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Executive Summary
This report aims to significantly expand knowledge on the remittance corridor between Malaysia and Indonesia, to assist policy makers’ efforts at deriving effective policies to increase the impact of remittances on economic growth and poverty reduction in Indonesia. The report also encourages the formalization of remittance transfers to promote the financial integrity of these flows, through increased accountability and transparency.  The report is a combined effort between the Financial and Private Sector Development and East Asia and Pacific Social Development units of the World Bank. 

Researchers have estimated that the Malaysian-Indonesian remittance corridor might contain the second largest flow of undocumented workers in the word, after the migration corridor between the United States and Mexico.  The volume of remittance flows passing through this corridor could be as high as $3.6 billion, making it the second largest remittance outflow for Malaysia and the largest remittance inflow for Indonesia.  

In addition, a disproportionate share of migrant workers in this corridor is female (approximately 60% of registered migrants, and presumably a larger percentage who are unregistered). Hence, this report distinguishes itself from other Bilateral Remittance Corridor Analysis (BRCA) reports by performing a comprehensive analysis of the increasing feminization of this remittance corridor. It is hoped that such efforts will allow policy makers to more effectively target their gender-based poverty reduction efforts in the Asia-Pacific region.

Remittance inflows and outflows in the Asia Pacific region have accounted for nearly $45 billion, or 17 percent of total global recorded remittance flows; these flows were five times that of official development assistance to the region. Of this amount, the most realistic estimate of total remittances sent from Malaysia to Indonesia is approximately $2.7 billion, although Bank of Indonesia notes that only 10 percent of this amount leaves through formal remittance channels.

Until 2002, the formal remittance outflow from Malaysia to Indonesia has been increasing because of significant job creation due to the country’s consistently high GDP growth. But since 2002, the absolute amount of remittances transferred through formal channels, as well as the total percentage of remittance outflows from Malaysia to Indonesia, has fallen.  At the same time, the number of migrants in this corridor has been increasing significantly, reflecting the increasing usage of informal channels to transfer remittances.  Accurately measuring the extent of total remittance flows in this corridor has been challenging because of different estimation methodologies used by BNM and BI, data and measurement discrepancies and insufficient information.  Nevertheless, BNM and BI have reached similar estimations for formal remittance flows between Malaysia and Indonesia, and have both developed alternative calculation methods to more accurately measure the extent of informal flows. 

The Indonesian female migrant workers, known as the Tenaga Kerja Indonesia (TKI), have been remitting an increasingly larger percentage of their earnings through these informal channels. This report describes the TKI in detail and finds that TKIs migrate primarily for financial reasons and work predominantly in the informal sector.  In addition, TKI tend to immigrate illegally and forfeit legal protection because it is cheaper than immigrating legally; if they had immigrated legally, taxies and other levies would have been deducted from their salaries. Illegal immigration is especially enticing because TKI often accept debt to finance their migration, typically repaid through withholding their salary from the first few months.  This debt brands the TKI as financially risky, discouraging financial institutions from providing further credit to TKI. As a result, investments in productive enterprises in the recipient country funded through such remittance outflows are largely hindered; the limited savings mechanisms available and the costs incurred from sending remittances also constrain the creation of productive enterprises. 

A concerted effort is therefore required to improve TKI’s access to financial services, expand their financial literacy levels and reduce the costs of migration by increasing the efficiency and accountability of different transfer mechanisms. If progress in these areas is achieved, the quantity and quality of investments in the recipient country will improve and have a greater impact on household welfare and poverty reduction.

There is a particularly urgent need to reduce the costs of migration even if banks comprise nearly ninety percent of formalized flows.  The reason is that bank channels represent a relatively slim percentage of total remittance flows and hence initiatives are required to encourage formalized remittance transfers. Presently, the costs and risks involved from remitting funds formally are relatively high in relation to a TKI’s salary.  This has led to an unregulated industry of account mediators, money changers and various migration agents and agencies, which tend to offer operational services at relatively cheaper rates than formalized agents.

However, the popularity of informal remittance channels might pose AML/CFT risks. For this reason, BNM and BI have implemented significant regulatory measures to formalize currently informal RSPs.  BI has adopted a relatively gradual approach, allowing informal RSPs to register their status by December 31, 2008. BNM is taking similar steps to address non-licensed RSPs, although not through as gradual of a process; Malaysian RSPs are currently not subject to the same rigorous AML/CFT standards applied to other Malaysian institutions, an issue that Malaysian authorities want to urgently address.  Nevertheless, BNM and BI both share the same challenge of striking a balance between protecting the integrity of financial flows through increased accountability and transparency, and encouraging remittance flows for greater poverty reduction and economic development.

Since ongoing reforms in the migrant worker system of Malaysia and Indonesia are aimed at enhancing the integrity of financial flows without significantly reducing their potential for positive development impact, the report proposes three major methods in which this balance might be achieved.  The report concludes that formalizing remittance transfers can potentially enhance the poverty reducing capabilities of these flows rather than constrain them.  Hence, it recommends specific policies directed towards:

· Inducing remittance customers to shift their transactions from informal to formal remittance service providers, 
· Extending formal regulation/supervision to heretofore informal RSPs and 
· Integrating the operations of formal and heretofore informal RSPs through mergers, partnerships, agency agreements and other business arrangements. 
Key Statistics of the Malaysia-Indonesia Remittance Corridor

Table 1-1: Economic Indicators for Malaysia - Indonesia 

	
	Malaysia
	Indonesia

	General
	
	

	Population (million, 2006)
	25.8
	223

	Population Growth (annual%, 2006)
	1.6
	1.1

	GDP Growth Rate (annual %, 2006)
	5.9
	5.5

	GDP(US$billion, 2006)
	148.9
	364.5

	GNI (US$billion, 2006)
	141.4
	315.8

	GNI per capita (US$, 2006)
	5,490
	1,420

	Foreign Direct Investment, net inflows (BOP, US$billion, 2005)
	3.966
	5.26

	Official Development Assistance and Official Aid (US$billion, 2005)
	0.032
	2.524

	Source: World Development Indicators database, April 2007
	
	


Table 1-2: Remittance and Migrant Data* 

	Remittances
	Amount
	Source

	Total Remittance Inflows to Indonesia from all countries (US$billion,2006)
	5.6
	BI

	Formal Remittance Inflows to Indonesia from all countries (US$billion, 2005) 
	1.9
	BI

	Total Remittance Outflows from Malaysia to all countries (US$billion, 2005)
	5.7
	DSM

	Formal Remittance Outflows from Malaysia to all countries (US$billion, 2006)
	2.06
	BNM

	Total Remittance Inflows to Indonesia from Malaysia (US$billion,2006)
	2.732
	BI

	Formal Remittance Outflows from Malaysia to Indonesia (US$billion, 2006)
	0.262
	BNM

	Formal Remittance Outflows from Malaysia to Indonesia (US$billion, 2006)
	0.24
	BI

	Informal remittances as % of total remittance inflows for Indonesia
	80%
	BI


	Informal remittances as % total remittance inflows to Indonesia from Malaysia specifically
	90%
	BI


	Remittances Inflows to Indonesia as % of Indonesian GNI (BI figures used, 2006)
	1.77
	

	Remittance Inflows to Indonesia as % of Indonesian GDP (BI figures used, 2006)
	1.54
	

	Average remittance amount range (anecdotal surveys, US$)
	115-150
	

	The Country Providing Indonesia with the largest remittance inflow
	Malaysia 
	BI

	The Country Receiving Malaysia's Largest Remittance Outflows
	Indonesia
	BNM

	Remittance Operations 

	Main Transfer Mechanisms 
	Cash-couriers, Electronic Transfers

	Estimated annual average Transfer Fees (through bank channels), to send from Malaysia  (US$)
	7
	

	Estimated annual average Transfer fees (through bank channels), to receive in Indonesia (US$)
	20
	

	Total Yearly Average Remittance Transfer Costs (US$)

	27
	


Table 1-3: Migration Data*

	Migrants

	Estimated Number of TKI in Malaysia (documented, 2007)
	1.3 million
	MHAM

	Estimated Number of TKI in Malaysia (undocumented, 2007)

	700,000
	MHAM

	Average Annual Salary Range of TKI in Malaysia (US$)

	960-2040
	MHAM

	Range of Annual Cost of Migration on average (US$)
	343-475
	

	Range of total Annual Migration and Transfer Costs (US$)
	370-502
	

	Migration and Remittance Transfer Costs as Percentage of TKI Salary (averaging total cost range and salary range, US$)
	29
	

	Percent of Salary Sent back as remittances (on average)
	45%
	BI


* The data for the categories in which the sources has been left blank is calculated by FPDFI and EASSO units, World Bank, for the sole purposes of this report

Introduction

This report is a combined effort between the Financial and Private Sector Development and the East Asia and Pacific Social Development units of the World Bank.  It is part of a series of studies under both the global Bilateral Remittance Corridor Analysis (BRCA) and the Indonesia Female Migrant Worker Program. The report analyzes the transfer of remittances by Indonesian migrant workers known as Tenaga Kerga Indonesia or TKI.  In addition to examining the nature of TKI remittance sending options, the report also highlights the gender dimension in the corridor given the large percentage of female migrant workers. 
Why have we looked at this corridor?

The corridor between Malaysia and Indonesia is the second largest remittance outflow for Malaysia and the largest remittance inflow for Indonesia
.  In the region, Indonesia is the second largest supplier of labour migration with 680,000 overseas workers contracts concluded in 2006 alone. Since 2003, the number of contracts has more than doubled. Malaysia, in general, is a destination for foreign workers because of its economic performance and government recruitment policies aimed to alleviate labour shortages.
 In addition to these factors, the cultural and geographical proximity of Indonesia makes Malaysia a destination for both documented and undocumented TKI.
Global migration trends show a sharp rise in the number of female migrants working overseas, especially in the last twenty years. The issue of gender is particularly interesting in the Malaysia-Indonesia remittance corridor. In the past decade, nearly half, or more than half, of total registered Indonesian migrant workers have been women. Currently, approximately 60 percent of migrant workers in Malaysia are women who are mostly employed as domestic helpers. It is for this reason the study team approached this corridor with a particular view to understanding the role of gender in migration and remittances.
Objective 

The main objective of this report is to contribute to policy makers’ efforts to increase the impact which remittances have on economic growth and poverty reduction in Indonesia, and to promote the formalization of remittance transfers. The report aims to provide a descriptive overview of the Malaysia – Indonesia remittance corridor and to suggest some policy avenues for: improving access to formal remittance transfer channels; increasing the transparency of the flows and the cost structure; and facilitating the transfer of remittances, particularly for female migrant workers.    
Female Migrant Worker Program

Over the past four years, the Social Development Unit at the World Bank’s Indonesia office has been analyzing key issues and providing support towards building up knowledge and capacity through its Female Migrant Worker Program.  The main purpose of this program is to identify appropriate mechanisms to provide sufficient protection for female migrants and to reduce their vulnerability throughout the migration cycle. Activities under the program include research studies to better understand the problem, technical assistance to strengthen the institutional capacity of relevant ministries, and seminar and workshops to share knowledge and experience among various stakeholders. The migration and remittance research study undertaken within this program has searched for strategies to improve the welfare of female migrant workers. This particular report has been prepared with the aim of enhancing the development impact in Indonesia from remittance inflows, and specifically the impact of remittances from female migrant workers on rural villages.
Bilateral Remittance Corridor Analysis

In order to increase the transparency and realize the development potential of remittances in recipient countries, the World Bank is studying remittance systems around the world through its Bilateral Remittances Corridor Analysis (BRCA) initiative.  The overall objectives of these studies have been to elucidate the principal issues faced by policymakers in both sending and receiving countries in protecting the integrity and raising the efficiency of formal remittance systems, enhancing the developmental impact of remittance flows, and describing how policymakers in the selected countries are dealing with these issues.  An underlying assumption of this work is that the “formalization” of remittance flows—i.e. shifting remittance flows from informal to formal transfer systems—can discourage illegal financial flows and improve the developmental/poverty reduction impact of remittances.
Table 1. World Bank’s Bilateral Remittance Corridor Analysis (BRCA), 2007

	Published
	Completed / Underway

	U.S. – Mexico
Canada – Vietnam
Germany – Serbia
Italy – Albania
U.S. – Guatemala
Netherlands – Suriname*
Netherlands – Morocco*

U.K. – Nigeria **
	Qatar – Nepal

U.K./ U.S. / South Africa – Uganda ***
South Korea - Mongolia

U.S. – Honduras

Canada – Caribbean

	* Conducted by the Ministry of Finance of the Netherlands, ** Partnership with DFID, *** Partnership with Central Bank of Uganda


Scope of the BRCA studies

The BRCA studies are intended to be exploratory rather than exhaustive, examining the incentives which influence remittance decisions and identifying information gaps and areas for further research.  Lack of data and inconsistent methodologies for estimating flows or recording data has been a major constraint of analysis in all corridors.  Even where countries publish estimates of their total inflows and outflows, these are rarely broken down by source or destination countries. Study teams have thus been compelled to rely upon largely on anecdotal information and casual estimates by market participants.  In most cases, estimates of illegal money flows, or flows via informal channels, through the respective corridors are also not available.  In looking at such issues as the impact of remittances on recipient households, study teams have had to rely on existing surveys, interviews with local experts, market participants, and other secondary sources.  
Anti-Money Laundering / Combating the Financing of Terrorism (AML/CFT) and Remittances
The strengthening of AML/CFT regimes has been a focus of government attention to remittances over the past decade.  By enhancing supervision of remittance channels, it follows that money launderers and terrorist financiers will become more dissuaded from using them due to higher risks and costs associated with their illegal venture. Although logically persuasive, lack of data on illegal flows and the incipient nature of AML/CFT frameworks in most countries make judgments regarding their effectiveness premature at this point.  

Introducing the Malaysia-Indonesia Remittance Corridor
The volume of both informal and formal remittance flows passing through the corridor could be more than $2.7 billion.
  The distinguishing features of this remittance corridor are first, that a large number of the documented Indonesian migrant workers are women and second, that the corridor is marked by a large presence of undocumented workers. By some estimates, between one-quarter to two-thirds of the total number of TKI are undocumented.
   While an average remittance amount can be estimated at $115-$150 per transaction, identifying a “typical” remitter has proven difficult in this corridor due to a wide variety of senders differentiated by legal status, sex, and type of job.  
Indonesian Migrants in Malaysia
Despite positive efforts to organize labor migration through regulated programs, there is a large presence of undocumented remittance senders in Malaysia.  Undocumented workers typically avoid formal channels and they lack the requisite identification/status documents required to open bank accounts or interact with formal sector institutions.  Employers of documented TKIs are required to open a bank account for their employees, facilitating the potential use of a formal channel.  However, this regulation may not be enforced uniformly and does not guarantee that the workers have actually utilized the account for transfers.  In the case of female domestic workers, formal access is limited due to socio-cultural issues and work schedules. While regulations are implemented to open the remittances market to new players and further facilitate access to formal channels, it is not clear how they will be designed.
Distribution Mechanisms
Recruitment agencies and money changers are unregulated remittance channels contributing to the activity of informal ones in the corridor, which also includes cash-carrying.  In the formal sector, banks dominate the remittances market in both countries.  Bilateral initiatives facilitating cross-border payments have been initiated and have contributed to keeping transfer costs relatively low. However, these initiatives are based on increasing access to Automated Teller Machines (ATMs) which is difficult in some rural areas.
Indonesian Remittance Recipients
Beneficiaries have access to bank accounts opened by TKIs before they migrate, but such accounts are expensive to maintain and are rarely used.  The main challenge to the remittance relay network occurs at the stage of recipient collection, particularly in rural areas.  Account mediators and facilitators have filled a gap in the distribution network to help recipients overcome accessibility and convenience obstacles with formal channels.  Remittances are used primarily for household consumption and luxury goods.  Indonesia has made efforts to implement regulations affecting remittance service providers with a gradual approach, moving from registration to a licensing regime, and the effectiveness of this transition will be subject to regular evaluations.  Thus far, regulations have not adversely impacted the remittances market.
Outline of the report

As in earlier BRCA reports, the analysis of this remittance corridor has been conducted looking at the three fundamental stages of remittance transactions: Origination, identified as The First Mile; the intermediation of funds, named in the reports as The Intermediary; and the distribution, or The Last Mile.  This three stage analysis has helped the study team identify a series of issues that characterize the remittance corridor between Malaysia and Indonesia.  These issues provide a basis for the formulations of some avenues to be considered in designing policy recommendations.  The report is organized under four sections:

· Section I sets the scene for the analysis of the bilateral remittance corridor by presenting key regional social and economic trends relating to migration. We take a more specific look at Malaysia as a remittance sending, and Indonesia as a remittance recipient country.  In this section we also describe the different methodologies used to measure remittances and compare the figures. 
· Section II presents a general overview of the people - the TKI and their beneficiaries.  It also describes some relevant aspects of their travel to Malaysia and how they fit into the host country’s social fabric.  The section ends with some key factors that determine their incentives to use transfer channels and the use of remittances back in Indonesia.
· Section III examines the process and characteristics of the transfers. We walk through the steps of the remittance process, identifying both informal and formal intermediaries (Remittance Service Providers) in both countries.  
· Section IV presents the main characteristics of the regulations affecting remittance transfers.  It pays particular attention to AML/CFT regulations in both countries and how they could limit access to formal remittance service providers (RSPs) to the TKIs in Malaysia and their beneficiaries in Indonesia.
· Finally, Section V presents conclusions and policy recommendations.  Conclusions are framed along the following areas for discussion: The extended presence of undocumented workers, the inclusion of new market players, access to remittance senders and recipients via regulated RSPs, and the distribution of remittances in rural areas in Indonesia.  Finally, policy recommendations are offered that might encourage a higher degree of formalization in the corridor.
I. Setting the Scene

This chapter places the Malaysia-Indonesia remittance corridor in regional and thematic context. Beginning with an outline of the main social and economic trends relating to migration in East and South Asia and an introduction to the general characteristics of Indonesian migrant workers, we then discuss the challenges and different methodologies used in measuring remittances. The section concludes with a discussion of Malaysia as a remittance sending country, and Indonesia as a remittance receiving country.
East and South Asian Migration 
More than 190 million people, approximately 3 percent of the world’s population, are living in countries in which they were not born.
 Migrants from the nine largest Asian immigrant-exporting countries - the Philippines, India, Bangladesh, Pakistan, Indonesia, Thailand, China, Sri Lanka and Myanmar – constitute one quarter to one third of the total international migrant stream. This is not surprising when we take into account that the total population of some of the main sending states accounts for nearly half the people in the world, and that several countries in the region are both large importers and exporters of labor. 

The International Organization for Migration’s (IOM) 2005 study noted three important trends in Asian migration: a shift in destination countries, a rise of undocumented labor flows, and the increasing feminization of workers.  Several hypotheses have been advanced to explain these changes in migration patterns. Geopolitical factors, national labor policies, social and demographic transformations must certainly affect how and why migration evolves. 
 These three trends are also present, although in varying degrees, in the case of the Malaysia-Indonesia corridor.
Increasingly, more South and East Asian migrants are finding employment closer to home. Although the Middle East remains an important destination, the number of Asian workers overall migrating within Asia has increased in proportion to the diminishing numbers of migrants moving to the Middle East. The IOM report notes a number of causes for this trend, ranging from the recent violent conflicts in the Middle East to specific policies in some countries undertaken to “indigenize” the workforce.
 In the case of Indonesian migrants, among documented workers, this trend is not apparent. Slightly less than half of documented Indonesian migrant workers are employed in Asia, slightly more than half are employed in the Middle East and Africa regions.
 However, these numbers do not take undocumented workers into account, and thus may underestimate the total, including those which flow to neighboring Asian countries.
These regional migrant labor flows also seem to be increasingly undocumented workers. Some governments in the region, including Indonesia, promote labor export as a key component of their economic development planning.
 And although these countries generally have highly institutionalized and regulated migration-promoting programs, researchers have observed a rising level of undocumented migrant workers.
 An Asian Development Bank (ADB) report notes that informality prevails in many countries of the region, but most notably in Malaysia. It is notoriously difficult to measure the number of undocumented workers. Nevertheless, estimates of the percentage of undocumented Indonesian workers range from one quarter to two thirds of the total number of Indonesian workers in Malaysia.

