw the cash. Officials said the World Bank already agreed to support the planned remittance transfer process with initial financial and technical assistance while Bangladesh Bank said the country's top cellular phone operator, Grameen Phone, sought its permission for mobile phone-based transfer. Currently the global money transfer agencies charge, in cases, more than 20% on the remitted amounts as fees while Expatriate Welfare ministry officials said proposed system was likely to cut it down as low as one per cent of the principal amount. Some 6.3 million Bangladeshi expatriates, mostly working in Middle Eastern countries, and others sent home $9 billion (Dh33.1 billion) last year, an amount that accounted for 11% of the GDP. 

Bangladesh Bank recently estimated that only 57% of the annual remittance flowing into Bangladesh comes through official channel while the rest finding its way into the unofficial media."The use mobile phone will help boost remittance flow through the official channel bypassing the unofficial hundi system," the minister said. The World Bank has already agreed to support the planned process with initial financial and technical assistance while the country's top cellular phone operator Grameen Phone sought its permission for mobile phone-based transfer, Bangladesh Bank said. [Source: Gulf news] 

Bangladesh Bank Governor Dr. Atiur Rahman urged the banks and financial institutions to come forward to build up web-based arrangements for swift delivery of loans to farmers and small enterprises. Launching a new web-based remittance delivery arrangement by some banks and IT firms at a function at Hotel Westin in the city, he said the central bank will always encourage such new innovative arrangements. Dr Atiur said: “I look forward to utilization of the new arrangements by banks, not just for remittance delivery but also for delivery of other financial services like taking of deposits from and disbursement and recovery of agricultural and SME loans to farmers and rural entrepreneurs.”

Six private banks introduced the new web-based remittance delivery arrangements for Bangladeshi workers abroad to their beneficiaries at home. The banks include Citibank NA, Prime Bank, Mercantile Bank and Arab Bangladesh Bank. A microfinance institute, BURO developed the new system on a donor grant support, in partnership with Cash link Bangladesh, and IT platform. Under the new system, the private banks already delivered remittances totaling US$ 45 million before its formal launch. The BURO has already set a target for remittance distribution of US$ 125 million by 2010.

Appreciating the new step, Dr Atiur said the central bank is actively encouraging efficient and swift delivery of payments and other financial services to population segments in dispersed remote locations in Bangladesh that cannot be served cost effectively by bank branches. Laying emphasis on realizing Bangladesh Bank’s vision of fuller financial inclusion of all population segments in all regions of Bangladesh, he said the central bank would play a supportive role to the banks’ new services.

Referring to commissioning of an automated interbank clearing house at the central bank, the BB governor said the new system will facilitate secure and fast interbank settlement of claims, including those from the remittance delivery arrangement being launched here formally.Dr Atiur said rapid expansion of card based delivery arrangement will reduce the need for cash balances and will also help promote savings habit in card holders. “I believe that the bank and non-bank partners in the new arrangement will work out suitable ways of maintaining optimal stocks of cash available at delivery points…,” he said. Officials of BURO and participating banks also spoke at the function.


Anyone who’s been following the politics and political economy of Bangladesh knows that remittances are a strong and important driver of the domestic economy.   Over the last 30 years, the rate of annual growth of remittances has averaged about 19%.  This is an impressive rate of growth and as such, it is engine of both economic growth and poverty reduction. In 2009, the World Bank’s blog on development in South Asia laid out the import of remittances, lest there were anyone sitting on the fence, in a move to try to reject the impact of remittances:

“Revenues from remittances now exceed various types of foreign exchange inflows, particularly official development assistance and net earnings from exports. The bulk of the remittances are sent by Bangladeshi migrant workers rather than members of the Bangladeshi Diaspora. Currently, 64 percent of annual remittance inflows originate from Middle Eastern nations.”

