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Objective of the report 

 To take stock of the situation with regards to the use of remittances in 
countries of North and Central Asia 

 to assess whether successful initiatives have taken place with regards to 
linking remittances to financial inclusion 

 to suggest additional measures addressing development potential of 
remittances 



Key terms and concepts 

 Development in this report is considered through an economic perspective 
which is focused on poverty reduction. Three measures of economic 
development: GDP growth, poverty reduction and inequality reduction.  

 Productive use of remittances is understood as investment in economic 
activities that expand the households’ existing capacity, such as agriculture, 
land and business creation.  

 Unproductive use of remittances is associated with consumptive investment, 
i.e. spending money on goods and services that more immediately improve 
the well-being of the household members.  

 Financial inclusion or inclusive financing is the delivery of financial services 
at affordable costs to sections of disadvantaged and low-income segments of 
society, in contrast to financial exclusion where those services are not 
available or affordable. 



1. Remittances in the NCA countries 
Scale, cost, spending patterns 



Top remittance-receiving countries, 2014, per 
cent of GDP 
 

Source: Migration and Remittances Factbook 2016, World Bank. 



Lowest Cost Corridors of Sending Remittances for 
$200, Q3 2015, per cent 

Remittances corridor Cost of sending remittances, % 

The Russian Federation-Azerbaijan 1.1 
  

The Russian Federation- Georgia  
  

1.2 

The Russian Federation-Kyrgyz Republic  1.2 

The Russian Federation-Ukraine  
  

1.3 

The Russian Federation-Belarus 1.4 
  

The Russian Federation-Moldova 1.4 
  

The Russian Federation-Kazakhstan  
  

1.4 

The Russian Federation-Armenia  
  

1.5 

The Russian Federation-Tajikistan  
  

1.5 

The Russian Federation-Uzbekistan  
  

1.7 

Saudi Arabia-Nepal  
  

0.6 

Source: Migration and Remittances Factbook 2016.  



Spending patterns 

 The spending patterns of remittance-receiving households in NCA countries 
are predominantly consumptive, i.e. people tend to spend money on basic 
needs, such as food and clothing, instead of saving it in banks or investing 
into business.  

 The barriers towards more ‘productive’ use of remittances are numerous. For 
example, the initial level of wellbeing of receiving households matters a lot.  

 Channelling remittances through formal financial institutions would help 
enhance the development outcome for the country’s economy and population 
wellbeing.  

 What prevents productive use of remittances and how to overcome these 
barriers – the key question  

 



2. What is understood under 
development potential of remittances? 
  



Remittances as a development 
instrument 

REMITTANCES AND ECONOMIC GROWTH 

 To what extent remittances support the economy of the sending countries 
is still an arguable question 

 Remittances can be linked in some cases to lower incentives to work. 

 Remittances are considered an important development instrument 
alongside official development assistance (ODA), foreign direct investment 
(FDI) and other financial flows 

 However, large inflows of remittances can cause so called ‘Dutch disease’ 
when the service sector grows at the expense of production.  

 Remittance inflows contribute to further dollarization of the economies 
because most  remittances are denominated in US dollarisation.  



Remittances as a development 
instrument 

REMITTANCES AND POVERTY REDUCTION 

 Remittances do contribute to poverty elimination through their direct 
impact on income.  

 The poverty reduction effect of remittances is sensitive to the precise 
measurement of poverty.  

 Remittances only help to fight transitory poverty, while chronic poverty 
remains unchanged.  

 



Remittances as a development 
instrument 

REMITTANCES AND INEQUALITY  

 In most cases, remittances do not reach the poorest of the poor: the 
‘distributional effect’ of migration suggests that remittances flow 
disproportionately to better-off households 

 The regional and gender inequality impact of remittances depend on the 
selective effects of migration.  

 Remittance sending and spending patterns are gender-sensitive.  

 Women often play a key role as recipients and managers of remittances.  



2. Linking remittances and financial 
inclusion 
Financial products for remittances-receivers, financial literacy, financial 
sector development  



Financial inclusion as a development 
strategy to make better use of remittances 
 
 The development potential of remittances is largely associated with the 

productive use of these transfers by receiving households. 

 In practice, the financial inclusion of remittance-receiving households is 
determined by demand for and supply of financial services.  

