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Economic Impact of Migration to the
Middle East on the Major Asian Labour
Sending Countries — An Overview

RASHID AMJAD *

1.1 Introduction

From the mid-seventies to the early eighties, for a number of Asian coun-
tries no factor more dramatically affected domestic employment and the
balance of payments situation than the outflow of contract workers to and
inflows of workers remittances from the Middle East. In more recent years, the
slowing down in economic activity in the major labour receiving countries has
ledto a slowing down in remittance flows. However, while there is a consensus
that the peak of the ‘migration boom’ to the Middle East is over there is also gen-
eral agreement that these economies will continue to be dependent on imported
labour for a range of skill categories in the foreseeable future. Asian migrant
workers are also actively seeking new employment opportunities in the fast
growing economies of South East and East Asia. There is therefore little doubt
that contract migration will continue to be important both inter-regionally and
intra-regionally even though it may not play as important a role in acting as a
safety valve to domestic employment pressures and easing the balance of pay-
ment situation as it had in the peak years of the late 1970s and early 1980s.

The major labour exporting countries in Asia are Pakistan, India, Sri Lanka,
Bangladesh, Thailand, the Philippines, Republic of Korea and more recently
Indonesia. Of these Pakistan represents the extreme case of close dependence of
an economy on migration and remittances and of being subjected to the full
cycle of its vicissitudes. During the years of its Fifth Five Year Plan (1978-83), as
much as one-third of the increase of its fast growing labour force found employ-
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" ment in the Middle East.! At its peak in 1982-83 the official flow of remittances

from the Middle East was $ 2.5 billion which was greater than its merchandise

exports and contributed 70 per cent to the country’s total export of goods and

non-factor services. For a country which had seen its oil bill increase from US $

54 million in 1971-72 to US $ 1,503 million in 1983-84 these remittances provided

much needed relief to a worsening balance of trade position. Hoping that this

labour export boom would extend to its Sixth Plan (1983-88) Pakistan projected a
net export of labour of slightly over half a million workers (or 15 per cent of
expected increase in its labour force) and a 10 per cent increase per annum in its
official remittances during this period. The actual situation turned out to be quite
to the contrary. Rather than a net export of labour it found that return migration
outnumbered its out-migration leading to a sharp increase in the pressures on its
domestic employment situation. Remittances from the Middle East also fell by
over 30 per cent during the same period. A more sombre Seventh Plan covering
the period 1988-93, now gives the highest priority to generating domestic
employment opportunities and increasing export earnings while still hoping
through active policy measures to maintain the country’s share in the Middle
East labour market so that the situation does not worsen further and the country
continues to reap some benefits from overseas migration.

For other labour exporting countries too, this dependence if not that
extreme as Pakistan’s was still very significant especially at the peak of the Mid-
dle East boom. Gross outflows as a percentage of the incremental labour force in
1982 were 45 per cent for the Philippines, 40 per cent for the Republic of Korea,
26 per cent for Thailand and about 33 per cent for Sri Lanka.? In the case of coun-
tries as large as India whereas overall impact was marginal, direct impact was
concentrated in the state of Kerala where it was as high as 50 per cent. Official
workers remittances from the Middle East as a share of merchandise exports in
1982 were 45 per cent in Bangladesh, 15 per cent in India, 28 per cent in Sri
Lanka, 9 per cent in the Republic of Korea, 7 per cent in Thailand and 10 per cent
in the Philippines for all land based contract workers. While in all countries offi-
cial data on remittances have underestimated actual flows, this was most severe
in the case of the Philippines where official estimates may have been less than
40 per cent of the total. In the Republic of Korea, if we include incomes of firms
to the remittances of migrant workers in the Middle East it was nearer 20 per
cent of total export earning. In the Indian state of Kerala remittances in 1980-81
formed about 23 per cent of the state’s domestic product and for certain districts

the ratio was as high as 40 to 50 per cent. '

The overall impact of this phenomenon has, however, extended beyond
just direct economic repercussions. In many of these countries the large exodus
of mainly skilled and semi-skilled migrant workers has affected the entire socio-
economic-cultural milieu. Attitudes and expectations of not just the migrant
workers but the entire labour force have been affected. Consumption habits
have changed not only because of higher incomes but the demonstration effect

1. For details see Amjad (1986); also Kazi (Chapter 6) and Burney (Chapter 7) on Pakistan in this
volume.

2. See ILO-ARTEP (1987a).
3. Estimates of remittances are from the country studies presented in this volume.
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:i ;\;g}'a:;; wtog«:;s bl:ought home consumer durables. The so called ‘Dubai Syn
ected the lives of workers a ili ignifi i ¢
the popul e nd families of a significant proportion of
he ,:; e?<p.ectec.l t}}e immediate attention of governments was directed towards
the ministrative consequences of this phenomenon, primarily at minimising
midﬁi:::ss and exp101tatlofrf1l of prospective workers by illegal recruiting agents
+ government officialdom and prospective em ,
' : ployers. Soon, how-
fi:/;r, ;r:;:ther dimension of the problem surfaced which demanded urgent atten-
ton gu cﬁ(; E(;:e:nnllegts. En-masse migration of selected skills especially in the
ctor led to severe shortages. It soon became necessary f
. . or govern-
tr;\;r;:; gto1 I::;tr:lctl]\ sk1]lt development programmes, mainly throug}rly forn%al'ékill
ons, to overcome these shortages as well as t
demand. When a slowin igrati it the govermments
g down of migration began to occur the gov
' ernments
were faced with the prospects of large scale return migration angd instituti
measures to deal with the situation. "
lGovemm‘en't policies in the field of migration have been mainly reactive and
regu at.(l)ry. Slml'larl‘y,. research in the area of migration has been focussed
%I:ir:Ianna z'kor: ]:he m'dlvuf:h;al migrant and his individual family and surroundings
S the point of departure of the present set of studi i ,
an ILO-UNDP project launched in 1986.! Th in objective was to govonerT
1 ‘ ) . € main objective was to develop a
t\?nder p;lgthodologlcal app'roach which could analyse the phenomenon of miglr)a-
On within a macro-economic perspective where the impact on the economy and the

developmental. The .results are contained in the ‘issues’ paper and the seven
Eou;)t:ny anfd }:)ne rgglo‘naI. study presented in this volume. The overview sums
. e}; o t:ho the main findings and policy conclusions of the studies. Before pre-

g these results, however, we present, albeit briéfly, an historical resume of

recent migration to the Middle E i i : e .
characteriatics, ast primarily to identify its basic features and

1.2 An Historical Overview?

A . . .
The oil price increase in 1973 giving rise to a massive investment pro-
gramme by the o¥l producing Arab countries and the resulting increasg in
erpand for expatriate workers initiated the first phase of labour mobility in th
regiony UPto 1975, the main source of imported labour continued toty be 1.‘he
neighbouring Arab countries and was characterised by effectively unregulat g
market-determir?ed labour movements./Between 1975 and 1979 tl'):e regiil; iv‘iet-
;eISjed a sharp Increase in the presence of South Asian workers mainly from
a 1lftan ar:ad India, Two crucial factors influenced the demand fo’r South Asian
gvor ers. Firstly, den.\and outstripped the ability of Arab states to supply labour:
econdly, South Asian workers accepted jobs and wages that Arab workers;

1. F
Regional I(::oa as;.:lmmarylof the re?sults of the two years of work undertaken by the ILO under the Asian
Proane (gU o Ir;l;) c;r; dnte'er;:n:nal Labour Migration supported by the United Nations Development
eig| sian countries, see ILO-UNDP, Agend Poli ies
presented in this volume were carried out , ‘g “.f"". W Amalliigliiron
fom Laboin Migrationt o v projleec ! out under Sub-Programme I Maximising Development Benefits

2. For details of the pre-1981 period see Nazli Choucri (1983).
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refused to take. The period also witnessed the initiation of some forms of control
by the Gulf states in varying degrees. . "
The period after 1979 was characterised by an eastwan.:l expansion of e
migration phenomenon. Workers from the Phlhpgmes, Thailand and R?pubhc
of Korea began to enter the market. From South Asia, B{inglad?sh anfl Sri Lanka
were new entrants. Political factors also played a part in the mdu.ctlon.of non-
Arab and later non-Muslim labour, as the labour importing countries wished to
reduce their reliance on migrant workers from one particular rehglor.\ or cquntry.
Also as distinct from South Asian migrants, the majority of. East Asx‘an migrants
were regular employees of either companies owned by their countries or multi-
nationals that had contracts in the Middle East. ‘ .

