L

<

Financing the
Sustainable
Development Goals
with Diaspora
Investment

NZ

B

=
4////7'“\\% The Commonwealth







Financing the Sustainable
Development Goals with
Diaspora Investment

Y

I/

Z

SO
7N
The Commonwealth

Wy




Authors
Heidi Tavakoli and Charumathi Raja

© Commonwealth Secretariat 2017

Allrights reserved. This publication may

be reproduced, stored in a retrieval system, or
transmitted in any form or by any means, electronic
or mechanical, including photocopying, recording
or otherwise provided it is used only for educational
purposes and is not for resale, and provided full
acknowledgement is given to the Commonwealth
Secretariat as the original publisher.

Views and opinions expressed in this
publication are the responsibility of the author
and should in no way be attributed to the
institutions to which they are affiliated or to the
Commonwealth Secretariat.

Wherever possible, the Commonwealth Secretariat
uses paper sourced from responsible forests or
from sources that minimise a destructive impact on
the environment.

Printed and published by the
Commonwealth Secretariat.



Contents

Executive Summary

1.

> WD

4.2
4.3
5.
51
5.2
5.3
6.
7.

Introduction

The Importance of Migration in the Commonwealth
Remittances in the Commonwealth

Defining and Measuring Diaspora Investment
Defining diaspora investments

Measuring diaspora investments

Calculating diaspora investment potential: methodology
Commonwealth Diaspora Investment Potential
Diaspora investment potential

Migrant investment potential

Caveats

Policy Options to Advance Diaspora Investment

Conclusion

References and Bibliography

Annex

O o »~ W

10
12
15
15
16
19
23
26
27
30

Contents \iii






Executive Summary \ 1

Executive Summary

The substantive financing gap associated with implementing the
Sustainable Development Goals (SDGs) is compelling countries to
look for alternative sources of finance to achieve their international
commitments. International diasporas have emerged as animportant
community to assist countries to advance their development agenda
and new forms of diaspora investment may go some way to close

the SDG financing gap.

Migration has been one of the key pillars upon which
the association of Commonwealth members has
been built. It has resulted in a large Commonwealth
diaspora across Commonwealth countries, with

the significance of intra-Commonwealth migration
still visible to this day. In 2015, 44 per cent of
migration from Commonwealth countries was to
other Commonwealth countries, equivalent to
approximately 22 million migrants per annum.* At
the same time, remittance flows now dwarf all other
external financial flows to Commonwealth emerging
and developing countries? and were equivalent to
approximately 42 per cent of these flows in 2015.
Even though the volume of these flows varies
greatly across countries, as does the significance
of remittances as a proportion of gross domestic
product (GDP), they remain a key source of external
finance for most Commonwealth countries.

‘Diasporainvestment’, as defined here, is
distinguishable from remittances, and is a financial
transfer that is: (i) sent by members of a diaspora
to their country of origin; i) received by business
enterprises, government organisations or non-
government organisations; and (iii) provides a
financial return (or an item of corresponding value)
to the sender. Scaling up diaspora investment
offers multiple economic and social benefits for
recipient as well as remitter countries.

1 Thisnumberis based on formally recorded
migration flows.

2 Excluding Australia, Canada, Cyprus, Malta, New Zealand,
the UK and Singapore.

Rather than attempting to estimate the total size

of current Commonwealth diaspora investment
—whichis a challenging albeit valuable task — this
paper presents an estimate of the 'diaspora
investment potential' for Commonwealth countries.
It is a measure of the maximum additional finance
that could be leveraged from a country's diaspora
forinvestment purposes, and is equal to the
proportion of income that is allocated to savings
from migrants and their children.

Key findings for Commonwealth diaspora
investment potential:

. We estimate that the baseline diaspora
investment potential for Commonwealth
countries is approximately US$73.2 billion
per annum; this comprises US$47.6 billion
raised from migrants (migrant investment
potential) and US$25.6 billion raised from their
children (first-generation diaspora investment
potential). Together this is equivalent
to approximately 50 per cent of current
remittances to Commonwealth countries per
annum and roughly $30 per annum for each
Commonwealth citizen globally.

. Commonwealth diaspora investment
potential is greatest in absolute terms
for the South Asia region (India, Pakistan,
Bangladesh, SriLanka). The group 'Other
Commonwealth countries’, which includes
advanced economies in the Commonwealth,
and East Asian countries are the next groups
that could potentially leverage large absolute
additional finance from their diaspora, but
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the average levels are much lower than for
South Asian countries. Even so, the pattern
is quite different when comparing to average
proportions of gross national income (GNI).
From this perspective, Latin America and the
Caribbean countries record the highest gains
onaverage.

. For many countries, the diaspora investment
potential is relatively aligned to global trends
for remittances. Yet, some countries that do
not currently record large remittance inflows
recorded large diaspora investment potential,
such as Canada, South Africa and Trinidad
and Tobago.

. Migrant investment potential —which
accounts for the investment potential from
migrants only —appears to be greater for
small states than other Commonwealth
countries when measured by its percentage
of a country's GNI. On average, small states
could raise approximately 4.52 per cent of GNI
per annum from their migrants as compared
to 1.18 per cent of GNI for Commonwealth
non-small states.

. Migrant investment potential appears to
be most significant for middle-income
Commonwealth countries, particularly upper-
middle income, as expressed as a proportion
of GNI.

. Migrant investment potential for one year
is equivalent to more than 10 per cent
of annual total government expenditure
for 15 Commonwealth countries.
Furthermore, it could close over 25 per
cent of annual government deficitin 10
Commonwealth countries.

The simplifying assumptions used in this

analysis should, collectively, provide a balanced
perspective of the potential size of diaspora
investment potential. For instance, the behavioural
assumptions used in the baseline migrant and
first-generation diaspora models tend to be
conservative, thereby acting to reduce the
magnitude of the results presented in this paper.
Furthermore, this analysis only accounts for finance
that could be raised directly from migrants and
diasporas, rather than the investment that could
be facilitated by these groups. Yet, on the other
hand, this analysis implicitly assumes that the total
current level of migrant and diaspora savings could

be reallocated to finance investment opportunities
in Commonwealth countries and it assumes there
are no displacement effects between remittances
and investment; assumptions that act to inflate
the potential capital countries could raise from
their diasporas.

Acknowledging the important role of diaspora
communities in facilitating state development,
national governments are increasingly encouraging
their diasporas to scale up their engagement.
Analysis of the experiences of nine Commonwealth
countries® in encouraging diaspora finance and
investment, illustrates that these governments
have given this agenda more attentionin recent
years. Country action can be separated into five
main institutional and policy areas (Commonwealth
Secretariat 2017). The five core areas of action

are: 1) institutional engagement with diasporas;

2) extending rights and recognising diasporas’
contributions; 3) ensuring an economic enabling
environment and financial incentives; 4) promotion
of investment initiatives; and 5) initiatives to
leverage resources.

Across the five core institutional and policy areas,
countries have focused most strongly on enhancing
ties to their international diaspora communities

by extending political rights and residency status
to their diasporas abroad, while also establishing
institutional frameworks to facilitate diaspora
engagement. Set against this, governments

have given least attention to establishing a wide
range of financial products and initiatives targeted
at diaspora communities to leverage diaspora
investments and donations/philanthropic support.
Given the large diaspora investment potential

that can be raised by Commonwealth countries,
this suggests much more could be done by
governments to establish innovative financial
products and programmes to attract investment
and donations/philanthropic finance from
diaspora communities.

3 Australia, Bangladesh, Fiji, Ghana, India, Jamaica, Kenya,
Nigeria and the UK.



1. Introduction

At the United Nations General Assembly in

2015, the international community agreed on a
demanding set of goals to advance sustainable
development globally. These Sustainable
Development Goals (SDGs) are wide-ranging and
ambitious, and their implementation will require

a significant upscaling of economic, social and
environmental activities across the world. Most
effort, however, will need to be applied to low- and
middle-income countries, which generally have the
furthest distance to travel if they are to achieve the
SDGs by 2030.

These countries face the largest financing gaps
to deliver these improvements. Few studies have
attempted to quantify the comprehensive cost of
delivering the SDGs. This mammoth task requires
analysing advancements across 17 sectoral areas
and 169 targets. Nonetheless, those that have
undertaken such analysis suggest eye-watering
figures. For instance, a paper by the United Nations
Sustainable Development Solutions Network
suggests the achievement of the SDGs requires
additional incremental spending in low- and lower
middle-income countries amounting to at least
US$1.4 trillion per year (Schmidt-Traub 2015).

