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The Conceptual Framework of
Migration and Development

Migration affects the society, demoggaphics, culture, and the economy
of both the source and destination countries. This book focuses on
diaspora—homeland relations with the ultimate goal of understanding
the effects of migration on the source country and the role a. special
status like Overseas Citizenship of India (OCI) can play. A holistic
framework for migration and development encompasses three elements:
(a) notional clarity of goals and aspects of development, (b) an under-
standing of concrete needs and strategies in the source country, and (c) a
thorough analysis of migration patterns and the diaspora profile, in order
to assess how this particular diaspora may affect the source country's
development. In this chapter, I first elaborate on meanings, concepts,
and metrics of development. Then, I will provide a brief look at India’s
development status and needs before I conceptualize the ways in which
diasporic actions may influence development.

DEVELOPMENT AND PROSPERITY—NOTIONS,
CONCEPTS, AND METRICS

De Haas (2009: 5) notes that ‘[dievelopment is not only a complex
multi-dimensional concept, but can also be assessed at different levels of
analysis and has different meanings within different normative, cultural
and historjcal contexts’. While development studies have long discussed
concepts, meanings, and levels of analysis of development, literature
on migration and development largely neglects the discussion of what
development is. As a matter of fact, the term is rarely explicated. Instead,
studies on migration and development are based on the modus operandi
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of select categories that are (acknowledged) drivers of development, such
as investment and remittances.

In conventional understanding, development equals economic
growth, traditionally measured in the growth of a country’s Gross
Domestic Product (GDP). However, in the broader field of develop-
ment, especially in studies that are concerned with measuring, compar-
ing, and evaluating ‘good development’, there has been a shift away from
purely economic measurements and concepts, to broader issues. In this
regard, I recall briefly that our unit of analysis ace persons residing in the
source state, India, Although the welfare of Indian migrants and their
descendants,! as well as the development of the country of residence,’
is of great import, for reasons outlined in the Introduction, this study
focuses on the development of India and the people living in India.

Let us turn now w the key question: What is development? In line
with conventional understanding, India’s growth is commenly evaluated
in terms of the growth of its GDP. Often, not only the per capira, but
the total GDP is looked at. The Indian Planning Commission and the
government commonly describe the country’s growth story and pros-
pects in total GDP only. In fact, due to India’s population growth, per
capita GDP growth displays a less successful ‘growth story’?

In 2008, the French government established the Commission on
the Measurement of Economic Performance and Social Progress, which
delivered its final report in September 2009. The commission was chaired
by the economists Joseph Stiglitz, Amartya Sen, and Jean-Paul Fitoussi

¢ "The Human Development Reporr 2009 {UNDT 2009: 14) emphasizes
the human and migrant dimension of development, Looking at both the coun-
try of origin and the migrants abroad, one could consider looking at the devel-
opment of a ‘Gross Ethnic Product’ that included also the income generated by
a country’s migrants—either according to their citizenship status or irrespective
of formal state membership. For most purposes, the latter appears to be more
appropriate. The Gross National Income does not reflect this fully because it
includes only the income of short-tertn migrants.

2 For example, the development of both the country of origin and of resi-
dence is captured by the French concept of co-develapment (Nair 1997).

3 In the period 2000-11, the growth of Indias per capira GDP was on an
average 1.6 percentage points lower than the growth of total GDF.
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who in their ‘Reflections and Overview’ (Stiglitz et 2/. 2009) provide
convincing evidence of why GDP and the average (that is, per capita)
GDP is not an appropriate measurement of economic, let alone social,
progress. Their basic units of analysis are individuals and houscholds
whose perceptions too must be seen within a social context (2009: 27).
Stiglitz, er al. argue that metrics should be used that are more congruent
with the widespread perceptions of well-being. In contrast to the GDP,
‘for purposes of the welfare of the citizens of a country, what marters is
not what is produced within the country, but the incomes of the citizens
of the country’ (2009: 21). As an economic measure, they make a case
for the median disposable income as the income of the representative
individual (2009: 9).* Considering happiness, well-being, and quality
of life as possible goals of development, involving subjective elements,
Suglitz, et al. (2009: 40) consider the quality of life as a more suitable
indicator for measurement and comparative assessment. Established
measures for the distribution of assets in a country, the Gini-coefficient
for income or assets, and the ratio of rich-to-poor population can serve
as analytical tools.” It bears emphasis that instead of focusing solely on
income inequality, the assessment of inequality should encompass other
developmental categories, such as unemployment, ill health, lack of
education, and social exclusion (Sen 2001: 107-8). In fact, Fulcuda-Parr
(2010} finds that national and international development strategies pay
too little attention to empowerment and inclusion of the most vulner-
able, arguing for to add a new Millennium Development Goal (MDG)
on reducing inequality.

In order to corroborate the inappropriateness of pure economic
indicators, the so-called Fasterlin paradox is regulatly invoked. Easterlin
(1974) finds that while within a country, wealthier people are, on aver-

4 However, they admit that such a construction is complex as it has to rely
on data other than those used in the national accounts, and it may be difficult to
make this data consistent wich the underlying national accounts (Stiglirz, Sen,
and Fitoussi 2009: 9).