Lastly, more and more South and East Asian migrants are women. The number of female migrant workers in Japan, Hong Kong, Singapore and Malaysia surpass that of male migrant workers. In 2004, female migrant workers in these countries remitted more than $3 billion,
 the average transfer ranging from $300 to $500 per transaction.
 As we will see in the case of the Malaysia-Indonesia corridor, female migrant workers are generally concentrated in specific sectors, such as manufacturing and domestic service. The social constraints imposed by the host country, such as restrictions on women’s freedom or employers responsibility to look after passports - in addition to the limitations of the sectors in which they work, have a significant impact on how female migrant workers remit money to their home countries.

We now briefly discuss the magnitude of remittances in the Asia-Pacific region, difficulties in measuring these flows and the role of remittances in the overall macroeconomic environment of the Asia-Pacific region and Malaysia-Indonesia in particular. 
Remittances in the East Asia and Pacific Region

According to IMF balance of payment data from 2005, the East Asia and Pacific region as a whole accounted for $45 billion, 17 percent of global recorded remittance inflows. In 2005, remittance inflows were five times that of official development assistance and aid. The region has undergone steady GDP growth, with levels of foreign direct investment and goods’ exports both rising steadily and more quickly over the last five years.  Remittances have not only kept pace with this growth, but increased from 1.1 percent in 2001 to 1.5 percent of the regional GDP in 2005.  However, this GDP percentage does not take into account the extent of informal remittance flows, so its contribution to overall GDP is likely to be much higher. Moreover, during the same period, workers’ remittances
 and compensation of employees
 outflows increased nearly five fold while remittance inflows more than doubled, indicating the growing importance of East Asian countries as both remittance senders and receivers.  The macroeconomic development of Malaysia and Indonesia, along with the growth in remittances has also loosely followed this regional pattern. 
Table 2. East Asia & Pacific Region: Economic Aggregates and

Workers’ Remittances
	in billions of $

	
	2001
	2002
	2003
	2004
	2005

	GDP (current $)
	1,838.4
	2,027.3
	2,291.0
	2,654.3
	3,040.0

	Goods exports (BoP, current $)
	529.3
	604.1
	751.5
	963.8
	1,187.8

	Foreign direct investment, net inflows (BoP, current $)
	47.7
	57.0
	53.5
	66.1
	96.9

	Official development assistance and official aid (current $)
	7.4
	7.3
	7.2
	7.0
	9.5

	Workers' remittances and compensation of employees, received ($)
	20.1
	29.5
	35.3
	38.8
	45.1

	Workers' remittances and compensation of employees, paid ($)
	2.0
	5.4
	5.5
	8.4
	9.9

	Workers' remittances and compensation of employees, received ( percent of GDP)
	1.1
	1.5
	1.6
	1.5
	1.5

	Source: World Bank, WDI 2006 
	
	
	


Different Methodologies for Measuring Remittance Flows 

Central banks and statistics departments face many challenges when trying to record and measure remittance flows, which have often led to discrepancies in estimates.  In 2006, the BNM recorded approximately $2.063 billion sent abroad from Malaysia through formal financial systems in total employee remuneration and worker remittances.  For Indonesia in particular, BNM recorded that outflows to Indonesia in 2006 was approximately $262 million of these funds (or approximately 13 percent of total remittance outflows).  BI approximates a similar inflow of remittances received in Indonesia from Malaysia since they have recorded $240 million (about twelve percent of total remittance outflows from Malaysia).  Hence, there is a about a 9% difference of $22 million between BNM and BI figures in 2006 for formal remittance flows, officially reported by banks and RSPs. 

There are a few possible reasons for the data discrepancy between the two formalized flows.  First, the two central banks have two different systems of recording and estimating remittances. Furthermore, remitters may be sending money through a channel at the point of origination in Malaysia that does not record the transaction, but at a later distribution point in Indonesia, the transaction is captured and recorded as a remittance. Lastly, and perhaps most significantly, the high activity of informal channels in the corridor complicates overall estimates of the remittance flow.
The data discrepancy between estimates of formal and informal remittance flows is even larger however.  The reason is that the high activity of informal channels in the corridor complicates the overall estimates of total remittance flows. In 2006, Bank Indonesia Directorate of Statistics attempted to estimate the contribution of informal remittance flows on total flows, and concluded that both formal and informal remittance inflows from Malaysia approximated to nearly $2.7 billion in 2005.
  Hence, the nearly $2.5 billion gap between BI’s measurement of formal and informal remittance flows demonstrates an urgent need to standardize and improve information gathering, measurement and reporting standards. 

Specifically, developing alternative methods of calculation that more effectively captures these informal remittance flows is highly desirable, since reporting by banks and RSPs do not report informal remittance transfers.  BNM and BI are aware of this urgency, and have developed new measurement mechanisms that have revised their original estimates of total (i.e., both formal and informal) remittance flows. These new measurement mechanisms have involved sampling surveys and migrant stock data in their overall calculations (please see table 3 for revised estimates from both BNM and BI using newer methodology).
BI’s Revised Methodology

BI’s revised methodology aims to measure total remittance flows (which include informal flows) more accurately and takes the following major steps:  (1) Estimating the number of Indonesian workers working abroad (the stock of workers), based on data provided by MMT (2) Taking into account the average of monthly wages as mentioned on the contract (3) Estimating the percentage of the salary (remittance rates) sent to Indonesia 
 (see Box 1 for more details)  
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Source: Bank Indonesia 
This methodology attempts to capture workers’ remittances sent home by Indonesian workers abroad using all possible mechanisms (banks, money transfer operators, friends/relatives, informal agents, hard cash, etc.) as well as remittances through other institutions conducting remittance transactions not reporting to the central bank (such as POS Indonesia, which has no reporting obligation to BI).  Agreements to report such flows by POS Indonesia to BI remain outstanding.
  

While the revised methodology hopes to measure more accurate figures, it might still underestimate total remittance inflows to Indonesia because it is difficult to estimate the true number of undocumented migrant workers. At best, a rough estimate of undocumented workers is made through information and data obtained from Indonesian embassies, surveys and partner countries.  

Total Remittances coming into Indonesia
Using the revised calculation methods, official figures have been revised upwards; the $1.88 billion in total remittances received in Indonesia declared in the IMF Balance of Payments data in 2005 has been revised to $5.3 billion (of which $2.659 billion has been received from Malaysia specifically).
  This revised estimate of $5.3 billion is now the officially recorded figure in the IMF balance of payments data.  The original $1.9 billion is based on reported data by financial institutions. 
The revised estimates show that total remittance inflows to Indonesia declared in the IMF BOP have shown an upward trend, from $5.6 billion in 2006 to $5.7 billion in 2007. In 2008, estimated total remittance inflows to Indonesia are approximated at $6.2 billion, according to BI.
  
Bank Indonesia (BI) data indicates that only twenty percent of total (formal and informal) estimated worker remittance inflows are captured through formalized flows, i.e. reporting by banks
 and non-bank financial institutions
 (see Table 3).  This figure is based upon the monthly reporting of banks to BI. This facet should be emphasized because IMF BOP data suggests that 35 percent of total estimated remittance inflows are accounted for via formal channels – the old estimate of $1.9 billion verse the new estimate of $5.3 billion (see Table 3).  However, the old estimate of $1.9 billion captures some informal flows (just not as much as the new estimate), whereas the monthly reporting of banks to BI do not.   
Total Remittances leaving Malaysia
Bank Negara Malaysia obtains worker remittances and remuneration information from their bank and RSP (remittance service provider) reporting system. When an individual wishes to remit funds through the bank or RSP system, he or she must fill in a remittance form which is then reported to the BNM. Flows that account for MYR 5,000 ($1457
) or below made by a resident with at least one year of residency are categorized as workers’ remittances. Flows above MYR 5,000 ($1457) are considered employee remuneration. BNM considers these two categories together as total remittances. Based on this reporting method, BNM recorded $1.8 billion total outflows in 2005. 
However, alternative calculations based on sampling survey undertaken by the Department of Statistics, Malaysia, indicate total remittance outflows that are more than three times larger, which were estimated $5.7 billion in 2005.  Malaysia also maintains Cash Balance of Payments (CBoP) data, which include cross-border transfers through the banking system, inter-company accounts, and overseas accounts.  The Cash Balance of Payments system was developed in order to more accurately reflect the reality of an economy in which, as mentioned above, cash transactions and informal transfers play a large role.  Remittance data in the CBoP are compiled by BNM and are based upon estimates and surveys of actual flows through the banking system. Thus, this figure for total remittances in the Balance of Payment data reported to the IMF is substantially larger than that captured by other reporting systems. 
The following table (Table 3) shows total outflows from Malaysia and total inflows to Indonesia in 2005.  

Table 3 Estimates of Total Remittances sent from Malaysia, and Total Remittances Received in Indonesia in 2005
	billions of US$
	Reporting from banks and RSPs (formal channels only)
	Estimates based on sampling or migrant stock (formal and informal channels)

	Malaysia
Total remittances sent abroad, to all countries
	$1.8
Source: 
Bank Negara Malaysia
	$ 5.7
Source: 
Department of Statistics, Malaysia; number originally reported to the IMF BoP

	Indonesia
Total remittances received from abroad, from all countries
	$1.9 
Source: 
Bank Indonesia, number originally reported to the IMF BoP and calculated using old methodology
	$5.3 
Source: 
Bank Indonesia, official revised number reported for IMF BOP data


Estimates of Remittance Flows in the Malaysia-Indonesia Corridor 
According to BI, approximately 9-10 percent of remittances outflows from Malaysia to Indonesia occur through formal systems.   Specifically, they estimate that approximately $0.24 billion has been transferred out of Malaysia to Indonesia through formal systems in 2005 (based on reports via banks and RSPs).  
This strongly contrasts with BI’s total remittance estimates of around $2.7 billion in 2005, calculated via their new methodology. The following table (Table 4) presents both official remittance figures of the Malaysia-Indonesia corridor, BI’s updated estimate of Malaysian inflows using newer methodology, as well as our study team’s rough estimates.
Table 4 Estimates of remittances in the Malaysia-Indonesia corridor in 2005
	billions of US$
	Reporting from banks and RSPs (formal)
	Estimates based on sampling or migrant stock

	Malaysia 
Remittances sent to Indonesia
	$0.271
Source:  
Bank Negara Malaysia
	
maximum of $ 3.6

Source: 
World Bank rough estimate based on migrant stock and Department of Statistics, Malaysia sampling survey

	Indonesia 
Remittances received from Malaysia
	$ 0.7

Source: 
World Bank rough estimate based on migrant flow and Bank Indonesia bank and RSP reporting
	$2.66
Source: 
Bank Indonesia figure, estimate based on migrant stock


For the purposes of this report, the study team recognizes that Bank Indonesia’s total remittance estimates of $2.66 billion in 2005 and $2.732 billion in 2006 in the Malaysia-Indonesia corridor as probably being the closest to the real amount of remittances being transferred to Indonesia from Malaysia.  This figure considers 2 million or more (including undocumented workers) Indonesian migrants in Malaysia and each person sending on average $750 to $1,080 per year, which is about 45 percent of annual salary of migrant workers ($140-200 per month multiplied by 12 months). 
Although different conclusions have been reached using different methods, we may still use the figures to give us an idea of how remittances fit into the larger economy of each of the two countries. To do this, the study team has used official, formal remittance figures, which are based on bank reporting and estimates.  Of course, we recognize that these figures are substantial underestimates of the true figures (the latter would include the extent of informal transfers). Nevertheless, formal remittance figures can be used to determine how migration and remittances have played a role in Malaysia as a remittance sender country and Indonesia as a remittance recipient country. 
Malaysia as a remittance sender country 
Steady export-led GDP growth over several years has pulled the Malaysian economy into the upper middle income category.  Over the past two decades, this growth has been fueled by national savings and relatively high levels of foreign direct investment. Manufacturing and services dominate the economic landscape, accounting for about one third and one half, respectively, of the national income.
 Migrant workers play a significant role in both these sectors, but also in agriculture, construction, and domestic help.  Table 5 below shows the upward trends in various economic indicators, including worker’s remittances and paid compensation to employees. 
Table 5.  Malaysia: Worker Remittances Relative to Other Economic Aggregates
	in billions of US$
	
	
	
	
	

	Year
	2001
	2002
	2003
	2004
	2005

	GDP
	88.0
	95.2
	104.0
	118.5
	130.3

	Goods exports 
	88.0
	93.4
	105.0
	126.6
	141.8

	Foreign direct investment, net 
	0.3
	1.3
	1.1
	2.6
	1.0

	Workers' remittances and compensation of employees, paid 
	0.6
	3.8
	3.5
	5.0
	5.7

	Source: World Bank, WDI 2006, Workers’ remittances are based on estimates compiled by the Department of Statistics Malaysia and reported in the IMF BoP


Malaysia remains a significant employer for workers coming from both Southeast Asia and beyond. In 2006, there are an estimated 1.7 million total migrant workers in Malaysia from all nationalities, including 1.2 million who are registered
.  Within this group, Indonesians constituted the largest group of migrant workers in the country, accounting for more than 60 percent of the total migrant labor force
 (Figure 2)  Nepalese, Indian, and Burmese workers are also well represented, respectively making up 11, 7, and 6 percent of the migrant workers in Malaysia.  In 2006, the Malaysian Ministry of Home Affairs recorded 1,174,014 Indonesian, 109,219 Burmese, and 213,551 Nepalese workers.
  Although the number of migrant workers increased only by 3 percent between 2005 and 2006, markedly lower than the 22 percent increase of 2004-2005, the total number of foreign workers remains significant, accounting for 17 percent of all those employed in Malaysia.

Figure 1. Foreign Workers in Malaysia by Nationality, December 2006
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Source: Ministry of Home Affairs, Malaysia


Despite the increase in Indonesian workers in Malaysia, the remittances sent to Indonesia through the formal system decreased both in real terms and as a percentage of the total remittances. Data based on bank and RSP reporting indicates that the total worker remittance and remuneration outflows from Malaysia through formal channels more than doubled over nine years, from $870 million in 1997 to $2 billion in 2006.  Although the totals declined in 1998 during the East Asian currency crisis, remittances rapidly recovered and a year later surpassed the 1997 values.  However, outflows to Indonesia as a percentage of the total decreased from 35 percent in 1997 to 13 percent in 2006, even though Indonesia remains the largest single remittance destination.  The graph in Figure 3 also shows that the absolute amount of remittances sent back to Indonesia through the formal system has fallen steadily since 2002.  The “Others” category in Figure 3 refers to countries which are not in the top five destinations in terms of percentages of the total.  The steady increase in the “Others” category, which accounted for 62 percent of the total in 2006, seems to imply a wide diversification of remittance destinations.
Figure 2.  Remittance Outflows from Malaysia (1997-2006)
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Source: Bank Negara Malaysia, based on bank and RSP  reporting
The United States and Singapore are the only other countries besides Indonesia to have remained among Malaysia’s top five remittance destinations for the last nine years.  However, flows to the United States and Singapore are qualitatively different than those going to Indonesia. In 2006, 93 percent of total remuneration and remittances flowing to the United States were classified as employee remuneration and only 7 percent classified as worker remittances (see Table 7).
  These proportions are inversed in the case of Indonesia. In 2006, employee remuneration made up 6 percent of total remittances and remuneration from Malaysia to Indonesia, and thus worker remittances account for 94 percent of the total.
  According to BNM classification, remittances over MYR 5,000 ($1,457) are designated as employee remuneration; the smaller sums sent at one time to Indonesia reflect the lower salaries of TKIs than those of American or Singaporean workers living in Malaysia.
 
The majority of the total funds flowing through banks and RSPs are categorized as employee remuneration, transfers of MYR 5,000 ($1,457) or more, rather than workers’ remittances. As we can see in Table 7, from 2004 – 2006 employee remuneration comprises approximately 55 percent of remittances flowing through bank and RSP channels. We can conclude that the larger volume of remittances sent through banks and RSPs are thus not from unskilled migrant workers, but most likely white collar workers from high income countries such as the United States and Singapore. 
Table 6.  Workers' Remittances and Employee Remuneration Outflow from Malaysia 

by Top 5 Countries

	In US$
	
	
	

	country/year
	2004
	2005
	2006

	Employee Remuneration

	Indonesia
	9,622,222
	13,961,103
	16,547,186

	United States
	103,595,423
	105,951,408
	141,313,914

	Japan
	70,456,846
	
	

	United Kingdom
	68,073,073
	72,455,402
	90,425,816

	Singapore
	61,989,850
	66,189,029
	74,304,137

	Nepal
	
	5,171,011
	164,613

	Others
	809,311,139
	1,029,768,622
	1,213,321,731

	
	
	
	

	Worker Remittances

	Indonesia
	326,283,451
	257,048,712
	245,824,216

	United States
	40,614,095
	21,504,130
	10,818,688

	Japan
	802,724
	
	

	United Kingdom
	860,435
	1,491,361
	2,002,003

	Singapore
	1,163,790
	1,921,205
	2,926,150

	Nepal
	
	118,151,768
	198,952,896

	Others
	148,912,249
	95,436,109
	67,120,281

	
	
	
	

	Total
	1,641,685,298
	1,789,049,858
	2,063,721,632


Source: Bank Negara Malaysia, based on bank and RSP  reporting
According to bank reporting data from BNM, remittances from Malaysia to Indonesia in the last five years decreased by over 30 percent from a high of nearly $387 million in 2002 to $262 million in 2006. Despite the increase in the flows of TKIs from 2003 to 2006, bank reported remittances have decreased. There could be many explanations for this decrease, among them the declining use of banks by TKIs to remit funds. With more flows of people, it may be easier for TKIs to send money through family members or friends returning to Indonesia. With the increase in the number of migrants, and a hypothetically greater demand for remittance services, informal channels such as money changers may have mushroomed or become more popular. With increased competition, bank channels, with their corresponding fees and regulations, may appear less attractive to TKIs. It may also be increasingly difficult to remit funds through formal channels because of new AML regulations which took effect around this time, and fear by TKIs to approach formal channels in which a valid ID is often required. Nevertheless, any significant, adverse impact on the remittance markets due to AML regulations have not been sensed thus far.
Indonesia as a remittance recipient country

Indonesia’s consistent GDP growth, which averaged more than 6 percent per year from 1970 to 1996, outpaced population growth and brought the country into the lower middle income category.  The financial crisis in the late 1990’s was a major economic shock triggering social and political change.  However, in the last few years, GDP growth has been recovering and is expected to be 6 percent in 2007.
  Both goods exports and workers remittances and compensation received have increased along with GDP (Table 7). Lack of economic opportunity and increasing poverty in rural areas, coupled with increasing industrialization in urban areas, are factors encouraging Indonesians from rural areas to migrate more and more either within the country or to foreign destinations.

Table 7.  Indonesia: Worker Remittances Relative to Other Economic Indicators
	in millions of US$
	
	
	
	
	

	
	2001
	2002
	2003
	2004
	2005

	GDP 
	164,145.5
	200,111.1
	237,417.3
	254,297.7
	287,216.8

	Goods exports 
	57,364.6
	59,165.1
	64,109.2
	70,767.1
	86,178.7

	Foreign direct investment, net inflows 
	-2,977.4
	145.1
	-596.9
	1,896.1
	5,259.9

	Workers’ remittances and compensation of employees, received 
	1,046.0
	1,259.0
	1,489.0
	1,866.3
	1,883.0

	Official development assistance and official aid 
	1,467.1
	1,300.6
	1,743.1
	101.6
	2,523.5

	Source: World Bank, WDI 2006; Worker’s remittances and compensation received figures in this table are based on bank and other MTO reporting. In 2005 a new method of estimating remittances was launched, the number presented here is the non-revised figure and thus more consistent with the figures from the previous years. 