“Robust remittance inflows in recent years (annual average growth of 27 percent in FY06-FY08) have been instrumental in maintaining the current account surplus despite widening a trade deficit. This in turn has enabled Bangladesh to maintain a growing level of foreign exchange reserves.”That is to say, interest rates are low because of high rates of remittance inflows: the macro economy has been propped by up the fact that people in the Middle East had been sending back home large chunks of their monthly paycheck. So that is the consequence of what happens when people send back home money to their families.  One might add that remittance payments lessen the burden of social welfare payments and international aid donations.  This is, as it were, a win-win dynamic.  But what determines the flow and level of these payments?  It helps to again turn to World Bank research on remittance payments.
“What are the key macroeconomic determinants of remittances in Bangladesh? Based on a simple regression exercise we find that number of workers finding employment abroad every year, oil price, exchange rate and GDP growth are the key determinants of changes in the level of remittance inflow. Our results show that:

a) Each additional migrant worker brings in $816 in remittances annually;

b) Every dollar increase in oil price increases annual remittance by nearly $15 million;

c) Depreciation of exchange rate by one taka increases annual remittance by $18 million and;

d) Remittances are higher during periods of low economic growth.”

No wonder then that as the global economic downturn has dragged on and the price of oil has dropped from its historical high, thereby costing Bangladeshi workers their relatively lucrative jobs, the government of Bangladesh is moving to regulate and streamline remittance payments.
6.12.1 The Political Economy And Bureaucracy Of Remittance Payments
According to the Bangladesh Economic Review more than 5.5 million people work abroad and the vast majority of these people send home cash payments in order to provide for their families in cities and villages spread out over the whole country.  But more important than the absolute number of people working abroad, is the number of people who leave every year 900,000 to seek employment abroad and send back money to sustain their families back home every month.  The official value of those remittances makes up about 12% of GDP in Bangladesh.
Though officially 900,000 work ready individuals leave the labor market in Bangladesh to seek their fortunes, there is evidence that many more people have sought and have found employment in other countries.  The real numbers of foreign migrant workers is likely higher because there exists a substantial market for individuals who seek employment through illegal back channels and find work through similar, associated, illegal, black market channels in host countries. But since these individuals are persona non-grata in their host countries, they send back their money at irregular intervals through less than accountable means, with the consequence that the value of such remittance payments does not register in the government rolls.

That was fine, whilst the global job market could soak up a surplus of low-wage, low-skill labor from Bangladesh.  In the last decade, the oil rich countries in the Middle East worked with Bangladesh and Bangladeshi workers to staff its firms and industrial assets. During that time remittance payments were large and, far too numerous for the government–any government–to take stock of the money coming in, so long as the money coming in could take the place of government investment in town and village infrastructure. 
Now that the global financial crisis has adversely impacted the foreign, international, labor market, and work has dried up in those countries that used to soak up Bangladeshi human capital, it has become imperative that the government take stock of the money coming in.  Moreover, as Bangladesh’s foreign reserves have dipped, taking stock of that inflow has become doubly important. Hence, as the Daily Star reported over the weekend, Zafar Ahmed Khan, the Expatriates Welfare Secretary, announced that the government would try to secure that unofficial flow of remittance payments within official channels. “Last year the money sent by the migrants was $10.72 billion. Almost the same amount comes through unofficial channels. If incentives are provided, remittance through official channels will go much higher.”

However, supporters of migrant workers rights and well-being like the “International Centre for Diarrheal Disease Research, Bangladesh” have called for greater social security for those migrant workers who have been let go from their lucrative jobs. NGO’s like ICCDDR have long argued that though these workers are well-paid relative to prevailing wages in Bangladesh, they are often underpaid relative to wages in the host country, and suffer deplorable working conditions. NGO’s that support foreign migrant workers rights and claims have long sought to provide for a social safety net for these individuals in just the case that they lose their jobs abroad.  Due to the large number of non-illegal or, worse, illegal foreign workers, there is no unambiguous consensus on where the average foreign worker finds employment, in what and how. NGO’s and even the Ministry of Expatriates Welfare and Overseas Employment have lobbied the government to include the migrant worker population in the 2011 census.  
NGO’s have argued that because many of these people though citizens are unknown to the government, when calamity strikes they fall through the cracks; government, unable to find them, in a manner of speaking, thinks those ephemeral data points, well within the margin of error. One strong argument for including more information about migrant workers in the government bureaucracy is that if the government incorporates the well-being of these workers, they would more gladly pay remittances through official channels, thereby propping up the macro-economy.  Say, as NGO leaders have claimed, that the government takes a small portion of the net value of remittances and diverts those funds to service the welfare of those individual, the simple fact of the discovery of those workers and their history would pull them into government databases and rolls.
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Remittance inflows have recorded a 34 percent rise in the first five months of the current fiscal year, which runs counter to the World Bank's gloomy forecast about the money to be remitted by Bangladeshi workers abroad. From July to November, Bangladesh recorded $3.75 billion in remittances.
Remittance inflows increased to $767 million in November, recording a rise from $648 million a month ago. The remittances in November followed a usual upward curve, driven by the rising inflow of money ahead of the Eid-ul-Azha in December. In October-November of the last fiscal year, the country recorded $559 million and $617 million respectively, according to the data all the information which is provided and declared by the central bank of Bangladesh.