* Named after Tralian statistician Corrado Gini, who developed the coef-
ficient in the early twentieth century, the Gini-coefficient measures inequality as
half of the relative mean difference of the distribution. It ranges from 0, indicat-
ing absolute equality, to 1, for extreme inequality, as would be the case if one
individual alone earned the entire income or held all assets.
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age, happier than poor ones, when comparing people across countries,
there is no apparent relationship between increases in per capita income
and average happiness levels.® Thus, Easterlin concludes that economic
growth is not necessarily associated with higher levels of happiness.”

Stiglitz, et 2. (2009: 10} further stress that measurements of socio-
economic progress should take account of sustainability, in the sense
that current consumption should not pur future living standards in
jeopardy. The most obvious cases involve depletion of resources and
degradation of the environment. The Brundtland Commission (World
Commission on Environment and Development, 1987) defined sus-
tainable development as ‘development that meets the needs of the
present generations without compromising the ability of the furure
generations to meet their own needs’ (quoted in Stiglitz, ef 2/ 2009: 52).
At the time of writing, the consultations on the post-2015 development
agenda had just begun, and the Rio+20 United Nations Conference
on Sustainable Development conducted in June 2012. Both processes
focus on the need to consider the interrelation between several devel-
opment goals and the importance of including an assessment of con-
sumption, production, and economic growth on the environment and
future development perspectives. ‘Thus, for sustainable development,
economic, social, population, and environmental aspects have to be
assessed together and balanced.®

¢ Happiness was measured as self-reported in polls (Fastertin 1974: 89-90).

7 Re-assessing the Easterlin paradox on the basis of recent time-series data,
Stevenson and Wolfers (2008) find that contrary to Easterlin’s claim, economic
growth and increase in absolute income are indeed associated with rising levels
of self-reported happiness.

¥ During the preparatory process for Rio+20 and in the submissions to the
zero draft of Rio+20, eight priority areas have been highlighted for sustainable
development goals: sustainable consumption and production patterns; food se-
curity and sustainable agriculcure; sustainable energy for all; water access and ef-
ficiency; oceans; sustainable cities; green jobs, decent work and social inclusion;
and disaster risk reduction and resilience (United Nations 2012). The outceme
document of the Rio+20 conference adds to these priotity areas the need to
focus on poverty eradication; sustainable tourism; sustainable transport; health
and population; climate change; forests; chemicals and waste; mining; educa-
tion; gender equality, and women’s empowerment,
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Another example of a broader understanding of development comes
from the Millennjum Declaration, Adopted by 189 countries and signed
by 147 heads of state and governments during the UN Millennium
Summit in 2000, this declaration is the basis for eight goals, the MDGs.?
Although the goals do not describe the entire concept of development,
since they focus solely on poverty reduction, they are acknowledged
examples for good development. The eight MDGs are: (a) eradicate
extreme poverty and hunger; (b) achieve universal primary education;
(c) promote gender equality and empower women; (d) reduce child
mortality; (¢) improve maternal health; (f) combat HIV/AIDS, malaria,
and other diseases; (g} ensure environmental sustainability; (h) develop
a global partnership for development. For achieving these goals and
monitoring the process, the eight MDGs break down into 21 quantifi-
able targets that are measured by G0 indicators. An important sub-goal
that has gained much attention is eroployment. Following the 20053
World Summit, in 2007, the objective of ‘achieving full and produc-
tive employment and decent work for all, including women and young
people’ was added to MDG 1. In recent years, the importance of decent
employment generation in urban and rural areas and in different eco-
nomic sectors, including higher value-added sectors, has been stressed as
a major development goal (United Nations 2011; van der Hoeven 2012;
World Bank 2011).

In addition, two dashboards of indicators or composite measures
may give guidance for evolving a more realistic approach toward devel-
opment. ‘The most well-known composite indicator is the Human
Development Index, introduced by the United Nations Development
Programme (UNDP) in 1990. The index encompasses three dimen-
sions: (a) economic prosperity, measured as per capita GDP in purchasing
power parities, (b) health, measured in life expectancy, and (c) education,
measured in average of adult literacy rate and student earolment. All
three elements carry the same weight for the overall index. Another,
more recent composite indicator, the Legatum Prosperity Index, replaces
the term ‘development’ with its key measurement, ‘prosperity’, which
is understood as both wealth and well-being. The most important con-
tribution of the index is to establish a set of nine drivers of wealth and

? It has to be highlighted though that the scope of the Millennium Declara-
tion is much wider than the eight MDGs that have been operationalized.
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well-being, These nine drivers or sub-indices are: (a) economic funda-
mentals, (b} entrepreneurship and innovation, (c) democratic institu-
tions,'® (d) education, {e) health, (f) safety and security, (g) governance,
(h) personal freedom, and (i) social capital (Legatum Institute 2009a:
42-3), I total there are 79 indicators (variables) that assess and moniror
the development of these drivers."