Indonesia is mainly a remittance recipient country and has multiple corridors.
 It is estimated that 90 percent of the total inflows originate from Saudi Arabia, Kuwait and Malaysia.
  Other significant sources of remittances are Brunei, Kuwait, Japan, Jordan, South Korea, Taiwan, Thailand, and the United Arab Emirates (UAE). 
The current number of Indonesians working abroad is estimated at 4.3 million.
 In comparison to some of its fellow lower middle income countries in the region – China, the Philippines, and Thailand – Indonesia is on the lower end of the scale in terms of remittances in absolute values and as a percentage of the GDP (Table 9 and Table 10).  As we have seen in the previous section on measuring and estimating remittances, formal flows measured through bank and RSP reporting such as those used in Table 9 and 10 underestimate the total flows.  However, even if we use the more realistic, revised BoP figure of $5.3 billion for 2005 calculated from migrant stock, the total remittances entering Indonesia are still well below remittances to Philippines and China (which are probably also underestimated for the same reasons).   
Table 8.  Workers' Remittances and Compensation of Employees, Received
	in millions of US$

	Country
	2001
	2002
	2003
	2004
	2005

	Indonesia
	1,046.0
	1,259.0
	1,489.0
	1,866.3
	1,883.0

	Thailand
	1,252.0
	1,380.0
	1,607.0
	1,622.0
	1,187.0

	Philippines
	6,164.0
	9,735.0
	10,243.0
	11,471.0
	13,566.0

	China
	8,385.0
	13,012.0
	17,814.8
	19,014.0
	22,492.0

	Source: World Bank, WDI 2006. Worker’s remittances and compensation received figures in this table are based on bank and other MTO reporting. In 2005 a new method of estimating remittances was launched, the number presented here is the non-revised figure and thus more consistent with the figures from the previous years.


Table 9.  Workers' Remittances and Compensation of Employees, Received
	as a percentage of GDP
	
	
	
	

	Country
	2001
	2002
	2003
	2004
	2005

	Indonesia
	0.6
	0.6
	0.6
	0.7
	0.7

	Thailand
	1.1
	1.1
	1.1
	1.0
	0.7

	Philippines
	8.1
	12.8
	12.7
	12.6
	13.7

	China
	0.6
	0.9
	1.1
	1.0
	1.0

	Source: World Bank, WDI 2006. Worker’s remittances and compensation received figures in this table are based on bank and other MTO reporting. In 2005 a new method of estimating remittances was launched, the number presented here is the non-revised figure and thus more consistent with the figures from the previous years.


Although the amount of remittances is relatively small compared to export earnings and net inflows of Foreign Direct Investment (FDI), remittance flows are a stable and consistent source of foreign exchange.  In particular, overall remittances inflows increased during the Asian currency crisis of the late 1990’s, supporting the notion that they are countercyclical. In 2005, remittances to Indonesia constituted approximately 4 percent of the total remittances to the East Asia and Pacific region.
Figure 3. Indonesia Worker Remittance Inflows and net inflows of Foreign Direct Investment (1983-2005)
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Source: Bank Indonesia. Worker’s remittances and compensation received figures in this graph are based on bank and other MTO reporting. In 2005 a new method of estimating remittances was launched, the number presented here is the non-revised figure and thus more consistent with the figures from the previous years.
According to balance of payment data, workers’ remittances through the formal sector increased at the same rate as GDP from 2000-2005, staying within a tenth of a percentage point difference (between 0.64 percent and 0.74 percent of GDP). Goods exports in the same period, however, fluctuated over 10 percentage points from nearly 40 percent to less than 30 percent of the GDP. Since the mid 1990’s net FDI inflows to Indonesia have fluctuated even more dramatically, rising to $6 billion before sharply declining to negative $5 billion after the East Asian currency crisis. Net FDI is now beginning to reach pre-crisis levels. Workers remittance inflows, however, have been steadily increasing over the past twenty years. In 2006, remittances were among the highest source of foreign exchange for Indonesia, second only to oil and gas exports.
 Hence, remittances flowing to Indonesia have helped provide some stability to the Indonesian economy in the face of fluctuating FDI and net exports between 1995-2005.  
Figure 4.  Indonesia: Exports of Goods and Inflows of Workers Remittances as a Percentage of GDP (2000-2005)
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Source: Bank Indonesia. Worker’s remittances and compensation received figures in this graph are based on bank and other MTO reporting. In 2005, a new method of estimating remittances was launched; the number presented here is the non-revised figure and thus more consistent with the figures from the previous years.
Bank Indonesia forecasts that the increase in the number of Indonesian migrant workers and their remittances will bolster public purchasing power in 2007.
  Although the level of remittances may not be significant in relation to total GDP,
 these inflows may be highly significant in a local context. In certain provinces of Indonesia, remittance inflows may be greater than total local income.
 Remittances are not necessarily distributed evenly across the country; they are generally concentrated in certain provinces from which most migrants originate (See map attached). For example, in the first quarter of 2007, it is estimated that migrants from the province of East Java remitted over $90 million to East Java specifically, accounting for nearly 64 percent of total incoming remittance inflows.
 
\
Conclusions

By reviewing the macroeconomic and social context of migration and remittances, we have set the scene for a more detailed description and analysis of the corridor.  The main points covered in this section are:
· Migration from Asia is increasing and migrants are going to more countries than before.  Migrant flows are increasingly feminized, and the numbers of illegal migrants is increasing.  

· Migration from Indonesia has doubled in recent years to 680,000 in 2006 with the biggest increases being female migration to Saudi Arabia and Malaysia.

· The Malaysia-Indonesia remittance corridor is one of the most important corridors in terms of migration and remittance flows for both Malaysia and Indonesia. The number of migrants in this corridor is increasing, and a higher percentage is women.  Malaysia also has the greatest number of undocumented Indonesian migrants due to proximity. 
· BI data indicates that twenty percent of total (both formal and informal) estimated worker remittance inflows to Indonesia are captured through formalized flows.  However for the specific corridor between Malaysia and Indonesia, a much smaller percentage than this is flowing through formal channels and informal means of transfer is predominant. 
· The most realistic estimate of total remittances sent from Malaysia to Indonesia in 2006 is $2.73 billion, of which, only 10 percent leaves Malaysia through formal channels according to BI. Nevertheless, BI notes a slightly larger percentage of remittances have been recorded in the formal financial sector in Indonesia than in previous years. 
· Moreover, the absolute amount of remittances being transferred from Malaysia to Indonesia through formal channels, as well as the percentage of total remittances being transferred to Indonesia through formal channels, have a generally decreasing trend since 2002.  Given that the number of migrants in this corridor has been increasing significantly over this period, the corridor is characterized by an increasing trend towards the use of informal channels for remittance transfers.
II. The People:  Who is transfering money and why?
The following section describes the experiences of Indonesian migrant workers in Malaysia and those of their families and the recipients of remittances in Indonesia.  This information provides the backdrop for understanding the dynamics of remittance transactions in the corridor. The worker’s reasons for migrating, labor conditions and financial literacy, among other factors, all play a role in how remittances are transferred and what they are used for.  
Who are the Tenaga Kerja Indonesia (TKI)?
Tenaga Kerja Indonesia (TKI) are Indonesian migrant workers.  Because of the fluid nature of migration and the unknown undocumented flows, the exact number of TKI abroad at any given time is difficult to estimate. However, records show that in 2006, 680,000 Indonesian migrant workers traveled overseas with contracts to work in other countries.  Almost 80 percent were women, and of these, 88 percent worked in the informal sector.  Migration has been steadily increasing since the early 1980s and female migrants have consistently outnumbered men.  There was a rapid increase in the number of both male and female migrants around the time of the financial crisis, and in recent years, the number of female migrants has continued to grow at a rapid pace while male migration has fluctuated The vast majority of all overseas employment contracts were with employers in either the Asia Pacific or Middle East and Africa regions. Over the last decade fewer contracts have been concluded with employers in Europe and the Americas, reaching nil in 2006.

Female migrant workers tend to come from specific regions in Indonesia such as West Java, Central Java, East Java, East Nusa Tenggara, West Nusa Tenggara, South Sulawesi, and Lampung.  The majority are from the rural areas.  

The number of migrant workers, especially to Saudi Arabia and the Middle East increased significantly between 2005 and 2006 (Table 10 and Figure 5).  Of the 680,000 Indonesians that were approved to work overseas in 2006, 270,099 were destined for Malaysia, 307,427 to Saudi Arabia, thus accounting for 85 percent of all flows of migrant workers abroad.
  The rapid increase in female migration, especially to Saudi Arabia and Malaysia, accounts for most of the recent increases in overall migration. The majority of male migrants went to the Asia Pacific region during the same period. 
Table 10.  Indonesians Working Abroad with a Labor Contract by Regions, 
1997-2006 (Thousands)
	Year
	Asia Pacific
	Middle East & Africa
	America
	Europe
	Total

	1997
	101,621 
	131,734 
	1,189
	 1,249 
	253,793

	1998
	227,911 
	79,521 
	2,928 
	 1,249 
	411,609

	1999
	267,768 
	157,636 
	3,519 
	 1,696
	430,619

	2000
	304,186 
	129,168 
	1,509 
	 359 
	435,222

	2001
	136,047 
	 81,562 
	 1,724 
	 670 
	220,003

	2002
	  238,324 
	  241,961 
	 40 
	68
	480,393

	2003
	109,722
	  183,770 
	171
	31
	293,694

	2004
	161,502
	219,114 
	69
	3
	380,688

	2005
	297,224
	  177,019 
	67
	0
	474,310

	2006
	326,811
	  353,189 
	0
	0
	680,000


Source: Ministry of Manpower and Transmigration of Indonesia.

Figure 5. Indonesian Migrants, Major Destination Countries (1997-2006)
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Source: Ministry of Manpower and Transmigration, Indonesia.
Migration to Malaysia

Trends and history

Malaysia is the second highest recipient of Indonesian migrant workers after Saudi Arabia.   In 2006, about 78 percent of the male TKIs migrated to Malaysia and 16 percent to Saudi Arabia. On the other hand, 52 percent of the female TKIs migrate to Saudi Arabia and 30 percent to Malaysia (Figure 6). While the majority of male TKIs are in the formal sector, the majority of female TKIs work as domestic helpers in the informal sector
. 
Figure 6. Flows of TKIs to Malaysia and Saudi Arabia (1997-2006)
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Source: Ministry of Home Affairs, Malaysia
Malaysia is an attractive destination for Indonesian migrants for several reasons.  The geographical proximity and cultural familiarity between the two countries makes Malaysia a relatively convenient destination for TKIs. It takes only 30 minutes to one hour to reach the closest city of Seiran (Serawak, Malaysia) from the city of Entikong in Indonesia (West Kalimatan).  In fact, the history of migration to Malaysia goes back to colonial times although the reasons and trends have changed somewhat over the years (Table 11).  The Indonesian government promotes export of labor and remittances as part of the country’s economic policy, and the Malaysian authorities have promoted the use of migrant labor as part of the economic development process
 making the two countries compatible neighbors.
Organized migration between the two countries has been strengthened by Memorandums of Understanding signed on May 10, 2004 and May 13, 2006.  The latter focuses on laying out the rules for Recruitment and Placement of Indonesian Domestic Workers.
 (see Box 2).  
	Box 2. Memorandum of Understanding on Domestic Workers

The Memorandum of Understanding (MoU) Regarding the Recruitment of Workers Between the Government of Malaysia and the Government of the Republic of Indonesia, was signed by both governments on May 13, 2006 in Bali. The document outlined the regulations on the recruitment and placement of Indonesian domestic workers. A few notable advances were made, namely agreements on the opening of bank accounts, foreign workers cards, and passports.  The MoU stated that the employer should, if requested, assist the domestic worker in opening an account but it is not mandatory. It is also the responsibility of the employer to make sure that the domestic worker receives his or her foreign worker card from the Ministry of Immigration. The card is the property of the worker. Lastly, the employer is responsible for the safekeeping of the worker’s passport once the worker arrives at the employer’s house. The MoU was a step forward in the right direction, but the regulations are still not satisfactory.  Of great importance, Indonesians are calling for the review of the article on safe keeping of passports by employers.


Table 11. The History of Indonesian Migration to Malaysia


Source: Migration and Remittances Research Study. World Bank, 2007.
Documented and Undocumented TKI in Malaysia
In 2006, according to Malaysia’s Ministry of Home Affairs, there were approximately 1.3 million documented Indonesians working in Malaysia.
  The same agency estimated that there are an additional 700,000 illegal migrants, mostly Indonesian.
  Undocumented
 migrants tend to work on plantations, in construction, agricultural farms, fish ponds, and service industry.
   Migrants may travel and stay in other countries illegally for a number of reasons, they may travel to Malaysia on a tourist visa to join their families who had traveled their previously. There is also a significant problem of counterfeit passports. If a TKI carries a counterfeit passport then she or he is effectively an undocumented migrant, even if the TKI has gone through formal documented channels. Undocumented migrants also include domestic workers who run away and who, according to Malaysian Association of Foreign Maid Agencies (Persatuan Agensi Pembantu Rumah Asing or PAPA), total 30,000 every year.
   
The majority of undocumented workers, who end up in Sabah and Serawak, choose the illegal route due to the proximity to Indonesia.   Others get smuggled by middlemen via ferry to the Peninsular Malaysia. They also tend to work in construction companies and on plantations.

Undocumented workers essentially have no legal protection and in some cases, employers take advantage of their immigration status when hiring them.  The problems they face include: unpaid salaries, extortion, bad living conditions (water, health) and, in some cases, sexual abuse. It is worth noting that documented workers are also in a precarious situation because their employers can easily cancel their work permit. 
Reasons for migration

TKIs migrate primarily for financial reasons.  Most Indonesian migrants work abroad to help support their families back home. They come from rural areas where there are few alternative employment opportunities.  In some regions, such as Lombok, there is a social pressure on younger men and women to migrate and succeed. Other motives include encouragement by mediators who stand to benefit, or escaping from family problems.
   Stories of success of previous migrants can be a strong motivator.  TKIs tend to have a higher social status although single females in some places, unlike married women, may be stigmatized.  

Recruitment of TKIs in Indonesia

Recruitment agencies, so-called PJTKI and PJTKA
, and mediators place workers based on supply and demand between Indonesia and Malaysia.  Migration has become an industry in Indonesia with over 400 companies now registered to recruit migrant workers and place them in employment overseas. The agencies, mostly based in Jakarta, 
 hire field recruiters to promote overseas jobs in rural areas.  Others tend to work with free-lance mediators and give them monetary incentives for each candidate they recruit.  The industry is regulated under a law on placement and protection of migrant workers and the companies are responsible for the entire chain of migration from recruitment, organizing papers and documents, training, placement, travel and insurance. 
On the Malaysian side, there are also procedures in place to identify the demand and regulate the process of placement and responsibility of the employer. (Box 3).  The Malaysian employer is also responsible for paying some of the costs of migration (Table 12.)
Box 3.  TKI Recruitment Procedure from the Perspective of a Malaysian Employer

[image: image7]
Source: Memorandum of Understanding on the Recruitment of Indonesian Workers, between the Government of the Republic of Indonesia and the Government of Malaysia, 2004
Table 12. Cost Born by the Malaysian Employer of an Indonesian Migrant Domestic Worker
	 
	Item
	Amount in US$

	1
	Transportation cost from the original exit point in Indonesia to the place of employment in Malaysia
	146

	2
	Compulsory Charges
	

	
	a. Annual Levy 
	105

	
	b. Visa Re-entry
	4

	
	c. Work Pass
	17

	
	d. Processing
	3

	3
	Processing fees
	

	
	a. Stamping, airport clearance, documentation, service tax, food and lodging, FWCS insurance
	188

	
	b. Malaysian agency fees
	185

	4
	Medical examination within one month of the date of arrival in Malaysia (handled by agency)
	55

	 
	Total
	704

	
	Source: Ministry of Home Affairs, Malaysia.
	


Government Intervention and Regulation regarding Recruitment Procedures

The Indonesian Ministry of Manpower and Transmigration (MMT) supervises the general conditions affecting TKIs abroad.  It also directs training programs that are targeted to the country of destination.
  The number of TKIs abroad as reported by the Ministry does not include undocumented workers who are believed to be unskilled in most cases.

The governments of Indonesia and Malaysia signed a Memorandum of Understanding (MoU) on the Recruitment of Indonesian Workers, outlining the basic terms and procedures of recruitment in May 2004. The agreement stated the responsibilities of the employer, the employee, as well as the Malaysian and Indonesian governments’ and recruitment agencies. Among the multiple requirements, the workers must: be between the ages of 18-40; know how to communicate in either English or Malay; pay any levies or processing fees imposed by the Malaysian government; carry his or her foreign worker card at all times; not possess any previous criminal record; and not be involved in any marital relationship during his or her stay in Malaysia. On the other hand, the employer shall: recruit workers through a licensed Indonesian Recruitment Agency; be able to provide appropriate accommodation for the worker; ensure the worker receives a foreign worker’s card; provide coverage for each worker; state and clearly explain the terms and conditions of the worker’s contract. The employer is also responsible for the safekeeping of the worker’s passport. (Box 4)

Box 4.  Official Policies and Programs to Regulate Indonesian Worker Migration 
1. Bilateral Agreements

Up to December 2006, MMT has signed seven memorandum of understandings (MOUs) with some destination countries, such as the Ministries of Labor of the Republic of Korea and Malaysia, the Taipei Economic and Trade Office, the Government of the State of Kuwait,  the Government of the Hashemite Kingdom of Jordan and Japan. 
The main elements of the MOUs were:

•
Designation of the agencies responsible for the recruiting, selecting, and sending of Indonesian workers and their counterpart in the migration recipient country.

•
Definition of quotas, recruitment requirements, procedure and mechanism and job-seekers in each country. For example, one of the conditions required to work in Korea is to pass a Korean Language Proficiency Test recognized by the Ministry of Trade, and job-seekers must furnish their personal data to the sending agency.

•
Definition of the terms of the labor contracts such as the maximum duration.
2. Establishment of training programs and a policy of awareness raising and public knowledge of the conditions and steps involved during the migration process.

•
Awareness raising has been conducted by the MMT within the country through provincial governors, heads of districts and mayors, on procedures for placing Indonesian workers abroad and instructions on how to supervise recruiting agents in the respective regions.
•
Awareness raising on local regulations has been conducted by Indonesian Embassies/Consulates in destination countries such as Hong Kong.
3. Inter-institutional cooperation and coordination between MMT and different ministries such as the Foreign Ministry, Law and Human Rights Ministry, Ministry of Health, Ministry for Religious Affairs, and Ministry of Home Affairs to discuss and resolve problems faced by Indonesian workers abroad and to monitor health related issues.
4. Legalization of Act of the Republic of Indonesia No.39/2004 concerning on the Placement and Protection of Indonesian Overseas Workers as the main reference in overseas employment placement mechanism.

5. Establishment of the National Agency for Placement and Protection of Indonesian Overseas Workers which is composed of various government agencies through Presidential Decree No.81/2006
Source: Ministry of Manpower and Transmigration of Indonesia and Ministry of Foreign Affairs
Cost of Migration
There are significant costs associated with migration that often force migrant workers – especially women who have less access to formal credit – into debt.
Placement fees range from $670 to $950 for documented workers and around $170 for undocumented ones.
  Fees associated with securing plantation jobs range from $335 to $390, while a construction job ranges from $390 to $560. See Table 13 below for more details on the costs incurred by the migrant workers in obtaining and traveling to employment in Malaysia. Migrant workers need to cover the costs of the travel documents, training, and their stay in pre departure centers.  The stay at these centers may be for several months during which time the migrant worker needs to cover here living costs and travel of family and relatives if they come to visit.   In most cases, TKIs – especially women for whom access to financial services is limited - borrow money from relatives or local lenders to pay for their travel and contractual expenses. Some of them forfeit land or wealth in order to finance their migration and are forced to return to Malaysia for work.
  In some cases, promoters offer to cover the costs (for a fee).   These debts tend to be repaid by withholding the first few months’ salary.  Sometimes relatives take on the debt and will use the remittances sent back to repay it. 