_ After 1981, falling oil prices and oil revenues and a gel?eral slowx'ng down in
development plans and growth of the major labour importing countries began to
have their impact. From a peak in 1981 the total outﬂox'v of worke.rs began to
decline. This happened most sharply in the case of India and Pakistan where
migration to the Middle East fell by over 50 per cent between 1982 and 1986¢In
the case of Thailand there was a sharp fall of about 40 per cent between 1982 and
1983 but then outflows stabilised. In the case of the Philippines there wasa sma}l
decline between 1983 and 1985. The countries that managed to n'\amtam thgu_'
shares despite this general slowing down were Bangl‘acl:lesh and Sri Lanka wh.xle
Indonesia joined the migration stream. Low competitive wages was thg major
factor in the case of Bangladesh while the very large share of housemaids was
the pfimary cause for the increase in migrant workers from the other two coun-

3 1
mesi\dofe recently there has been a slight upturn in the con.tract migration to the
Middle East with almost all countries with the exception f’f South Kore‘a
experiencing a slight inerease. While extremely difﬁcult to project tl'.le futurehlt
appears that migration levels will stabilise with tot?l migration belr}g on t s
average about 30 per cent lower in 1990 compared to its peak in the mid-1980s.

1.3 Maximising Development Benefits from International Labour Migration

The studies presented in this volume are airr}ed at exaqﬁning the econ;)mlc
impact of overseas migration on the labour sendmg countries so as to evolve a
framework for incorporation of overseas migration in the ‘d.evelopmenF process
and to enhance the capability of the planning authorities to maxm’;se? 1'1:5
development benefits and minimise its adverse effec'ts on the economly. .alt s
‘issues’ paper (Chapter 2) in this volume addresses' itself to the comlp ex 1stsxt.|ltles
of methodology, processes and data for undertaking such an analysis at the
Coun';;};lfr‘lfilr.\ thrust of the ‘issues’ paper is on im‘pact. analysis which covers the
macro-economic aspects, labour aspects and,di.stl.'lbutlonal aspects of r_mgral‘tfliox;.'
Within the analysis of the overall macro-economic impact four areas are identified:
first, the influence that the migration phenomenon may have hac;l in ,aggregalie
national economic strategies within a medium term perspective especially

1. See Table 1.1. o '
2. For projections of labour demand in the major labour importing countries in the Middle East

see ILO-ARTEP (1987a, Volume I).
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balance of payments; second, the impact on the functioning of the labour market
including absorption of return migrants; third, the impact on aggregate savings
and investments; and fourth, the impact on the sectoral pattern of investment.
Under labour aspects the major issues relate to impact on output and growth of
labour withdrawal from the economy, questions related to labour substitution
and turnover of migrant labour, skill formation and the important phenomenon
of high unemployment amongst the return migrants. The distributional dimen-
sions of migration especially its impact on poverty and income inequality are
raised at the level of household, local community, regional and national level. In
examinining policy perspectives, the ‘issues’ paper argues that strategic policy
options need to be identified which while keeping the interest of the migrants
themselves as one objective would seek solutions which are compatible with
maximising potential macro-development benefits from the view of the eco-
nomy and society as a whole. '

Since the framework developed in the ‘issues’ paper is closely followed in
the country studies we summarise the main findings below.

1.4 Estimates of Out Migration and Remittance Flows

As Saith points out, “with respect to the data on international ‘economic
flows of labour and remittances, the conclusion is justifiable that the state of data
available does not permit the construction of any reasonably accurate time series
on either item”. A major contribution of the studies is that a serious attempt has
been made to improve this situation. The country studies have critically
reviewed the existing available data and constructed new and more reliable data
series where possible. At the same time the project has also undertaken a
detailed review of existing practices and procedures followed by different coun-
tries for collecting migration statistics and prepared a manual for improving the
present situation.!

Based on the country studies and more recent estimates Table 1.1 presents
outflows of migrant workers from 1977 to 1987 from the major labour exporting
Asian countries to the rest of the world as well as separately to the Middle East2.
Table 1.2 presents estimates of official remittance flows for this period. Table 1.3
presents the skill-mix of migrants from the major labour exporting countries.
Table 1.4 gives the average monthly earnings by country of origin and occupa-
tion.

While keeping in mind the data caveats a number of interesting issues
nevertheless arise from looking at these flows. What, for example, explains the
inter-country difference and changes in volume, skill composition, wage rates
and remittances? While it is certainly true that the structure of demand in the
Middle East explains the skill composition, and political factors definitely influ-
enced the relative shares of different countries, there is little doubt that relative
supply responses also significanitly affected these variables®. The best example is

1. See ILO-ARTEP, Manual on International Labour Migration Statistics (1988).

2. Estimates of stock of migrant workers in the Middle East are not available. Rough estimates for»
1987 are Bangladesh (240,000), India (800,000), Pakistan (850,000), Sri Lanka (180,000), Indonesia
(93,000), South Korea (70,000), Thailand (230,000) and the Philippines (730,000).

3. See Tan (1987) for a detailed discussion of some of these issues.
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TABLE 1.3
Skill-Mix of Migrants by Sending Country

Bangladesh
(1977-85) .

Occupation

1985

Philippines SriLanka - Thailand  Republic of Korea
1985 1985-86 1985 1981

Pakistan

India
1985

22
39.1

5.5

4.3

15.1

1.7

52.0

5.2

6.5

Professionals-

40.5

35.3

47.0

425

Skilled/Semi-skilled ‘
Unskilled
Service

Other

31.9°

21.5

50.2

(40.8)

41.9

40.1

51.0

20.0

315

6.8

4.6

44

7.7
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Sri Lanka (1980-81)

Philippines (1985)

Pakistan (1985)

Bangladesh (1982)

Total

Basic

Total

Minimum

Total

Basic

Occupation

958 1335

1068

979

387

Professional

Technical
Skilled

321
243
307

224

184 200

237

Unskilled

706

(land based)

All Migrants

Source: Same as Table 1.3
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of the Philippines which managed to avoid the sharp decrease in migration
flows after 1982 which both India and Pakistan experienced. The Philippines
paper (Chapter 8) in this volume gives considerable importance to the flexibility
of the country’s labour market and uses it to explain the responsiveness of the
labour force to job openings not only in the Middle East but the rest of the world.
An important factor contributing to this flexibility, the paper argues, is the open-
ness in the educational system reflected amongst others in high rates of school
enrolment. In contrast, India and Pakistan have found it extremely difficult to
cater to the changing demand especially to the switch from construction to ser-
vice sector jobs because of 3enerally very low educational levels, and also a fail-
ure to speak the English language. This only highlights the importance of integ-
rating national policies for labour exports with investments in education and
skill training. Cross-country differences in regard to some of the key variables
which influence migration flows are separately taken up in this overview.

1.5 Labour Market Impact of Migration

While the labour market impact of migration obviously varies across coun-
tries depending upon its magnitude and skill composition in relation to the size
of the labour force, some of the important conclusions that emerge from the
country studies are as follows:

(i) Given the existing high levels of underemployment and unemployment
in almost all the major Asian labour exporting countries, migration to the Middle
East has had no obvious unfavourable impact on output or output growth.
Indeed in all countries it has acted as a safety valve to increasing supply pres-
sures of population and labour force growth especially at a time when most
economies faced a serious recession in the late 1970s and early 1980s.