The disadvantage of composite indicators, as Stiglitz ez 2/, (2009: 28,
51) point out, is their complexity and that they are not always easy to
understand. Further, choices on indicators and weights are invariably
based on value judgments, and prone to be controversial.'” On the
other hand, one cannot expect to summarize all the relevant informa-
tion concerning the performance of something as complex as our society
within a single indicator (Stiglitz ez /. 2009: 28). Also, UNDP admits
on its website that ‘[wlhile the concept of human development is much
broader than any composite index can measure, these composite human
development indices offer powerful alternatives to income as a summary
measure of human well-being’.

"There are many more approaches to measuring socio-economic prog-
ress.”’ As mentioned above, at the time of writing, the consultations on
the post-2015 development agenda had begun, reassessing the MDGs
and exploring the international development agenda for the coming
decades. However, my objective here is not to comment on the best
way to measure and compare development. My objective is narrower.

10 Sen (2001: 16} establishes a connection between political freedom and
famines, arguing that democracy and accountability appear to be negatively cor-
related with the occurrence of famines. He stresses though that it is not correct
to ask whether democracy is conducive to development. Instead, considering
the constitutive role of freedom and capabilities in Sen’s approach, better demo-
cratic procedures are development per se (2001: 36-7).

1" All variables are tested empirically and only variables that proved statis-
tically significant in correlating with income per capita or average subjective
well-being are included in the Prosperity Index (Legatum Institute 2009b: 45).

"2 From an analytical point of view, it might be considered irrelevant wheth-
er a measurement is controversial. However, it might matter if countries are 1o
be encouraged to develop databases in order to measure certain indicators and
be susceptible to policy recommendations.

1% For an overview, see the INSEE-OECD (2008) survey on this subject.
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As the various aspects and notions of development have shown, there is
more to it than mere GDP growth. Although a deeper understanding
involves greater complexities and carries with it the danger of losing firm
measurements and reliable indicators, conceptualizing a broader view is
essential to describe and explore realities. The above discussion of indica-
tots and concepts had the sole purpose of making a case for widening
out understanding of development and migration.

As said above, the concern here is narrower than measuring India’s
development. 1 am concerned with assessing the effect of actions by
diasporic actors on a wider definition of India’s development. From the
above conceptualizations of development, the following conclusions can
be drawn:

* General economic growth and wealth is important because:

* Economic growth provides the basis for livelihoods of individu-
als and households, and enables them to improve their quality of
life. As the report on the Legatum Prosperity Index 2009 puts it:
“I’s true that money can’t buy happiness ... unless you are poor
{Legatum Institute 2009a: 17).

* It enables the community and the state to provide services affect-
ing important factors such as safety, infrastructure, healthcare,
education, and so on.

* For certain economic developments, a country’s middle-class is of
particular imporiance. Also, Sen (2001: 19-20) highlights that
income-increase has close links with increases in freedoms, which
are the basic building blocks for the analysis of development for
Sen. Provided that there is general economic growth, one can leave
it to the national development agenda to link economic growth to
welfare benefits for the masses, and thus make the growth inclusive,

In fact, comparative assessments of progress with regard to
MDGs reveal that countries with sustained economic growth
showed the most significant progress (United Nations 2011;
World Banlk-2011: 4-5).

* However, per capita income and GDP are only proxies for economic
development and often not very reliable ones. The disposable income
is a better indicator and distribution effects have to be considered,
which is why average measurements (such as, per capita GDP) or
aggregate metrics {such as, total GDP) are not ideal foci of develop-
ment assessmernts, :
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¢ Conceptualizations of development that are more congruent with
the widespread perceptions of well-being include indicators regarding
people’s health, education, nutrition, political, and civil freedoms,
participation, environment, and personal safety. This corresponds
also with a rights-based approach to development.

* The sustainability of economic development is paramount, as are the
distributional consequences of growth.

* Instead of assuming a trickle-down effect from general economic
development to needy segments of the population and less-developed
sectors, we should keep direct diasporic contributions to healthcare,
education, hunger and poverty reduction, and so on in mind.

* In addition to contributing to economic development or to alleviat-
ing poverty or insufficient human development, actions matter that
increase good governance, the performance of public institutions
that are concerned with developmental processes. This includes
strengthening accountability and transparency of public institu-
tions, as well as increasing general participation in the set-up of
public services.

INDIA'S DEVELOPMENT STATUS AND NEEDS

Some factors are generally regarded as important for a country’s develop-
ment, especially for its economic growth. These general factors include
the level of technological advancement, skills of the workforce, interna-
tional trust in the country’s manufacturing and setvice-providing abili-
tics, access to research and trade networks and to international markets,
and the inflow of capital and investment. As said in the Introduction,
in addition to general factors, the source country’s concrete development
needs are important elements of a realistic framework for migration and
development. I will give a brief account of India’s development needs
with regard to the MDGs, human development, and economic growth
factors. It shall be noted that Sen (2001: 101-4) reminds us that with
regard to Indias development, the assessment of the national average
may be misleading. He states that when examining developmental
categories from a regional point of view, some states are worse off in
developmental terms than sub-Saharan countries.