In a recent press briefing on "Global financial crisis and its likely impact on Bangladesh", the World Bank said the current fiscal-year remittances are likely to fall by 20 percentage points from fiscal 2007-08.For the current fiscal year, the WB projected remittances at $9.2 billion, which means 16.8 percent growth. In the worst-case scenario, the figure will hover around $8.9 billion with 12.4 percent growth.
Last year, the remittances were recorded at $7.9 billion with a 32.4 percent rise from a year ago.

In the current fiscal year, an additional eight lakh migrant workers were projected to go abroad, but the figure may come down to two to three lakh in the worst-case scenario, according to a forecast by the WB. Officials with Bangladesh Bank said about 80 percent remittances of Bangladesh come from Middle Eastern countries every year and helps in the development.
"The remittance flow is still okay. There are no signs of an adverse impact of the global financial crisis which most often called recession on remittances of the country," one of the officials said.

The BB official also said oil prices had dropped substantially in Middle Eastern countries, eroding their income. The remittance inflows show the negative impact of the falling oil prices is yet to be felt in their economies. Exports also showed an upbeat trend. In the July-to-September period, exports showed 43.39 percent growth from the same period a year ago. But the World Bank forecast that the export growth might fall 4.3 percentage points this fiscal year.
According to the WB projection, exports will earn $16 billion this fiscal year, with 13.1 percent growth from a year earlier. In the worst case, export earnings may slow to $15.7 billion with 11.6 percent growth. In the last fiscal year, the exports were worth $14.1 billion with 15.9 percent growth.

“A Bangladesh Bank official said there might be a slight impact of the global crisis on Bangladesh's exports, import and remittance inflows.”But it won't be so serious," the official said. Refuting the World Bank (WB) projection on ready-made exports, Anwar-Ul-Alam Chowdhury Parvez, president of Bangladesh Garment Manufacturers and Exporters Association (BGMEA), said that the RMG export growth looks good and attractive in Bangladesh.

"I believe Bangladesh's RMG exports will remain unhurt from fallout of the global financial turmoil," Parvez
said.

Since the local currency appreciated to some extent against the currencies of some export destinations, the government should take immediate steps to ensure a competitive edge for exporters in the RMG business, Parvez said. Abdul Alim, member of Bangladesh Association of International Recruiting Agencies, said the present financial crisis might have some effect on the remittance inflows, but the impact will not be "very deep".

PART 7:
INVESTMENT INCENTIVES FOR REMITTANCE 
                                          7.1 Investment Incentives     