This is compelling countries to look for alternative
approaches to increase external and domestic
resources to fill this financing gap. The aim of

this paper is to illustrate that attracting additional
finance from a country's diaspora, in the form of
diaspora investment, may be one mechanism to
close part of this financing gap.

One of the main historical pillars of the
Commonwealth has been its role in facilitating
migration within the Commonwealth. This has
resulted in a large Commonwealth diaspora across
Commonwealth countries, with the significance of
intra-Commonwealth migration still visible to this
day. These diasporas have significantly increased
the volume of international financial transfers to
their country of origin in the last 15 yearsin the
form of remittances, and interviews with diaspora
communities suggest that many are willing to
provide much more (Benson et al. 2016; Developing
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Markets Associate 2012; USAID 2014; USAID 2015;
World Bank 2010; World Bank 2013). This provides
an exciting opportunity for the Commonwealth to
play a partin facilitating greater levels of diaspora
finance to support the achievement of the SDGs.

This paper will attempt to quantify the volume of
diaspora investment Commonwealth countries
can potentially leverage from their diaspora, in
addition to what is currently being provided in the
form of remittances. The first section of the paper
examines the historical importance of migration
flows and diaspora in the Commonwealth, followed
by a section illustrating the substantive increase

of remittances in the Commonwealth as a form

of external financial flows to Commonwealth
countries over the last two decades. Section

4 defines the concept of diaspora investment

and outlines the model used to estimate the
financial quantum of diaspora investment that
could be leveraged by Commonwealth countries.
Following this section, the results, disaggregated
by Commonwealth country, are discussed. The
final section summarises actions taken by several
Commonwealth countries aiming to attract this
type of investment and points to potential ways
forward for countries keen to embark on strategies
to encourage greater levels of diaspora investment.
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2. The Importance of Migration
inthe Commonwealth

Since the establishment of the Commonwealth

in 1931, considerable action has been taken by
Commonwealth countries to facilitate intra-
Commonwealth migration. The British Nationality
Act of 1948 granted subjects of the British Empire
the right to live and work in the UK. Commonwealth
citizens, not subject to immigration control, moved
in vast numbers to the UK and over a seven-year
period from 1955 to 1962, approximately half a
million citizens from Commonwealth countries
entered the UK. Even though legislation was passed
to restrict Commonwealth migration to the UK in
1962, during the 1960s and 1970s, approximately
72,000-75,000 people were admitted to the UK
each year (Migration Watch UK 2014). In the second
half of the twentieth century, preferential rules for
migrants from Commonwealth countries were also
employed by other Commonwealth countries, such
as in Australia with the Assisted Passage Scheme
and fast-tracked citizenship rules.

Migration prior to 1931, at the time of the British
Empire, also left a strong footprint on the global
Commonwealth diaspora. Coerced migration
during this period led to large flows of people from
West Africa to the Caribbean, India to East Africa,
and Britain to Australia, among other movements.
Furthermore, policies to embed similarities in
public administration, legal and education systems
have long facilitated strong linkages among

these countries.

This legacy of substantial population movements
among Commonwealth countries is notable
evento this day. In 2015, 44 per cent of migration
from Commonwealth countries was to other
Commonwealth countries (Table 1). Thisis
equivalent to approximately 22 million migrants per
annum and represents a small rise in the absolute
value of intra-Commonwealth migration since 1990
from around 19 million (Figure 1). Therefore, one
would expect to see large Commonwealth diaspora
communities in Commonwealth countries reflecting
both the large historical and recent migration
trends. Even though the importance onintra-
Commonwealth migration has reduced over recent
decades, as the share fell from 63 per centin 1990

to 44 per centin 2015, the enduring prominence
of Commonwealth migration remains to this day,
as it continues to be the most significant recipient-
country grouping for Commonwealth migration.

These migration estimates are based on official
statistics of foreign-born or foreign populations by
the UN Population Division. Although the number
of refugees as reported by the UN Refugee Agency
(UNHCR) was added to country estimates where
possible, most of these figures did not account for
the large levels of informal or unrecorded migration
seenin many countries.

Presenting an accurate picture of the overall

size of intra-Commonwealth migration and
Commonwealth diaspora communities is
important, in so much that it illustrates the size

of the resource pool that can be leveraged for
additional diaspora capital. Commonwealth
migration trends illustrate the historical bias for
migration within the Commonwealth, suggesting
large Commonwealth diasporas have formed in
Commonwealth countries. This implies a potentially
large Commonwealth resource pool, and points

to animportant role for the Commonwealth to
facilitate the advancement of diaspora investment.

Even though there is relatively robust data on formal
international migration, very limited data exists on
the size of international diaspora communities, so
itis almostimpossible to accurately estimate the
size of the global Commonwealth diaspora. Some
international organisations, such as the International
Organization for Migration (IOM), have worked with
individual countries to estimate the size of their
diasporain a particular locality. Other countries have
also initiated independent efforts to understand,
monitor and calculate the size of their diaspora
abroad, through mapping exercises (assessing

both the extent of their global diasporas and their
skillsets); listening exercises;* and databases

on the activities of diaspora organisations. For
instance, in Nigeria, the state-affiliated Nigerian
National Volunteer Service (NNVS) was tasked with
establishing and maintaining an internet database

4 Listening exercises with diaspora focus groups.
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Figure 1 Intra- and extra-Commonwealth migration (millions), 1990-2015
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non-Commonwealth Organisation for Economic Co-operation and Development (OECD) countries

Table 1 Intra- and extra-Commonwealth migration (as a percentage), 1990-2015

Years CW-GCC — OECD* CW-USA CW -others
______
1995 14.3% 5.9% 11.7% 56.1% 11.9%
‘2000 163%  67%  143%  542%  85%
2005 19.3% 8.2% 14.6% 51.2% 6.7%
2010 262%  83%  134%  461%  60%
2015 28.8% 7.7% 13.2% 44.2% 6.0%

Source: UNDESA, Population Division
Notes: CW stands for Commonwealth; GCC stands for Gulf Cooperation Council (GCC) countries; and * means non-
Commonwealth OECD countries

identification of diaspora, which relies heavily on the
degree of interest/engagement of those targeted.

of the stock and skillsets of Nigerians abroad to
foster closer linkages between state institutions

and diaspora communities. Meanwhile, in India,

the High Level Committee on the Indian Diaspora
initiated a stocktake of non-resident Indians (NRIs)
and persons of Indian origin (PIOs) (Commonwealth
Secretariat 2017). Yet, these exercises are
particularly complex and time consuming and
current methods are largely reliant on the self-

Therefore, there are no systematic cross-country
datasets on the size of diaspora communities in the
Commonwealth, with this information only being
gathered on a case-by-case basis.®

5  This affects the ability to accurately measure
investment potential from diaspora communities.
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3. Remittancesinthe
Commonwealth

Despite challenges in compiling a reliable
estimate of international diaspora communities in
Commonwealth countries, these individuals have
emerged as a significant source of funding for
Commonwealth countries in recent years.

Remittance flows now dwarf all other external
financial flows to Commonwealth emerging

and developing countries,® and were equivalent
to approximately 42 per cent of these flows in
2015. As such, they have become a key source
of finance for economic and social development
inthese countries (Figure 2). The absolute size
of remittances has grown tremendously over the

6 Excluding Australia, Canada, Cyprus, Malta, New
Zealand, the UK and Singapore.

last 15 years, rising from US$22 billion per annum

in 2000 to US$147 billion per annumin 2015
among Commonwealth emerging and developing
countries. Remittances are now the largest external
finance flow to this group of countries, exceeding
foreign direct investment, portfolio equity, external
debt and official development assistance (ODA).