 The low demand for services of formal financial institutions is explained 
by the lack of sufficient amounts of money 

 Lack of trust in formal financial institutions makes people avoid banking 
services in NCA countries.  

 More recent national currency devaluations in NCA countries also impede 
savings in banks, especially in the local currency.  



Financial literacy trainings 

 Remittance-receiving households in NCA countries may also remain 
unbanked due to financial illiteracy 

 However, evaluations of the effectiveness of financial literacy trainings for 
migrants and their family members have found their impacts to be 
questionable.  

 On the supply side, financial inclusion of remittance-receiving households 
is generally challenged by low levels of financial sector development in 
most NCA countries.  

 The level of penetration of the financial services remains low in NCA 
countries. 

 More recently, remittance receivers have begun to be recognized as a 
special category of clients.  



3.Additional measures to make 
remittances work for development 
 
Diaspora bonds, PARE 1+1, Nudging 



Diaspora bonds  
 

 Diaspora bond is a debt instrument issued by a country (or a sub-sovereign 
entity or a private corporation) to raise financing from its overseas diaspora 
(Ketkar and Ratha, 2007) 

 Factors to be taken into account: 

 1. size of diaspora 

 2. income level of diaspora 

 3. banks serving diaspora 

 Successful examples of diaspora bond issuance include India and Israel. Among 
NCA countries Georgia has the oldest diaspora in the Russian Federation and 
therefore is more likely to succeed with diaspora bonds.  

 

 



PARE 1+1    
 

 Launch of a programme similar to PARE 1+1 in NCA countries would require 
the involvement of a partner/donor which would be interested in supporting 
return migration initiatives and providing funds for business co-financing. 
Armenia and Georgia could probably follow Moldova’s model and apply to the 
EU for funding. 

 The value of remittances should be taken into account when assessing the 
investment potential of migrants’ earnings.  

 In terms of business environment, Armenia and Georgia offer more attractive 
conditions for potential entrepreneurs. However, a PARE 1+1 programme 
would have more added value in Tajikistan, where the access to credit is the 
most difficult among NCA countries.  

 



Nudging’ for productive use of remittances 
 

 ‘Nudges are supposedly irrelevant factors that influence our choices in ways 
that make us better off.’ (Thaler, 2015).  

 While there is no yet ready-made solution for applying ‘nudging’ for more 
productive use of remittances, a number of successful cases of using this 
approach for facilitating more rational behaviour of people could be helpful in 
developing specific solutions for financial inclusion programs. 

 



Recommendations 

1. Making better use of remittances – stimulating productive use of remittances 
in the form of saving or investment with intermediation of formal financial 
institutions –lies within the broader domain of financial development in NCA 
countries.  

2. Besides the banking sector, savings and investment in NCA countries can be 
intermediated by microfinance institutions which demonstrate a better 
outreach both to microentrepreneurs and poor households.  

3. Lack of trust in banks is not characteristic for NCA countries alone. Therefore, 
international experience could be helpful in solving this problem. For 
example, paying wages and social benefits through bank accounts could nudge 
more people to use banking services.  

4. The financial behaviour of remittance-receivers does not differ substantially 
from the rest of the population. 



Recommendations 

5. Remittance-backed financial products should be developed with different 
categories of potential clients in mind.  

 1) remittance-receiving households.  

 2) diaspora residing permanently abroad: diaspora members should be 
seriously considered as participants of remittance-backed development 
projects.  

 3) return migrants who have accumulated some capital while working abroad.  

6. The transfer of successful international practices with regards to productive 
use of remittances should be done with caution. The five selected NCA countries 
– Armenia, Georgia, Kyrgyzstan, Tajikistan and Uzbekistan – demonstrate 
different level of economic and financial development, which makes them 
dissimilar platforms for programs targeting remittances and development.  



Recommendations 

7. Specific migrant-oriented projects and programs such as PARE 1+1 or financial 
literacy trainings would be useful for other categories of the population of the 
NCA countries as well. Therefore, it might be more productive and cost efficient 
to integrate migrants’ tailored development initiatives into a broader 
development projects.  

8. While trying to enhance the development potential of remittances, the overall 
strategy of remittance-receiving countries should aim to ease dependence on 
remittances, in order to avoid the illusion of remittances as panacea for 
development.  



Thank you for your attention! 
Annata25@gmail.com 
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