The Millennium Project {2005), established by the UN General
Secretary to monitor the progress and achievability of the MDGs and
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chaired by economist Jeffrey Sachs, assessed India’s status in its 2005
report. It found that although the poverty rate'* in India had dropped
from 42 per cent to 35 per cent between 1990 and 2001, this has
been offset by population growth. Thus, the number of absolute poor
remains unchanged at approximately 360 million people (2005: 14).
Early cconomic growth was induced in Punjab and Haryana by the
Green Revolution, and rapid growth in India since the early 1980s has
been driven largely by the big coastal urban centres and information
technology-based cities, such as Bengaluru and Hyderabad in the south
(2005: 163). In other words, the rest of the country still needs a viable
growth strategy. Also the Planning Commission of India (2006) sees
that there is much to be done to reach inclusive growth in India. It finds
that the reduction in poverty is only about 0.8 percentage points per
yeat, which could be explained by the low growth rate in agriculture,

the sector employing the largest number of poor people, and the high ‘.
population growth rate during the last decade (2006: 72). An MDG- -

and prosperity-based development strategy for India needs to includes
the following elements and address the following issues.

Health.  The Legatum Institute (2009a: 162-3) observes severe under-
investment in medical facilities, meaning there is a lack of adequate
doctors and hospital beds per capita, and basic health infrastructure
and services, particularly in rural areas. Investments in health need to
rise to strengthen human resource capacity, provide necessary supplies,
and build the infrastructure required to deliver essential health services
(Millennium Project 2005: 165-6). While 69 per cent of the popula-
tion claims that water quality in India is high, only 28 per cent has
access to improved sanitation facilities. Approximately 20 per cent of
the population is undernourished and infant mortality rates are high
(Legatum Institute 2009a: 162-3). Dréze and Sen (2003) stress that
Indid’s performance in nutrition-related issues, as assessed by indicators
such as the share of undernourished children, low birth weight babies,
and pregnant women with anaemia, lags behind the performance of sub-

Saharan Africa.

14 The poverty rate is calculated as the percentage of people with incomes
below $ 1.08 a day in 1993 PPP (purchasing power parity) dollars (Miflennium
Project 2005: 301).
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Education.  Primary and secondary education enrolment rates are quite
low in India, placing this nation amongst the bottom thirty countries
in this measure. Tertiary enrolment rates are similar, at a mere 12 per
cent of the entire population (Legatum Institute 2009a: 162-3). Given
the challenges in scaling up the quantity and quality of education set-
vices, a full complement of investments will be necessary (Millennium
Project 2005: 165-6). The Reserve Bank of India {RBF 2006) finds that
although India has the single largest pool of engineering talent among
the emerging countries capable of international information technol-
ogy (IT) and business process outsourcing (BPO) work—more than
Russia and China combined—many graduates are not equipped with
the required skill sets. The RBI estimates that India’s future demand will
not be met unless human resource development and skill formation are
improved significantly for persons with tertiary educadion. Such claims
are confirmed by the Planning Commission (2006) and a report by
Indias major software association NASSCOM and the consulting firm
McKinsey (NASSCOM-McKinsey 2005).

Rural Investment Strategies. The agriculture sector employs nearly 60
per cent of the labour force, and India’s economy remains largely agrari-
an (Planning Commission of India 2006: 6). The Planning Commission
notes that deceleration in the growth of the rural agrarian sector is the
root cause of rural distress that has sutfaced in many parts of the country
and reached crisis levels in some. It sees major challenges in the inad-
equate growth of productivity, the low prices of output, and the inability
of farmers to get credit at reasonable rates (2006: 5). The Millennium
Project (2005: 165-6) thus suggests that India’s most pressing challenge
is a massive scaling up of public investments in the rural areas of the
worst performing states. Maty areas require significant improvements in
roads, transport, electricity, other energy, water and sanitation facilities,
environmental management, and agricultural research and development.
‘The Planning Commission of India (2006) sees India’s main challenges
in bringing growth to the agricultural sector, providing essential public
services such as education and healthcare to the poor, increasing manu-
facturing competitiveness, developing human resoutrces, and improving
governance.

Urban Management. The Planning Commission of India (2006: 46)
states that poor urban infrastructure inflicts severe hardship on people.
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Congested roads, poor public transport, inadequate availability of water,
improper treatment of sewage, uncollected solid waste, and abov? all,
grossly inadequate housing forces more than 50 per cent of the popu-
lation in some metropolis to live in slums. This severely decreases the
quality of life and lowers the well-being of the urban population. The
Millennium Project .(2005: 165-6) confirms that Indian cities need
to upgrade slums and strengthen urban infrastructure to promote the
development of labout-intensive industries and services.

Underprivileged Populations and Inequality.  Resources need to reach th.e
Jeast privileged groups, including women and girls in low-income fami-
lies, the so-called fow caste and outcaste communities, and tribal popu-
lations (Millennium Project 2005: 165-6). The Planning Commission
of India (2006: Chapter 5) pinpoints several divides in the country that
manifest themselves in various forms: ‘between the haves and the have-
nots; between rural and urban areas; between the employed and the
under/unemployed; between different states, districts and communities;
and finally between genders’ (2006: 71).

