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Abstract

The Special Summit of the Americas held in Monterrey, Mexico on January 12-13, 2004 addressed some of the issues to do with remittances.  It recognized that remittances are an important source of capital in many of our nations and pledged to take the necessary action to achieve the goal of reducing the cost of transfer by at least a half, by no later than 2008, by increasing competition, eliminating regulatory obstacles, and infusing new technologies into the money transfer markets
.  One of the purposes of this paper is to serve as a reminder to the Heads of States that the same issues still persist today.  This paper uses the case-study of El Salvador to address these challenges while encouraging remittance-backed micro-enterprise investments as a vehicle for achieving human prosperity and dignity, a central goal of this year’s Fifth Summit of the Americas.  It provides a detailed set of policy recommendations focusing on creating job security, increasing competition in the money transfer industry, promoting micro-enterprise investments, improving the availability of credit, and increasing productivity and output. 

Introduction 

In a global economy, migration has taken center stage.  The causes of migration vary among individuals from seeking decent work opportunities and higher quality of education, to escaping poverty and violence.  However, one thing that all immigrants have in common is the goal of safeguarding a better future for themselves and their respective family by achieving human prosperity.  This is evident through the growing level of remittances immigrants send each year to their loved ones living in different parts of the world. 

The case-study of El Salvador is a great example of how remittances have transformed the economic landscape of this Central American nation.  From 1991 to 2008, remittances grew a staggering 380 percent to US$3.79 billion dollars, making El Salvador one of the top receivers of remittances in the hemisphere
.  In 2007, remittances represented 18 percent of the gross domestic product (GDP)
, further fixating the macroeconomic significance of remittances on the prosperity of the Salvadoran economy and people.  Two positive externalities of remittances are their effect on poverty, and education.  According to two separate international studies done by Dilip Ratha, an economic development economist at the World Bank, a 10 percent increase in official remittances leads to a 3.5% decrease in the share of population living in poverty.  On the other study, he found that children from families receiving remittances have a lower drop-out rate and are more likely to receive private education.  These results are evident in El Salvador, where poverty was halved from 66 percent in 1991 to 30.7 percent in 2006, and the adult literacy rate has increased to 81 percent.  However, even though remittances have had some great successes, there are a number of impediments that have kept this phenomenon from achieving its fullest potential.
Remittances, Micro-Enterprises, and the Economy 
 
On surveys conducted by the United Nations Development Program (UNDP), it is estimated that 22.3 percent of families receive remittances in El Salvador
.  To exploit its potential there are some areas where the remittance systems needs to improve.  1) As indicated by Pew Hispanic Center, 82 percent of the Salvadoran receivers said that their relatives in US that are sending the money don’t have a secure job.  This could be for different reasons - for example it is estimated 30 to 40 percent of Salvadorans live in the US illegally
, which prevents them from getting secure jobs with higher wages.  2) Remittances face a high cost of money transfer.  Studies show that Salvadorans, who receive money, receive an average amount of $170 dollars approximately ten times a year
.  Each money transfer of this level pays 7-12 percent of the amount of the transfer as fee.  The money transfer industry in El Salvador is dominated by private money transfer companies such as Western Union and Gigante Express among others; which captures about 47 percent of the transfers. Banks and other private institutions accounts for 34 percent
. The rural areas receive 42 percent of the remittance.  However, there is a lack of money transfer agencies in that part of the country.  This increases the cost to those receiving the remittances because of transportation costs and the loss of time spent at work.  3) Another impediment is that 84-94 percent of remittances are spent on consumption such as housing, food, clothes, appliances etc., while leaving about 6-8 percent to savings and investments.  4) The lack of credit is a different setback that should be addressed.  According to Honeycutt 2003, working Salvadorans who receive remittances are 6 percent more likely to own micro enterprises than those without remittances.  However, only 1 out of 20 small businesses receive credit from banks, financial institutions, or government lenders.  5) An additional problem that is taken for granted in many studies is that those receiving the remittances in El Salvador have less of an incentive to work harder; therefore it lowers their productivity in the local economy.  This could result in a waste of land as farmers receivers of the remittances don’t have to work as hard, resulting in a loss of productivity in the whole country. 

 One sustainable and efficient solution to these issues is to encourage remittance-backed micro-enterprise investments.  Studies show that micro-enterprises and small businesses are responsible for generating 25-36 percent of GDP, employing 66 percent of the active work force in El Salvador
 or about 1.7 million workers
.  According to CONAMYPE
, 77 percent of the business conducted by micro and small businesses takes place in urban areas.  Women own 65 percent of all micro and small businesses.  If remittances are funneled into these businesses, it could have a long lasting impact on the economy by generating and securing jobs.  

Policy Orientation
Remittance and micro-enterprise are a powerful duo in combating poverty and fostering growth; interlinking them will further strengthen the local communities and domestic economy.  The following is a list of policy recommendations that will help to actualize this linkage. 