Nevertheless, the volume of these flows varies
greatly across countries, as does the significance
of remittances as a proportion of GDP, which

is most pronounced for small states. Several
Commonwealth countries are some of the
biggest receivers of remittances worldwide. For
instance, India received the largest quantum of
remittances globally in 2015, and Nigeria, Pakistan

Figure 2 External finance flows to Commonwealth developing

countries (billions), 2000-15
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M Portfolio equity, net flows
["] Foreign direct investment, net inflows (BoP)

Source: World Development Indicators, World Bank 2017a

2010 2015

M External debt, net flows
M Personal remittances, received

Note: Excluding Australia, Canada, Cyprus, Malta, New Zealand, Singapore, UK
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Figure 3 Top five remittance-sending countries in the Commonwealth (2015)
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Figure 4 Top five remittance-receiving countries in the Commonwealth (2015)
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Figure 5 Most remittance-dependent countries in the Commonwealth (2015)
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and Bangladesh were also included in the top- proportion of GNI). This is the case for Lesotho,
eight worldwide remittance-receiving countries. Samoa and Jamaica, where remittances were
At the same time, many Commonwealth small equivalent to about 17-18 per cent of GNIin 2015
states receive much lower absolute amounts of (Figure 5). The Commonwealth also includes a
remittances, but they appear to be particularly number of large remittance-sending countries,

dependent on these flows (measured as a such as the UK and Australia.
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4. Defining and Measuring
Diaspora Investment

4.1 Defining diaspora investments

This paper lays out a conceptual framework for
defining and estimating diaspora investment.

‘Diasporainvestment'is defined as financial
transfers that:

are sent by members of a diaspora —that is,
people living outside their, or their ancestors’,
country of origin —to their country of origin;

i are received by business enterprises,
government organisations or non-government
organisations —that is, economic units other
than households in the receiving country; and

iii.  provide afinancial return (or anitem of
corresponding value) to the sender. This
excludes charitable and philanthropic
donations, as well as returns that are not
received by the sender (such as those
transferred to family members or friends).”

There is no standard definition of diaspora
investment used by international policy-makers.
However, US Agency for International Development
(USAID) and Inter-American Development Bank
(IDB) policy documents refer to diaspora direct
investment (DDI) which — according to IDB -
refers to direct investments from companies
connected to diasporas in productive activities

in the home country (Rodriguez-Montemayor
2012). Both institutions infer a broad definition of
diaspora investment which incorporates the idea
of transnational networks and the influence of the
component parts, such as social capital, brain gain
and return migration (Debass and Ardovino 2009).

Diaspora investment, as defined here, provides
amore restricted definition and focuses on
investment that is financed by diasporas, excluding
that which is facilitated by them. This definition
excludes estimates of investments that have been
assisted by diasporas using their management
experience and technical know-how. For instance,
to support viable business opportunities in their
country of origin or to persuade companies to invest

7 This definitionis drawn from work by Gelb 2016.

in their homeland. As there is growing evidence to
illustrate that diasporas have played an important
role in facilitating investments in their country of
origin (ibid), the results presented in this paper may
well provide an underestimation of the quantum of
investment associated with diaspora communities.

Despite this more restrictive definition, scaling up
diaspora investment offers multiple benefits for
recipient countries, such as: (1) providing additional
resources to finance development; (2) expanding
capital markets; (3) enabling access to less costly
credit (Suhas et al. 2007);8 (4) encouraging greater
non-diaspora investor confidence and investment
(Debass and Ardovino 2009); and (5) providing a
more reliable resource flow that is not solely driven
by the rate of financial return, particularly in the face
of growing global uncertainty (e.g. Brexit, oil price
rises) (Sirkeciet al. 2012). It also offers considerable
additional benefits for advanced remittance-
sending countries, many of which are facing
conflicting pressures to moderate ODA, while at the
same time striving to foster peace and international
development as a means to address threats from
terrorism and instability. This has led international
agencies and government administrations to

look to ways to encourage diaspora investments,
particularly in emerging and developing countries.

Within the Commonwealth, many member states
would benefit from scaling up diaspora investment,
as it could provide a significant injection of financial
resources to advance economic development and
strengthen their national strategies to achieve

the SDGs.

4.2 Measuring diaspora
investments

Though diaspora investment can potentially deliver
significant benefits, compiling an accurate picture of
the volume of diaspora investment is challenging.
Cross-country compilations and publications of
cross-border capital flows, such as foreign direct

8  Bymeans of 'patriotic discounts' for government bonds
or securitising assets/remittances to achieve investment
grade ratings.



investment or portfolio flows, do not provide
detailed information on the nationality or heritage
of the sender. This makes it difficult to distinguish
between diaspora investments and investments
made by non-diaspora investors, therefore making
it hard to measure investment from diaspora
communities. Furthermore, even if this information
was collated, the diaspora contribution itself

may not be easily quantifiable. For example, the
investment may be jointly undertaken with a non-
diaspora investor or international diaspora may use
financial vehicles that are non-diaspora specific
(such as the purchase of an ordinary government
bond). Diasporas may also primarily be the catalyst/
promoter of the investment rather than the main
investor themselves (Gelb 2016).

Limited data on the use of remittances also

makes it difficult to determine how much of these
resources are targeted towards the purpose of
diaspora investment. The World Bank is the most
authoritative source on the size of remittance flows:
it collates data on formal flows from countries based
on their balance of payment account and publishes
this in its Migration and Remittances Factbook (World
Bank 2016). This data has been widely usedin
international policy dialogue and remains the most
reliable data available on this flow (despite criticism
regarding the comprehensiveness of the data®).

Distinct from data on the size of remittance flows
is data on the use of these flows —and for this
there have been few studies. Those that do exist,
suggest that most remittances are used for the
immediate consumption needs of individuals/
households other than the remitter. A recent
study by the International Fund for Agricultural
Development (IFAD) records that 75 per cent of
remittance transfers are spent on the immediate
needs of others, for items such as food, clothing,
cooking, electronic equipment and bill payments.
The remaining 25 per cent of remittances are
dedicated to what it classifies as 'building more
secure and independent futures'. This includes
human capital investments for individuals other
than the sender, such as spending on nutrition,
education and healthcare, as well as investments
inassets and income-generating activities (IFAD
2017). The latter use of remittances —investments

9  Forinstance, the datain the Migration and Remittances
Factbook excludes informal flows, which are known to
be sizeable amounts of total global remittances, while
for some countries data on formal channels such as
money transfer operators, post offices or mobile money
transfers are not included.

Defining and Measuring Diaspora Investment \ 9

in assets and income-generating activities —is more
akin to the concept of diaspora investment, but it

is unclear what proportion of total remittances this
makes up and whether the returns are received by
the remitter or other family/friends. If the returns
are received by friends and family, the finance would
not be classified as diaspora investment according
to the definition posited in this paper.

Given the challenges raised above, it is unsurprising
that there is no systematic compilation and
publication of diaspora investment globally.

The purpose of this paper is not to present an
estimate of the total size of current Commonwealth
diaspora investment —which would be a valuable
but challenging task given the caveats discussed
above —but rather to present an estimate of the
‘investment potential’ for diaspora investment in
Commonwealth countries, herein referred to as
diaspora investment potential’.

In this paper, diaspora investment potential is a
measure of the maximum additional finance that
could be leveraged from a country's diaspora for
investment purposes. According to the estimates
presented, diaspora investment potential is equal
to the proportion of a migrant and her/his children's
(i.e. first-generation diaspora's) income that is
allocated to savings. Itis therefore assumed to

be the residual income of the individual migrant/
first-generation diaspora that is not spent on
consumption, taxes, remittances, philanthropic
activities or other financial obligations (Figure 6).

In accordance with the methodology from the
World Bank's publications on this topic (i.e. De et

al. 2014, as well as Ratha and Mohapatra 2011) we
assume that migrant/first-generation diaspora
savings, and as such diaspora investment potential,
are additional to remittances. This assumes there
are no displacement effects between remittances
and investment, therefore if migrants and diasporas
allocate more of theirincome to investmentin
their country of origin, they will not do so at the
expense of reducing the amount of remittances
they transfer. Even though the IFAD analysis
supports this position, as it suggests diaspora
investment may be only a small proportion of
current remittance flows, this is an ambitious
assumption and thereis limited evidence to test its
validity. Nevertheless, as discussed in the results
section, the conservative assumptions applied in
the models used in this paper may well offset the
effects of this ambitious assumption on the results.



Figure 6 Diasporainvestment potential

Direct &
indirect taxes
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Diaspora investment potential is made up

of migrant investment potential (where
Commonwealth migrants are defined as individuals
who have left their Commonwealth country of
origin and now reside elsewhere in the world) and
first-generation diaspora investment potential
(where first-generation diasporas are defined as the
children of Commmonwealth migrants whose parents
still live outside their country of birth). Country of
originis defined as a migrant's country of birth.