With regard to income equality in India, the country’s Gini-coefficient
in 1992-2007 was 0.37, just slightly more than that of New Zealand
and Traly (UNDP 2009)." Virmani (2007) finds that the cross-state
Gini-coefficient of per capita GDP distribution weighted by population
has increased from 0.60 in 1993-4 to 0.63 in 2004-5, a compound
annual change of about 0.35 per cent per annum, indicating increasing
levels of income inequalities. Pal and Ghosh (2007) review several esti-
mates of the development of income and consumption inequality in the
aftermath of India’s economic liberalization and find that studies come
to mixed results. They conclude, however, that comparable estimates
of the 50th (1993—-4) and 55th (1999-2000) rounds of the National
Sample Survey data reveal that inequality increased both in rural and
urban India.

Public Management, Democracy, and Governance. Improvements in
service delivery and accountability are needed to ensure that the invest-
ments teach the intended recipients. This requires increasing invest-

5 For the Gini-coeflicient, see footnote 5.
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ments in information systems and modern management systetns to track
disbursements and to remove bureaucratic bottlenecks. It also requires
the promotion of transparency in government procedures, and encout-
agement for local communities to participate in implementing public
investments (Millennium Project 2005: 165-6). Virmani (2006) finds
that the failure to fight poverty and hunger in India are linked directly
to the failure of governance, namely the misallocation of government
resources, the filure to follow norms of social cost-benefit analysis, the
neglect of public and quasi-public goods, and a gradual but progressive
deterioration in the quality of governance.

The Legatum Institute (2009a: 162-3) observes that India scores well
on democracy variables compared to other countries at similar income
per capita levels. Ranking in the top 40 with respect to political rights
and slightly lower regarding civil liberties, Indian citizens enjoy mod-
crately high levels of frecdom to participate in political processes and
express their political beliefs. While three-quarters of respondents claim
to have confidence in courts and the judiciary system and 94 per cent
declare confidence in their military, 87 per cent of Indian citizens believe
that government and businesses in India are corrupt. Although politi-
cal participation is considered to be fair and free, only 49 per cent of
individuals believe that elections are honest. The Planning Commission
(2006: 8) finds that corruption is now seen to be pervasive in alf spheres
of life. In Transparency International’s 2009 edition of its annual
Corruption Perceptions Index, India ranks 84, in a list of 180 countries,
with a score of 3.4 (10 being not corrupt and 0 absolurely corrupt).'®

Economy and Infrastructure.  The Legatum Institute (2009a: 162-3)
sces the extremely low availability of productive physical capital per
worker as a bottleneck to the country’s development and explains
the problem through a combination of a large labour force and low
Foreign Direct Investment (FDI) as a percentage of GDP Thus, FDI

' According to Transparency International’s fndia Corruption Study—2005,
common citizens of the country pay bribes while availing of one or more of
cleven public services annually. As many as 62 per cent of all citizens think that
. corruption is real, having had first-hand experience of paying a bribe or ‘using a
contact’ to get a job done in a public office.
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channels may be considered. While remittances from middle-class
households in northern America are likely to be transmitted predomi-
nantly via official channels, especially through the banking system,
some of the funds, especially from the Gulf region, are supposed to be
remitted through unofficial channels. In Rahman’s (2001: 111-2) scudy
on labour migration from Bihar, only 60 per cent of the respondents
transmitted via banks, while alone 31 per cent used middlemen because
banking facilities were not available. PC. Jain (2008: 174) confirms
that while most remitcances are sent via official channels, a significant
amount is not,

At analytical level 3, the location of the senders in the world {source
regions), as well as the specific location of recipients in India (destination
regions), can be analysed. While no systematic data on the regions of des-
tination in India exists, surveys by the RBI reveal that between 1997 and
2004, ewo-thirds of all received funds were sent from the US, Canada,
and Europe, and more than half of all transferred funds received in 2003
and 2004 originated from northern America alone (RBI 2006).24 RBIs
recent remittances study confirmed that North America continues 1o be
the most important source region of remittances to India, even though
its share in total remittances fell to 38 per cent in 2010 (RBI 2010).%

ships’. Because migration is nota concept in the balance of payments framework
and the term ‘migrant’ is not defined in the Balunce of Paymenr Manuad, Also
Straubhaar and Videan (2006: 141) stress that remittances data have serious
limitations and the estimates should be interpreted with caution. Kapur (2010:
114) observes that data from the RBI does not have a robust way to cross-check
the reported darta.

* FEstimates on the source countries and regions are limited because under
the current reporting system, banks report only the currency of the receipt, such as
TSD, British Pound, Euroe, to the RBI, not the couﬂtry-or region of origin. Many
countties in Africa or Asia choose to transfer money in dollar or pound denomina-
tions, making it difficult to obtain data by remittance-sending country. Informa-
tion on source regions given by the RBI relies on special surveys conducted by
RBI (2006; 2010). Also, the World Bank (2006: 89-90) estimates that 44 per
cent of the 2004 remictance inflow into India originated from North America.
For further details on remittances to India, see Chishti (2007) and Singh (2006).