It is, however, important to note that open unemployment estimates for
most countries do not correspondingly reflect the changing pressures on the
domestic employment situation both during the peak of outmigration as well as
subsequent increased return migration. A number of factors affected the labour
market situation in these countries. In some cases migratory workers were
mainly from the non-economically active population as in the case of the Sri Lan-
kan housemaids who accounted for almost 40 per cent of total labour outflows.
An important phenomenon affecting labour force participation rate was that of
‘encouraged workers’ entering the labour force in response to higher wages and
shortages as a result of migration who otherwise would not be actively seeking
work in the labour market. The reverse of this, the ‘discouraged workers’
phenomenon affected most prominently the return migrants who did not
immediately enter the labour force on return amongst others as they did not find
domestic wages attractive at least in the short run. As Tan and Canlas in their
chapter on the Philippines point out, “the theory of inter-temporal behaviour
appears most applicable to the present group of migrants on short-duration con-
tracts. High wages abroad exert a substitution effect of labour for leisure and on
return substitution of work time at home in order to enjoy his leisure on return.”
There is'no doubt that the short-duration of contract to the Middle East and the:
circulatory flow of migration may have dampened the fluctuations in unemploy-
ment levels. At the same time there is little doubt that both outflows and return
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flows had important consequences on the state of the domestic labour market
even if these are not reflected in open unemployment estimates.

(ii) Only in the case of a few industries, especially construction, did some of
the major labour exporting countries face skill shortages. But these were quickly
overcome given the short gestation period for skill replacement. What suffered
more seriously in most countries was the quality of output as it was the more
experienced who left and shortages were met in many cases by lowering recruit-
ment standards and hiring inexperienced workers.

(iii) The immediate impact of skill shortages in affected industries was on
money wage rates which increased in almost all countries with the exception of
the Philippines which was going through a major recession. Where migration
accounted for a significant proportion of the labour force, overall real wage
levels were favourably affected. This was true in the case of Pakistan where real
wages even of the rural labour force increased in the late 1970s and early 1980s.
In the case of the manufacturing sector firms faced high labour turnover as

_experienced workers left and the cost of on-the-job training for replacements
increased manifold. In Sri Lanka average daily wages in the construction sector
increased from 65 to 70 per cent during 1979-81 while the average price index
went up by 49 per cent in this period. In subsequent years increases in money
wages were almost the same as the increase in prices. In the Republic of Korea
growth rate of wages in the construction sector outpaced other sectors in the late
1970s. The wage differential between migrant construction workers (e.g. carpen-
ters, welders ), and domestic workers was halved from a factor of five between
1976 and 1983. In labour surplus economies like Bangladesh, however, there is
no evidence that nominal wages of skilled construction workers behaved much
differently than those of unskilled workers during this period. However, there
may have been some localised increases in agricultural wages.

(iv) Some of the country studies argue that skill shortages combined with
increasing wages led to adoption of capital intensive techniques to overcome
shortages which might be irreversible. Adoption of more capital intensive
techniques are especially cited for the construction sector-(mainly housing),
selected processes in manufacturing and increasing mechanisation of agricul-
ture. It is argued that the decline in overall labour absorptive capacity of the eco-
nomy can pose serious problems in the future especially in a situation where
high growth rates of the labotir force are compounded with increasing return
migration. There is some evidence to support this view especially in economies
where migration has been a significant proportion of the labour force. But here
too it would be wrong to simply attribute this entire change to migration alone.
Also there is no reason to believe the situation is irreversible. For example, in
Pakistan tractor mechanisation drastically slowed down after the peak outmigra-
tion in the 1978-82 period. Also to the extent that migrant workers do not come
back to the same jobs this need not pose as serious a problem. However, it is
true that where migration was significant and sudden, wage rates rose and
labour turnover increased, pressure for adopting labour displacing technology
intensified. This could adversely affect within the short and medium term the
economies absorptive capacity even if the situation were to improve over the
long run. :
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(v) To minimise the impact of this ‘skill drain” governments in many cases
launched ambitious skill training programmes. The success of these efforts is
highly questionable. The cost of formal training is extremely high and public sec-
tor training institutes lack flexibility to cater to changing skill demand. The pri-
vate sector has been more cost effective and flexible although the quality of train-
ing may not have been of a high standard.

(vi) An important conclusion of the studies is that skill training for exports
should be integrated with overall national manpower development schemes.
The overall supply responsiveness to overseas demand for labour on a more sus-
tained basis is a function of the educational/skill levels of the national labour
force as well as attitudes towards working abroad. This needs a well planned
strategy rather than ad hoc responses to job opportunities abroad. In this context
it is important also to mention that a positive impact of the migration phenome-
non has been some re-orientation of school leavers away from traditional aver-
sion to manual skilled jobs.

(vii) A more direct and immediate task which governments should under-
take relates to supply management in terms of access to information on job
opportunities abroad, lower costs of securing jobs (especially eliminating exor-
bitant profits earned by agents)!, preparation of the worker especially in respect
to information on country of migration and specialised training for skilled work-
ers based on curriculum of requirements abroad.

1.6 Balance of Payments Impact

While the impact of migration on the labour market has been varied,
dominating the entire labour market in some countries, like Pakistan but con-
fined to a few regions in countries like India, the financial flows triggered by
international migration have had a dominant impact on the balance of payments
of all the labour exporting countries. At a time when massive increase in oil
imports and international recession put severe pressure on the country’s balance
of payments, remittances offered much needed relief. The success of different
countries in being able to attract these financial flows has been varied. Unfortu-
nately lack of reliable data especially on the stock of migrant workers abroad,
makes it difficult to quantify more precisely the leakages of financial flows
through unofficial channels. However, there is sufficient indirect evidence pre-
sented in the studies to suggest that for a number of countries the amount was
disproportionately large. In the case of the Philippines in the early 1980s the
amount coming in through official channels may have been between one-half to
one-third of potential remittances. ARTEP’s calculations for Pakistan made for
1985 suggested that over 40 per cent of remittances were coming into the country
through unofficial channels.?

Some of the important findings of the country studies relating to attracting
both remittances and deposits through ‘official’ channels are as follows:

(i) The ability to remit of contract migrant workers is extremely high (be-
tween 50 and 70 per cent of income). This is because of the extremely high prop-
ensity to save out of current income of workers belonging to the skilled and’

1. For a comparison of the cost of securing jobs abroad across countries see Abella (1988).
2. See ILO-ARTEP (1987a, Vol. 1).
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semi-skilled categories. Saving levels of professional and higher income
categories is marginally lower.

(ii) The desire to remit savings through official channels is a function of con-
venience, flexibility and profitability of this transaction. The first depends upon
the ready availability of financial intermediaries who can remit funds to families
which in many cases are located in far flung rural areas. Flexibility affects
deposits more than remittances and is related to the availability of facilities to
migrants to keep their deposits in foreign exchange and to withdraw their
deposits when they so desire. Profitability is primarily determined by the gap
between the official rate of exchange and the unofficial rate available to the mig-
rant. Besides this gap the other important factors relate to the ‘real’ interest rate,
inflation rate as well as expectations regarding changes in these variables includ-
ing exchange rates. Social and political stability in the home country are also
important factors besides the economic factors that have been earlier
emphasised.

(iii) A stable favourable macro-economic environment is clearly conducive
to the flow of remittances and deposits. A comparison of the economic environ-
ment of Thailand and the Philippines is illustrative of the contrasting situation
migrant workers from these two countries faced in their home countries. During
the 1976-86 period Thailand had a devaluation rate of 28.9 per cent, an average
annual inflation rate of 7.6 per cent and offered average real interest rate on
deposits of 4.3 per cent. The Philippines over the period had a devaluation rate
of 175.7 per cent, an average inflation rate of 18.3 per cent and real interest rate
of 3.9 per cent. It is not difficult to see why the Philippines found it far more dif-
ficult to attract remittances through official channels.!