There have been some efforts to support TKIs financially utilizing private/public partnerships.
  One local bank in Kulonprogo (Yogyakarta, Indonesia) has been successful in lending money to formal TKIs and collecting installments from remittances (See Annex I). In East Lombok, the Selong Service Credit Clinique which was funded from the district budget, piloted credits to formal male TKIs going to Malaysia. Worth noting that informal workers, the majority of whom are female domestic helpers, are very much in need of a credit scheme but it is not available to them. Credit providers consider them high risk financially due to their vulnerable status. 
The illegal migration process is cheaper than the legal one.  Many potential migrant workers choose the illegal route to save money.  Undocumented workers avoid levies and taxes deducted from their salaries at the expense of forfeiting any legal protection. 

Table 13. Cost Born by the Domestic Worker Migrating from Indonesia to Malaysia
	 
	Item
	Amount in US$

	1
	Visa imposed by the Malaysian Embassy
	7

	2
	Traveling document and other related documentation imposed by the Indonesian authorities
	

	
	a. Passport
	12

	
	b. Government Levy
	17

	3
	Medical examination prior to leaving for Malaysia
	21

	4
	Accommodation and incidental expenses charged by IRA in Indonesia before departure
	

	
	a. Training (30 days)
	28

	
	b. Accommodation (30 days)
	28

	
	c. Meal expenses (30 days)
	28

	
	d. Competency examination
	12

	
	e. Insurance
	45

	
	f. Pre-departure Orientation
	6

	5
	Transportation cost from the place of residence of the DW to the original exit point in Indonesia
	11

	6
	Fee for Indonesian Agency
	129

	 
	Total
	343

	
	Source: Ministry of Home Affairs, Malaysia.
	


Migrant Workers in Malaysia
Registered Indonesian female migrant workers in Malaysia outnumber men, at 60 percent of the total in 2006 and while they work in different sectors, there is little difference between the wages of men and women. Of the total documented female TKIs who migrated in 2006, 60 percent of them work in the informal sector.
 Some female TKI interviewed by the study team consider domestic work to be equivalent to the chores they perform in their own homes.  The scale of TKIs wages in Malaysia varies according to the individual skills and the industry in which they work.  A TKI working in manufacturing, services, or construction sectors earns approximately $140-$200. The range for domestic workers is slightly less, at $140-$175, and less than $87 for those working in agriculture (Table 14).

 Table 14. Wages of Indonesian Migrant Workers in Malaysia, December, 2006
	Activity
	Monthly Salary Range
	Sex

	Manufacturing
	$140-200
	95 percent female

	Domestic Helpers
	$140-175
	An overwhelming majority are female

	Construction 
	$140-200
	Predominately male

	Agriculture (Plantations)
	Less than $87
	Both Male and Female

	Services 
	$140
	Both Male and Female


Source: Ministry of Home Affairs, Malaysia
While they are in Malaysia, migrant workers living costs vary.  Domestic workers may have their accommodation and food paid for them while those on plantations may not only have to cover these daily costs, but sometimes also have to pay for their own tools.  Even though documented migrant workers are supposed to be covered by health insurance, few of them understand what this means nor how to claim it and most end up paying costs of medical expenses incurred while they are away themselves. 

Costs of Coming Home

Even when they return, migrant workers may be subject to significant costs.  They have a social obligation to bring back gifts and souvenirs, and many make contributions to village funds or to the local church or mosque on their return.   Undocumented migrants may have to pay their transport costs, and even documented migrants may find themselves having to pay costs during their travel, or hidden costs and bribes on their return. 
TKIs and their Families: Using Remittances 

A large percentage – estimated at around 45 percent – of remittances earned are sent back home to the migrants families.  The following section of this report will look at the methods used to make these transfers. 

There is rarely a plan made before departure as to how the remittances will be spent.  Relatives looking after the migrants children may feel entitled to a share of the remittances.  Significant amounts are used to pay back loans or debts.  While they are away, the migrant worker rarely has much control over how the remittances are spent, although once they return, with their added confidence gained from the experience, they take back control over the remaining funds.  After paying debts, and living costs of the family that stayed, housing is a priority for the migrant workers.  Some of the family members invest in income generating activities – such as buying a car or motorbike, investing in agriculture, or starting up a trading business, and others – though in lesser numbers – invest in education or are struck with health care costs. In many cases, instead of focusing on savings, migrants tend to spend on electronic and luxury consumer goods, such as plasma TVs, which they often end up selling if they cannot successfully re-enter the Indonesian labor force or have to travel again for more work.

	“I own the store out the front selling everyday necessities. I opened it with the money I earned in Malaysia. I only make a profit of about Rp
 100,000 ($11) per month. It is difficult to make more than that here. Anyone who has money can go to town to shop. The profits from the store are only used to supplement our income. My younger sibling pays for our food. The profits from his cocoa plantation are able to cover our family’s living costs.”

Magda, 35 years old, Raja Village, Bone

“I went to Malaysia in February 2003 and worked in a plywood factory in Sandakan. I worked twelve hours daily, and an additional 3 hours if there was overtime. I only rest for half an hour to have my lunch, and I was always on my feet during my shift. I didn’t get any days off except on Holy days. After a year, I began to feel ill all the time: felt cold, short of breath and headache. Maybe it was because I was working too hard or had inhaled too much glue fumes. I went to the clinic near the factory. The company would not reimburse my treatment because, apparently, they only provide accident insurance, not health or life insurance. Since I didn’t get any better, I decided to return home in May 2004. I only brought Rp 1,000,000 ($111) and 20 grams of gold with me. My money is already gone as I used it to cover my medical costs and daily needs. I didn’t receive any support from the factory. Now that I have run out of money, I have become dependent on my mother again.” 

Nina, 25 years old, Walenreng Village, Bone


Qualitative research indicates that there is significant room for improving both quantity and the quality of investment of remittances in order to have a better and more sustainable impact on household welfare. The high costs of migration, commitments to loan repayments, inefficient transfer mechanisms, and lack of instruments and advice for saving, mean that there is seldom sufficient savings from migration to invest in income generating activities by the time the migrant returns.  Migrant workers and their families also lack the knowledge of investment alternatives, have limited financial literacy, and have limited access to additional financing for investment.  
Impact of Remittances on Regional Growth and Poverty Reduction

It should be emphasized that there is no information on the macroeconomic impact of remittances on economic growth, net effect on poverty alleviation, and the extent to which such flows have influenced social welfare indicators in the beneficiary community.  Hence, this is an area that urgently merits further exploration and analysis.  

Remittances to Indonesia tend to be concentrated in specific provinces with the majority (62 percent) returning to East Java alone. (Figure 7).  In fact, nearly 90 percent of all remittances to Indonesia flow into the populous island of Java.

Figure 7. Total Remittances Inflows to Indonesia by Region, January – April 2007
[image: image8.emf]62%

15%

11%

5%

4%

2%

1%

East Java Jakarta Central Java West Nusa Tenggara

East Kalimantan South Sulawesi Others


Source: BP2TKI

Financial Services and the TKI 

Some banks have started tapping into future and former TKIs for lending products.  For example, in 1996, Bank Segara Kencana (BSK) in the Lombok region started offering consumer loans between $560 to $1,100, which are used for buying second hand motorcycles or cars.
  After experiencing a ninety percent default rate, BSK stopped and began financing investment projects for returnees.  The bank is currently providing at least sixty percent of the capital required for new small enterprises, such as trade kiosks and market shops, with a cap of $11,000 and a monthly interest rate of 2.5 percent.  In 2006, BSK managed to engage six-thousand clients who were former TKIs.  Ninety percent of the collateral is supported by certificates of land ownership, the value of which should be 1.5 times the value of the loan requested.  BSK has experienced a default rate of 10 percent. 
Box 5. Focus Groups in Purworejo and East Lombok

In order to gain more insight into the different factors which influence migrant workers’ preferences in choosing financial services, a number of focus group discussions were held in Indonesia with migrant workers returnees.  

[image: image9]
A few themes appeared clearly in each of the discussions. One of the issues that figured prominently is the general financial savvy and prudence of the workers.  There was a strong concern about the reliability of the method of remitting money and a clear understanding about the risks and trade-offs of each of them.  However, we may conjecture that much of this understanding came only after the workers had been exposed to negative or positive experiences of remitting money through different channels.  One worker, in particular, saved over $1,457 and attempted to hand-carry this large amount of cash back to Indonesia.  He was eventually robbed by an acquaintance.

[image: image10]
A second theme, which was came up in the focus group discussions as well as in surveys, was the general lack of direct control which female workers had over their salaries, in particular domestic workers.  In many cases, the employers would remit money on behalf of the female workers either because they do not trust them to leave the house, or they do not want to allow them to be in public alone, or the workers had no free time to make the transaction.  However, in some cases, the employer did allow the domestic worker to choose her preferred method of transferring money, or helped her to better understand the different remittance options.

For more information on the focus groups, see Annex II.
Source: Migration and Remittances Research Study. World Bank, 2007.
Conclusions 

We have learned from this chapter that the process of migration and the migrant’s gender and employment status are closely linked to the way a TKI chooses to remit funds. 

· Although TKIs migrate primarily for financial reasons, migration itself can be a risky endeavor as they generally must borrow in order to finance their migration. 

· The vast majority of female TKIs work in the informal sector, and the majority of migrant workers in the Malaysia-Indonesia corridor are women.

· Investments in productive enterprises, such as SMEs, are limited by inefficiencies in the migration process, including taking on debt to migrate, limited savings mechanisms and the costs associated with the collection of remittances.
· There is substantial scope for improving the quantity and quality of investment of remittances at a household level to have a greater impact on household welfare and poverty reduction.
III. The Transfer:  How is it happening?

Examination of the actual transaction and transfer of funds 
As labor migration flows from Indonesia to Malaysia, remittances flow to Indonesia through a series of transfer mechanisms in both countries.  This section will examine the mechanics of the remittance transfers, outlining the main providers in Malaysia, as well as the distribution networks in Indonesia.  The analysis will also provide a description of the dynamics of the corridor’s landscape describing some of the informal channels. Furthermore, it will highlight some important issues and challenges in the distribution of remittances in the receiving areas.
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Source: World Bank 
Point of Entry

In theory, a TKI has several different kinds of remittance service providers from which to choose from. There are regulated and unregulated providers in the Malaysia-Indonesia corridor: banks, money changers, the post office, MTO’s, account mediators, or middlemen. Because of the geographical proximity of the two countries, sending money home with family members or relatives may also be a convenient option.  However, the constraints which face many migrant workers, including incomplete information, lack of understanding of the financial sector, or physical and geographic constraints, limit the workers’ choices.
Transfer mechanisms used in the corridor are determined by the type of job (activity/formality), the legal status and the gender, and geographic location.  A documented TKI living and working in an urban area, remitting funds to a region well served by RSPs (Remittance Service Providers), should have a wide range of choices both formal and informal. The TKI working in a rural area has less choice than his or her urban compatriot. Whether or not he or she is a documented worker, the TKI based in a rural area generally faces higher constraints and may have incentives to choose informal methods of transferring funds. In particular, informal money changers are extensively used in rural areas.
  
An undocumented TKI has more limited options because he or she does not have the identification card necessary to access the formal channels, and thus has more incentives to use informal channels. However, undocumented workers may also be able to use the wire transfer services of money changers, which do not require their customers to present identification.
A female TKI who works in the domestic service sector may have the least choice in the remittance process. Her employer, having the legal right to retain a domestic worker’s passport while she is in the employment of the family, commonly transfers the money for her. Thus, in general, female TKIs in the domestic service sector do not control the way in which her funds are remitted to Indonesia.
Table 15. Comparing incentives facing undocumented migrant workers
	Incentives
	Bank
	Postal (money order)
	MTO
	Money Changer
	Informal Channels

	Access without ID
	no
	no
	no
	yes
	yes

	Geographic coverage in Malaysia
	limited
	good
	limited
	unknown
	good

	Relative price of fees
	variable
	inexpensive
	expensive
	inexpensive
	unknown

	Speed
	moderate-slow
	slow
	fast
	fast
	variable

	Language Barrier
	variable
	variable
	variable
	variable
	none

	Minimal Paperwork
	no
	no
	no
	yes
	yes


Source: World Bank
Overall, the use of informal channels appear to be predominant in the corridor although positive strides have been made to formalize flows and increase access to formal channels.  Formal channels are those which participate in the regulated financial sector, generally including banks, money transfer operators, and wire transfer services. Informal channels encompass everything else, such as money changers, courier services, hand delivery, employment agencies. There is no information on whether mechanisms like “Hawala” type operations play a significant role in the remittance market in Indonesia, however, in the case of the corridor with Malaysia there is no evidence of a strong presence.  
The use of informal channels is also inadvertently fostered by the agency system.  In many cases, the worker is introduced to an employment agency through a broker, who often finances the initial costs.  The worker then must send a portion of his/her earnings to the broker to settle the debt. For an additional fee, the broker can also deliver money to the workers’ families.  They continue to use this ‘system’ even after the debt is cleared.  In the workers’ minds, the convenience of dealing with such practices and bringing cash back, outweighs the benefits of using formal channels. Commercial banks are now looking into using the agencies to offer loans to workers going abroad which could reduce the dependency on brokers and may contribute to increasing formal remittances.
It is unknown what percentage of informal transfers flow through unregulated MTOs or are hand carried. Foreign exchange bureaus appear to play a significant role in this corridor. Although many money changers are most likely formal businesses since they are regulated in their function as foreign exchange agents, when money changers serve as remittance channels, the flows are not regulated or measured. Further research is needed to understand better how money changers function as MTOs and what part of the remittance market they occupy.

Figure 8. The Options Remittance Senders Face when Transferring Funds from Malaysia to Indonesia
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Source: World Bank interviews with Indonesian migrants and Malaysian RSPs
Formal Remittance Service Providers in Malaysia
According to BNM, ninety percent of formal remittance transfers go through banking institutions
, while the rest channel through non-bank institutions.
  Although employers in Malaysia are required by law to open accounts for the TKI that they employ,
 it is not necessary to hold an account in order to request a bank transfer or to send money through Money Transfer Operators (MTO’s) . In Malaysia, unlike in many other countries, banks are often agents of MTO’s such as the wire transfer services Western Union or MoneyGram. For example, Western Union in Malaysia and Indonesia, contrary to the typical international business model, does not provide services directly to consumers. Instead, Western Union provides the remittance infrastructure to agents in Malaysia (including banks and the post office) and Indonesia (banks, courier companies, and the post office).

Six banks dominate the formal remittance market in Malaysia: BNI, Mandiri, BRI, BCA, Niaga, and Danamon.  In 2004, approximately $540 million went through the banking sector.  This amount included remittances flows conducted by money transfer operators, such as Western Union and Money Gram, as well as remittances delivered through POS Indonesia.  
The leading bank that transfers remittances to multiple destinations is CIMB Bank (a Western Union agent) with approximately 30,000 transactions per month with a value of $87 million per year.
  Maybank (MoneyGram agent) follows with a range of 50,000 to 60,000 transactions per month and an estimated value of $23 million per year. Approximately 70 percent of Maybank’s transactions are conducted in the southern region of Malaysia such as Johor, KL, Penang, Saba, mostly through foreign exchange booths open until 10 PM set up by the bank for remittances. Between CIMB Bank and Maybank, there are more than 700 branches where remittances can be collected and a combined network of more than 2,500 ATMs.
  
Figure 9 below describes the derivation of the total fees for remitting funds from Malaysia to Indonesia by these banks. 

Figure 9. Fees for Remitting Funds from Malaysia to Indonesia
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Source: World Bank interviews
Commercial banks try to separate traditional banking customers and migrant customers in order to reduce transaction costs. Since migrant workers mainly do cash transfers, some commercial banks have established small branches or booths specializing in foreign exchange transactions, thus reducing the cost of tellers at the counter.  These branches are strategically located in areas where migrants work or gather.  In order to cope with migrants’ working schedules, these branches open late and on the weekends.  As a result, more transactions (around 70 percent of remittance transactions) are being conducted at these branches and foreign exchange booths.  The separation has also to do with the discomfort conveyed by traditional banking customers for having to share branches with migrant workers.
Figure 10 below describes the overall remittance market between Malaysia and Indonesia. It details the popularity of various remittance service providers in Malaysia, their lowest transfer fees, and their associated partners on the Indonesian side. 

Figure 10. The Remittance Market between the Two Countries
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Source: World Bank Interviews
New Foreign Worker Cards could help facilitate access to formal channels.  Lack of reliability on Indonesian passports is a major problem for TKIs and a concern for both Malaysian and Indonesian authorities.  On average, the Indonesian Embassy’s immigration division receives between 1,200 to 3,000 passport-related applications daily.  It is common for Indonesians to have a passport under a different name, which creates a major problem for the Embassy.  A new Foreign Worker Card is now being used which includes biometrics with new security features and information hosted in a national database.  The new card will reduce the use of the national passport as the main source of identification for foreigners and will facilitate access to formal channels. The policy for each prospective TKI in opening a bank account has applied since 2002 through Ministerial Decree (MMT) No.104A year 2002. It is part of the requirement for getting KTKLN (Kartu Tenaga Kerja Luar Negeri or Overseas Worker Card) from BP2TKI. It is also mentioned in Ministerial Regulation (MMT) No.19 year 2006.

There is not a well-established pattern reflecting the average remittance sent back from Malaysia to Indonesia through formal channels.  According to some banks, the average transaction can range from $87 to $146, and remittances are sent at least twice a year. Others remit every three months on average. Recent studies by BI have found that TKI generally remit 40-50 percent of their income, which if they remitted twice times a year, would imply that they remit much larger sums than what is some say is the average transaction.
 As there is no consensus, any estimate the total cost and benefits of migrating and remitting in this corridor would therefore be very rough. We can see from Table 16 below that the process is not inexpensive, and in the case of the plantation worker, the funds remitted barely cover the cost of migrating and remitting. 
Table 16 The cost of migrating and remitting funds for an Indonesian worker in Malaysia in one year
	 
	construction
	plantation 
	domestic

	average monthly salary a
	170
	80
	157.5

	average salary for a year
	2040
	960
	1890

	average amount remitted in one year b
	918
	432
	850.5

	
	
	
	

	average migration cost
	-475
	-363
	-343

	yearly remittance cost (to send from Malaysia) c
	-7
	-7
	-7

	yearly remittance cost (to receive in Indonesia)
	-20
	-20
	-20

	total cost 
	-502
	-390
	-370

	a. average salary for a year was found by taking the average monthly salary (provided by the Malaysian Ministry of Home Affairs) and multiplying by 12

	b. average amount remitted is based on a Bank Indonesia estimate that a TKI remits approximately 45 percent of his or her salary
	

	c. salary yearly remittance cost is based on the assumption that workers remit twice a year through bank channels


Instruments
Formal transfer instruments in this corridor include cash, checks, ATM or debit cards, direct debits and credits. At a Malaysian bank branch, the TKI may bring his salary in cash and request a direct deposit into his bank or postal account in Indonesia. Or, he or she may deposit the funds in a Malaysian bank account. The TKI could also purchase a check or bank draft at the bank, or a postal money order at the post office. Since the early 2000’s there seemed to be a trend moving away from checks/ drafts towards electronic transfers.
 If the TKI’s intended recipient lives in a remote or rural area with little access to the formal banking system, the TKI may choose to deposit his remittance funds in the bank account of an account mediator.  
Migrants returning home and carrying cash on behalf of others appears to be one of the main mechanism used.  These remittance couriers are believed to bear substantial risks of seizures at custom checkpoints and losses due to robbery.  It is also common for TKIs to bring back goods (electronics, home appliances, etc) for their relatives.  Female TKIs also bring gold (necklaces, bracelets, rings) upon their return.  Frequency of transfers is based on the ability of the worker to accumulate certain amounts that is “cukup” (sufficient/relevant) for the beneficiary.  According to interviews with female TKIs, they tend to send all their earnings as remittances.  In the same series of interviews with male TKIs, it was noted that they tend to keep part of their earnings, but do not manage to save.