                                  7.2 Investment Protection/ International Agreements

                                  7.3 Incentives To Non-Resident Bangladeshis


Bangladesh offers generous opportunities for investment under its liberalised Industrial Policy and export-oriented, private sector-led growth strategy. All but four sectors (i.e. (1) arms and ammunition and other defence equipment and machinery, (2) forest plantation and mechanised extraction within the bounds of reserved forests, (3) production of nuclear energy, and (4) security printing and mining) are open for private investment in Bangladesh. The government's role is that of a facilitator which helps create an enabling environment for expanding private investment, both domestic and foreign. The Board of Investment (BOI), established by the government for accelerating private investment, provides institutional support services to intending investors.  
7.1.1 General facilities/ incentives
7.1.1(A) Tax holiday
 Tax holiday facilities will be available for 5 or 7 years depending on the location of the industrial enterprise. For industrial enterprises located in Dhaka and Chittagong Divisions (excluding Hill Tract districts of Chittagong Division) the tax holiday facility is for 5 years while it is 7 years for locations in Khulna, Sylhet, Barisal, and Rajshahi, Divisions and the 3 Chittagong hill districts. Tax holiday facilities are provided in accordance with existing laws. The period of tax holiday will be calculated from the month of commencement of commercial production. Tax holiday certificate will be issued by NBR (National Board of Revenue) for the total period within 90 days of submission of application. 
7.1.1(B)Tax exemption
Tax exemptions are allowed in the following cases:

· Tax exemption on royalties, technical know-how fees received by any foreign collaborator, firm, company and expert. 
· Exemption of income tax up to 3 years for foreign technicians employed in industries specified in the relevant schedule of the income tax ordinance. 
· Tax exemption on income of the private sector power generation company for 15 years from the date of commercial production. 
· Tax exemption on capital gains from the transfer of shares of public limited companies listed with a stock exchange. 
7.1.1(C) Accelerated depreciation: 
Industrial undertakings not enjoying tax holiday will enjoy accelerated depreciation allowance. Such allowance is available at the rate of 100 per cent of the cost of the machinery or plant if the industrial undertaking is set up in the areas falling within the cities of Dhaka, Narayangonj, Chittagong and Khulna and areas within a radius of 10 miles from the municipal limits of those cities.  If the industrial undertaking is set up elsewhere in the country, accelerated depreciation is allowed at the rate of 80 per cent in the first year and 20 per cent in the second year. 

7.1.1(D) Concessionary duty on imported capital machinery: 
Import duty, at the rate of 5% ad valorem, is payable on capital machinery and spares imported for initial installation or BMR/BMRE of the existing industries. The value of spare parts should not, however, exceed 10% of the total C & F value of the machinery. For 100% export oriented industries, no import duty is charged in case of capital machinery and spares. Import duty @ 5% is secured in the form of bank guarantee or an indemnity bond will be returned after installation of the machinery. Value Added Tax is not payable for imported capital machinery and spares. 
7.1.1(E) Foreign Investment:
Private investment from overseas sources is welcome in all areas of the economy with the exception of the four reserved sectors (mentioned earlier). Such investments can be made either independently or through venture on mutually beneficial terms and conditions. Foreign investment is especially desired in the following major categories of industries:
a) Export oriented industries;
b) Industries in the Export Processing Zones ( EPZs)
c) High technology products that will be either import substitute or export oriented.
7.1.2 Other Facilities / incentives: 
a) For foreign direct investment, there is no limitation pertaining to foreign equity participation, i.e. 100 percent foreign equity is allowed. Non-resident institutional or individual investors can make portfolio investments in stock exchanges in Bangladesh. Foreign investors or companies may obtain full working loans from local banks. The terms of such loans will be determined on the basis of bank-client relationship. 
b) A foreign technician employed in foreign companies will  not be subjected to personal tax up to 3 (three) years , and beyond that period his/ her personal income tax payment will be governed by the existence or non-existence of agreement on avoidance of double taxation with country of citizenship.
c) Full repatriation of capital invested from foreign sources will be allowed. Similarly, profits and dividend accruing to foreign investment may be transferred in full. If foreign investors reinvest their repatriable dividends and or retained earnings, those will be treated as new investment. Foreigners employed in Bangladesh are entitled to remit up to 50 percent of their salary and will enjoy facilities for full repatriation of their savings and retirement benefits.
d) Foreign entrepreneurs are, therefore, entitled to the same facilities as domestic entrepreneurs with respect to tax holiday, payment of royalty, technical know-how fees etc.
e) The process of issuing work permits to foreign experts on the recommendation of investing foreign companies or joint ventures will operate without any hindrance or restriction.“Multiple entry visas" will be issued to prospective foreign investors for 3 years. In the case of experts," multiple entry visas" will be issued for the whole tenure of their assignments. 
Others are:
i. Citizenship by investing a minimum of US $ 500,000 or by transferring US$ 1,000,000 to any recognised financial institution (Non-repatriable). 
ii. Permanent resident ship by investing a minimum of US$ 75,000 (non-repatriable). 
· Special facilities and venture capital support will be provided to export-oriented industries under "Thrust sectors". Thrust Sectors include Agro-based industries, Artificial flower-making, Computer software and information technology, Electronics, Frozen food, Floriculture, Gift items, Infrastructure, Jute goods, Jewellery and diamond cutting and polishing, leather, Oil and gas, Sericulture and silk industry, Stuffed toys, Textiles, Tourism. 