(iv) The country studies also show that while exchange rates have an
important bearing on remittances it is not true that in any country remittances
were primarily responsible for determining exchange rates. However, attracting
remittances through official channels, was a contributory factor in depreciation
of overvalued exchange rates. Also many countries offered additional foreign
exchange benefits to attract remittances. In Bangladesh the Wage Earners
Scheme (WES) introduced in 1974 enables migrant workers to earn the scarcity
margin on remittance financed imports by allowing migrant workers to sell their
foreign exchange earnings to importers at a premium over the official exchange
rate. The government intervenes by various policy instruments to effect pre-
mium, e.g. list of allowable imports and preferential rebates. In the 1970s the
WES premium was between 25 to 35 per cent but declined appreciably to very
low levels in the early 1980s mainly as the economy moved to a more freely
determined official exchange rate. In Sri Lanka transfers that came through
unofficial channels were small due to liberalisation of trade and payments policy
and the managed floating system introduced in 1977. In Pakistan to provide
further incentives to use legal channels and to compete with the premium
offered by the ‘Hundi’ system of illegal transfers a scheme of Foreign Exchange
Bearer Certificates (FEBCs) was introduced in 1985. These certificates can be
acquired on payment of foreign exchange by overseas Pakistanis and can be
cashed whenever desired in foreign currency or domestic currency. The implicit

1. For details see Tan (1987).
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return on these certificates has been high. The encashment value of a Rs.100 cer-
tificate is Rs.114.50 after one year, Rs.131 after two years and Rs.157 after three
years. These FEBCs can also be exported or imported without any restrictions.
Because of this facility they command a premium varying between 8 and 15 per
cent on the official exchange rate. The introduction of FEBCs in effect not only
makes the local currency convertible at a premium (in that any local resident can
buy the bearer FEBCs in rupees as they are traded in the local market and cash
them in foreign exchange abroad with no questions asked by customs
authorities) but can also be used as a devise to ‘whiten your black money’ from
abroad. Total FEBCs issued by the State Bank of Pakistan between 1985-86 to
1987-88 amounted to Rs.5,459 million (or approx. US $ 300 million).

(v) Besides premium on the official exchange rate governments have intro-
duced a variety of measures to attract remittances and deposits! from migrants
abroad. On the one hand there has been a simplification of banking procedures
for remittances, and extension of banking services overseas and most important
a liberalisation of foreign exchange regulations for non-resident citizens. In India
(as in the case of a number of other countries ) non-resident Indians (NRIs) and
persons of Indian origin abroad are allowed to open foreign currency non-resi-
dent accounts which can be denominated in US Dollars or Pound Sterling.? The
balances on these accounts, as also the interest earned are repatriable. The
deposits are also exempt from wealth tax and the interest income arising from
income-tax. After 1982 deposits of one year or more were entitled to interest at
rates which were 2 per cent above those of comparable deposits in capital mar-
kets of countries where non-resident Indians lived. In 1987 the total amount out-
standing in external accounts was Rs.43.3 billion in rupee accounts, Rs.30.5 bill-
ion in U.S. dollar denominated accounts and Rs.4.7 billion in Pound Sterling
denominated accounts. In 1985-86 net inflows into external accounts of NRIs
were equivalent to 25.6 per cent of the current account deficit, 18.8 per cent of
capital account receipts and 96.4 per cent of net aid inflows into India. Between
1984-85 and 1985-86 there was a five-fold increase in net inflows in US dollar
non-resident accounts from Rs.2.2 billion to Rs.11.4 billion and in 1986-87 the net
inflow was Rs.12.9 billion. Important factors contributing to this massive jump
were the sharp depreciation in the Indian rupee and the drop in interest rates in
the international capital markets and in domestic capital markets in the indus-
trialised countries. This degree of responsiveness suggests, as the Indian study
(Chapter 4) points out, that these repatriable deposits originated from relatively
high-skill, high-income permanent migrants largely in the industrialised coun-
tries but also from those in the Middle East. In Pakistan too there was a sharp
increase in deposits in foreign currency accounts after June, 1985 and in June,
1987 they amounted to almost 1.5 billion U.S. dollars.

(vi) Besides measures to attract remittances and deposits countries have
also initiated schemes for non-residents intending to return for permanent set-

1. As regards deposits and investments made by nationals living abroad the discussion also
covers the more permanent migrants living in the West especially UK and the USA. It is important,
however, to emphasise that the share of migrants from the Middle East in these transactions is also sig-
nificant although because of lack of data it is not possible to give firm estimates of relative shares.

2. Based on Nayyar (Chapter 4). For a rather interesting and informative account of Non-Resident
Indians see the Far Eastern Economic Review, May 21, 1987.



14 To The Guif and Back

tlement to set up a new industrial unit, or participate in the expansion of an
existing unit or preferential access to imports provided that the payment is made
in foreign exchange. In India these facilities are offered (including import of sec-
ond-hand machinery) but neither the capital invested nor the profits earned can
be repatriated. However, none of these facilities are available for non-resident
Indians who continue to live abroad. In Pakistan under the Non-Repatriable
Investment Scheme imports of machinery are allowed at concessionary rates of
duty. Investments by overseas Pakistanis sanctioned under this scheme
increased from Rs.157 million in 1977-78 to a peak of Rs.987 million in 1981-82 or
an equivalent of 20 per cent of total private investment in manufacturing in that
year. However, it subsequently declined to Rs.517 million in 1985-86. Data are
not available on how much of this approved investment was actually
implemented. Overseas Pakistanis are also allowed to invest in export proces-
sing industrial zones either on their own or in collaboration with foreign inves-
tors. But this programme has not met with much success. Import of vehicles
(commercial vehicles, trucks, buses and tractors) are allowed for Pakistani mig-
rants who live abroad for at least two years. Professional tools and equipment
upto a value of Rs.5000 can also be imported by Pakistanis retummg home after
a minimum stay of six months abroad.

(vii) The period of large inflows of remittances and deposits in the late
1970s and early 1980s also coincides with the adoption of a more liberal trade
strategy and flexible exchange rate systems by most of the major Asian labour
exporters. However, the country studies warn that no cause-effect relationship
between the two should be implied. What is certainly true is that these inflows
played a significant role in maintaining these policies as the country study on Sri
Lanka (Chapter 9) shows. In India in the 1970s it was a permissive rather than a
causal factor. This is confirmed by examining the situation in the 1980s when
import liberalisation was sustained in spite of a difficult balance of payment situ-

ation and near stagnation in remittance inflows. In Pakistan too large inflows of

remittances enabled the country to undertake steps to liberalise trade policy with
a view to building a more competitive industrial structure and providing incen-
tives to export growth. These measures included removal of quantitative restric-
tions on non-capital goods imports, replacement of a positive import list with a
negative import list and most important the adoption of a flexible exchange rate.
However, in the face of slow growth rate of exports, stagnant remittances and
increasing imports a number of these countries would find it difficult to sustain
their liberalisation drive and may have to resort to heavy borrowing and con-
comitant high servicing of these debts.

(viii) Another important factor contributing to improving the balance of
payment situation during the late 1970s and early 1980s was the large increase in
exports to the Middle East from the major labour exporting countries. Indian
exports to the Middle East as a share of total exports almost doubled from 6.5 per
cent in 1973-74 to 12 per cent in 1977-78 but declined to 8 per cent in the mid-
1980s. Exports from Thailand fo Saudi Arabia increased from 710 million baht in
1977 to 4382 million baht in 1985 with rice, maize and textiles accounting for
about half the total value of these exports. From Pakistan there was also a rapid
increase in exports to the Middle East from 16.3 per cent of total exports in 1973-

Rashid Amjad : An Overview 15

74 to 34.3 per cent in 1983. The high growth in exports was largely due to
increased demand by Pakistani workers for native goods such as rice. However,
the situation changed considerably with the downturn in oil prices in 1983 with
total exports from Pakistan to the Middle East declining from $ 1055 million in
1983-84 to $ 555 million in 1985-86. This only confirms that the increase in
exports from these countries to the Middle East was primarily a function of
increase in oil prices and resulting income and not only due to the export of their
manpower.