Channels

If the TKI direct deposited or wired the money into an Indonesian bank account or postal account, the funds would travel through a correspondent bank, the Automated Clearing House, or Postal Giro. If he or she deposited funds into a Malaysian bank account, the remittances would pass through the link between the Malaysian Electronic Payment System and the PT Artajasa Pembayaran Elektronis (the Indonesian electronic payment system). 

To reduce transfer costs, the governments have worked together to link payment systems.  Payment services in Indonesia are operated by commercial banks and the PT POS.  Commercial banks are different from the post office which offers payment systems using Giro Book.  Banks use BI’s Real Time Gross Settlement (RTGS) system to transfer between accounts, banks, transfers throughout the region using a network of correspondent banks.  The inter-bank Giro system, the electronic remittance system, has become a topic of important discussion.  Furthermore, BNM and BI have developed an ATM platform (Box 6).
Box 6. Regional ATM Link-up between Malaysia and Indonesia

The Malaysian Electronic Payment System (MEPS) has linked up with its Indonesian counterpart, PT Artajasa Pembayaran Elektronis (Artajasa), in order to facilitate cross-border ATM cash withdrawals in Malaysia and Indonesia. This link-up allows customers of MEPS’ member banks to withdraw rupiah using their ATM cards at over 5,200 Artajasa member banks’ ATMs in Indonesia, since July 2005. Similarly, customers of Artajasa member banks are able to withdraw cash in Ringgit from more than 4,500 ATMs in the Malaysian Electronic Payment System network. 

According to MEPS Managing Director, Dato’Mohd Hata, interviewed in 2005 “This regional link is a major step towards MEPS vision of a future where people will be able to make ATM related transactions conveniently regardless of where they are.” With over 700,000 Malaysians and two million Indonesians regularly traveling between the two countries, this regional link-up provides a service which is convenient and more secure than carrying cash. The fees and maximum withdrawal limits are determined by the respective issuing banks.

At the end of March 2007, this regional link involved twelve Indonesian banking institutions with over 1,200 ATMs in Indonesia and seven Malaysian banking institutions with over 3,000 ATMs in Malaysia. The second phase of this initiative will be to enhance the service to include cross-border ATM transfer of funds. Participant banks are: 

Malaysia
Affin Bank Berhad, AmBank (M) Berhad, EON Bank Berhad, Hong Leong Bank Berhad, Malayan Banking Berhad, RHB Bank Berhad, CIMB Bank Berhad
Indonesia:

Bank Rakyat Indonesia,Bank NISP, Bank Bumiputera Indonesia, Bank Syariah Mandiri, Bank Mestika, Bank Sumut, Bank Sulut, Bank Nusa Tenggara Barat, Bank Muamalat Indonesia, Bank Nusantara Parahyangan, Bank Jatim, Bank Pembangunan

Source: Bank Negara Malaysia
In the case of some informal transfers, funds channel through the hands of middlemen or immigration promoters. Money changers might change the remittances from Malaysian ringgits to US dollars or Indoneisan rupiah and then give the cash to someone who will hand carry the money back to Indonesia. Money changers also may use their own bank accounts to transfer funds.
 Recruiting agencies for domestic helpers play an important role among migrants for transferring remittances informally, as illustrated in Figure 11.  In some cases, recruitment agencies collect remittances door-to-door.  Currently, in the informal sector (individuals that employ domestic helpers or other people who work in the home) the worker, not the employer, pays the placement fee for a worker. A middleman or immigration promoter lends the money to the worker, who will repay the loan through his or her earnings. The middleman will generally travel from Indonesia to Malaysia to collect the sums, and bring the money back via ferry, at times also carrying money to be delivered to the worker’s family.
 
Remittances also channel through the hands of friends or family members. The TKI may also simply bring all his savings with him on his way back to Indonesia. According to interviews conducted in Java and Lombok, undocumented workers tend to remit though friends carrying cash back home.  However, it is also a common practice for documented workers to share a bank account with undocumented workers and transfer through account-to-account remittances.
Figure 11. Role of Recruitment Agencies on Collecting and Transferring Placement Fees
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	Sources: Ministry of Labor, Employment agencies


Domestic Distribution

After the funds have arrived in the Indonesian bank, the recipient can withdraw the money from the local bank branch. If the TKI holds a Malaysian bank account, the funds deposited into this account may be withdrawn directly by the recipient in Indonesia using an ATM card associated with the TKI’s Malaysian account.

Many Indonesian banks charge $5 for incoming remittances and foreign exchange spread. Each bank applies various foreign exchange spreads. Pos Indonesia includes incoming remittance fees in foreign exchange spread. Although fees at the counter in Malaysia seem low, all fees including fees on the Indonesian side and foreign exchange spread could go up to more than 10 percent. Interestingly, fees charged by Indonesian banks seem higher than the fees by Malaysian banks. For example, one remittance product, Cash Laju by CIMB Bank and Bank Niaga, costs RM10 ($2.91) in Malaysia and $5 in Indonesia as well as foreign exchange spread, which could bring total charges on the Indonesian side to $8-10. 

Point of Arrival

At the point of arrival, as in the point of entry, the geographic location of the recipient is an important factor in determining the way in which the funds are received. If the recipient lives in an urban area which is well serviced by banks, wire transfer agents, or the postal service, he or she may receive remittances directly into his or her bank account, or in cash at an ATM or wire transfer point of service. 

In areas which are not well serviced by these RSPs, or in situations where the recipient finds it very inconvenient to pick up the funds him or herself, the remitter may have chosen to deposit the money into an account mediator’s bank account. The mediator will retrieve the cash and bring it (courier service) to the recipient. The TKI might also choose to send a check, postal money order, or bank draft, to the postal mailbox of the account mediator.

Convenience and accessibility issues with banks nurture the role of account mediators and facilitators, increasing the cost of collecting remittances.  Facilitators are trusted with different activities, some of them are only “messengers” informing the recipients that they have received a remittance; others queue in banks’ lines on behalf of the recipient or exchange hard currency outside bank premises at a better conversion rate.  The “account mediator” is the one that plays the most critical role in the distribution of remittances.  

Account mediators are trusted individuals in local communities with an entrepreneurial drive.  They hold a checking account to conduct a business activity, for example a small grocery shop, and travel from their town or village to the nearest bank branch.  Account mediators provide future TKIs with their account numbers and instructions on how to transfer remittances from a bank in the host country and provide them with a telephone number.  Once the TKI makes a transfer and calls the account mediator, he/she calls the recipient and some offer small advances for uncollected but deposited transfers.  They also provide door-to-door delivery services saving time for remittance recipients and protecting their anonymity. They are prevalent in mainly rural, but also some urban areas, wherever migrant workers originate from. East Lombok and Purworejo, in Central Java, are examples of communities in which senders and recipients rely extensively on account mediators.

By serving the community, account mediators also serve themselves. In some cases, an account mediator has a family member, son or daughter, mostly in Malaysia. The mediator tells remittance senders to deposit remittances to his or her family member’s account in Malaysia, instead of sending remittances to Indonesia. Once the remittances are deposited in the account in Malaysia, the mediator delivers the amount to a beneficiary. By doing so, the mediator serves the community and benefits from saving time and cost in supporting a family member overseas (Box 7).
	Box 7.  Account Mediator in Lombok

Mohamad Saleh worked in an oil palm plantation in Malaysia from 1983 to 1984. He opened a BNI account in 1983 for saving and remitting purposes. In those days only very few people in his village had bank accounts. He realized then that there’s a “business” opportunity of becoming an account mediator, so he started offering TKI colleagues in Malaysia to use his account to remit money home. After retiring as a TKI, he promoted and marketed his account to neighbors and villagers who have family members working overseas. More recently, he started a “sponsorship business” assisting villagers to migrate and secure a job in Malaysia. This allowed him to also promote his account to people he helped to migrate. However, over the last ten years the number of clients has declined because having a savings account is becoming more popular. He now serves two to five clients per month, while in the past he used to serve an average of 15 per month. His clients are family members of TKIs working in Malaysia and KSA. 

Villagers usually inform him that their TKI relatives sent money. He goes all the way to BNI Mataram by motorcycle to withdraw the money. He doesn’t like going to BNI Selong because of its bad queue management where “queue mediators” are allowed. Once he gets the cash, he asks his clients to come to his house to pick it up. He never set a rate for his remittance services. The “gratitude fee” he receives ranges between IDR 50,000 to IDR 70,000 for transactions between IDR 1 million to IDR 5 million, which are the range of regular transactions.

He has to maintain an account balance of IDR200,000 in BNI. He has a separate account that has an ATM card to keep his own money. The account he keeps for clients doesn’t have an ATM card and he doesn’t think it is necessary to have one since nowadays clients rarely use his services. He now focuses on his sponsorship business. When asked about getting a permit to conduct his services, he answers that he is willing to do it if that proves he is a reliable person.


Source: World Bank interviews 

While it is relatively easy to open a savings account in Indonesia compared to other countries in the region, limited financial literacy continues to be a challenge particularly in rural areas.  A World Bank/CGAP study indicated that almost 40 percent of the population between the ages of 15–65 years have savings accounts.
  In this context, the MMT’s pre-departure programs for TKIs which, in addition to providing training in basic skills and cultural peculiarities of the country of destination also encourage the opening of savings accounts before departure.
  

The non-bank financial sector does not yet see a business opportunity for developing new products that could be cross-sold to both remittance senders and recipients, as is the case in more mature remittance corridors.  For example, non-bank financial institutions do not consider remittance flows as potential collateral for new financial credits.  This creates a substantial gap between institutions distributing remittances and those providing financial services, such as consumer financing.
 

Nevertheless, within the formalized banking sector, the activities of rural banks continue to be promoted by BI, as described by Box 8 below. 

	Box 8. Bank Indonesia Promotes Rural Bank Financing for Overseas Workers

At the end of June 2006, total assets held by Rural Banks stood at $2.3 billion, while lending reached IDR $1.8 billion (LDR at 89.9 percent). Lending by Rural Banks continues to be dominated by commerce and other sectors, which together account for 82 percent.  

In August 2006, Bank Indonesia launched a program for overseas workers, aimed at overcoming Rural Banks financial and technical constraints.  In this context, Bank Indonesia has hosted various seminars, workshops and training programs and has actively promoted the Linkage Program between Commercial and Rural Banks.  One key step taken by Bank Indonesia to empower Rural Banks is the promotion of Rural Bank financing for overseas workers.  Under this program, Rural Banks provide lending from their own resources or in cooperation with Commercial Banks supported by insurance companies and credible overseas workers recruitment agencies.  Bank Indonesia regards the financing of overseas workers as a profitable opportunity involving lending amounts within the scale of financing offered by Rural Banks.  Additionally, overseas workers can generate significant foreign exchange earnings through remittances.  

Despite this, overseas workers still face obstacles related to the substantial costs incurred in preparing for overseas employment.  Many Rural Banks are also poorly informed about the processes and procedures involved in sending workers overseas. 


Source: No.8/47/PSHM/Humas.  

http://www.bi.go.id/NR/exeres/E67BFC92-D09C-4AB2-A85E-553144653B8A.htm
Remittance Service Providers in Indonesia 

The Indonesian financial sector is large and diverse, spanning three tiers of banking service providers: 131 commercial banks, 2000 BPRs or “people’s banks” and more than 11,000 MFIs (including 5,300 village cooperative banks or BKDs). Although included in financial regulations, the BPRs and the BKDs are effectively unregulated in practice. Furthermore, no AML/CFT regulation is currently enforced on the second and third tiers of institutions as these are considered to present low risk. The state-owned bank, BRI, is the primary provider of banking services to lower-income households and is making profits. Operating through 4,600 village units, the bank has thirty million account holders, making it the largest bank (by number of accounts) in Indonesia. In addition, the BPRs have an estimated 6 million account holders. The customers of BRI and BPRs are estimated to make up as much as two thirds of all bank customers. However, banking penetration remains low with 20-30 percent of adults estimated to have a savings account.

Interviews with TKIs in both Malaysia and Indonesia showed that they are interested in having the option of opening savings accounts in the host country to put aside some of their earnings in preparation for their return home.  Opening and maintaining a bank account in Malaysia is generally inexpensive and could be affordable to migrant workers. Large banks do not charge fees for opening either a savings or a current account. Many Malaysian banks charge the equivalent of $2.90 on a savings account annually, while current accounts tend to be more expensive with fees of $2.90 twice a year. Some banks charge approximately $1.45 for a dormant current account. However, in Indonesia, it is currently expensive for TKIs to open and maintain an account. At one bank
 the equivalent of $16.70 is charged for opening a savings account and $7.80 for a monthly maintenance fee. 
Since 2006, regulations have been put in place requiring TKIs to open a bank account in Indonesia before going abroad.  This can help increase financial literacy, the lack of which has hindered migrant workers in the past.  For instance, many recipients do not know whether administrative fees are deducted from the amounts they receive through banks.  Foreign exchange rates also play a key role in optimizing the amount of money received by TKI beneficiaries. In our focus group discussions it seemed that most of the returned migrants, with their experiences abroad, had a general understanding of financial mechanics learned through, either, their own or others’ unfortunate experiences. However, increasing financial literacy before migration may prevent some of these unfortunate experiences from occurring.
The distribution of remittances received in Indonesia through formal regulated channels is concentrated in the banking sector.  Banks involved in remittances have made some efforts to attract TKIs but anecdotal information indicates that informal fund transfer (IFT) systems remain faster and cheaper than formal systems.  The banks which currently hold the largest share of the remittance recipient market in Indonesia are: Bank Niaga,  Bank Mandiri, and Bank Central Asia (Figure 12). Some banks offer the possibility to the remittance sender to transfer directly to a foreign currency savings account which may ameliorate foreign-exchange transactions costs.  
Figure 12. Market Share among Indonesian Banks for Remittance Transfers (2006) 
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Source: World Bank Interviews
POS Indonesia signed an agreement with Western Union in 2001 to provide remittances distribution through its network.  However, there are only 50 branch offices that are technically capable of disbursing remittances quickly.  The rest of the branches pay remittances with lags of up to seven days depending on the geographic location of the recipient.
  POS Indonesia has bilateral agreements with some remittances sending countries, such as Malaysia and Japan.
  However, limitations in postal services in some of the sending countries prevent POS Indonesia from marketing its service network. Information technology (IT) capability also limits the expansion of POS Indonesia’s remittances services.  Last year, the U.S. postal service suspended operations in money orders with Indonesia because of these IT constraints.  The offer of technical assistance from Japan was declined because of the difficulty in maintaining the donated IT platform offered.  

On the recipient side, lack of an official identification documents may pose a problem, as POS Indonesia and many other MTOs require identification in order to pay out a remittance transfer. One mechanism facilitating access to formal financial services has been introduced by the postal service. In some rural areas, the lack of a proper ID is substituted by the “Surat Keterangan Serba Guna
” which is issued by local authorities (see Box 9).

	
	Box 9  ID for Rural Areas in Indonesia

Indonesia has a system to provide remittance recipients in rural areas with an ID that is accepted by remittance service providers.  The following diagram illustrates the procedure to obtain a multipurpose letter of identification (Surat Keterangan Serba Guna).
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Source: Interviews with Indonesian Officials
Formal institutions suffer from reliability and efficiency concerns.  Recipients are asked to present their IDs and sign (thumb prints are accepted) when collecting remittances.  However, there are some scams within the branches.  Some recipients are asked for a fake commission which is deducted from the amount sent by cash tellers.  In other cases, there are “facilitators” that charge $ 2.80 to assist recipients (mostly female) to fill forms or guarantee a “fast track” line.

Conclusions

By exploring the remittance landscape in the Malaysia-Indonesia corridor, we are more prepared to take a closer look at the regulations established by both countries. We can see that both formal and informal remittance channels are well established in this corridor. In the final chapter we will attempt to distill policy suggestions from the study team’s understanding of the remittance and regulation landscape. The main findings of this section are:
· The costs and risks of remitting funds facing TKIs are considerable. The cost of remitting funds through formal channels may be high in relation to a TKI’s salary.

· Bank channels make up 90 percent of formal channels, however, bank channels may represent a relatively slim percentage of the total remittance flows. 

· In situations where remitting funds through formal channels is difficult, an unregulated industry has arisen to facilitate remittances. This industry includes account mediators, migration agents or agencies, and informal channels that are part of formal enterprises (money changers), and is a significant feature of the Malaysia-Indonesia corridor. 

· Undocumented workers have more incentives to use informal remittance channels. 

·  It seems that returned TKIs have a generally clear understanding of the costs and benefits of the different channels of remitting funds, however, there is also evidence which suggests that financial literacy among TKIs is low. 

Section IV: The Regulations - How Has Government Regulations and Supervision Shaped Remittances?
Regulations can play an important role in shaping a remittances market.  In this section the regulatory frameworks of remittance transfers in Malaysia and Indonesia will be discussed in terms of their impact on the remittances market through financial oversight and supervision and AML/CFT.

Regulatory framework for remittance transfers in Malaysia

Bank Negara Malaysia (BNM), the central bank, has regulatory control over RSPs allowing banks, remittance companies and the post office to participate in the remittance business.  The Post Office (POS Malaysia) has been provided permission from BNM to collaborate with Western Union.  Customers can walk into a bank to transfer without a bank account, but they are required to identify their beneficiaries on the Indonesian side.  There are four laws regulating RSPs and their transactions: 

· The Banking and Financial Institutions Act 1989 (BAFIA) provides for the licensing and regulation of institutions that conduct banking.  
· The Exchange Control Act (1953) restricts dealings in gold and foreign currencies related to payments to and from residents and any settlements.  
· The Anti-Money Laundering and Anti-Terrorism Financing Act 2001 (AMLA) imposes Customer Due Diligence (CDD)/ Know Your Customer (KYC) rules, and imposes obligations on record keeping. It also obliges institutions to report suspicious transactions.
  

· Finally, the Payment Systems Act
 governs the authorization of RSPs. This law limits remittance transfers only to those companies incorporated according to the Companies Act of 1965.  A company involved in foreign exchange transactions must be approved by BNM.
  Requirements to receive a license for remittance business include a list of proposed agents or correspondent parties inside and outside Malaysia, and other information related to the proposed remittance service. This additional information can include any procedures, controls and measures for liquidity and settlement risk.
  
Bank Negara Malaysia conducts both onsite and offsite supervision of licensed RSPs.  RSPs are required to file a monthly report, which is used for off-site supervision and monitoring.  The central bank also conducts onsite supervision every year or every other year.  BNM opened a dedicated department for consumer protection called LINK.  LINK deals with customer complaints/ trouble mitigation, and can be accessed in person, via telephone or through the web. 
The Exchange Control Act is currently being amended to allow money changers to conduct remittance services after meeting the new criteria.  There are approximately 800 money changers
 and they are already transferring remittances as part of the services they offer.
   Money changers are a popular mechanism to send money home by blue-collar workers.  Some TKIs’ employers also prefer to transfer money back to Indonesia through money changers.  Money changers are also engaged in the transfer of the repayment of placement fees from and to recruitment agencies between Malaysia and Indonesia. 
For non-bank RSPs there is a transaction limit per day and per customer of MYR 10,000 ( $2,914).  However, for banks, transactions of MYR 50,000 or more ( $14,569 or more) must be disclosed to the Statistics Department of BNM for BoP purposes.  Specifically, banks must provide information on the recipient country, sender address and sender company.  For amounts below MYR 50,000 and above MYR 10,000, the banks must inform the BNM Statistics Department of the country of destination and the purpose of the remittance. 