1. Job Security Abroad 

The El Salvadoran government should get more involved in the community abroad, especially in the Salvadoran communities in Los Angeles, Dallas, Washington, D.C., and New York City, where the concentration of Salvadorans is high.  The involvement should be targeted to strength the communities by offering services such as human rights and immigration advice, free English classes, investment opportunities in the US and El Salvador, to legal and illegal immigrants, while putting an emphasis on encouraging migrants to get legal papers, permanent residency and/or citizenship.  This in turn will bring a lot of migrants out of the shadows helping them assimilate to the American culture while maintaining sturdy ties with their own.  As a result, migrants will be able to apply to better, secured, legal jobs, increasing their potential to earn above minimal wage and positively impacting the amount remitted to their loved ones on a yearly basis.  A great example of this is the Directorate General of Attention to the Communities Abroad
 , a step in the right direction, where many of these services are offered at no or low cost. 

2. Increase Competition in the Industry 

In order to reduce prices in the money transfer industry, the Salvadoran government should stimulate healthy competition among the different market players.  Studies show that banks have increased their remittances transactions, capturing over 34 percent of the market, up from 10 percent in 2001
, with Banco Agricola capturing about 20 percent of the current market.  This is of great advantage to Salvadoran expatriates in the U.S., as these banks are able to provide money transfer services at a substantially lower cost than traditional money transfer institutions servicing El Salvador.  The influx of banking institutions will also have the additional benefit of lowering transportation costs to receive remittances in impoverished rural areas, where 55 percent of the families receive remittances
, as banks force out traditional money transfer services in urban areas, money transfer institutions will certainly find a competitive advantage in relocating closer to the under-serviced rural areas.  In addition, banks offering remittance transfers will be able to sell other banking services to that clientele such as checking and savings accounts, investment products, among others
 making it easier for senders and receivers to save and invest.  The inclusion of credit unions, microfinance institution and post office savings banks will promote competition in the remittance transfer market, lowering transfer costs.  The addition of technology such as the internet, mobile banking, etc will help catalyze a decline in cost.  
3. Promote Micro-Enterprises 

The Salvadoran government needs to design and support a set of incentives to facilitate micro-business development investments.  It should include, but not be limited to, reducing business permit fees and providing business consulting in regions with high migration.  By lowering business permit fees, Salvadoran expatriates will not have to save as much to start a small business, and, consequently, those who wish to return to El Salvador can do so in a shorter amount of time to reunite with their loved ones and become active participants in the local economy. 

Furthermore, understanding the cyclicality of remittances can enhance the results of such policy recommendations.  In general, remittances are countercyclical and altruistic in nature. However, some researchers have found that procyclical remittances, in less developed financial systems, are more likely to be associated with investment opportunities
.  In this case government policies should target banking and non-banking investment institutions to provide services to remittance receiving families, policies such as tax-breaks and subsidies will provide enough incentives for banks, credit unions, micro financing institutions, among others to provide the needed services.  In the case of economic recession or negative economic shocks such as natural disasters, the government should cut taxes on remittances and even subsidize some of the cost of remittance transfers to speed up recovery and guarantee that micro and small businesses get through those tough times. 

4. Improve Availability of Credit
According to Carmen Cristina Alvarez-Basso, IDB Team Leader in the Salvadoran Country Office, “only 15 percent of micro enterprises have access to financial services and rural credit lines are very limited, perceived as high risk.”
 The Salvadoran government should encourage financial institutions to provide credit increasingly based upon remittances since Salvadoran expatriates using US banks with Salvadoran branches for money transfer services now have documentation of consistent cash flows, making a better case for the banks to extend them credit to start their micro-businesses. 
In addition, banks and investments institutions involved in the transferring of remittances should securitize their remittance future cash flows in order to increase their credit rating in the international capital markets, just like Banco Agricola and Banco Cuscatlan did in the 1990’s when they issued remittance-backed bonds
, which in turn will give them more access to capital to make available for domestic borrowers
.  This capital should be used to increase the credit availability for micro and small businesses. 

5. Augment Productivity 

 Remittances are performed under economic uncertainty and asymmetric information; hence there exists a high moral hazard problem where the sender does not have full knowledge about the recipient activities
.  Moral hazard can occur in a variety of ways: recipients can decrease their labor force participation, limit their job searches, reduce labor by cutting the number of hours worked, mismanage money and/or invest in riskier project, etc., which decrease the sender’s expected output and productivity.  The moral hazard problem could be resolved through a monitoring system of “debit cards” in which remitters could track and control how the receiver is using the money. 
Conclusion 

“Give a man a fish and you will feed him for a day.  Teach a man to fish and you will feed him for a life time.”  This famous Chinese proverb theoretically describes what this paper is trying to encourage in practice.  Remittances are the symbolic fish that is feeding and sheltering over 22 percent of the Salvadoran families
 on a daily basis.  However, its impact is transient as an average of 90 percent of it is spent on consumption.  Investing remittances in micro-business development has a more permanent impact; it is sustainable and efficient, while providing these families an opportunity to earn their living, ending the reliance on remittances, increasing the national and community productivity and helping the domestic economy grow stronger.  Implementing these policy actions will usher in great success for the Salvadoran economy, while fomenting human dignity and prosperity in the local communities epitomizing one of the main goals of the Fifth Summit of the Americas. 
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