1.7 Utilisation of Remittances by Migrant Households

The utilisation of remittances by migrant households abroad and by the
migrant on his return has been the subject of much empirical research mainly to
search for incentives and policy prescriptions to channel these resources into
‘productive’ uses. The basic rationale behind this approach is that it is in the best
interest of the migrant and the economy that the maximum possible amount be
diverted into savings or productive investments so that these resources supple-
ment the overall development efforts as well as ensure a stream of future income
to supplement the migrants earnings on his return. The popular view has been
that remittances by and large have gone into increased consumption expendi-
ture, wasteful consumer durables and unproductive investments mainly land
and housing and fuelled inflation. The real potential of these remittances has
been lost to both the migrant as well as the economy. Let us examine the evi-
dence and the policy issues involved.

(i) Evidence from surveys of migrant households in different countries
shows that a large proportion of remittances went into increased consumption
mainly food items, clothing as well as consumer durables.. Also the bulk of
investment was in housing—either renovation, repairs or construction
(Table 1.5).

TABLE 1.5
Saving/Investment Out of Remittance Income (Percentage)

Pakistan Philippines Sri Lanka Thailand

(1980-85) (1982) (1986) (1982)
Property Investment
Land, Housing, Real Estate 20.7 7.2 18.1 33.1
Business Investment
Transport, Trade, Services 12.8 - 17.8 11.5
Financial Savings/Deposits 8.0 7.9 8.6 13.4
Total (Savings/Investment) 41.5 15.1 44.5 58.0

Source: Same as Table 1.3.

(i) Itis also important to note that savings from remittance incomes by mig-
rant households were not low as is generally believed to be the case. In
Bangladesh, surveys showed a remarkably high savings rate for rural migrant
households, i.e 50 per cent of their income and 40 per cent in urban areas. In
contrast ‘control’ households surveyed which received no remittances with com-
parable incomes saved ony 1.8 to 4.2 per cent of their incomes. In Pakistan,
investments together with financial savings were over 40 per cent of remittance

i
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income. In Sri Lanka migrant households saved between 37 to 47 of their income
between 1980-86. In the case of the Philippines as compared to other countries
total investment/financial savings were significantly lower—about 15 per cent of
remittance income.

(iii) The results of surveys of return migrants (as compared to those of mig-
rant households while the migrant is still working abroad) also come up with the
interesting finding that migrants keep some of their savings abroad which they
bring back on their final return. If these savings are added to those made by the
migrant household while he is away total savings of the migrants would be
higher by 10 to 15 per cent.

(iv) The survey results also show that return migrants retain a significant
amount of their savings in the form of financial assets. Insofar as migrants are
better savers than investors, it may be desirable to transfer their savings through
financial intermediaries and investors.

(v) While savings rate of migrants was high most of their investment both
while abroad and on return went into land and housing. Country studies show
the following proportions of savings invested in housing and real estate: Sri
Lanka 40.6 per cent, Thailand 57 per cent; Bangladesh 45 per cent, and Pakistan
50 per cent.

(vi) The key policy as regards utilisation ofremittances by migrants and
their households are (a) whether savings rates could be higher; (b) more invest-
ments by migrants could have been diverted into areas besides land and hous-
ing. Despite the evidence that the savings rate was generally high and invest-
ment in housing made economic sense from the viewpoint of the migrant, at the
same time there is little doubt that more could have been done by the govern-
ment, financial intermediaries and small scale industrial/investment corpora-
tions to channel these investments into increased savings or more productive
investment. In surveying the economic scene in almost all the countries one can-
not but be struck by the singular lack of attempts by government or other organi-
sations to intervene in; or guide, the use of domestic rupee resources provided
in lieu of remittance receipts in forieign exchange. As Deepak Nayyar in the
Indian study points out, “The degree of intervention is minimal in the sphere of
labour flows — close to minimal insofar as remittance flows — in sharp contrast
the degree of policy intervention, in terms of incentives, is considerable for
repatriable deposits and finandial investments. It would seem the focus of the
policy regime is on the high skill, high income migrants living abroad perma-
nently either in the industrialised or in the developing countries. There is little
that is addressed to the low skill, low income, temporary migrants, mostly work-
ers in the Middle East who provide substantial amount of foreign exchange in
the form of unrequited transfers and re-enter the labour market in search of

employment on their return. The asymmetry is worth noting”.

1.8 Reabsorption of Return Migrants

The lack of productive investment by migrants as well as the severe dearth
of wage employment opportunities in their home economies has created prob-
lems of smooth re-absorption of return migrants. Even if one accepts Tan and
Canlas’ argument (Chapter 8) that migrants substitute leisure for work after a
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period of sustained hard work in difficult conditions abroad, the evidence on
extent and length of unemployment amongst return migrants suggests that the
problems are more structural in nature than just a ‘rational’ response by the
return migrants not to seek work. Evidence presented from field surveys and
other sources in the country studies substantiates the view. As the Bangladesh
study (Chapter 2) points out there is a sharp deterioration in the employment
status of the returned migrants compared to their pre-migration status. Among
both rural and urban migrants the proportion of unemployed sharply increased
from below 10 per cent before migration to about 40 per cent on return. This is
only partly explained by the time-lag for adjustment after return and is far more
due to a reluctance to accept available jobs and a strong inclination to indepen-
dent trade or business which is very slow to materialise. The Bangladesh study
also points to the sharp decline in incomes as return migrants attempt to main-
tain living standards by living off their accumulated saving. A comprehensive
survey of over 1400 return migrant households conducted in Pakistan' from
November, 1985 to March 1986 showed that 20 per cent of return migrants were
unemployed even after subtracting 3 to 4 per cent not presently seeking work in
the hope of going abroad again. Results of the survey reveal that the adjustment
process for reabsorption may take as much as two years for return migrants to
find employment. Even after one and a half years of return hard core unemploy-
ment amongst returnees is over 10 per cent. The results are shown in Table 1.6.
In Thailand unemployment amongst return migrants was as high as 17 per cent
compared to 2 per cent in the pre-migration stage. In Sri Lanka unemployment
amongst return male migrants was 74 per cent and 28 per cent amongst females
which was astonishingly high even if one takes into account those waiting to go
back who were included in the survey. As the Sri Lankan study points out there
takes place a progressive encroachment into savings which instead of being put
to productive use is dissipated on day-to-day consumption. Only in the case of
the Republic of Korea was there little change in employer status for return mig-
rants who had served as company employees abroad. However, unemployment
amongst South Korean return migrants was due to health related reasons mainly
because of the severe and difficult working conditions in the Middle East.

The country studies presented in this volume (as well as studies separately
conducted on return migrants under this project) have helped form a clearer per-
spective of the issues and problems arising from return migration. First and
foremost, the problem of return migrants must not be viewed as one of ‘rehabili-
tation’ as these migrants are in most cases substantially better off than the major-
ity of their countrymen who did not have the opportunity to go abroad. The real
challenge is of utilising the skills and accumulated savings of migrants both for
their own benefit as well as for the overall economy. In this approach the return
migrant must be viewed as a potential asset (a package of labour skills, experi-
ence and investible resource) rather than a liability.