% In Ahmedabad, Bangaluru, Chandigarh, Delhi, Hyderabad, and Koikata,
more than 60 per cent of the remittance inflow originated from North America
and Europe (RBI 2010).
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For this framework it suffices to say that the Indian diaspora in the US
appeats to be important for the scale of inbound remittances.

At level 4 of analysis, the determinants of remittances deserve atten-
tion. Both, factors that affect sending patterns at the individual level
and influences at the macro-level are held responsible for changes in the
scale and use of remittances. I will discuss micro-level determinants of
remittances in the first section of Chapter 8. Among the many macro
factors that have caused the overall increase in remittances to India, the
main one is the Indian migration pattern. In particular, the increased
number of migrants to North America and Furope and their profes-
sional occcupations are seen as important components of growth in
remittance inflows. Secondly, policy decisions for structural reforms in
India ate scen as another major cause for the increase.”® As to policy
decisions, the relaxation of regulations and controls, as well as allowing
a market-determined exchange rate and the gradual opening of the capi-
tal account are regarded as important building blocks of the enabling
framework. Thirdly, incentives for diasporic Indians to send and invest
money in India under special deposit and bond schemes, which will be
discussed [ater in this chapter, have also contributed to the phenomenon.
Upon maturity of the bonds, a sizeable proportion has remained in India
and local withdrawals from several capital accounts account for a large
proportion of the recorded remittances (Chishti 2007; Singh 2006: 1).

Chishti (2007) adds two further noteworthy points. The first concerns
the data. The deregulation of the Indian rupee exchange rate from 1993
onwards, led to decreased incentives to use the unofficial channels for remit-
ting money. Thus, partly the increase might reflect simply an increase in the
registration of Hows, rather than their existence. The second concerns the
incentive to remit money. Chishti assumes that the diaspora’s perception of
the Indian economy as a booming market with great growth potential was
one of the most significant factors in the surge in remittances.”

% For both causes see World Bank (2006: 89); Singh (2006: 1-3); Patra
and Kapur (2003: 9-10, 16). Gupta (2005) confirms empirically the migration
argument.

¥ Purther, analysing the determinants of remittances to India, Gupta (2005)
finds that remittances to India appear to be counter-cyclical, that is, higher dur-
ing periods of low economic growth in India. However, other economic or
political variables such as political uncerrainty, interest rates, or exchange-rate

depreciation, are not found to affect remittances significantly.
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that increases productive physical capital in India could be seen as an
appropriate growth strategy. Even though the source of India’s export
revenues are manufactured goods rather than raw materials and natural
resources, its terms of trade are generally weak. With only 11 formal
business start-up procedures, and approximately 20,000 new businesses
registered in 2007, India ranks thirty-fourth on this variable, having a
favourable environment for entrepreneurship. However, India suffers
from a weak communication infrastructure (Legatum Institute 2009a:
162-3). Actions and inputs that address these shortcomings can be seen
as appropriate development strategies. Virmani (2007: 15) notes that
most observers have been too mesmerized by I'T and high-tech services
to acknowledge the importance of the rest of the service sector.

The Planning Commission (2006: 100) states too that encouraging
entrepreneurship and expansion among small and medium enterprises
is important for India’s development. The Commission sees the biggest
constraint on India’s growth in the poorer quality and lack of physical
infrastructure and compared with its competitors in other developing
countries. Nearly half of India’s population lives without electricity and
without a consistent supply of any other form of commercial energy
(Planning Commission 2006: 49). In the assessment of the Planning
Commission, the shortage of power and lack of access continue to be
major constraints on economic growth and on empowering individuals,
especially those below the poverty line.”” 'The RBI (2006) observes that
the country’s weak engineering and physical infrastructures are likely to
hamper growth.

Taxes and Development,  Unlike many developing countries, India has
functioning state institutions that are concerned with inclusive growth,
both at the centre and the state level.’® One major constraint of the state
and the government to foster development lies in under-proportionate
tax revenues. India’s tax base, both for personal income tax as well as

7 A government programme is on its way to provide clectricity to all
125,000 unefectrified villages and connect 23 miltion households below the
poverty line (Planning Commission 2006: 48),

18 This is true despite the fact that none of the institutions and poverty re-
duction strategies are flawless, and corruption and misuse of funds for private
pusposes are reportedly widespread.
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for corporate tax, is narrow (Ministry of Finance 2002; Poirson 2006).
Increasing tax revenues for the central government or the state govern-
ments' can be regarded beneficial for development.