ID requirements for remittance senders

While banks recommend a work permit along with a passport, current regulations do not require presenting work permits in opening accounts or requesting remittance services.  Banks are required to conduct customer due diligence for transactions of MYR 50,000 ($14,620) or more for the occasional customer or MYR 3,000 ($877) or more for wire transfers. RSPs are required to conduct customer due diligence for transaction of MYR 3,000 ($877) and above.
 They should obtain and verify the accuracy of the originator’s information and transmit the originator’s information to the corresponding agent (See table 17).

Table 17. Customer Due Diligence Requirements for Remittance Transfers in Malaysia 
	RSPs should obtain and verify the accuracy of the originator’s information
	RSPs should transmit the originator’s information to the corresponding agent

	· Name and nationality;

· National registration identification card/passport number;
· Account number (or a unique reference number if there is no account number); and 

· Address (or in lieu of the address, date and place of birth).
	· Name;

· Account number (or a unique reference number if there is no account number); and

· Address (or in lieu of the address, national identification or passport number, or date and place of birth)

	· Maintain a list of its agents and made available to BNM upon request. 

· Obtain the letter authorizing the person conducting transaction on behalf of an entity. 

· Ensure that the complete originator’s information is provided. 

· Check the particulars of a higher risk customer taking into account factors such as the name of the beneficiary, destination and the amount of the wire transfer. 

· Forward the sender’s information to the agent of the remittance service operator. 

	Source: Interviews with BNM, Anti-Money Laundering and Counter Financing of Terrorism (AML/CFT) Sectoral Guidelines 3 for licensed money changers and/or non-bank remittance operators, November 2006.


For RSPs, a national passport is the main identification document for non-nationals to process remittance transfers.
   For the opening of saving accounts, these institutions require, in addition to national passports, the work permits and in some cases branch managers are required to approve the opening.  It seems to be a practice for employers to open a joint account with TKIs and request remittance accounts for their employees, mostly in the case of domestic workers.  Some RSPs require a probe of local addresses for remittance transactions and account openings
AML/CFT Regulations in Malaysia
Malaysia has criminalized money laundering under the Anti-Money Laundering Act 2001 (AMLA) which came into force on January 15, 2002.
  The Minister of Finance appointed BNM as the competent authority under the AMLA. The Financial Intelligence Unit (FIU) or Unit Perisikan Kewangan has been established in BNM to execute AML/CFT related functions under BNM.  Institutions that are undergoing surveillance under AML in Malaysia include Islamic and conventional financial institutions, offshore sectors and non financial businesses and professions, such as lawyers, accountants, companies’ secretaries and Malaysia’s one licensed casino.
 
Under the AMLA, KYC rules, every transaction, regardless of its size, should be recorded and financial institutions and RSPs should keep records for at least six years.  Financial institutions should keep all records and documents of transactions, accounts, and customers obtained during customer due diligence procedures, for at least six years after the transaction has been completed or after the business relations with the customer have ended.  Reporting institutions should submit reports to the FIU in BNM if they deem the transaction as suspicious regardless of the amount.  BNM has invoked a cash transaction reporting (CTR) obligation for all commercial banks, investment banks and Islamic banks with effect from September 1, 2006.  The threshold has been established at MYR 50,000 ($14,620). BNM has noted that it intends to extend this CTR obligation gradually to other reporting institutions including RSPs. BNM has developed a comprehensive supervisory template to examine financial institutions’ compliance with the AMLA.  Section 87 of AMLA provides that the director, controller, officer, partner or anybody who is concerned in the management of a body corporate or an association, shall be made liable for any offence committed by the body corporate or association.
Under the AMLA, banks are expected to maintain strict adherence to the law, monitoring all incoming and outgoing remittance transactions.  Money changers were brought under AML/CFT regime in 2002 while non-bank remittance providers, which are relatively new in Malaysia, were brought under it in August 2006. As mentioned earlier, RSPs are required to conduct customer due diligence for transaction of MYR 3,000 ($877) and above, and to limit transaction per customer per day of MYR 10,000 ($2,914)
.  In case of incomplete information, RSPs have discretion regarding whether to continue with the operation.  Suspicious transaction reports (STRs) are expected to be filed regardless of amount, including the report of any transaction where its employees suspect or have reason to suspect that the transaction or attempted transaction involve proceeds from an unlawful activity or the customer is involved in money laundering or financing of terrorism.  They are also obligated to ensure that the STR is submitted within the next working day, from the date the compliance officer establishes the suspicion, and to ensure that the reporting mechanism is operated in a secured environment to maintain confidentiality and preservation of secrecy.  Finally, they need to consider submitting a STR when any of its customer’s transaction or attempted transaction fits the reporting institution’s list of “red flags” and ensure that the compliance officer maintains a complete file on all internally generated STRs and any supporting documentary evidence.
  While such requirements are applicable to both big banks and smaller ones engaged in the remittance business, it has yet to be determined whether the cost of compliance provides a competitive advantage to one or the other, or otherwise creates barriers in the market

From 2002 to May 2007, the FIU in BNM, who is responsible for receiving and analyzing information and sharing financial intelligence with law enforcement agencies, received nine hundred STRs related to money remittances. Most of these STRs were related to money scams activities (fraud).  Of 900 STRs, 52 STRs have been disseminated among law enforcement agencies between 2002 and 2006.  

BNM issued standard and sectoral guidelines to reporting institutions. In case of RSPs, Standard Guidelines on Anti-Money Laundering and Counter Financing of Terrorism (AML/CFT) and Sectoral Guidelines 3 for licensed money changers and/or non-bank remittance operators apply to them. Licensed RSPs appear to be aware of their AML/CFT obligations since they were brought under AML regime in August 2006 for STR reporting. However, the rest of the reporting obligations such as customer due diligence and record-keeping were not invoked until March 2007. 

Malaysia is taking steps to address non-licensed RSPs. While it is widely acknowledged that non-licensed RSPs have been playing a critical role in providing remittance services to unbanked residents and migrant workers or those who prefer the channel because of its competitive price, speed and convenience, it continues to pose potential threats of the channel being used for money laundering and terrorist financing because these non-licensed RSPs are not subject to the same AML/CFT measures.  Box 10 below describes one of these AML/CFT measures, the Malaysian AMLA act of 2001.

Box 10. The Malaysian Anti-Money Laundering and Anti-Terrorism Financing Act 2001 (AMLA)

The legislative framework of the Malaysian Anti-Money Laundering and Anti-Terrorism Financing Act involves several enforcement agencies, supervisory and regulatory agencies, and partnerships with foreign agencies. The Financial Intelligence Unit, in Bank Negara Malaysia, is at the center of the framework gathering data from over 36,500 reporting institutions. Since 2002, these reporting institutions have included commercial and merchant banks, offshore banks, money changers, takaful operators, and Islamic banks. The categories of institutions and the scope of regulations has increased, taking account of transactions by, among others, stockbrokers, licensed gaming outlets, pawn-brokers, non-bank remittance operators, and more recently, e-money issuers.

In conducting wire transfers or remittances, the reporting institution must request the originator’s name, nationality, national identification or passport number, account number (or unique reference number if there is no account number) and address (or date and place of birth in lieu of address).  If this information is incomplete, the remittance operator (bank or other) may lodge a suspicious transaction report to Bank Negara Malaysia.


[image: image17]
Source: Financial Intelligence Unit, Bank Negara Malaysia 
Regulatory framework for remittance transfers in Indonesia

Before December 2006, there was not an explicit framework for remittances in Indonesia.  However, existing banking regulations stipulate that cross-border transactions, including remittances, may be undertaken by banks.
  On the other hand, money remittance is explicitly prohibited for money changers. BI is currently evaluating the regulations relevant to the activities that can be conducted by money changers.

In December 2006, Bank Indonesia issued a new regulation allowing remittances agents (penyelenggara, translated as “administrator” in an English copy of the regulation ) to conduct remittance transfers
.   The new regulation opened up the market for new remittance service providers different from banks (See Annex III), recognizing the role of informal operators on transferring funds. The regulation aims to prevent remittance channels from being abused by money launderers. It also aims to optimize the consumer protection on money remittance activity. Well-managed operators through appropriate legislation would provide legal protection, guarantees and security for both Remitters and Beneficiaries. Other benefits of regulating remittance service providers include enhanced recording of remittance flows for BoP purposes, allowing the government to maximize the monetary potential from remittance flows, and increasing investment in the remittance recipient areas for SMEs.
 The information gathered on remittance transfers can be utilized to promote payment services and to improve the economy in general.

BI has adopted a gradual transition from registration to licensing for the remittances agents.
  The transition period provides an opportunity to those entities that are currently operating informally to register by December 31, 2008.
  During 2008, BI expects to issue a circular detailing the licensing process for both newly applying agents as well as for already registered agents, based on experience with the current registration process.  After January 1, 2009, all new agents are required to apply for a license. The shift from registration to licensing obligation will take place after BI has gained a picture of the readiness of remittances agents. 
The new regulation introduces the use of individuals as remittances agents.  Both individuals and corporate entities are allowed to become agents and be able to provide remittance services through the network owned by them, or through the network owned or provided by operators.  The collaboration between agents and money transfer operators who provide facilities and infrastructure to enable transfers should be defined by a written agreement, which includes the rights and responsibilities for each party; this written agreement should be submitted to BI. Allowing an operation of an individual remittance agent minimizes damage, based on a survey that indicated that some of the agents were individuals. Sometimes the only option available or the most convenient way to send money was through individual agents. Besides, some migrant workers are used to using individual rather than corporate agents. This regulation is an effort by the BI to encourage individual agents to shift from informal to formal remittance service providers.
The BI will publish a list of the authorized agents.
  Registration and licensing requirements for remittance agents in Indonesia are described in Table 18. Requirements for registration and licensing are quite similar. After completing registration or obtaining a license, agents are obliged to, among others, record money transfer transactions, submit periodical and incidental reports to BI, provide information to remitters regarding money transfers, and report suspicious transactions to Indonesia’s Financial Intelligence Unit (PPATK).  However, the licensing requirements will be evaluated once the registration process is analyzed during the transition period and a better understanding is accrued of the money remittance market in Indonesia.  
Table 18. Registration and Licensing Requirements for Remittance Agents in Indonesia
	Parties entitled to be an agent (administrator)
	Registration Required Documents
	Licensing Required Documents

	Individuals
	A. Photocopy of Citizenship Card;

B. Photocopy of Certificate of Residence from local village/area head;

C. Application Letter stating compliance to not misuse the Money sent and/or received;

D. Application Letter stating compliance to separately book the Money sent and/or received from the applicant’s personal assets.

E. Information regarding the office and facilities used by the applicant in acting as Administrator.


	A. Photocopy of citizenship card (KTP);

B. Certificate of Residence from local Village Head;

C. Application Letter stating compliance to not misuse the Money sent and/or received;

D. Application letter stating compliance to separately book the Money sent and/or received from the applicant’s personal assets;

E. Information regarding the office and facilities used by the applicant in acting as a Administrator, and

F. Money sending and/or receiving procedure.



	Legal Entities
	A. Photocopy of Certificate of Status as an Indonesian Legal Entity and any relevant amendments, which have been certified by the authorities;

B. Letter of Consent in the form of an original certificate stating the Administrator’s compliance to:

1. Act responsibly should any misuse of Money sent and/or received occur; and

2. Separate the bookkeeping of Money sent and/or received from the personal assets of the Administrator;

C. Photocopy of the Certificate of Residence for the legal entity from the local village/area head;

D. The concept of Know Your Customer Principles implemented by the Administrator to identify the Sender and/or Receiver, supervise Money Transfer activities, and report suspicious transactions as illustrated in the Example of Know Your Customer Principles included in Attachment 1; and

E. Proof of operational conformity including:

1. Adequate human resources;

2. Office compliance; and

3. Facilities and instruments to perform Money Transfers.


	A. Photocopy of Certificate of Status as an Indonesian Legal Entity Establishment Certificate, and any relevant amendments, which has been certified by the relevant authorities;

B. Letter of Consent in the form of an authentic certificate which states Administrator compliance to the following:

1. Act responsibly should there be a misuse of Money sent and/or received; and

2. Separate the bookkeeping of Money sent and/or received from the personal assets of the Administrator;

C. Provide a photocopy of the Certificate of Residence of the business entity from the local Village/Area Head.

D. Practice a risk-management mechanism which covers a minimum of:

1.  Know your customer principles;

2. A method to monitor Money sent and/or received; and

3. A problem resolution mechanism, including late or failed payments;

E. Proof of operational conformity including:

1. Adequate human resources;

2. Office compliance;

3. Facilities and tools to send and/or receive Money; and

4. Mechanisms and procedures to send and/or receive Money.



	Non-legal Entities 
	A. Proof that the owner and board members are Indonesian Citizens. Proof of Indonesian citizenship can be in the form of a Citizenship Card, Driver’s License or Passport;

B. Photocopy of Certificate of Residence from the local village/area head;

C. Letter of Consent in the form of an original certificate stating Administrator compliance to:

1. Act responsibly should any misuse of Money sent and/or received occur; and

2. Separate the bookkeeping of Money sent and/or received from the personal assets of the Administrator;

D. The concept of Know Your Customer Principles implemented by the Administrator to identify the Sender and/or Receiver, supervise Money Transfer activities, and report suspicious transactions as illustrated in the Example of Know Your Customer Principles included in Attachment 1; and

E. Proof of operational conformity including:

1. Adequate human resources;

2. Office compliance; and

3. Facilities and instruments to perform Money Transfers.

a. 
	i. Photocopy of Certificate of Status as an Indonesian Business Entity, and any relevant amendments, which has been certified by the relevant authorities;

ii. Letter of Consent in the form of an authentic certificate which states Administrator compliance to the following:

1. Act responsibly should there be a misuse of Money sent and/or received; and

2. Separate the bookkeeping of Money sent and/or received from the personal assets of the Administrator;

iii. Provide a photocopy of the Certificate of Residence of the business entity from the local Village/Area Head.

iv. Practice a risk-management mechanism which covers a minimum of:

1. Know your customer principles;

2. A method to monitor Money sent and/or received; and

3. A problem resolution mechanism, including late or failed payments;

F. Proof of operational conformity including:

1. Adequate human resources;

2. Office compliance;

3. Facilities and tools to send and/or receive Money; and

4. Mechanisms and procedures to send and/or receive Money.




Source: Bank Indonesia Circular (No.8/32/DASP) for registration requirement and Regulation No. 8/28/PBI/2006 for licensing requirement. 

AML/CFT Regulations in Indonesia
To address money laundering and terrorist financing vulnerabilities, Indonesia has implemented an extensive training, technical and capacity-building program among financial sector and government agencies.
  Money laundering activities are connected to non-drug criminal activity such as gambling, prostitution, bank fraud, piracy and counterfeiting, illegal logging and corruption.
  In 2002, Indonesia passed legislation making money laundering a criminal offense and establishes Indonesia’s Financial Intelligence Unit (PPATK).
  Emergency counterterrorism regulation issued on October 18, 2002, criminalizes terrorism, including the tracking and freezing of assets.
  However, financing of terrorism is yet to be criminalized, and neither is a predicate offence to money laundering. 

The PPATK is responsible for developing policies and regulations to combat money laundering; receiving, analyzing, and evaluating currency and suspicious transactions reports (STRs); providing advice and assistance to authorities and issuing publications.  By the end of 2006, PPATK received more than six thousand STRs from banks and nonbank financial institutions, from which 608 were analyzed resulting in 417 cases referred to law enforcement authorities. 
Bank Indonesia issued in 2001 regulation for “The Application of Know Your Customer Principles”, which requires banks to obtain information on customers and to verify their identity.
  It also requires banks to analyze and monitor customer transactions and report to Bank Indonesia within seven days any suspicious transactions in excess of IDR100 million ($11,186).
 This poses a problem because suspicious transactions can occur below the set threshold and international standards do not set any threshold for suspicious transaction reporting. 
Foreign exchange transactions are reported to the central bank through the International Transaction Reporting System (ITRS) system and, under AML Law, cash financial transactions whose cumulative amount is greater than IDR 500,000,000 ( US$55,928)
 must be reported to the PPATK.  In 2003, the postal office was included among the financial services providers that must comply with the requirements of the AML law.  Any person carrying cash into or out of Indonesia in the amount of IDR100 million ( $11,186), or more, or the equivalent in other currency, must declare these sums to the authorities.
  
The AML regime as promulgated reflects an understanding of banking and bank capacity.  For example, the regulations stipulate that banks are required to have a management information system in place, but does not require these systems to be electronic or of a particularly advanced nature.  According to the 2003 guidance issued by Bank Indonesia, the system can either operate manually or automatically. This will give an option for small players who may otherwise face cost prohibitive requirement and at times, unnecessary burden given the level of risk such players face.  
Although there are a number of types of identification documents, there is no uniform national identity system. CDD regulation requires upfront identification (verified only with the widely available identity card, such as KTP, driver’s license, or passport) as well as re-identification of current customers. However, it is widely recognized that there are some limitations with the use of some identity cards such as KTP. Accordingly, banks are encouraged to collect additional profiling information in order to allow better monitoring of accounts.  The government is in the process of improving the identity infrastructure. In support of re-identification efforts, Bank Indonesia initiated a marketing campaign to explain the reasons for re-identification and to inform the public that all banks will require the same information of customers.

PPATK issued “guidelines on the identification of suspicious financial transactions for foreign currency traders and money transfer service businesses” in 2003. The guidelines allow walk-in customers remitting or receiving an amount below IDR100 million ($11,186)
 in a single transaction within one day to be exempted from KYC requirements.
  While this is still within the framework provided by FATF, considering the average remittance transactions in Indonesia, and paying due regard to prevention of terrorism financing, the threshold can be considered too high. The average remittance amount is estimated to be about $250. 
The guidelines require record keeping of transactions in the amount of IDR 100 million ( $11,186)
, or more or in foreign currencies of equal value, in a single transaction within one day.  International best practices suggest that all transaction records be kept regardless of the amount. With regard to reporting of suspicious transactions, the guidelines require reporting of such transactions to PPATK within three business days. 

However, these guidelines currently only apply, among non-bank remittance service providers, to Post Offices and Western Union (who is an operator). Given the new regulation for remittance agents issued by BI, it is critical that the AML/CFT requirements are clarified and applied to remittance agents as well. The most pressing challenge, however, remains in respect to effectively monitoring, supervising and enforcing remittance agents. 

Table 19. AML/CFT Requirements in Malaysia and Indonesia for Non-Bank RSPs 
	
	Malaysia.
	Indonesia

	Regulatory System (number of registered/licensed)
	Licensing (Six as of April, 2007)
	Licensing with a two year transition registration process ending in 2008.

	Authority
	Bank Negara Malaysia (BNM)
	Bank Indonesia (BI)

	Capital/guarantee
	A bankers’ guaranty shall be provided to BNM of $29,000

Net remittance liabilities can not exceed twice the amount in the guarantee
	None

	Required legal structure
	Company incorporated under the Companies Act 1965
	Individuals of Indonesian citizenship, and corporate bodies defined by Bank Indonesia Regulation No. 8/28/2006

	Fit and proper
	Performed by BNM
	Performed by BI

	Experience
	Not required
	Not required

	Criminal records
	Checked
	Checked

	Business plan /AML Program
	Procedures and system’s capacity in detecting suspicious and abnormal transactions required
	A risk-management mechanism including KYC principles and monitoring of money sent/received (required for legal and non-legal entities but not for individual agent)

	Offsite information
	Conducted by the BNM Payment Systems Department
	Conducted by corporate operator in the case of individuals

	Onsite visits
	Conducted by BNM Supervision Department
	Conducted by BI or third party

	Identification
	For transaction of MYR 3,000 ($877) or above
	Transaction in excess of IDR100 million ($11,186)

	Transaction limit
	Per customer per day of MYR 10,000 ($2,914)
	None

	Suspicious transactions reports
	Suspicious transaction reports are expected to be filed regardless of amount.  
	Transaction in excess of IDR100 million ( $11,186)

	Thresholds transaction reports
	
	Cash financial transactions whose cumulative amount is greater than IDR 500,000,000 ($55,928)

	Record keeping
	Customer identifications, accounts and transactions information should be kept at least six years after the transaction has been completed or after the business relations with the customer have ended
	Transaction in excess of IDR100 million ($11,186)

	Sanctions
	FIU and BNM supervision department have sanctioning power with regards to violations of AML requirements.
	Violations to AML requirements are penalized by relevant authorities in accordance with prevailing laws governing the criminal act of money laundering. 