Most perception studies on diaspora investors

have focused on migrants'interest to invest in their
country of origin. These studies have regularly shown
alarge untapped demand for diaspora investment, as
migrants are able and willing to invest more than they
currently do (Benson et al. 2016; Developing Markets
Associate 2012; USAID 2014; USAID 2015; World
Bank 2010; World Bank 2013). There s less research
on the interests of first-generation diaspora to invest
in their parents' country of origin; however, anecdotal
evidence and qualitative analysis suggest future
generations may also be interested in making such
investments (Nielson and Riddle 2007). As such, we
illustrate estimates of the investment potential for
first-generation diaspora, as well as for the migrants
themselves. The next section outlines the model
used to calculate the investment potential from
Commonwealth migrants living abroad and from their
children.

—  Savings

Financial
obligations
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— Consumption

Measures the ‘diaspora
— investment potential’
to investin country of origin

— Remittances

— Philantrophy

4.3 Calculating diaspora
investment potential:
methodology

The estimates from these models cover the
diaspora investment potential for Commonwealth
countries based on their global stock of

migrants (i.e. migrants living and working in

both Commonwealth and non-Commonwealth
countries). The models are static in the sense that
they estimate the annual diaspora investment
potential per country based on data on the current
number of migrant workers living across the world.

The economic modelling of diaspora investment
potential builds largely on the model proposed by
De et al. (2014) and Ratha and Mohapatra (2011)
(herein referred to as the "World Bank model').

At the time of writing this paper, the World Bank
model provided the most comprehensive approach
to calculate savings that could be raised from

global diasporas. To strengthen the estimation of
Commonwealth diaspora investment potential,
this analysis applies three main modifications to
the World Bank model. First, additional economic
factors related to labour force participation and
employment were used in the calculation of

worker stocks, reflecting the behaviour of migrants
working abroad. Second, this model estimates the
potential investment that could be raised from first-
generation diasporas. Third, alterative assumptions
were used for factors such as average migrant
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Figure 7 Economic modelling of diaspora investment potential
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and diaspora incomes and saving rates, along with
updated data sources for several components of
the model.

Figure 7 outlines the steps taken to estimate
diaspora investment potential for each
Commonwealth country.

Before outlining the steps of the model used in this
paper, the World Bank modelis summarised below.
Like the model applied here, the World Bank model,
assumes total migrant savings: is the residual of all
other migrant spending; is additional to remittances;
and is the maximum amount that can be transferred
by migrants to be saved or invested in their country
of origin. Migrant savings are based on the total stock
of working-age migrants from each origin country
living in a host country. The income per migrantis
determined by their education level and a wage-
adjustment rate for migrants in a particular host
country. A 20 per cent savings rate is applied to the
income of each migrant, to estimate the total level of
savings that a migrant community could raise.

The next section of this paper outlines in more
depth the steps followed to estimate diaspora
investment potential in this paper, illustrating where
and how assumptions, variables and data sources
deviate from the World Bank model.

Step 1: Calculating total migrant workers

The stock of migrant workers from each origin
countryi(i.e. "W'5554) is estimated from the bilateral
stocks of migrants from the origin country living in
the host country j, with these stocks disaggregated
by gender s (i.e. M), By disaggregating worker
stocks by gender, this model can provide a more
accurate estimate of some of the subsequent
variables used than the World Bank model, as
gender-specific data is applied. In addition, more
recent migrant data is utilised in this model.

The bilateral stocks of migrants are adjusted by
parameters containedin s 1o reflect the stock
of migrants who are likely to be of working age,
part of the labour force and employed. Like the
World Bank model, we assume that the share of
working-age migrants is similar to that observed
among the migrant stocks in host countries. The
World Bank model does not, however, account
for the proportion of working-age migrants

who are employed in each host country, thereby
overestimating the saving potential from migrants.
To account for this, we assume that labour force
participation and unemployment rates can be
proxied by patterns seen among foreign-born
individuals living in OECD countries that are in
the same income-classification category as their
country of residence.'®

WS = Mija l_[ K

Where: § = origin, j = host; s = {males, females };

share of working-age population if z=1
K- labour force participation rate if z=2

emplovment rate if z=3.

Step 2: Calculating total migrant income

The average income earned per migrant worker,
(i.e. ¥/W55) is estimated from the gross national
income per capita (GNIPC) of the host country,
(i.e. GNIPCS) whichis adjusted for variations in
expected migrant incomes in the host country
relative to that earned by natives. This adjustment
factor™ih varies as follows: a) il = 1 for high-
skilled migrants in all countries (i.e. high-skilled

10  Inour sample of bilateral migrant flows, each of our 51
Commonwealth countries have migrantslivinginan
average of 49 host countries. For each Commonwealth

country of origin, this ranges from 17 host countries to 126.



Commonwealth migrants receive the same GNIPC
as high-skilled natives in each host country);

b) "% = 0.30 for low-skilled migrants in OECD
countries; ¢) "il= 0.2 for low-skilled migrants in
Gulf Cooperation Council countries; and d) @jh -
0.5 for low-skilled migrants in all other countries.
This model applies the same income adjustment
estimates as the World Bank model. This is because
there continues to be an absence of cross-country
data on migrant income levels in different countries.
The World Bank model assumes that highly-skilled
migrants can earn similar levels to natives and they
therefore earn a similar average GNIPC in the host
country, but unskilled migrants will earn substantially
less than the average GNIPC. This reductionis even
greater in Gulf countries, where the average GNlis
high and there is large income inequality.

In addition, whether a migrant worker qualifies as
high- or low-skilled, i.e. his proxied by the ratio of
tertiarv-educated migrants from origin country,
(ie. h).

E ik

{ili_'_',h-r-killwl. lowe-skilled }

Y/ WS,

Where h

The migrantincome of the country of origin,

(i.e. Y1), is estimated as the sum of migrant income
from all host countries. In each host country,
migrant income is calculated as the product of
migrant worker stock and the average income
earned per migrant worker.

126G

V=Y [Zn's}_“ < Y/WS,; (3)

1=l

Step 3: Calculating total migrant savings

Migrant savings for an origin country are calculated
as the sum of savings from migrants from that
country living in all host countries. Within each host
country, savings are the product of migrant income
(i.e. Y4 ) multiplied by an estimated household
savings rate (i.e. Fijv). The World Bank paper
applies a savings rate of 20 per cent; however, this
paper utilised the most comprehensive current
cross-country data on household savings to
provide a more nuanced estimation of savings
rates per migrant community. Here, household
savings rates were approximated using the ratio of
household savings to household gross disposable
income, using data recorded as per the 1993
System of National Accounts. A ten-year average

< i * GNIPC, (2)
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over the period 2005 to 2014 was calculated for the
sample of 60 countries and the average household
savings rate for each income group was used. In
this model, three different values of savings rates
were applied to illustrate the sensitivity of the model
to this assumption: i) savings rates varying by host
country; ii) savings rates varying by origin country;
andiii) a uniform rate of 0.2 —this was an estimated
savings rate for developing countries in 2009 used
in the World Bank analysis. In the baseline model for
migrants, the savings rate was held fixed at the rate
observed among countries of the same income
classification as the host country.

Where: v

Step 4: Calculating first-generation
diaspora worker stocks, incomes and
savings

Following from the baseline model for migrants,
an additional model was also estimated for first-
generation diaspora — defined as the children
born to migrants who have settled abroad. This
analysis was not attempted in the World Bank
model. As discussed above, this estimation s
included because anecdotal evidence suggests
that migrants’ children, in addition to migrants
themselves, feel an affiliation to their parents'
country of origin and are contributing — or are willing
to contribute —financially to their parents’ country
of origin.

The difference between models used for migrants
and first-generation diaspora arises at the stage of
calculating worker stocks. Additional parameters
were applied to calculate first-generation diaspora
stocks, (i.e. "W 54 Inthis case, migrants

who return to their country of origin or migrate
elsewhere, i.e. """, were excluded from the bilateral
stock of migrants, and estimates of the number

of children that the migrants remaining abroad are
likely to have (as proxied by the fertility rate, i.e. “##)
were calculated. Similar to the model for migrants,
first-generation diaspora stocks were adjusted to
reflect those who are likely to be part of the labour
force and employed, i.e. using parameters in *;

In this instance, however, first-generation diasporas
are assumed to be largely similar to native-born



workers, and hence display the same labour force
participation and employment rates as observed
among native-born workers in the host country. We
assume all first-generation diaspora are of working-
age, as the model looks ahead to when all the
children born to these migrants will be of working-
age. The same savings rate scenarios in the
migrant’'s model were applied. In the results section
of this paper, there is a more detailed discussion of
the data caveats related to household saving rates
for migrants and diaspora communities. Evenif one
assumes that savings rates for first-generation
diaspora would be lower than that for migrants,
there is limited evidence to support this, therefore
the same simplifying savings assumptions have
been applied in both models.