THE ROLE OF MIGRATION AND MIGRANTS
IN DEVELOPMENT

In the last two decades, the development effect and potential of migrants
has become an increasingly important and coherent field in economic
and social science research (see Lucas 2005; P. Martin, S. Martin, and
Weil 2006; Straubhaar 2000; Thrinhardt 2008b). Its significance has
not only been highlighted in a growing body of international research
literature, but also in publications by international organizations
and institutions such as the Global Commission on International
Migration, the European Commission, the Organisation for Economic
Co-operation and Development (OECD), the International Labour
Organization. (ILO), the World Bank, the International Monetary
Fund (IMF), the UNDP, the International Organization for Migration
(IOM), and other international agencies. In 2003, an inter-agency
coordination partnership, called the ‘Geneva Migration Group® was
established. In 2006, this group became the ‘Global Migyation Group,
which currently consists of 16 member agencies. Furcher, in 2006, the
United Nations held a high-level dialogue on international migration
and development, which led to the establishment of the annual Global
Forum on Migration and Development, In 2013, a second high-level
dialogue is scheduled to advance the international agenda in this area.
The wider view of migration as a development tool is supported by
the increasing inclusion of migration aspects in countries’ Poverty
Reduction Strategy Papers, or PRSPs. PRSPs are national develop-
ment pians, which, on its website, the World Bank describes as a

s . , .
.country’s macroeconormic, structural and social policies and programs

to promote growth and reduce poverty, as well as associated external
financing needs’. ‘They add that ‘PRSPs are prepared by governments

19 i ies di
While the central government levies direct taxes, such as personal income
tax and corporate tax, and indirect taxes, such as customs duties and service tax,

states levy a VAT on goods, state sales raxes, and various local taxes (Poitson
2006:5).
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through a participarory process involving civil society and development
partners, including the World Bank and the International Monetary
Fund (IMF)’. Reviewing all national development plans and PRSPs
between 2000 and 2010, in an unpublished assessment, UNDP found
93 countries that had referred to migration in their strategies, mostly,
however, in a very superficial way. Most recent strategies emphasize
the role of remitcances (UNDP 2009: 83) and ‘engaging the dias-
pora as Black and Sward (2009) show. Based on a review of PRSPs
completed since 1999, Black and Sward (2009) argue that migration
and its impacts on poverty reduction often remain poorly recognized
or analysed. They find that only a few countries’ PRSPs deal in any
detail with the skills and resources of diaspora populations, beyond
theit obvious role as a source of remittances to families and invest-
ment income. In turn, refatively few PRSPs go into any detail on how
remittances might impact the receiving country (2009: 14). ‘Table
2.1 shows that ‘engaging the diaspora’, ‘facilitating remittances’, and
‘promoting diaspora investment’ are quite frequent goals with national
poverty reduction strategics. However, assessment of the real impact
and broader possibilities scems to be mostly neglected. In order to
deepen the understanding of migration and its manifold possibiliries
for national development and to facilitate mainstreaming migration
into national development planning, the Global Migration Group
(2010) issued a handbook and, at the time of writing, was involved
in a pilot project to mainstream migration into national development
strategies in Bangladesh, Jamaica, Tunisia, and Moldova,

TagLe 2.1 Occurrence of Migration-related Policies in Poverty
Reduction Strategy Papers '

Policy objective _ Number of countries
Engage diaspora 17
Export labour 10
Facilitate remittances 9
Sign bilateral agreements 9
Promote investment by diaspora 8
Improve labour conditions 6

Sonree: Black and Sward (2009: 21, Table 2).
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I agree with de Haas (2009: 53) that ‘in order to enable a more focused
and rigorous debate, there is 2 need to better distinguish and specify
different levels and dimensions at which the reciprocal relationship
between human mobility and development can be analyzed’. UNDP’s
Human Development Report 2009 focused on the link between mobil-
ity (that is, migration) and human development. In this context and
apart from it, there is an increasing number of research publications
that try to adopt a broader vision of the migration and development
nexus, such as D. Yang (2009), de Haas (2009), Skeldon {2008}, Usher
(2005). However, the perspective does not encompass many aspects and
a comprehensive conceptual framework has not yet fully evolved.

As said above, a holistic framework for migration and develop-
ment is based not only on a specific perception of development and
an understanding of concrete needs and strategies in the respective
country, but also on a thorough analysis of the migration patterns and
the diaspora in order to see how this particular diaspora and migration
phenomenon may affect the development. In this section, T develop a
framework for India drawing on particulars from Indian migration,
the development needs presented above and research on migration and
development. Thus, aspects that might be of less importance for other
countries might be described in detail here, while other aspects, such
as references to armed conflicts and unstable states, are not discussed.
Paying attention to details is important. In Peor Economics, Banerjee
and Duflo (2011: 3) make a strong case for understanding the fight
against poverty as a set of concrete problems that, once propetly
identified and understood, can be solved one at a time’. They show
how minor details in development-refated actions decide whether
programmes are successful or not. While it is not possible to go to
that level of detail in the following overview, it is crucial to stay clear
of too broad generalizations and to focus on the concrete actions, side
conditions, and ocutcomes.

Depending on the conceptualization, there are four stages of migra-
tion that may have developmental effects. The first is emigration. The
second consists of the interactions between the migrants and the home-
land during the migrants’ stay abroad—so-called diaspora options. The
third stage comprises eventual return migration, and the fourth and last
is re-migration, thus starting the conceptual circle da capo. Actions by
descendants of migranss are included into diaspora options. Although
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their eventual migration to their ancestral homeland cannot be consid-
ered ‘return,’ and despite the conceptual differences, this kind of move-
ment is included into the discussion on ‘return migration’.?