Surveys and studies of return migrants have helped us better understand
the process of re-entry into the labour market and the economy. All studies
show that more often than not re-entry is not in the same jobs. Thereisa marked
prefererrce amongst return migrants to move out of their earlier blue collar jobs

1. The results of the survey are reported in ILO-ARTEP (1987a, Vols. I to IV).
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TABLE 1.6
Pakistan: Length of Unemployment of Migrants After Final Return
: : (Percentage)
Length of Unemployment Rural _ Urban Total
Never Unemployed 54 33 47
Less than 6 months 18 25 21
7-9 months 6 9 7
10-12 months 9 13 10
1-1%2 years 5 6 5
1%%-2 years 3 6
" Above 2 years ) 5 8 6
Total 100 100 100

Source: ILO-ARTEP (1987a, Vol. II).

into self-employment mainly in services (retail trade) or transportaion. The
Pakistan survey of 1400 return migrants referred to earlier showed that inrural
areas there was a sharp drop of those previously engaged as artisans, casual
labour and permanent wage earners from 63 to only 27 per cent while those
employed in agriculture and own business increased from 34 to 56 per cent.
In urban areas changes are almost as dramatic with the shares of those having
their own businesses increasing from 13 to 32 per cent and permanent wage
employees declining from 44 to 17 per cent. Important factors influencing return
migrants choice of setting up business were length of stay abroad, size of finan-
cial savings and educational levels (mainly those with.vocational training and
college/university education). Over 70 per cent of all businesses were in trade
and services and another 17 per cent in the transport sector. The primary source
of investment funds were the migrant’s own savings and this ranged from 83 to
96 per cent according to the size of the business set up. Borrowing (both institu-
tional and non-institutional) provided an insignificant proportion of total funds.
Unfortunately, however, most return migrants are ill-equipped to take up
their new role of self-employed or small scale businesses. (It is a misnomer to
refer to them as entrepreneurs as most return migrants from the Middle East opt
for self-employment and at best set up very small scale enterprises.) Business
failures are common. In the Pakistan survey the major reasons cited for business
failures were lack of capital, marketing and technical problems. As high as 28 per
cent had to close their business because of frauds or quarrels with family members.
There have been some efforts by government to assist return migrants in
setting up their own businesses.! Similarly in some countries entrepreneurial
training programmes have been organised. The problem of course is that these
can at best cater for a few. What is required besides these selected efforts is the
creation of an ‘overall environment’ favourable to single owner enterprises cater-
ing not just to the return migrants but to all those wanting to participate in set-
ting up small scale enterprises. This requires de-regulation of controls, availabil-

1. For a review of programmes initiated in different Asian countries for return migrants see
‘Farooq-i-Azam (1987) -

Rashid Amjad : An Overview - 19.

ity of finance, raw materials and infrastructural facilities for small scale enter-
prises. Even where special schemes have been developed most return migrants
are unaware of them. Majority of return migrants have dealt with banks and
more than 50 per cent have their savings deposited with the banks. At present
the banks do not provide any information or guidance to returning migrants.
Bank officials in areas of large concentration of return migrants could be trained
to provide guidance service to potential investors.

Unless such favourable policies are implemented the return migrant will
find his savings dissipated either financing long periods of unemployment or a
string: of business failures and will be encouraged to invest only in housing or
land. It is a situation which can and must be remedied.

1.9 Utilisation of Remittances: Macro Implications

An important contribution of the country studies included in this volume is
that they have explored the implication of remittances on the overall economy
instead of limiting it to the migrant households. Extreme data limitations have
made it difficult to undertake formal macro modelling exercises for most coun-
tries but the results are still sufficient to give a broad quantitative and fairly good
qualitative analysis of the impact of remittances on the economy. A major
advantage of this exercise is that it alerts the economic planner to expected
changes in the economy as a result of a downturn in labour and remittance flows
and measures needed to counteract, to the extent possible, the resulting adverse
effects on the economy.

(i) Mahmud in the Bangladesh study (Chapter 3) emphasises the indirect
an.d economy wide effects of remittances. These so called ‘multiplier effects’
arise out of migrants household expenditure out of remittances as distinguished

‘from the direct impact on income and employment due to investments out of

remittances. Since the Bangladesh economy was generally supply constrained
the'. multiplier effects, Mahmud argues, were limited to demand led activitie;
which req.uire little fixed capital. This explains the substantial growth in service
sector activities especially in areas like Chittagong and Sylhet where migrant
hoysgholds were concentrated. As a result of remittance expenditures domestic
activity also shifted emphasis from the production of import substitutes to non-
.tradea‘bles such as construction and services. Since these were more labour-
mte'nswe activities current income and employment growth were higher although
agam}:)eneﬁts were likely to be concentrated in the labour sending regions.

(ii) For the Republic of Korea, Hyun reports the results of his earlier macro
model exercise! which traces the impact of remittances on stimulating domestic
demand through‘increases in private consumption and fixed investment. Hyun
estimated that. during the late 1970s a 10 per cent increase in remittances led to a
0.32 per cent increase in private consumption in the long run and fixed invest-
ment by 0.53 per cent. GDP increased by 0.22 per cent and GNP by 0.24 per cent
The GDP deflator (increase in price) rose by 0.13 per cent due to the expansior;
of aggregate demand and the money supply. Hyun also estimates that a 10 per

. cent increase in remittances leads to a decrease in the ratio of the current account

deficit to GNP by 0.40 per cent in the long run. He, however, argues that the
" 1. 'Hyun (1984). ‘
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immediate effect of increase in remittances is to adversely affect exports due to
increase in prices and wages but the net effect in the long run would be positive.

(iii) For Sri Lanka, Rodrigo and Jaytissa have attempted to estimate the
annual addition to output and employment due to investments by migrants and
other expenditure of out of worker remittances. Their exercise although limited
only to first round effects of these expenditures, comes up with some interesting
and significant results. Additional employment created in the economy due to
these expenditures increased from 2870 in 1980 to 5168 in 1986 and the additional
output generated was between 0.60 to 0.65 per cent of GDP during these years.
Although small in absolute amounts in terms of increments, these were signifi-
cant increases especially since these calculations do not take into account the
indirect and lagged effects of domestic spending on output and employment.
Also investments out of remittances as a proportion of gross domestic capital
formation increased from 3.41 per cent in 1981 to 6.84 per cent in 1986.

(iv) With the help of regression analysis Burney in the country study on
Pakistan explores the relationship between remittances and total fixed private
investment in the economy. His results show that there was no systematic
relationship between the two and draws the conclusion that for the economy as
a whole remittances have not been significantly utilised to enhance the capital
stock of the economy. At the sectoral level the only sector which appears to have
benefitted from the inflow of remittences in terms of increased private invest-
ment was ownership of dwellings. Kazi in her study on Pakistan extends the
results of an earlier World Bank study to quantify the net effect on the balance of
payment of migration to the Middle East incorporating the benefits of using
remittances from and exports to the Middle East as well as the negative effect of
the increase in oil imports. Her results show that for the whole 1978-85 period
the total inflow from remittances and exports of $5.2 billion exceeded oil imports
of $ 3.8 billion yielding at net inflow of $ 1.4 billion.

(v) In India remittance variables were small in relation to macro variables.
However, as Nayyar shows, they were not insignificant. In the mid-1980s they
were equivalent to 1.5 per cent of GDP, 2 per cent of final consumer expendi-
ture, a little more than 6 per cent of gross domestic savings and almost 7 per cent
of gross domestic capital formation.

(vi) In the context of India the study on Kerala state (Chapter 11) is
illuminating in that it shows the classic case of an economy not being able to reap
any real benefits from remittances because of the lack of linkages between remit-
tances and the state economy.

\

1.10 Impact on Poverty anddncome Distribution :

On the impact of migration on poverty and income distribution lack of
recent data makes it difficult to come up with firm quantitative estimates. How-
ever, there is sufficient evidence on a number of issues bearing upon poverty
and income distrubution so that certain broad conclusions may be drawn. The
first important point to note is that the large majority of migrants to the Middle
East although mainly skilled and semi-skilled production workers, did not come
from the poorest strata of the population. Also the cost of migration which was
high meant that certain minimal resources had to be available to join the migra-
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tion stream. However, the direct and multiplier impacts of migration were on
the whole so directed, especially on domestic wages and employment as to have
an overall faourable impact on poverty alleviation. This was especially true of
countries which had large outflows, e.g. Pakistan, where poverty levels signific-
antly declined although again other favourable developments such as high
growth in agriculture and manufacturing during the same period need to be
taken into account (see Burki, 1988). In the case of Sri Lanka, where a large
pgpulg” m, of igrants to the Middle East were housemaids the direct impact on
ppvgfyma  have been significant. As the Sri Lankan study points out, with one
migrant per 47 households remittances lifted many migrant households over the
poverty line. In the Republic of Korea overseas employment allowed low income
workers-some upward mobility in the size and distribution of income.