	Fees on entry/Annual Fees
	None
	None


Sources: Bank Negara Malaysia, Bank Indonesia
Conclusions

With this overview of the regulatory landscape of the two countries, we can more clearly understand how the Malaysia-Indonesia remittance corridor functions. 

· BNM has regulatory control over RSPs. The Malaysian authorities are now amending appropriate legislation which would formalize money changers’ currently informal practice of remitting funds. 

· Bank Indonesia has recently issued new regulatory legislation for remittances which takes significant measures to formalize currently informal RSPs, including: allowing both individuals and corporate entities to legally provide remittance services, adopting a gradual transition from registering to licensing remittance agents. 

· Although authorities on both sides of the Malaysia-Indonesia remittance corridor have taken measures to address AML/CFT requirements for the formal remittance channels, other informal RSPs continue to pose potential money laundering and terrorist financing threats. The challenge of striking a balance between protecting financial integrity and allowing for the flow of remittances faces public policy makers of both countries.

V. Conclusions and Policy Recommendations
The influx of Indonesian workers into Malaysia has made them an integrated component of life in the country.  Indonesian domestic workers in Malaysia have a niche market with high demand in the country, however, the impact of the remittances they send back is not as great as it perhaps should be.  Banks are not responding to TKIs remittance demands mainly because of TKIs’ limited ability to approach them, the high cost, and lack of appropriate instruments.  This situation has created a market for money changers in Malaysia.  This section presents conclusions and some possible avenues for policy action. 
Conclusions
In exploring the landscape of the Malaysia-Indonesia corridor from four different aspects, this report endeavored to examine incentives and characteristics which lead TKI to use a particular remittance channel, while identifying trends and areas for future research. The following table (Table 4) summarizes the conclusions from each of the four sections.
Table 20 Summary of Conclusions per Section
	SECTION I

Setting the Scene
	· Migration from Asia is increasing and migrants are going to more countries than before.  Migrant flows are increasingly feminized, and the numbers of illegal migrants is increasing.  
· Migration from Indonesia has doubled in recent years to 680,000 in 2006 with the biggest increases being female migration to Saudia Arabia and Malaysia.

· The Malaysia-Indonesia remittance corridor is one of the most important corridors in terms of migration and remittance flows for both Malaysia and Indonesia. The number of migrants in this corridor is increasing, and a higher percentage is women.  Malaysia also has the greatest number of undocumented Indonesian migrants due to proximity. 

·  BI data indicates that twenty percent of total (both formal and informal) estimated worker remittance inflows to Indonesia are captured through formalized flows.  However for the specific corridor between Malaysia and Indonesia, a much smaller percentage than this is flowing through formal channels and informal means of transfer is predominant. 
· The most realistic estimate of total remittances sent from Malaysia to Indonesia in 2006 is $2.73 billion, of which, only 10 percent leaves Malaysia through formal channels according to BI. Nevertheless, BI notes a slightly larger percentage of remittances have been recorded in the formal financial sector in Indonesia than in previous years  

· Moreover, the absolute amount of remittances being transferred from Malaysia to Indonesia through formal channels, as well as the percentage of total remittances being transferred to Indonesia through formal channels, have had a generally decreasing trend since 2002.  Given that the number of migrants in this corridor has been increasing significantly over this period, the corridor is characterized by an increasing trend towards the use of informal channels for remittance transfers.

	SECTION II
The People: Who is Transferring Money and Why
	· Although TKIs migrate primarily for financial reasons, migration itself can be a risky endeavor as they generally must borrow in order to finance their migration. 
· The vast majority of female TKIs work in the informal sector, and the majority of migrant workers in the Malaysia-Indonesia corridor are women.
· Investments in productive enterprises, such as SMEs, is limited by inefficiencies in the migration process (taking on debt to migrate), limited savings mechanisms, and the costs associated with the collection of remittances.

	SECTION III
The Transfer: How is it Happening?
	· The costs and risks of remitting funds facing TKIs are considerable. The cost of remitting funds through formal channels may be high in relation to a TKI’s salary.
· Bank channels make up 90 percent of formal channels, however, bank channels may represent a relatively slim percentage of the total remittance flows. 
· In situations where remitting funds through formal channels is difficult, an unregulated industry has arisen to facilitate remittances. This industry includes account mediators, migration agents or agencies, and informal channels that are part of formal enterprises (money changers), and is a significant feature of the Malaysia-Indonesia corridor.
· Undocumented workers have more incentives to use informal remittance channels.
·  It seems that returned TKIs have a generally clear understanding of the costs and benefits of the different channels of remitting funds, however, there is also evidence which suggests that financial literacy among TKIs is low. 

	SECTION IV

The  Regulations - How Has Government Regulations and Supervision Shaped Remittances?
	· BNM has regulatory control over RSPs. The Malaysian authorities are now amending appropriate legislation which would formalize money changers’ currently informal practice of remitting funds. 
· Bank Indonesia has recently issued new regulatory legislation for remittances which takes significant measures to formalize currently informal RSPs, including: allowing both individuals and corporate entities to legally provide remittance services, adopting a gradual transition from registering to licensing remittance agents. 
· Although authorities on both sides of the Malaysia-Indonesia remittance corridor have taken measures to address AML/CFT requirements for the formal remittance channels, other informal RSPs continue to pose potential money laundering and terrorist financing threats. The challenge of striking a balance between protecting financial integrity and allowing for the flow of remittances faces public policy makers of both countries.


Authorities in Malaysia and Indonesia have made efforts to design policies aimed to maximize the development impact of remittance flows and to protect the integrity of these flows.  However, there are still areas where additional policies could streamline the remittance process.  Following are the main aspects that distinguished this remittance corridor from others analyzed by the World Bank in the past.  These characteristics are framed along four main areas:  

· The significant presence of undocumented workers, 

· The inclusion of new players in the bi-national remittance market, and 

· Access of both remittance senders and recipients to regulated RSPs. 
· Distribution of remittances in rural areas is inefficient

Significant presence of undocumented migrants in Malaysia

Although migration policies are not within the scope of this paper, characteristics of migrant workers, such as their legal status, determine the nature of remittance transfer channels they use.  
Arguably, the corridor between Malaysia and Indonesia is considered by some researchers as the second largest flow of undocumented workers, after the US - Mexico migration corridor.
  Proximity, porosity in the borders and high demand for low skill workers are factors present in both cases promoting illegal movement of people across the borders.  However, similarities are less in terms of migration management, number of workers crossing each year and cultural similarities.  The volume of remittance flows is not comparable, and therefore the attractiveness to the private sector to develop new financial products is lower. 

Documented workers that use counterfeit passports are not able to use formal channels.  It is also important to note that, because of the difficulties linked with counterfeit passports, an undetermined number of TKI may be registered as documented workers (having gone through the proper channels) but are unable to remit funds through formal channels because their documents are indeed fake.  Remittance flows which pass through formal channels from Malaysia to Indonesia (presented in Section I, Figure 3: Remittance Outflows from Malaysia), have been decreasing slightly from 2002 – 2006. However, the flows of documented workers, who would theoretically be able to use formal transfer channels, have been increasing (presented in Section II, Figure 6: Flows of TKI to Malaysia and Saudi Arabia). In particular, the flows of documented women TKI has been increasing since 2003. Given the difficulties linked with counterfeit passports, which effectively make an documented worker “undocumented” when it comes to formal remittance channels, we may hypothesize that the increasing proportion of documented workers who choose to not remit through formal channels are female TKI. 
Table 21. Comparison among BRCA Case Studies

	Corridor
	Degree of formality
	Volume ($)
	Average remittance ($)
	Main mechanism

	 – Mexico
	High
	21 bn
	$367
	Electronic transfer (90 percent)

	Canada – Vietnam
	Low
	N/A
	Temp workers: $200-350 Viet
Kieu: $1,000
	Electronic transfers
Informal channels

	 – Guatemala
	Medium
	3.0 bn
	$280-350
	Electronic transfers
Money Orders

	UK – Nigeria
	Low
	550 mn
	$350-400
	Cash courier

	Germany – Serbia
	Medium
	238 mn
	$380
	Cash courier (60 percent)
Electronic transfers (40 percent)

	Qatar – Nepal
	High
	64.5 mn
	$250-300
	Electronic transfers

	Italy – Albania
	Low
	310 mn
	N/A
	Physical transportation of cash (60 percent)

	South Korea – Mongolia
	Low
	100 mn
	$500
	Cargo company (40 percent)
Banks (25 percent)

MTOs (15 percent)

	Malaysia - Indonesia
	Medium
	1.5 bn
	$115-150
	Electronic Transfers

Cash couriers


Source: World Bank’s BRCA
There are no official records of remittance transfer costs in both Malaysia and Indonesia.  Policy makers from both countries could learn from the Mexican experience about the importance of recording remittance transfer costs. Currently, neither of these countries is conducting such recordings.
  The absence of data on cost limits competition in the market. Indonesia just recently started to record remittance inflows going to each region.  This improvement in data collection could promote the development of local initiatives tailored to regional remittance corridors or ethnic groups within the country.  
In both corridors, authorities have established mechanisms to promote bilateral initiatives to facilitate remittance transfers.
  They also encourage the private sector to develop financial services linked to remittance transfers.  As the case in the corridor between Qatar and Nepal shows
, organized migration presents some opportunities for maximizing the development impact of remittance flows.  Pre-departure programs, already in place in Indonesia, offer the possibility for financial literacy programs in which migrants could begin a banking relationship before leaving to Malaysia.  Opening bank accounts during the departure program could initiate a banking relationship not only based on remittance transfer products, but also insurance and lending products.  In the pre-departure programs that are already in place, financial education is weak – in most cases absent- because it is perceived only as a check list item rather than an opportunity.  Efforts made by the Ministry of Manpower and Transmigration of Indonesia have been limited because of the limited involvement from the banking sector as whole.  

Development of lending instruments for financing the cost of migrating
Remittances flows are affected by the initial cost that migrants incur to leave the country.  No matter how they pay for the placement fee, migrants allocate a large percentage of their initial remittances to repay the amount borrowed.  The need for financing placement fees (and overall migration costs) has been identified by some banks as a business opportunity.  However, collateral and collection are factors limiting the success of lending products.  Banks do not consider the characteristics of TKIs when developing lending instruments to cover the cost of their migration process.  

Inclusion of new market players as RSPs in both Malaysia and Indonesia
Malaysia is considering a regulation that will foster competition and private sector participation, while Indonesia has already issued it.  Malaysian authorities are motivated by the current use of Money changers as money remitters, which are popular among migrants and employers transferring funds on their behalf because of proximity and friendliness.  Most banks will be challenged as main channel for origination of remittance transfers as a result of liberalization forcing them to establish partnerships with individuals who could act as their agents.  How regulators define the rules for market integrity and AML/CFT controls will determine the number of new individuals entering the market.  If the authorities require money changers to incorporate sophisticated monitoring systems, few dealers will be able to enter the market. At the same time authorities will be challenged to prevent the same problems observed in the UK and the  where banks have closing accounts for money remitters in part for their soft level of compliance and the potential reputational risk inherent when servicing them.
  However, it is possible that most banks favor the distribution-agent model, where they sell their network to large international MTOs.  

In order to stimulate improved cost-effective services as well as a more dynamic and efficient remittance sector, Indonesia has introduced the new regulation following the guidance provided by the CPSS/World Bank Principles for International Principles.
  The approach adopted by Indonesia on the implementation of a licensing regime (starting with registration) gives the country a leading role on how to formalize informal operators.  It will permit authorities to evaluate what is the best way to regulate individuals or corporations as MTOs based on how the market responds to a two year period.  This time framework also opens a window to AML/CFT authorities to develop a monitoring system for remittance transfers. 
Access to regulated remittance services
Requirements for identification limit the ability of undocumented TKIs in Malaysia to access regulated RSPs, in particular the banks.  Excluding undocumented migrants from using regulated RSPs has the indirect effect of promoting alternative mechanisms for the transfer of remittances. The problem of counterfeit passports effectively prevents TKI from accessing regulated RSPs. 
Malaysia as a migration destination country has been exploring mechanisms to integrate TKIs into the formal financial sector.  Probing into these efforts is the obligation of employers to open bank accounts for TKIs, which now covers both formal and informal workers.  However, there is limited enforcement of this measure among employers and limitations faced by some TKIs in using these accounts. 
The issue of accessibility is also a consideration in this corridor. Formal transfer channels may not be accessible to TKI, who as we have seen in Section II and III, may have only one day off per month, or, in the case of some informal sector workers, no days off at all. The development of mobile banking may provide a solution for this problem.

The cost of remitting funds through banks is not necessarily competitive.  Although the fee charged to send remittances through bank channels from Malaysia is not particularly high, the fee charged by receiving banks in Indonesia plus the foreign exchange spread may significantly raise the total price. Combined with an impression that remitting through banks is not the quickest or easiest (because of identification requirements) method, non-bank and informal channels may appear more attractive to both documented and undocumented TKI.
The ability of remittance senders and recipients to obtain services offered by RSPs is affected by how AML/CFT regulations are implemented in both counties.  The extended use of counterfeit passports limits the ability of migrants to use formal transfers channels.  In addition, there are other factors that exclude individuals from being able to transfer remittances through formal mechanisms and cash them out.  For the remittance senders, immigration status and gender are at a minimum the two key factors affecting their access to formal RSPs.  For the remittance recipients, proximity and familiarity with banking services are impediments in using the limited formal delivery points.

Indonesia has made an enormous effort to implement AML/CFT standards and kept the momentum in early 2005.  In a short period, the country has built institutional capacity based on coordination among agencies.  This is observed in the new regulation for RSPs issued by Bank Indonesia at the end of 2006.  Malaysia just recently is responding on how to address the use of non-regulated RSPs.  However, the new set of rules will need to find an appropriate level of regulation for those small players that are interested in becoming regulated RSPs.  

Distribution of remittances in rural areas is inefficient.
On the distribution of remittance flows, there is an urgent need to review bank processes in order to make them more efficient, transparent and avoid losing remittance recipient clients.  The study team visited migrant sending communities and interviewed both senders and recipients, and identified problems associated with collection of remittances in most of the cases (See ANNEX II).  The use of account mediators could be explained in most cases by both the inefficiencies in the formal remittance channels, as well as the lack of financial literacy among recipients.  
As in other developing countries that are remittance recipients, the limited banking penetration increases the cost of collecting remittances for TKIs’ beneficiaries.  In addition, banks’ processes to disburse remittances are lengthy, cumbersome and in some cases associated with “small fees” requested by tellers or facilitators.
Policy Recommendations

In recent years, both the Malaysian and Indonesian governments have sought to reform the migrant worker system by issuing new regulations, guidelines, procedures, training programs and services.  Both central banks are in the process of increasing competition in the remittance market by allowing new market players to conduct remittance transfers.  However, there are still some areas where work can be done and coordination between the two countries can be strengthened.  This coordination should aim for a higher degree of formalization which promotes access to financial services and an increase in cross-border flow monitoring. The following recommendations are in line with the CPSS General Principles for International Remittance Services.
Based on the lessons learned by analyzing remittance corridors, formalization can occur in three complementary ways: 

(i) inducing remittance customers to shift their transactions from informal to formal remittance service providers (RSPs), 

(ii) extending formal regulation/supervision to heretofore informal RSPs, 

(iii) and/or integrating the operations of formal and heretofore informal RSPs through mergers, partnerships, agency agreements, or other business arrangements.  

The following policy recommendations are being offered towards these ends: 

1. Inducing remittance customers to shift their transactions from informal to formal remittance service providers (RSPs)
· Both countries need to implement financial literacy programs. 

· Indonesia should review and issue guidelines for the implementation of a financial literacy program at the pre-departure stage.

· Malaysia should promote financial literacy programs to be conducted by formal workers employers and encourage the banks to reach out to workers as well.

· Awareness raising programs need to be conducted for employers of female TKIs.  This program should promote a change in the mindset in order to allow female TKIs greater control over their salaries and access to financial services.

· Both countries need to make arrangements in order to increase the security and reliability of identification of migrant workers by strengthening the reliability of national passports or issuing a new type of identification that both countries and financial institutions recognize. More ID options for TKIs can help them overcome ID obstacles that make the use of formal channels burdensome or inconvenient.

· Encouraging banks and the postal systems to develop financial products tailored to TKIs, giving the remitters incentives to use formal channels.

2. Extending formal regulation/supervision to heretofore informal RSPs

· Regulations enacted in Indonesia last year adopting a registration system for new RSPs require a longer period of observation in order to assess its effectiveness. 

· The new rules that will allow Money changers in Malaysia to act as RSPs should be tailored to their economic and institutional capacity (being smaller market players than banks), otherwise they will lose incentive to become formal channels.

· A gradual approach to implementing an identification/registration regime, eventually turning into a licensing regime, is recommended for Malaysia.

· Additional reporting, specifically from banks, is needed to bring greater transparency to cost structures, and dissemination of this information should be included in both countries’ regulations. 

3. Integrating the operations of formal and heretofore informal RSPs through mergers, partnerships, agency agreements, or other business arrangements. 

· Reaching out to rural communities in Indonesia for the distribution of remittances requires incorporating informal operators into the formal sector.  Account mediators should be part of the formal channel for distribution.  They could be considered “remittance agents”, a new figure under a specially-tailored level of regulation. In the process of regularization, the authority should provide training to these entities in order to enhance their financial capacity and governance. 

· Recruitment agencies for female TKIs could also be part of the transaction process, in particular, for the collection of loans incurred for placement fees.

· MFIs and NGOs in Indonesia could play a role in financing migration for both formal and informal TKIs, in which collateral could be guaranteed by local communities.
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Box 1 Bank Indonesia Five Steps to Estimate Workers Remittances Inflows





Entry





Point of 





Entry





Point of 





TRANSACTION FLOW MAP





 

















$15.00





RM9 commission + RM3 wire fee [Foreign Worker TT] (+ forex + fee by Indonesian bank)





Maybank





RM10 (+ forex + fee by an Indonesian bank)





RM7 (+ forex + fee by an Indonesian bank)





RM10 (+ forex + fee by an Indonesian bank)





RM70





RM60





RM50





RM40





RM30





RM20





3 percent





$6.00





$10.00





$4.00





RM4 (Paper-based Money Order) (+ forex)





RM4 (Bank Draft) (+ forex)





RM5 + RM30 cable fee (+ forex and fee by an Indonesian bank)





$1500





$200





$1000





$500





$100





Pos Malaysia





BSN





Affin Bank





RHB





Public Bank





CIMB Bank





MoneyGram





Western Union





$2500





$2000





9 March 2007





Requirements in relation to correspondent banking, ensuring the respondent institutions are not shell banks
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Anti-Money Laundering and Anti-Terrorism Financing Act 2001 (AMLA)
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“Initially I saved my earnings. When I knew that a friend was going home, I gave her my money to give to my parents. I had met her at my agent’s place. I didn’t know her that well, but I trusted her. She was a Mutaware woman from Beber Village, not far from Barabali. My parents received the money a month late. I rang my family in the village and told them that I had given her RM� 450 and they told me that she had only given them Rp 1,000,000 which she had paid in three installments. They should have received the equivalent of RM 450 which is about Rp 2,250,000.”� 


Susi, 28 years old, Barabali Village, Central Lombok
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Migration to Malaysia was reignited by invigorated agricultural developments.  Malaysia recruited male laborers on a large scale through formal and informal channels. .