LGW Si; = ojuBijur Mijs [ [ Kj= (5)

Where: o rate of return migration, 5 = fertility rate.

Due to limited socio-economic data on diaspora
households, three main scenarios were modelled
to test the sensitivity of our estimates of
first-generation diaspora stocks, incomes and
savings. First, different values were used for the
proportion of migrants who are likely to leave their
host countries, i.e. "#*. Three values were used:

i) the ratio of outflows to inflows of foreign-born
populationin OECD countries (2010-14), estimated
to be 39.33 per cent (this is used in the baseline
model for first-generation diasporas); ii) an upper-
bound estimate for return migration of 50 per
cent; andiii) a lower-bound estimate of 20 per cent
(based on anecdotal estimates of the percentage
of immigrants who leave within five years after their
arrivalin OECD countries (Dumont and Spielvogel
2008). Second, higher- and lower-wage adjustment
factors were applied for first-generation diasporas.
This scenario tests the sensitivity of the model's
estimates to the children of migrants having better
or worse labour market prospects compared to
their parents. Given the lack of documentation

of the differences in opportunities available for
migrant, native-born and mixed households in
both advanced and developing countries, the wage
adjustment factor used in the migrant model was
appliedin the baseline model for first-generation
diasporas. Lastly, different fertility rates were

used in the model to estimate the number of
first-generation diaspora stock. Considering the
limited information on the size and composition of
migrant households in different socio-economic
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contexts, estimates were based on whether the
family structures reflect the characteristics of the
host country or origin country, and whether males
and females bore children. In the baseline model
for first-generation diasporas, women migrants
were assumed to have children according to the
fertility rate in their host countries. See Table

A1 for a more detailed discussion of the list of
variables, assumptions and data sources used for
this analysis.
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5. Commonwealth Diaspora
Investment Potential

This section focuses on estimates of the potential
additional resources that can be leveraged by
Commonwealth countries in the form of diaspora
investments.

As discussed above, diaspora investment potential
is based on estimates of migrant savings and
first-generation diaspora savings. The estimates
presented are based on a number of assumptions
about migrant and diaspora characteristics and
behaviour, so should be treated as approximations.
Data and assumption caveats are presented at the
end of the results section.

We estimate that the baseline diaspora investment
potential for Commonwealth countries is
approximately US$73.2 billion per annum; this
comprises US$47.6 billion from migrants and
US$25.6 billion from first-generation diasporas.
Together, this is equivalent to approximately 50

per cent of total remittances to Commonwealth
countries per annum, which stands at US$147
billion (2015), and roughly US$30 dollars per annum
for each Commonwealth citizen globally.

The baseline results for the migrant savings
and first-generation savings disaggregated by
country are included in the annex —in Table A2
(migrant savings) and Table A3 (first-generation
diaspora savings).

5.1 Diaspora investment potential

Figure 8 shows the baseline diaspora investment
potential for each Commonwealth country,
illustrated in logarithmic scale. Given the wide
range of countries in the Commonwealth and

the widely varying levels of estimated diaspora
savings, alogarithmic scale was used to graphically
depict these values, which span several orders

of magnitude.

Commonwealth diaspora investment potential is
greatest for the South Asia region (India, Pakistan,
Bangladesh, SriLanka). The amounts of additional
resources far exceed those that could be raised
by other Commonwealth countries (at an average

of US$10 billion per country). The category

'‘Other Commonwealth countries’, which includes
advanced economies in the Commonwealth,

and East Asian countries, are the next groups

that could potentially leverage large absolute
additional finance from their diaspora. Yet, the
performance within both these groups varies
considerably, with Malaysia, Canada and the UK
recording large diaspora investment potential, while
Brunei Darussalam and Malta illustrate low levels

of diasporainvestment potential. As such, the
financial resources raised by East Asia and Other
Commonwealth countries is much lower on average
(at US$1.7 billion and US$1.4 billion, respectively)
than for a Commonwealth South Asian country.

Despite large variations between countries,
relatively similar amounts of additional resources
can be raised on average across Latin America and
Caribbean and African countries, with much less
being raised in absolute terms by Pacific countries
(excluding Australia and New Zealand).

The pattern is quite different when comparing to
average proportions of GNI. From this perspective,
Latin America and Caribbean countries record the
highest gains on average (with diaspora investment
potential equating to an additional 12.2 per cent of
GNI on average per country per annum), followed
by the Pacific region and South Asia (recording

8.2 per cent and 3.6 per cent respectively). As
indicated ahead, this suggests small countries
have much more to gain on a GNI per capita basis
than some of the larger Commonwealth countries.
Yet if displacement effects between remittances
and diaspora investment exist, countries that are
already heavily reliant on remittances may find any
substantial gains from diaspora investment being
matched by reductions in remittances.

For many individual countries, the diaspora
investment potential is relatively aligned to

global trends for remittances. For instance,
Commonwealth countries in South Asia are some
of the biggest global remittance receivers, (i.e.
India, Pakistan and Bangladesh), therefore we
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Figure 8 Commonwealth diaspora investment potential (current USD millions)
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would expect that these countries could also
raise considerable diaspora investment from their
diaspora abroad. Similarly, other countries that also
receive large absolute volumes of remittances —
such as Nigeria and the UK - show large diaspora
investment potential. These results are primarily
driven by the larger migrant and worker stocks
recorded from these countries. For instance,

the largest Commonwealth migrant stocks are
recorded for India, Bangladesh, Pakistan, the UK,
Malaysia, Sri Lanka and Canada (in this order).

At the same time, there are several countries that
currently do not record large remittance inflows,
according to global remittances data, but have
high diaspora investment potential. Such countries
include Canada, South Africa, and Trinidad and
Tobago. This resultis capturing the relative high
migrant stocks from these countries, as well as
other factors that positively influence diaspora
investment potential in our model (such as

higher education levels, higher wage rates in host
countries, low employment rates and high fertility
rates for first-generation diaspora).

For Canada, the relatively large bilateral migrant
stocks and large presence of these migrants in
high-income countries explains the large diaspora
investment potential. While for South Africa,
migrants are on average more highly skilled than
those from many African countries and combined
with a solid migrant stock, the country records large
diaspora investment potential. The gap between
remittances and diaspora investment potential may
also be explained by the economic performance

of the country. For instance, one would expect

that there is less behavioural pressure on migrants
from high-income countries, such as Canada and
Trinidad and Tobago, to remit money back home
for the immediate needs of others. Together this
explains why some countries record large diaspora
investment potential, while receiving relatively low
levels of global remittances. It would be useful to
further investigate why these anomalies exist,
because this analysis suggests that the unexploited
potential to raise resources from a country's
diaspora is much greater for these countries than
for others.

5.2 Migrant investment potential

Figure 9 and Table 3 present a deeper dive on the
part of the investment potential that is made up of
the Commonwealth migrant investment potential.
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This has been selected because the larger sample
size used in the estimation of migrant rather than
first-generation diaspora stocks and incomes?!
allows for a more accurate estimate of potential
savings for migrants.

Migrant investment potential appears to be
greater for small states than other Commonwealth
countries, when measured by such investment's
percentage of a country's GNI. According to this
classification, countries in Latin America and the
Caribbean, and those in the Pacific, rank much
higher than those in other regions, due to the fact
that these regions in the Commonwealth consist
primarily of small states. Small states that observe
the highest migrant investment potential are:
Guyana, Tonga, Samoa and Dominica. On average,
small states could raise an additional 4.52 per cent
of GNI per annum from migrants, as compared

to 1.18 per cent of GNI for Commonwealth non-
small states.

When observing trends across income
classifications, estimates suggest that migrant
investment potential appears to be most significant
for middle-income countries, particularly upper-
middle income countries, as expressed as a
proportion of GNI. For high-income countries in

the Commonwealth, the significance of this flow

is comparatively small as a fraction of GNI, even
though outward migration is likely to be mostly
high-skilled and to other advanced countries with
high-earning potential. A similar result is observed
for low-income countries, but in this case the
modest results are because of the lower volumes of
(recorded) outward migrants and their lower earning
potential. Nevertheless, given the socio-economic
challenges many low-income countries face, the
marginal benefit of additional resources that can

be mobilised is likely to be large, even if absolute
fractions appear relatively small.