a) Legal Protection: 

The policy framework for foreign investment in Bangladesh is based on 'The Foreign Private Investment (Promotion & Protection) Act.1980,’which ensures legal protection to foreign investment in Bangladesh against nationalisation and expropriation. It also guarantees non-discriminatory treatment between foreign and local investment.
b) International Agreements:

 Bangladesh has concluded bilateral agreements for avoidance of double taxation and investment treaties for promotion and protection of investment with the following countries:
· Bilateral agreements: 
Belgium, Canada, China, Denmark, France, Germany, India, Italy, Japan, Poland, Romania, Singapore, South Korea, Sri Lanka, Sweden, Thailand, The Netherlands, United Kingdom ( including  Northern Ireland ). Negotiations are ongoing with U.S.A, Iran, Philippines, Qatar, Australia, Nepal, Turkey, Indonesia, Cyprus, Norway, Finland and Spain.
· Investment treaty:
 Belgium, Canada, France, Germany, Iran, Italy, Japan, Malaysia, Pakistan, Philippines, Poland, Republic of Korea, Romania, Switzerland, Thailand, The Netherlands, Turkey, United Kingdom, USA, Indonesia. Negotiations are ongoing with India, Hungary, Oman, Moldova, DPRK, Egypt, Austria, Mauritius, and Uzbekistan. 
An addition, Bangladesh is a signatory to Multilateral Investment Guarantee Agency, Overseas Private Investment Corporation of USA, International Centre for Settlement of Investment Disputes and a member of the World Intellectual Property Organization permanent committee on development co-operation related to industrial property.

Investment of NRBs will be treated on par with FDI. Special incentives are provided to encourage NRBs to invest in the country. NRBs will enjoy facilities similar to those of foreign investors.  Moreover, they can buy newly issued shares/debentures of Bangladeshi companies. A quota of 10% has been fixed for NRBs in primary public shares. Furthermore, they can maintain foreign currency deposits in the Non-resident Foreign Currency Deposit (NFCD) account. 

PART 8:
CONCLUDING PART


                                   8.1 Reasons For Improved Remittance Process

                                   8.2 Roadblocks In Current Remittance Process

                                   8.3 Conclusion

                                   8.4 Reference

                                   8.5 Bibliography


The remittance market of Bangladesh has been showing a steady growth in terms of incoming remittance volume. Central Bank predicts that our annual incoming foreign remittance will touch $10 billion in the next 3 years. 
The reasons for such robust growth can be summarized as:

a) Stable macro-economic indicators including GDP growth,

b) Steady growth in manpower export specially in the middle east

c) Substantial devaluation of the local currency

d) Rapid urbanization

e) Development of new remittance corridors in Australia and part of Europe and Africa

f) Increased focus of Central Bank and the Government to funds through formal channels

g) Increased competition among financial institution to grab market share

h) Aggressive marketing policy adopted by Banks to increase their share of wallet

i) Expansion of branch network of various commercial banks

j) MFIs involvement in channeling remittance funds in remote areas

k) Participation in the UN peace keeping missions

l) Anti-Money Laundering rules and regulations came in force

However, the market is still far from perfection in terms of service quality, cost structure, and transaction risk aspects. Among all, the biggest impediment is the speed of transactions and cost of transaction. 
In cases, it takes more than a week to send a foreign remittance to beneficiary.  Average cost is 20 SAR for a remittance from Saudi Arabia to Bangladesh.