Migration costs of domestic helpers were borne by employers, and recruiters gave money to the family left behind as incentives. 





The number of female migrants continued to escalate, reaching a peak during the economic crisis (1997/1998). 


Various destination countries, namely, the Middle East, Singapore, Brunei, Hong Kong and Taiwan.


Migration had become an ‘industry’. The placement of FMW as domestic helpers was considered a profitable business so there was a rapid increase in the number of employment service agencies. 


The government set a target of 1.25 million overseas migrant workers in the fifth Five Year Development Plan, a 150 percent jump in the target outlined in the fourth Five Year Development Plan.  


Departure costs shot up, causing FMW to go into debt. 


Efforts to protect FMW were highlighted because of the increase in cases. 








In 17th century, Java was the largest exporter of slaves to Malacca. They were put to work as manual laborers in the harbor towns. 


Indonesian citizens entered Malaysia to trade rice and coconuts along two different routes: (1) East Java to Sumatra to Semenanjung, Malaysia; (2) Sulawesi to East Kalimantan to Sabah. These routes later became the traditional migration route. 


At the beginning of 20th century, an increasing number of laborers from Java were recruited to work in Malaysia and East Sumatra during the rubber boom. Migration to Malaysia also continued, both through trade and recruitment into the agricultural sector. 





Sending workers overseas became part of the economic development policy. The government set target for overseas migrant workers in the 4th Five Year Development Plan. 


Female migrant outflow, especially as domestic helpers, began to increase significantly and outnumber male migrant. Middle East was the primary destination.  


In line with the jump in the number of female migrants, sponsors began to offer villagers the opportunity to work overseas. 


Prospective migrant workers were made to pay their sponsor Rp200,000 – Rp250,000 and the family who they left behind was no longer given money.
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11. The employer sends endorsed visa approval letter to the Malaysian Mission in Indonesia through MoMT and Recruitment Agency.�
12.The Recruitment agency informs the MoMT and the Indonesian Mission, and forwards the visa approval letter to the Malaysia Mission.Affairs.�
13. Malaysia Mission in Indonesia issues the visa.�
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10. The Consular Office of the Ministry of Foreign Affairs gives an endorsement of approval letter to the employer�
9. The employer seeks an endorsement of approval letter at the Consular Office of the Ministry of Foreign Affairs.�
8. The Immigration Department Malaysia provides the employer a visa approval letter addressed to the Malaysian Mission.�
7. The employer submits a visa application and payment of a deposit, a levy, and work permit charges, to the Immigration Department Malaysia�
6. MoMT and the Recruitment Agency arranges for the worker’s medical examination, submitting the travel documents and medical report to the employer.�
�






1. The employer submits the application to employ foreign workers to the Ministry of Home Affairs.�
2. The Ministry of Home Affairs processes and either rejects or approves the application.�
3. The employer submits a letter of demand to the Ministry of Manpower and Transmigration (MoMT) and informs the Indonesian Mission.�
4. The MoMT and the Recruitment Agency  provide candidates to be selected by the employer.�
5.The employer makes selection and prepares list of selected workers.�
�
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I am an only child and my mother was a widow then. We are the hardest off in the village; it was even a struggle to buy the daily staple food. I dreamt of owning my own house by going to Malaysia. Everyone had a house, while my house was made out of bamboo and had a dirt floor. I firs  went to Malaysia in 1992 and returned in 1998. Just as I had dreamed, I was able to finally build a house on the land that my family owned. I spent approximately Rp 15,000,000 ($1677) on the house. One thing that I feel has changed after working overseas a few times is that nowadays I feel more confident in myself because I have earned a reasonable income. In the past I really was struggling, but now I no longer have to struggle.” 


Sadira, 31 years old, Barabali Village, Central Lombok








� Formal remittance estimates by BI using BI statistics; these statistics have been derived from monthly reporting of Indonesian banks and RSPs rather than BI's estimation in BOP statistics; the latter procedure would have suggested informal flows to be about 70 % (1.9/5.7*100)


� (.24/2.732*100) = approximately 90 percent of informal flows


� annual average transfer fees are based upon the assumption that workers remit twice a year through bank channels


� The Malaysian Ministry of Home Affairs assumes that the 700,000 undocumented workers listed in table are nearly all TKI


� Yearly salary calculated by taking the average monthly salary*12; average monthly salary information provided by Malaysian Ministry of Home Affairs


� Based on work done by Development Prospects Group, World Bank (DECPG) using migrant stocks, source country incomes and destination country incomes. They find that Philippines is the largest remittance outflow for Malaysia, followed by Indonesia. The largest inflow from Malaysia comes to Indonesia, followed by Saudi Arabia. Latest data from BI supports this information as well.   


� Immigration to Malaysia increased substantially in the 1980’s at the time that the government shifted development strategy from import substitution to export oriented industrialization. P. Ramasamy “International Migration and Conflict: Foreign Labor in Malaysia”, International Migration in Southeast Asia Eds. Aris Ananta and Evi Nurvidya Arifin, Institute of Southeast Asian Studies, Singapore 2004


� Bank Indonesia estimate for 2006 [includes both formal and informal flows] is $2.732 billion, and $2.659 billion for 2005


� Sukamdi, Elan Striawan and Abdul Haris, Impact of Remittances on the Indonesian Economy International Migration in Southeast Asia,  Eds. Aris Ananta and Evi Nurvidya Arifin, Institute of Southeast Asian Studies, Singapore 2004. 147-148


� Atlas of Global Development, The World Bank 2007


� World Migration Report 2005, IOM.


� World Migration Report 2005, International Organization for Migration (IOM).


� Ibid


� Ministry of Manpower and Transmigration, 2006 data


� Sukamdi, Elan Striawan and Abdul Haris, Impact of Remittances on the Indonesian Economy International Migration in Southeast Asia,  Eds. Aris Ananta and Evi Nurvidya Arifin, Institute of Southeast Asian Studies, Singapore 2004


� For example between the Philippines and Japan, Myanmar and Thailand, China and Korea . Ibid


� Ibid, pages 147-148


� All dollar amounts are current U.S. dollars.


� ADB 2006, Workers’ Remittance Flows in Southeast Asia 


� Defined as goods or financial instruments transferred by an individual who has been working abroad for at least one year to the residents of the economy in which the worker previously resided, according to IMF Balance of Payments (BoP) Statistics Yearbook 2006..


� According to the definition established by the International Monetary Fund, compensation of employees is differentiated from worker’s remittances on the basis of the work period of the non-resident worker.  If the work-period is less than a year then the wages, salaries and goods that are earned and remitted are classified as compensation of employees. IMF BoP. Total remittances is composed of workers’ remittances, compensation of employees, and migrants transfers.


� Bank Indonesia, Directorate of Economic and Monetary Statistics, estimates $2.659 billion in 2005


� According to a Bank Indonesia official, the most recent study shows that the remittance rate is around 40-50 percent of a worker’s salary. 


� POS is supervised by the Directorate General of Post and Telecommunication.


� Interviews with Bank Indonesia.


� Bank Indonesia, Balance of Payment Statistics, 2004-2006, BOP Summary Chart (August 31, 2007)


� Non-bank financial institutions are: securities, insurance, finance and trust companies. 


� From a total 138 resident banks, 104 report foreign exchange transactions.


� The $1457 translation from Malaysian Ringgit is based on a June 20, 2007 exchange rate 


� This is based on 2006 Malaysian Ministry of Home Affairs data which states that 63 percent of total foreign workers in Malaysia are Indonesian; we estimated that approximately the same proportion of  total BoP remittances paid would be going to Indonesia or $3.59 billion. However, given that there are significant transfers to developed countries (US, UK, Singapore) which are likely to be of much greater amounts, this figure is likely to an overestimate.


� This is a based on Indonesian Ministry of Manpower and Transmigration figures which estimates that approximately 40 percent of TKI are destined for Malaysia; the study group roughly estimated that the same proportion of total remittances would come from Malaysia. However, as the migrant worker salaries are higher in other countries this is also likely to be an overestimate.


� Malaysia Country Profile 2006, Economist Intelligence Unit.


� Migration News, “Southeast Asia,” Vol 14, No. 3, July 2007, <http://migration.ucdavis.edu/MN/comments.php?id=3309_0_3_0>


� Ministry of Home Affairs. Malaysia


� Statistic of foreign workers according to citizenship and sector, Ministry of Home Affairs, Malaysia.


� End of year figures, including foreign expatriates. Bank Negara Malaysia, Annual Report 2006.


� As mentioned above, Bank Negara Malaysia differentiates remittance flows into workers remittances and remunerations of employees when recording remittance flows. Workers remittances are flows that account for MYR5,000 ($1457) or below made by a resident with at least one year of resident.  Remuneration of employees are flows above MYR5,000 ($1457).


� Workers remittances and remuneration outflow by top five countries for years 1997-2007, Bank Negara Malaysia


� We know from data provided by the Malaysian Ministry of Home Affairs that TKI fill many unskilled labor (and therefore lower paid) positions such as domestic servant, construction or plantation worker. We do not have data on the positions occupied by American or Singaporean workers. 


� World Bank Online Country Brief, Indonesia 


� Indonesia Country Profile 2006, Economist Intelligence Unit.


� Information obtained from Bank Indonesia, POS Indonesia, and the Banking Association.


� These estimates are based on the Southeast Asia Workers Remittance ADB, 2006.


� Estimates given in World Bank field interviews.


� For 2006, Income from Oil and Gas (Net) was $6,365 million while workers' remittances (Net) was $4,520 million according to BoP by the BI.


� Economic Report on Indonesia 2006, Bank Indonesia.


� Even with the revision of the 2005 total remittances figures from $1.88 billion to $5.3 billion, total remittances remain less than 2 percent of GDP, significantly below fellow lower-middle income recipient remittance countries in the region such as the Philippines, but above China and Thailand.


� This is the case in West Nusa Tenggara, which received remittances totaling over 300 billion rupiah in 2002, well exceeding the 61 billion rupiah local revenue in 2001. Sukamdi, Elan Striawan and Abdul Haris, 155


� National Agency for the Placement and Protection of Indonesian Overseas Migrant Workers


� General Directorate of PPTKLN.


� According to the definition established by the International Labour Organization (ILO), a worker in the informal economy is one who is not recognized or protected under legal regulatory frameworks.  However, in Malaysia and Indonesia, the term “informal worker” refers not to the status of the employee, but to the status of the employer.  If a worker is employed in a house or by a non-registered business, he or she is considered an informal worker. In this context, informal workers are recognized and may benefit from contracts established within regulatory norms; they are not undocumented or “illegal” workers.  In Malaysia and Indonesia, the term “informal worker” in common usage has become synonymous with “domestic worker” or “domestic helper.” 





� Sukamdi, Elan Striawan and Abdul Haris, “Impact of Remittances on the Indonesian Economy” International Migration in Southeast Asia, Eds. Aris Ananta and Evi Nurvidya Arifin, Institute of Southeast Asian Studies, Singapore 2004


� At the end of June, 2007, both governments met in Surabaya - East Java to review the MoU on the Recruitment and Placement of Indonesian Domestic Workers signed on May 13, 2006.


� Data provided by the Ministry of Home Affairs of Malaysia, 2007.


� Data provided by the Ministry of Home Affairs of Malaysia, 2007.


� An undocumented TKI is someone who travels without a visa, overstays a visa/work permit, or changes jobs without following necessary procedures.  


� See Section X.X. on challenges to bring undocumented workers to the formal sector.


� Indonesia authorities at the Indonesian Embassy and consulates in Malaysia attend an average of 3,000 in which abuses, harassment, overworked, lack of payment, pregnancies, and homesick, are the most common reasons for runaways.


� NGO estimates that 1.2 million undocumented workers are in Malaysia of which 60 percent are Indonesian.  Reasons for remaining undocumented include: 1) cost structure of official migration process is high and 2) lack of protection for documented workers.  


� Interviews with ADBMI.  ADBMI is a NGO working with migrants in Lombok. 


� PT or PJTKI stands for " Perusahaan Jasa Tenaga Kerja Indonesia" is the term used for recruitment companies in Indonesia. PJTKA stands for “Pengerah Jasa Tenaga Asing” is the Indonesian term for recruitment companies in the host countries which partners up with PJTKI. While PJTKI is more focused on the supply side, PJTKA mainly deals with the demand side. One PJTKA usually partners up with several PJTKI. 


� Referring to the 2006 annual report of the Directorate General of Overseas Employment Development under MMT, there were 476 registered PJTKI. MMT issued a compulsory re-registry with a deadline of October 18, 2006. The total number of PJTKI after re-registration is 388 that consist of 370 re-registered agencies and 18 new agencies.


� For example, the Ministry sets requirements for prospective workers to pass basic language and skills tests before leaving the country. 


� Interviews with TKIs in Indonesia and Malaysia, as well as, Malaysian and Indonesian officials. 


� Interviews with migrant workers in Lombok, West Nusa Tenggara, Indonesia.


� In this regard MMT has signed MoU with several foreign and national bank institutions.  


� Recall, as mentioned in the beginning of this section, that in Malaysia and Indonesia the term “informal sector worker” in common usage is closely linked, if not synonymous, to “domestic servant”. In 2006, the informal sector employed 40 percent of TKIs. Of the TKIs that work in the informal sector, women comprise over 90 percent of workers. The source of this data is the General Directorate PPTKLN.


� “Rp” stands for Indonesian rupiah. It is a more common way of referring to the currency than IDR, the official code.


. 


� Cost of motorcycle ranges in between IDR3 million to IDR5 million. A second car cost could start at IDR10 million.


� Interviews with money changers outside bank branches in Lombok and migrant recruitment agencies who also use money changers to remit.


� 22 Commercial Banks, 11 Islamic Banks, 1 DFI (National Savings Bank), 6 Non-Bank Remittance Operators, 1 Pos Malaysia. 


� Interviews with BNM officials, April 2007.


� Efforts are made in Malaysia to promote the use of formal financial services among TKIs working in the informal sector.  Employers of formal workers are required by law to open a bank account to deposit the TKIs salaries.   The Malaysian government is also seeking to implement the same measure in the informal sector as well. Source: Malaysian Labor Law.


� Interview with market player.


� Interviews with market players originally cited the figure of approximately MYR 25 million ($7.3 million) per month.


� In April 2007, CIMB had 383 branches and 929 ATMs, while Maybank had 378 branches and 1,600 ATMs.


� Interviews with Bank Indonesia


� Interviews with market players and former TKIs in Indonesia. September 2006. 


� Focus groups conducted in Java and Lombok, September 2006. 


� Although this is a formal bank channel, it is considered informal remittance transfer because the recipient is not known or recorded. It is unclear how remittances sent through money changers are distributed once they arrive in Indonesia.


� Undocumented workers in Sabah and Serawak (smallest percentage)-1 of three types of undocumented.


� Consultative Group to Assist the Poor (CGAP), 2004. 


� MMT partners with BNI for the opening of saving account during the pre-departure programs. Other private banks have expressed interest in taking part in this program. 


� Consumer financing in Indonesia is mainly targeted to the acquisition of automobiles and motorcycles. These two products could potentially also be targeted at remittance senders. 


� Genesis Analytics. Implementing FATF standards in developing countries and financial inclusion: Findings and guidelines. Draft for discussion. May 2007 (Forthcoming)


� Bank Mandiri


� Indonesia has two types of postal service providers: POS Indonesia and private courier services that are authorized by the Ministry of Telecommunications. POS Indonesia has a network of 4,000 offices, including 206 main offices.  There are 700 authorized couriers in the country that are not considered an extension of the POS network and may be agents of international courier companies, such as TNT and DHL.


� POS Indonesia also participates in the distribution of remittances coming from Brunei, Thailand and the UAE, even though there are no bilateral agreements. 


� Multipurpose letter of identification. 


� Foreign Exchange Administration Department has a power to sanction and remove license of financial institutions or RSPs.  With regards to AML/CFT, sanction can also be brought under AML Act, Section 21 and 22 on Reporting Obligations, as well as section 86 on General Offence.  


� Payment Systems Act, Section 5.


� Exchange Control Act of 1953, Section 10.


� BNM, 2007.


� Information given by BNM as of April 2007. 


� The study team identified money changers transferring remittances.  For example in the Bernama Plaza-Bukit Bintang a minimum transfer will be for US$10,000 where the recipient will receive Rp87 million.  The fee will be included in the FX conversion. 


� BNM, Anti-Money Laundering and Counter Financing of Terrorism (AML/CFT) Sectoral Guidelines 3 for licensed money changers and/or non-bank remittance operators, November 2006.


� Including POS Malaysia.


� Malaysia enacted the Anti-Money Laundering Act (AMLA) in January 2002.  The number of predicated offences was increased to 219 from 31 pieces of legislation. 


� Malaysia took a gradual approach to invoke all or any of the AMLA provisions relating to reporting obligations between 2002-2007. Nowadays, we include licensed gambling outlets, notary public, offshore trading agents, listing sponsors, stock brokers, money lenders, pawnbrokers, registered state agents, trust companies, unit trust management companies, fund managers, non-bank remittance service providers, and non-bank affiliated issuers of debit and credit cards.  


� Based on the exchange rate of June 20, 2007 at 1 USD = 3.4320 MYR.


� Information provided by FIU in BNM.


� The Act of the Republic of Indonesia No. 7 of 1992 concerning Banking (as amended by No 10. of 1998) (Banking Act); the Act of the Republic of Indonesia No. 23 of 1999 concerning Bank Indonesia (Bank Indonesia Act).


� Bank Indonesia Regulation No. 8/28/PBI/2006 regarding Money Transfer Activities 


� Bank Indonesia Regulation No. 8/28/PBI/2006.  Elucidation. 


� This regulation applies only to remittances agents, and not to money transfer operators such as Western Union and MoneyGram. 


� Bank Indonesia Regulation No. 8/28/PBI/2006.  Article 30.


� Bank Indonesia Regulation No. 8/28/PBI/2006.  Articles 3, 5 and 8.


� Indonesia was removed from the NCCT in February 2005. 


� United States Department of State, 2007.


� Law no.15/2002 Concerning the Crime of Money Laundering.  The law identifies 15 predicate offenses related to money laundering.  Amended by Law No.25/2003 in September 2003. 


� The Government Regulation in Lieu of Law of the Republic of Indonesia (Perpu), No. 1 of 2002 on Eradication of Terrorism.


� Bank Indonesia Regulation No. 3/10/PBI/2001.  The regulation requires banks to establish special monitoring units and appoint compliance officers responsible for implementing AML/CFT measures and maintain adequate information systems. 


� Based on the exchange rate of June 20, 2007 at 1 USD = 8940 IDR


� Article 13 of Law 15/2002 and based on the exchange rate of June 20, 2007 at 1 USD = 8940 IDR. 


� Article 15 of Law 15/2002 and based on the exchange rate of June 20, 2007 at 1 USD = 8940 IDR.


� Genesis Analytics. Implementing FATF standards in developing countries and financial inclusion: Findings and guidelines. Draft for discussion. May 2007 (Forthcoming)


� Based on the exchange rate of June 20, 2007 at 1 USD = 8940 IDR


� PPATK Guidelines on the Identification of Suspicious Financial Transactions for Foreign Currency Traders and Money Transfer Service Businesses, 2003.


� Based on the exchange rate of June 20, 2007 at 1 USD = 8940 IDR


� Liow, Joseph (2003), Graeme, Hugo (2002).


� PROFECO in Mexico.  See Hernandez-Coss, R. 2005.


� For example, the U.S. and Mexico established the FedACH under the Partnership for Prosperity, while Malaysia and Indonesia have developed an ATM platform to facilitate cross-border electronic transfers. 


� Hernandez-Coss, R. and Endo, I. 2007. (Forthcoming).


� Khachatryan, A. (Forthcoming)


� Bank Indonesia Regulation No. 8/28/2006.  Elucidation.
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