Therefore, the migrant investment potential
seems most significant for the 31 middle-income
countries in the Commonwealth. These countries,
which are likely to be phasing out their dependence
on concessional flows, are also those actively

11 Primarily because the model excludes children
from migrants who have returned to their country
of origin and because gaps in the fertility data will
have led to the underestimation of diaspora stock
results.
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Figure 9 Commonwealth migrant investment potential (as a % of GNI)
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focusing on raising capital from additional sources
and for whom targeting diaspora investment could
be a desired policy action.

The investment potential that can be leveraged
from migrants and first-generation diaspora is
considerable for many countries. To make the
comparison more meaningful for government
officials, in Table 3 we compare the investment
potential for migrants to the average annual
government deficit and current levels of public
expenditure.'? While there may be under-reporting
of figures and other data issues associated with the
compilation of information on public expenditure,

it is clear that the additional financial resource

that could be raised from migrants is considerable
when compared to the total annual government
spending for many countries. For instance, for 15
Commonwealth countries, migrant investment
potential for one year is equivalent to more than 10
per cent of annual total government expenditure.
Though these 15 countries are predominately small
states and results are higher in these countries than
for non-small states, the significance of diaspora
investment holds even for some of the larger
Commonwealth developing countries such as
Bangladesh, Ghana, Mozambique, Sierra Leone, Sri
Lanka and Pakistan.

Total migrant investment potential is also compared
with a five-year average of the government deficit
for Commonwealth countries. For 10 countries,
investment raised from their migrant communities
could close more than 25 per cent of their annual
government deficit. As with the comparator to
government expenditure, the countries that fair

the best according to this measurement are small
states. By comparison, for South Asian countries
thatillustrate the highest diaspora investment
potential, such as India, Pakistan and Sri Lanka, their
large government deficits mean that less than 1 per
cent of this would be covered by additional finance
from migrants.

Estimates of the additional investment potential
that could be raised from first-generation diasporas
are shownin Figure 9, with absolute values
presentedin Table 3 and annex Table A3. Across
the board, estimates of the investment potential

of first-generation diaspora are lower than that

of migrants. This is primarily because the model

12 These calculations are based on investment potential
for migrants only and exclude estimates for first-
generation diaspora.
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excludes children from migrants who have returned
to their country of origin and because gaps in the
fertility data will have underestimated the diaspora
stock results. Together, this has created a relatively
low first-generation diaspora stock from which the
investment potential was calculated. Therefore,
the baseline model suggests US$25.6 billion could
be raised from first-generation diasporas. Our
sensitivity analysis suggests that the modelis most
sensitive to changes in the fertility assumptions.
For instance, if we assume both men and women
migrants (rather than just women) have children
according to the host fertility rates, the first-
generation diaspora investment potential rises to
US$64.4 billion. Changes to the return migration
rates and income adjustment rates have much
lower effects on the level of capital that could be
raised from diaspora communities, with the income
adjustments illustrating the smallest impact.

5.3 Caveats

Simplifying assumptions were applied in our migrant
and first-generation diaspora models because of
the limited availability of reliable data for several
factors used. The sensitivity analysis for the first-
generation diaspora model, as well as the multiple
household savings rates used to calculate both
migrant and first-generation savings, illustrate the
implications of these assumptions.

One example relates to the assumptions made
about household savings rates. It is difficult to
accurately quantify the nature of household savings
behaviour, especially across multiple different
countries, because of the lack of household-level
data on consumption and savings decisions.
Various studies have also attempted to estimate
household-level savings rates, though these
remain specific to their country context (Oxford
Economics 2014; Chen 2017; Nabar 2011). Even
for a similar group of countries, published estimated
household savings rates differ widely, therefore it is
difficult to determine how much of this is due to real
differences in behaviour as opposed to accounting
conventions, (i.e. within the OECD), household
savings rates are significantly different, ranging from
3.9 per centin Portugal in 2016 to 16.1 per cent in
Sweden (OECD 2017).

Calculating household savings rates for migrant and
diaspora communities is further complicated by
the fact that they are unlikely to be uniform within
countries and are affected by the preferences and



experiences of the individual migrant/diaspora. A
range of empirical and anecdotal studies agree that
the propensity to save varies significantly, not only
between migrants and natives in a host country, but
also between permanent and temporary migrants
(De Arcangelis and Joxhe 2015; Bauer and Sinning
2011). For instance, in countries where the stock of
migrants is largely temporary, due to factors such
as high levels of seasonal migration, savings rates
are likely to be higher, as migrants are stayingin the
host countries primarily as target savers. One would
also expect that household savings rates would be
different for migrants and their children; however,
there is an absence of evidence to confirm this.

Challenges in accurately quantifying household
savings have led to differences in estimates of
migrant/diaspora savings in the policy literature. For
instance, the World Bank model uses an observed
uniform rate of 20 per cent, yet our baseline results
are based on values in the range of 7.24 per cent

t0 9.82 per cent. This has considerable effects on
the results. Forinstance, using a household saving
rate of 20 per cent results in a diaspora investment
potential of US$164.3 billion per annum, as
compared to the results in our baseline model,
which are US$73.2 billion per annum. Nevertheless,
both papers reinforce the overarching premise
that considerable additional resources could be
channelled to countries in the form of greater
diaspora investment.

The simplifying assumptions used in the baseline
migrants and first-generation diaspora models tend
to be conservative, therefore the results presented
in this paper may well underestimate the diaspora
investment potential for Commonwealth countries.
In particular, this analysis assumes that migrants
tend to retain home country savings behaviour,

but —as shown above —migrants may well save
more than the average citizen in the host country
(although we would expect to see different rates for
income earners of different levels). Furthermore,
the savings rates used for this analysis were much
lower than those used in the World Bank model.
Second, the analysis is based on formal migration
flows; however, for certain Commonwealth
countries, this may significantly underestimate the
migrant and diaspora pool in countries they could
leverage resources from. Further analysis is required
to assess which countries are most significantly
affected by this, but anecdotal evidence suggests
this may explain the low diaspora investment
potential results recorded for African countries.
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Third, the assumptions applied in the baseline
model for the first-generation diaspora investment
potential are particularly conservative. For instance,
the model assumes only women migrants have
children and the fertility rates are those of the host
country, which for many countries would tend to be
lower than the origin country; that the education
levels of migrants' children are the same as the
education levels of their parents; and the income
potential for migrants' children equates to that of
their parents rather than that of the native citizens.

Itis worth noting that estimating income levels
was particularly problematic because of the lack of
reliable data on the incomes of migrants and their
children, and the education rates of such children.
It was for this reason that the income adjustment
rates for the baseline migrant model did not deviate
from those in the World Bank model, because
thereis very poor data to accurately assess what
migrants' income should be in different countries.
That said, some alternative scenarios were applied
to the first-generation diaspora model. Finally, the
application of certain data sources —such as the
fertility rates —led to the loss of some data points
and to reduction of the stock of diaspora workers.
Together, these factors could have considerably
underestimated diaspora investment potential.

In contrast to these conservative assumptions,
the models apply two ambitious assumptions that
may offset the underestimation of results due to
the conservative assumptions described above.
First, the analysis implicitly assumes that the total
current level of migrant and diaspora savings could
be reallocated to finance investment opportunities
in Commonwealth countries. This assumption is
applied because providing an accurate estimate of
the propensity of migrants and diasporas to invest
their money in their homeland is very challenging.
There is no standard way to measure the
proportion of household savings that is allocated
toinvestments, as some savings estimates include
investment activities (such as pensions), while
other sources attempt to estimate investments
and savings separately (like the European Central
Bank).** In addition, there is no way to accurately
measure how much of these investments could
or would be invested in their homeland. Second,
the model assumes there are no displacement

13 Palenzuelaetal 2016. The euro area households' gross
investment rate increased ranged between 8.5 per cent
and 11.3 per cent (2007-14), which is slightly higher than
the rates usedin the baseline model.
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Table 3 Estimates of migrant investment potential (current USD millions, % of annual
government deficit and annual public expenditure) and first-generation diaspora
potential (current USD millions) in Commonwealth countries

Country Migrant investment First-
potential generation
diaspora
investment
potential
% of
total
govt.
exp.
Antigua and 45 43 17 32
Barbuda
Bahamas,
Barbados 116
Botswana
Cameroon
Cyprus
Fiji
Grenada
India 18,430 0.5 8,341
Kenya
Lesotho
Malaysia 2,813 7.2 1,613
Mauritius

First-
generation
diaspora
investment
potential

Country

Migrantinvestment
potential

% of
total
govt.
exp.