In transferring remittance money to Bangladesh, migrant workers from abroad faced the following problems: 
(a)Delay in enchasing checks: 
Most of the migrant workers transfer their remittances through Hundi. Because, enchasing a demand draft takes on an average two weeks while Hundi pays instantly. So, 25%, 34% and 46% of the migrant workers in England, Saudi Arabia and Malaysia respectively reported about this problem. 
(b)High commission/taxes compared to informal channels: 
The transaction cost for the sender of remittances is the service charge of formal institutions plus the postal expenses while, on the other hand, sending through Hundi enables the sender to get 1-2 per cent higher rate than the official exchange rate avoiding commission and postal charges therein. So, 80%, 79% and 82% of the mentioned respondents in the present study reported that commission and taxes/levy on remittance transfer in official process were relatively higher.
(c)Lack of awareness about formal channels: 
Many migrant workers did not know the complex official procedure of remittance transfer. The illiterate as well as lower educated persons even higher educated persons sometimes avoided official channel because of its procedural complexity. About 10%, 31% and 43% of the selected migrants reported about such problem. 

The major roadblocks of a smooth and efficient payment of foreign remittances are as follows:

a) Poor infrastructure in rural and semi-urban economy

b) Inadequate reach of private commercial banks within the country

c) Massive information asymmetry in the market

d) Active ‘Hundi’ market

e) Inefficiency of financial institutions

f) Poorly regulated exchange houses

g) Low literacy rate in the country

h) Uneven competition among financial institutions

i) Lack of investment in IT backbone development for market efficiency

j) Absence of a strong central payment gateway for ‘Straight Though Processing (STP) of payment services

These above imperfections/inefficiencies have resulted in abnormal share of ‘Hundi’ business in this sector. Today, it is estimated that the share of ‘Hundi’ business constitutes roughly 40% of total incoming foreign remittances.


Remittance helps to develop Bangladesh economy. It increases the GDP of Bangladesh in recent years. A large amount of foreign currency is earned from the remittance system. For that reason Bangladesh Government and also the banks should take some major steps to increase the remittance for the development of the country.
Some steps can be taken for facilitating the remittance system in Bangladesh:

a) Government can establish a strong regulation to protect the informal remittance channel.

b) Remittance related information could be making available to the people.

c) Remittance procedure should be making easy to the people.

d) Government can increase the literacy rate in the country.

e) Competition among financial institution can be increased.

f) Banks can increase the information technology system for developing the market 

efficiency.

g) Banks can Expand the branch network of various commercial banks for providing 

remittance service.
h) Government can encourage the people for sending remittance.

i) Government should try to increase the communication with foreign countries.

j) Government also can increase the facility for investing the remittance money.

Over the past few years, remittances have become a major phenomenon in international finance. Although the practice of migrants in developed countries sending funds home to family members still residing in developing nations has been occurring for many decades, the magnitude of remittances has skyrocketed.
Remittances contribute to economic growth and to the financial and social inclusion of needy people worldwide. Remittance transfer reform and innovation occurs in the emerging field of community informatics and information-linked rural and urban development policies. Whereas today is dynamic remittance flows contribute to stability in local governments as resources arrive from abroad for individual families and for community betterment, local and regional political processes are or may be rearticulated under these historically novel conditions.
In recent years, remittances have begun to receive attention from a number of quarters, including academics, policymakers, bankers, non-governmental organizations, and activists working on behalf of migrant communities. 
Remittances have played a significant role in poverty reduction in most of the developing countries. Remittances serve as an important means of reducing poverty. Remittances are private transfers that go directly to the poorer, economically isolated segments of the population. With no government involvement, these flows go directly to those who most need them. Remittances can also serve as a catalyst to financial market deepening.
A very interesting role played by remittances is that they function as a form of social insurance that sustains consumption and household investments in human capital by providing critical support after economic, financial and political crises and natural disasters. An unexpected effect of remittances is that they have been used in some countries to lower government-borrowing costs and lengthen debt maturities on public issues.

In Bangladesh, remittance is going upward day by day. Bangladesh gains a large profit from it. Remittance increases the GDP in Bangladesh. Bangladesh offers generous opportunities for investment under its liberalised Industrial Policy and export-oriented, private sector-led growth strategy.
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