The, jimpact of migration on income-distribution may, however, not have
been sg favourable. In the Republic of Korea, the Gini-coefficient increased in
the late 1970s (from 0.33 in 1970 to 0.40 in 1978 and 0.36 in 1985) when overseas
employment was at its peak suggesting that the inflationary impact of remit-
tances contributed to this increasing inequality (Park and Chae , 1984). In Pakis-
tan the available evidence between 1971-72 and 1984-85 shows that income dis-
tribution worsened during this period (Gini-coefficient increasing from 0.33 to
0.39) after a reduction in income inequality between 1963-64 and 1971-72 (when
it declined from 0.37 to 0.33). The share of the lowest 20 per cent households in
1984-85 was the same as in 1963-64 while that of the highest 20 per cent rose from
43.9 per cent in 1963-64 to 45.5 per cent in 1979 and to 46.7 per cent in 1984-85
implying that the shares of the middle income groups were relatively under
pressure. The evidence also points to a reversal of gains in income distribution
having taken place largely in rural areas (Pakistan Economic Survey, 1987-88, p.7).
In Sri Lanka, while one has to be extremely careful in terms of base years used
for comparison, the evidence tends to suggest’that workers remittances may
have played a contributory role in helping to moderate the widening of distribu-
tion disparities at the national level under the open economy strategy. This
again may be mainly due to the fact that the large proportion of migrants came
from the poorer households. However, regional distribution may have worse-
ned as the multiplier effects were typically concentrated in the areas of large out-
migration.

1.11 Adjustments to Changes in Labour Migration and Remittance Flows

At a time when outmigration from most of the major labour sending coun-
tries is slowing down the implications for the domestic economy can be better
understood from the study results reported earlier. Some of the immediate pres-
sing problems that these economies will face are as follows:

(i) The greater the dependence on migration to-absorb the incremental
growth of the labour force, with this safety valve no longer available, the greater
the pressure to generate additional domestic employment. The situation will be
further compounded by the increasing flow of return migrants. As return'migra-
tion flows become greater than outmigration, the economy will have to generate
jobs not only for the additional labour force due to population growth but also
for increase due to net (return) migration.

(i) To the extent the economy has moved to a more capital intensive
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plane, as a result of earlier outflows or other factors, the more difficult will be the
process of adjustment.

(iii) The process of re-absorption of return migrants will be made more dif-
ficult and the period of unemployment longer for return migrants if avenues and
opportunities for self-employment are limited and for those seeking wage
employment if wage and salary expectations are unrealistically high.

(iv) For migrant households the process of adjusting to much lower
income levels and cuts in consumption will be a painful one, as few households
have invested enough from their remittances to generate the equivalent of
incomes earned abroad.

(v) A significant part of the population have benefitted both from the
direct impact and multiplier effect of labour outflows and remittances. They will
now face a situation of the economy no longer able to provide increases in real
income and wages unless high rates of growth are generated by other sectors in
the economy and alternative avenues for employment are created.

(vi) The impact on the balance of payments of the slowing down in
economic activity as a result of low and declining oil prices is a mixed one. The
fall in oil prices will in itself ease the import burden and compensate for declin-
ing remittances and fall in exports to the Middle East. Also where export earn-
ings of goods on services having shown a healthy growth (as in the case of
tourism in Thailand) and this can be maintained, the decline in remittances may
be counter balanced. What will be more difficult to maintain in case the balance
of payment squeeze continues will be the liberal trade regimes which remit-
tances helped to sustain.

1.12 Integrating Overseas Migration into Development Planning

For a phenomenon whose contribution to several of the country’s key vari-
ables has been extremely significant the attention given to migration by develop-
ment planners has been very marginal indeed. Till recently there was hardly any
mention of its impact in the basic planning documents (e.g. Five Year/Annual
Plans), in any of the major labour sending countries. A situation which can only
be termed as one of ‘benign neglect’ by the development planners seems to have
prevailed in all these countries. The situation is now gradually changing with
some of the more recent development plans incorporating migration in their
overall and sectoral planning framework. The best example is the current Pakis-
tan Five Year Plan (1988-93) which has paid attention to migration in the macro
framework, balance of payments and employment analysis, emphasising the
necessity to respond to changing market conditions and to more successfully re-
integrate returning migrant workers. Thailand’s Sixth Five Year Plan (1987-91)
takes into account overseas migration as an objective in overall human resource
development planning, with emphasis on labour market policies, but remit-
tances are still not taken into gccount in either macro-economic policies or in its
analysis of external resources. The situation in most of the other countries
remains unchanged with India, Bangladesh and Sri Lanka and the recent Philip-
pines Medium Term Development Plan (1987-92) still giving very little attention
to overseas migration in either the macro or sectoral planning framework.

The country studies present a number of important issues which need the
urgent attention of development planners in the region. It is important, how-

Rashid Amjad : An Overview 23

" ever, before we discuss some of these issues, to clearly emphasise that integrat-

ing migration into development planning in no way implies a bias in favour of
greater government intervention in this field. It only underlines conclusions that
have emerged from this review of its impact and which many years earlier had
also been emphasised by Paine in her pioneering work on the Turkish migrant
workers that “without vigorous policy measures many of the favourable effects
of migration on the home country economy and on the migrants themselves will
not occur while many adverse ones will” (Paine, 1974, p. 160). It is primarily to
tap these favourable impulses and to reduce to the extent possible the negative

. impact that a development planning perspective is essential. Let us briefly dis-

cuss some of the important components of this perspective.

1.12.1 Integrating Remittances into National Income Accounts

" _The major labour exporting countries follow different conventions on
whether to include remittances from overseas workers as part of the net factor
income in national income accounts. The resulting GNP estimates (GNP = GDP
+ net factor income from abroad) therefore are not comparable!. Amongst the
major Asian labour exporting countries GNP estimates published by govern-
ments in India, Sri Lanka, Thailand exclude workers remittances while Pakistan,
Philippines and Bangladesh include them.

The country studies on Bangladesh, Pakistan and India analyse in some
detail how remittances affect the conventional national income accounting iden-
tities as well as the behaviour of some of the key variables especially the savings
rates. The important point to grasp is that the increase in income attributable tc
remittances enables the economy to realise an excess of investment over domes-
tic savings through a corresponding excess of imports over exports with a smal-
ler withdrawal on external resources than would otherwise be the case. As
Nayyar explains, as a result of remittance financed investments it “may appear
to be paradoxical — but it is gross national savings rather than gross domestic
savings that would rise and the economy would be able to realise an excess of
investment over the latter.” What this means is that the effective savings con-
straint on investment is not domestic savings but national savings which take
into account remittances. -

Similarly, in interpreting conventional national-income-accounting iden-
tities one has to differentiate between accounting conventions and behavioural

1. In terms of national income accounting identities after including workers remittances in net fac-
tor income from abroad the basic relationships are:
Net Factor Income from Abroad = (Investment Income + Workers Remittances + Other
private transfers received by residents from abroad) -
(Investment Incoine + Private Transfers made to non-
residents)
Imports (goods and non-factor services) ~ Exports (goods
and non-factor services)

External Resources Balance

Total Investment* = Gross Domestic Savings + External Resource Balance

Gross Domestic Savings = Total Investment — External Resource Balance (as %

(as % of GDP) of GDP)

Gross National Savings = Gross Domestic Savings + Net Factor Income from

(as % of GNP) abroad (as % of GNP) i

*Y =C+1+ X-Mor
I= (Y-O)+ (M-X) or =S + (M-X)



24 To The Gulf and Back

effects (see Amjad, 1986). In Pakistan, for example, the decline in gross domestic
savings rate in a period of large increases in workers remittances is the result of
national income accounting convention rather than a behavioural relationship.
However, at the same time gross national savings is not a true reflection of either
level or changes in the economy’s saving rate as it includes consumption that is
financed through remittances. Burney suggests a method for correcting this dis-
tortion but his corrective factor is based on micro field surveys which may not
accurately reflect the economy-wide situation or its final impact.