Namibia 35 0.6 1 21

1,038 0.1

Nigeria

Papua New 56
Guinea

Samoa

SierralLeone

Solomon

Islands
_---_

SriLanka 1,462 0.3

St. Lucia

Swaziland
_---_

Tonga

Tuvalu
_---_

United 5,501 5 3,509

Kingdom
_---_

Zambia

Sources: Authors' calculations; World Development Indicators, World Bank 2017a
Notes: 'Government deficit'is defined as net lending (+) /net borrowing (-) (current LCU) estimate based on a five-year average;
'total government expenditure'is defined as government expense, total, estimate based latest year available;

'-"means data unavailable.



effects between remittances and investment,
therefore if migrants and diasporas allocate more
of theirincome to investment in their country of
origin, they will not do so at the expense of reducing
the amount of remittances they transfer. Even
though this assumption is supported by some
evidence on the use of remittances, it is a strong
assumption —particularly (one would expect) for
low-income migrants.

To produce more reliable results for diaspora
investment potential, better data across a

range of socio-economic characteristics of
migrants and first-generation diasporas in host
countries is required. Diaspora surveys in major
destination countries are needed to collect data
at the household level on migrants' and first-
generation diasporas'income and savings profiles,
age distribution and workforce participation
(Deetal. 2014).
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6. Policy Options to Advance
Diaspora Investment

This last section examines policy action pursued by
some Commonwealth governments to encourage
diaspora engagement and finance. It aims to shed
light on the types of policy reforms governments
may want to consider when trying to attract
diaspora investment. It also identifies areas where
countries have tended to prioritise their efforts,
while identifying areas for improved policy focus
going forward.

Government action to encourage diaspora
engagementis built on alongstanding appreciation
that migrants and diasporas have often been central
to facilitating development in their homelands in
multiple ways. The most commonly cited include
through encouraging trade (Tadesse and White
2011); enhancing productivity through knowledge
and skills transfer (Debass and Ardovino 2009);
increasing investment and supporting business
opportunities; fostering nation building (African
Development Bank 2011); financing access to basic
services; and smoothing economic downturns and
humanitarian crises (Sirkeci et al. 2012).

In terms of diaspora investment, Israel and China
are often cited as the most recognised examples
of countries that have successfully leveraged the
potential of their diaspora communities (or affiliated
communities) to finance substantive economic
development. Israel's diaspora engagement and
fundraising is longstanding, dating back to at least
the 1960s. It was the first country to issue what has
commonly become known as a 'diaspora bond'’,
which provided the Government of Israel with large
capital inflows at a ‘patriotic discount'. Since this
time, Israel has issued more diaspora bonds than
any other country. Meanwhile, China —instigating its
own economic transformation at the end of the last
century —has relied heavily on Chinese investors
abroad to fuel the substantial manufacturing

and infrastructure-driven growth in the country.
Between 1979 and 1996, approximately 80 per
cent of foreign direct investment (FDI) in China

was associated with Chinese investors and
businesses abroad (Wei and Balasubramanyam
2006). China's experience is supported by evidence
which shows that migrants often have a positive

impact on investment growth in their country of
origin. Analysts suggest this is because diasporas
are more likely to investin their homeland than
non-diasporas, because they are privy to a more
sophisticated understanding of the governance
and business environment. Plus, multinational
companies often rely on this local expertise and the
personal ties of diasporas when establishing new
businesses in countries (Nielson and Riddle 2007;
Dolman 2008).

Analysis of the experiences of nine Commonwealth
countries™illustrates that these governments
have, in recent years, given more attention

to implementing policy action to encourage

their diasporas to actively support state
development.’® This analysis primarily focused

on diaspora investment, but also examined
reforms governments had pursued to encourage
broader financial and non-financial support from
diaspora communities. The four countries that
have developed diaspora- or migration-related
government-wide policies or strategies have

done soin the last five years (with the earliest
completed in 2014) and this is illustrative of the
more recent attention given to this agenda by
some Commonwealth governments. As some
frameworks are still in draft form, countries have
initiated plans to advance reforms (such as political
and residency rights for migrant and diasporas),

but they are yet to be realised. The countries that
have taken more action recently are middle-income
countries —in particular, Kenya, Ghana, Nigeria and
Jamaica. This supports our analysis, which suggests
these countries potentially have the most to gain
from encouraging diaspora investment as they
show the largest migrant investment potential.

The same analysis shows that country efforts to
encourage active engagement and finance from
diaspora communities can be separated into five
main institutional and policy areas. The five core
areas of action are: 1) institutional engagement
with diasporas; 2) extending rights and recognising

14 Australia, Bangladesh, Fiji, Ghana, India, Jamaica, Kenya,
Nigeria and the UK.
15 This section draws on Commonwealth Secretariat (2017).
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Figure 10 Country action to attract finance from migrant and diaspora
communities abroad
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diasporas' contributions; 3) establishing an a ministerial-level agency or dedicated government
economic enabling environment and financial bureau for diaspora affairs, and the same number
incentives; 4) promotion of investment initiatives; of countries employing efforts to understand

and 5) initiatives to leverage resources (Figure 9). and monitor their diaspora communities abroad

(albeit it with varying success). Furthermore, all
the government diaspora- or migration-related
policies/strategies have incorporated a policy
focus on leveraging diaspora finance, focusing on
expanding and monitoring remittance flows and
measures to attract and facilitate greater levels of
diaspora (non-remittance) investment. By initially
focusing on the institutional arrangements for
engaging diaspora communities and enhancing
their rights and recognition, countries are

16 Apartfrom Jamaica and Australia, all countries have establishing the building blocks for a mutually-

legislated to establish political rights for their diasporas ) ) ] ] -
infour areas: 1) facilitating overseas voting; 2) permitting beneficial relationship with these communities.

diasporas to run for public office while they are abroad; 3)
providing parliamentary representation; and 4) offering
special membership concessions (for example, the
waiving of obligatory military service). However, the
implementation of these rights varies across countries.

Across the five core institutional and policy areas,
countries have focused most strongly on enhancing
ties to their international diaspora communities

by extending political rights and residency status

to their diasporas abroad.!® There has also been
considerable effort to establish an adequate
institutional framework to facilitate diaspora
engagement, with all but three countries mandating




Traditional forms of investment promotion are also
popular, with more than half the countries examined
hosting some type of business networking forum
targeted at diaspora communities. Indian's Pravasi
Bharatiya Divas (non-resident Indian day) and the
Biennial Jamaica Diaspora Conference are the most
notable in this regard, with India’s event mobilising
3,000 delegates including foreign dignitaries in 2015
(Government of India 2017; Times of India 2017).
The majority of countries in the sample have also
set up information and advisory services to help
facilitate investment from their diasporas abroad,
such as 'one-stop-shops', investment promotion
agencies and online platforms to share information
and market investment opportunities.

Countries have more recently turned their
attention to less traditional ways to promote
diaspora investment opportunities, such as
diaspora-targeted economic incentives. Economic
incentives are regularly employed by countries

to motivate inward investment, often through

the application of special economic rights, such

as access to particular property rights or tax
incentives. Four of the Commonwealth countries
examined have initiated special economic rights
for diasporas, related to the purchase of property
and preferential tourism packages, while the same
number of countries are considering implementing
or have already established tax incentives to help
leverage investment from their diasporas abroad.
Agunias and Newland (2011) provide a useful
policy toolkit to illustrate the types of economic
incentives governments could employ to foster
diaspora investment (ibid). Greater use of traditional
economic policy tools to foster investment could
be applied by countries to specifically attract
diaspora investment.
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Of all the core institutional and policy areas,
governments have given least attention to
establishing a wide range of financial products

and initiatives targeted at diaspora communities

to leverage diaspora investments and donations/
philanthropic support. Even though five of the
countries examined —Bangladesh, Ghana, India,
Nigeria and Fiji—have established investment
products targeted at diaspora communities,

and Kenya and Jamaica are considering the
development of such products, this attention has
almost exclusively focused on types of diaspora
bonds, with little attention given to other financial
vehicles. Yet, there is a wide range of other financial
products that could be employed or encouraged by
governments to attract more diaspora investment
and Terrazas (2010) provides a useful summary

of these. Furthermore, only two countries have
initiated government facilities to attract diaspora
financial support for humanitarian crises (i.e. the

Fiji Prime Minister's National Disaster Relief and
Rehabilitation Fund dedicated to aid Fijians affected
by Tropical Cyclone Winston in 2016 and the
‘Kenyans for Kenya'initiative).'” This suggests much
more could be done by governments to establish
innovative financial products and programmes to
attract investment and donations/philanthropic
finance from diaspora commmunities.

17 Jamaica and Nigeria have outlined their ambitions
to set up philanthropy-related initiatives in their
diaspora government policy frameworks, but it is
unclear if these have beeninitiated yet.



7. Conclusion

Advancing economic and social developmentin
Commonwealth countries in line with the ambitions
embedded in the SDGs will require a significant
scaling up of domestic and external finance.

Over the last two decades, migrants and

diaspora communities have emerged as

noticeably important development partners for
Commonwealth countries, as these individuals are
collectively providing substantial financial resources
to their countries of origin.

While acknowledging the longstanding practice

of migration within the Commonwealth and

the important financial role of Commonwealth
diasporas today, this paper points to an opportunity
for Commonwealth governments to leverage
additional diaspora investment from these
communities abroad. This paper provides estimates
of the diaspora investment potential that could be
raised by each Commonwealth country, deriving
from both migrants and first-generation diasporas.
In doing so, it shows that all Commonwealth
countries —from the most advanced to the least
developed—face large financial gains from engaging
and encouraging their diaspora communities to
invest more back home. Some country groupings
—such as South Asian Commonwealth countries,
middle-income countries and small states —appear
to have the largest diaspora investment potential,
but all countries could benefit from higher levels of
diaspora investment.

Conclusion\ 25

The last section of this paper shows that some
Commonwealth countries have already made
considerable strides to encourage diaspora
finance and investment from their diasporas
abroad. This policy agenda has received more
attention in recent years, as countries are looking
to alternative sources of finance to fuel their
economic and social advancement. Even though
progress has been made in particular policy and
institutional areas, itis clear that much more could
be done by countries to create a better enabling
environment to facilitate diaspora investment. This
bourgeoning policy agenda has huge potential for
many Commonwealth countries and, if leveraged
successfully, could play a crucial role in plugging part
of the financing gap for the SDGs.
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Table A2 Estimates of migrant investment potential (baseline model)

Country Bilateral Migrant Migrant Migrant investment potential Migrant investment potential as
migrant worker income (current USD million) % of
stock stock (current
2015 (million) usbD
(million) million) Scenariol | Scenario2 | Scenario total govt.
—constant | (baseline) | 3- govt. deficit

rate —savings savings expenditure
rate varies | rate
by host varies
country by origin
country

Antigua and 0.06 0.03 500.72 100.14 4472 44.69 3.9 17.4 -43.2
Barbuda
_-_____-__
Bahamas, 564.33 112.87 50.35 50.37 0. -14.3
The
_-_-__--__
Barbados 1,301.41 260.28 116.08 116.15 2.7 -15.1
_-_-__--__
Botswana 220.07 44.01 17.65 15.92 0.1
----------
Cameroon 2,819.46 563.89 250.02 276.95 1.1
----------
Cyprus 1,891.52 378.30 168.12 168.82 0.7 -17.1
_-_-__--__
Fiji 2,486.01 497.20 221.89 179.87 . -235.6
_-_-__--__
Grenada 739.83 14797 65.99 53.53 . -58.8
_-_-__--__
India 15.60 206,582.41 41,316.48 18,429.58 20,292.38 1.3
_-_____-__
Kenya .22 5,130.78 1,026.16 457.20 50399 1.2
_-_-__--__
Lesotho 1,025.09 205.02 74.64 100.69 2.8 -33.6
_-_-__--__
Malaysia 31,511.40 6,302.28 2,812.62 2,279.94 .
_-_-_---__
Mauritius .08 1,870.09 374.02 166.45 135.31 1.7
_-_-__--__
Namibia 454.62 90.92 34.68 32.89 .
----------
Nigeria 11,646.97 2,329.39 1,037.97 1,144.07 .
_-_-__--_
Papua New .0 623.81 124.76 55.68 61.28 0.6
Guinea
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Country Bilateral Migrant Migrant Migrant investment potential Migrant investment potential as
migrant worker income (current USD million) % of
stock stock (current
2015 (million) usD
(million) million) Scenariol | Scenario2 | Scenario | GNI | total govt.
—constant (baseline) 3- govt. deficit
rate —savings savings expenditure
rate varies | rate
by host varies
country by origin
country
Samoa 05 809.33 161.87 72.23 79.50 11.9 71.8 -77.0
Sierra 07 1,143.17 228.63 102.11 110.57 3.5
Leone
Solomon 42.51 8.50
Islands
SriLanka 16,395.17 3,279.03 1,462.08 1,610.48 3.0
Saint Lucia 490.62 98.12 43.75 35.50 . -23.5
Swaziland 300.89 60.18 22.57 29.56 0.6
Tonga 498.54 99.71 44.47 48.97 2.
Tuvalu 16.14
United 4.8 12,365.68 5,501.35 551829 0.2 0.5
Kingdom 61,828.42
Zambia 1,428.87 285.77 124.14 140.36 0.7

Sources: Authors' calculations; World Development Indicators, World Bank 2017a

Notes: 'Government deficit'is defined as net lending (+) /net borrowing (-) (current LCU) estimate based on a five-year average; 'total
government expenditure'is defined as government expense, total, estimate based latest year available; blank cells equate to insufficient
data.
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Table A3 Estimates of first-generation diaspora investment potential (baseline model)

Country Bilateral First- First- First-generationinvestment diaspora | First-generation diaspora
migrant generation generation | potential (current USD million) investment potential as a % of
stock diaspora diaspora
2015 worker stock | income
(million) (million) (current Scenario 1 Scenario2 | Scenario (e\]] total govt. govt. deficit

USD —constant | (baseline)- | 3- expenditure
million) rate savings savings
ratevaries | rate
by host varies
country by origin
country

Antigua and 0.06 0.02 356.83 71.37 31.84 31.85 2.8 12.4 -30.8

Barbuda

Bahamas 02 430.50 86.10 38.40 38.42 0.5 =10.9

Barbados 908.67 181.73 81.05 81.10 9 -10.6

Botswana 115.19 23.04

Cameroon 1,938.09 387.62 171.90 190.38 0.7

Cyprus 1,170.66 23413 104.01 104.48 0.4 -10.6

Fiji 08 1,877.83 375.57 167.61 135.87 4.9 -178

Grenada 552.15 110.43 49.24 39.95 . -43.9

India 15.60 4.62 93,416.69 18,683.34 8,341.05 9,176.23 41

Kenya 3,445.97 689.19 307.48 338.49 0.8

Lesotho 504.45 100.89 36.91 49.55 . -16.6

Malaysia 0.51 18,075.18 3,615.04 1,613.20 1,307.79 0.7

Mauritius 1,306.24 261.25 116.32 94.51 1.2

Namibia 275.36 55.07 21.23 19.92 0.

Nigeria 6,884.79 1,376.96 615.58 676.29 0.2

Papua New 0.04 01 461.67 92.33 41.21 45.35 0.4

Guinea
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Country Bilateral First- First- First-generationinvestment diaspora | First-generation diaspora
migrant generation generation | potential (current USD million) investment potential as a % of
stock diaspora diaspora
2015 worker stock | income
(million) (million) (current Scenariol | Scenario2 | Scenario totalgovt. | govt.deficit

USD —constant (baseline)- | 3— expenditure
million) rate savings savings
rate varies | rate
by host varies
country by origin
country

Samoa 622.03 124.41 55.52 61.10 9.2 -59.1

Sierra .09 781.58 156.32 69.98 75.60 2.4

Leone

Solomon .00 33.89 6.78

Islands

SrilLanka 9,587.50 1,917.50 854.96 941.77 .

Saint Lucia 375.26 75.05 33.47 27.15 9

Swaziland 151.71 30.34 11.53 14.90 0.3

Tonga 369.10 73.82 32.92 36.26 9.1

Tuvalu 12.17

United 7,885.07 3,508.70 3,518.78 0.1 0.3

Kingdom 39,425.34

Zambia 1,053.54 210.71 92.06 103.49 05

Sources: Authors' calculations; World Development Indicators, World Bank 2017a

Notes:'Government deficit'is defined as net lending (+) /net borrowing (-) (current LCU) estimate based on a five-year average;
'total government expenditure'is defined as government expense, total, estimate based latest year available; blank cells equate to
insufficient data.
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