Two important conclusions may be drawn from this summary discussion.
The first, not just from the point of uniformity although this would be an impor-
tant added advantage, inclusion of remittances in GNP would help in focussing
attention on the important and changing contribution migration makes to the
total resources available to the national economy. It would enable countries to
more vigorously pursue the objective of maximising GNP rather than just GDP.
The second (and this is independent of whether remittances in GNP are
included or not) the movement and interpretation of key macro variables has to
be carefully qualified when the economy is passing through a period of large
changes in remittance flows. This is especially true for the gross domestic sav-
ings rate of the economy.

1.12.2 Policy Planning Issues

The important conclusion that emerges from the country studies is that it is
not correct to view labour migration as a temporary phenomenon outside the
context of the developments in the domestic economy. At one level a more con-
ducive overall economic environment reflecting factor scarcities and market
realities has an important bearing on the extent to which a country can maximise
the benefits from overseas migration. In many cases reforms in industrial,
monetary, trade and exchange policies that would be needed are the same set of
reforms that are called for by the overall development of the economy especially
the exports and financial sectors. Also the ability of a country to respond to over-
seas market opportunities would depend very much on the flexibility and mobil-
ity of its labour force since foreign openings are increasingly limited to a set of
occupations and flexibility and mobility are greatly dependent on a country’s
investment in and policies for overall human resources development. At the
same time the country studies also clearly emphasise the need to go beyond just
the adoption of broad favourable macro policies. There is a clear need for ‘selec-
tive interventions’ in the form of sharply focussed policy measures such that the
economy and the migrant can gain from overseas migration. In many cases this
implies concrete policy programmes at the regional and local level especially
since in most countries there is a regional concentration of out and return mig-
rants. More specifically some of the important policy conclusions that emerge are:

(i) First and foremost there is a clear and continuing need to monitor
changes in labour and financial flows. While the present project has helped to
improve the existing situation far more still needs to be done. The biggest gaps
are in monitoring return flows and remittances. Without creating an effective
monitoring system any attempt at integrating migration into development plan-
ning will at best remain a pious hope.

(i) On policies regulating the export of workers there is a growing concern
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that the statutory nature of the policy framework monitors the letter rather than
the spirit of the law especially in regard to the conditions on the employment
contract. The actual working conditions of the migrant overseas are seldom
monitored. Governments may also consider introducing policy interventions
that lead to a more even spread in the recruitment of migrants across different
regions so that the gains from migration are more evenly distributed.

(iii) On remittance flows one must clearly distinguish between the foreign
exchange that it makes available for the economy as a whole and the correspond-
ing use of local counterpart resources that are released on surrendering the
foreign exchange. In the case of the former while governments have instituted a
number of policy measures to attract remittances, deposits and investments by
migrants through official sources far more can and needs to be done. There is
much that countries can learn from the past and each others experience. It is
clearly established that remittances through official channels are a function of
convenience, flexibility and profitability of this transaction with profitability
being primarily determined by the difference between the ‘official’ and ‘unoffi-
cial’ rate available to the migrant. Also ‘real’ interest rates, inflation rates and
social and political stability are important determinants. There is also need to
more carefully evaluate the costs in relation to the benefits of attracting these
funds. This is especially true of capital flows (e.g. foreign current non-resident
deposits) in terms of interest rates offered which are normally higher than the
rates prevailing in international capital markets and other incentives. Also these
funds can make the economy more vulnerable to sudden withdrawals or out-
flows in times of economic and political uncertainty. The utilisation of these cap-
ital flows also needs more careful attention. They should be utilised in a manner
that at least ensures rates of return to cover interest payments as well as finance
depreciation of the domestic currency.

The important point to comprehend is that most governments are only now
awakening to a situation where a significant amount of foreign exchange
resources are available with their nationals living abroad. The policy response
for attracting these funds must be worked out in terms of a comprehensive, con-
sistent and well-knit policy package rather than piecemeal or ad hoc responses.
These flows cannot only continue to generate much needed balance of payments
support but also assist domestic economy generate more efficient growth, espe-
cially the over-protected manufacturing sector, through injection of foreign
resources, technology, management and entrepreneurship.

(iv) Itis, however, in the use of domestic resources in lieu of remittances
especially by the households of short-term contract workers that far more could
have been done. This is not to suggest that increased food consumption or
investment in housing is either unjustified or irrational. They make good sense
from the viewpoint of the migrant household. However, even after allowing for
such consumption and investments there were still sufficient savings as well as
funds brought by migrants on their final return that could have been more effec-
tively and productively utilised. In many cases this required neither special nor
new schemes but expanding, modifying or making more effective existing
schemes to attract in investments by migrants. This is especially true of govern-
ment institutions engaged in promoting the growth and developments of self-
employment and small-scale enterprises.
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(v) The realisation that return migrants be viewed as a potential asset (a
package of labour skills, experience and investible resources) which can be tap-
ped for the benefit of the economy has unfortunately been very slow to sink
amongst policy makers of the major labour exporting countries. Unfortunately
the view remains that return migrants are significantly better off than the large
proportion of the domestic population and therefore need little assistance from
the government. What needs to be continuously drilled into policy makers is
that what is required is not ‘rehabilitation” programmes but policies for effective
utilisation of potential resources which will lead to smoother reabsorption of
return migrants as well as benefit the economy in the process.

(vi) It is, however, not only the individual migrant and his related house-
hold who are affected by the use of domestic resources generated through remit-
tances. The macro-economic impact has been significant in affecting a number of
key economic variables. The need for careful macro management in the face of
large and changing labour and financial flows is clearly required. This again is an
area which has been largely ignored by the policy makers. One result has been
that governments have been slow to institute anti-cyclical policy measures for
generating domestic employment when outflows decline or institute strong pol-
icy measures to increase exports when remittances stagnate or fall. The fact that
use of remittances generated additional employment in the more labour inten-
sive construction and service sectors further worsens the domestic employment
situation. Also the fact that migration flows have had on the whole a favourable
impact on poverty alleviation means that development planners would need to
institute alternative policy mechanisms for compensating declines in migration
and remittances otherwise they will face the harsh realities of social unrest as ris-
ing expectations which migration flows have helped encourage are suddenly left
largely unfulfilled.

(vii) The studies presented in this volume have not explored the issue of
future migration flows. However, studies carried out under this project as well
as by ARTEP suggest that the economies of the Middle East will continue to be
dependent on imported labour for some time to come although the skills mix
will change (mainly from construction to services). Also the end of the Iran-Iraq
war and prospects of peace in Afghanistan will open new venues for migrant
workers. Similarly, Japan is presently seriously debating opening up its eco-
nomy to migrant labour and Hong Kong faces severe labour shortages. To
exploit these potentials, as and when they arise, governments will need to care-
fully monitor changes in overseas labour demand as well as invest in skill
development programmes which have an export potential. There is a real need
for incorporating skill migration in overall human resource development policies.

(viii) To conclude, the central message of these studies is that for a number
of Asian countries migration has and will continue to play an important even if
a less significant role in their overall economic development. Governuients need
to move away from an attitude of ‘benign neglect’ to careful policy planning and
‘selected policy interventions’ to.be able to maximise the potential benefits from
both labour and financial flows resulting from migration. As Nayyar aptly sums
up, overseas migration “should be incorporated into macro-economic planning
and policies rather than simply be used as a manna from heaven to make hay
while the sun shines”.
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