Issues related to out-migration, or emigrarion, are highly disputed.
Best known in this context is the example of ‘brain deain’, understood
as the emigration of a sizeable number of the best and brightest, which
depletes the country of origin of its talent (Hunger 2004; Lowell 2002a;
P Martin 2003; Regets 2001). However, this is only one possible effect
emigration may have. We do not have to go deeply into this part of
the migration process since membership statuses, such as the OCI, do
not matter significantly for any emigration-related aspect. Instead, I
concentrate on OCI as India’s endeavour to benefit from past migratory
MOVements. ‘

While migrants from a given country are abroad the country of ori-
gin may benehr in many ways, While first-generation migrants are of
particular importance, the role of their descendants, so-called second-
generation migrants, shall not be underestimated either. There are at
least two ways of structuring the migration~development nexus: either
by focusing on the activities migrants can indulge in and asking for their
developmental impact or by looking at the sectors we would like to see
an impact in and ask what role migrants can play in that sector. In this
chapter, I will start with the first approach and conclude witch the second.

Assessing development-related activities, we first have to recognize
that activities by diaspora actors may have direct, intermediary or indi-
rect effects on the development of the source country. Direct effects
stem from activities, interaction, and involvement that directly affect the
source country’s development. The most famous examples are remitting
and investing. In my view, it is worthwhile formulating these activi-
ties in a verbal form instead of the more used terms ‘remittances’ and
‘investment’ because, especially for the Jatter, there are also intermediary
and indirect effects that do not involve own investment activities by

* Kapur {2010: 23-5) also conceptualizes the prospect of migration as a
channel by which emigration affects the country of origin. This focuses on the
question how the expectation to emigrate in the future may influence current
behaviour---such as education outcomes. However, from the viewpoint of di-
aspora options, this is only of indirect importance and will, hence, be omitred
from this analysis.
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diaspora actors. Intermediary effects are effects by which diaspora mem-
bers act as agents for cooperation between third parties and actors in
their home country. With regard to India, it is often said that the Indian
diaspora in the US to a larpe extent does not consist of entreprencurs
but rather of professionals and executives (FHigh-level Commiteee on the
Indian Diaspora 2002: 169-71; Hunger 2004; Naujoks 2009a; Roy and
Banerjee 2007). It is often assumed that ethnic Indians in the senior
management of large corporations play a role in facilitating investments
by their companies. "Thus, they are not investing their own capital but
they act as intermediaties for investment. Indirect effecis are even further
removed from direct actions and activities of diaspora actors. The entire
diaspora community (or significant parts of it) can bring a change in the
source country’s perception and appreciation. ‘This is often referred to
as the ‘branding value’ of migrants. This kind of ‘diaspora externalities’
(Faini 2006) might have positive effects for economic cooperation and
investment. ‘The following sections provide a detailed overview on dif-
ferent effects in the diaspora options category. I will start by outlining
several direct effects and proceed to intermediary and indirect effects
subsequently.

DIASPORA OPTIONS—DIRECT EFFECTS

Diaspora actors can directly affect their home counury’s development
by remitting money, by investing, by getting involved in trade or phil-
anthropic projects, by transferring knowledge, by raising the country’s
tax income, by spending as tourists, or by bringing social change in the
country or its bureaucracy. I will discuss all activities in turn.

Remitting

Possibly the most quoted and publicly discussed way for a soutce coun-
try to profit from its migrants is through the inflow of private transfers,
so called remittances. There are many ways one can look at remittances
and through a variety of lenses. Guarnizo (2003: 673) observes that
the bulk of research on remittances has centred on determining their
volume, assessing their contribution to local development, identifying
the channels employed to transfer them, and defining the determinants
of remitting, Owing to limitations of space and scope, I cannot discuss
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in detail all the aspects of remittances, around which an impressive body
of literature is afready available.”! T will briefly outline five levels for che
analysis of remittances and discuss their potential effects in general as
well as their concrete eflects in India in pardcular,

Analytical levels of remitrances analysis

The scale, composition, and effects of remittances can be analysed in
five levels, starting from the big picture and moving in for a closer look
(Figure 2.1). Level 1 reveals the total amount of inflows, both in abso-
lute numbers and in relation to appropriate measuzes, such as GDP,
expenditures for health and education, debt services or the value of
imported, and exported goods. At the level of absolute inflows, since
2003, India has been the world largest recipient of private money

Absolute inflows and their
importance relative to
GDP, healthcare, and

cducation ﬁXPEnCl.itLLl‘E

Level 1

Composition and definiton of concrete flows
Level 2 (family maintenance, employees’

compensation, donations, etc.)

Level 3 Source regions of senders | Receiving regions of recipients
i

Determinants of Remittances
Level 4 R i L R R
Macrocconomic i Individual

Effects of Remittances

Level 5 | National i Community Household/individual
Level E Level Level

-
Effects on exchange rate, 1 Effects on production, Effects on disposable

'
foreign exchange ! cquality, taxes, and so © | income, consumption,

. . 1 . - .
reserves, inflation, 1 ony multiplier effects by | investment, healthcare,

credit rating 1 consumptionfinvestment | education, nutrition, and
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Ficure 2.1 Analytical Levels of Remittances Analysis

21 For an overview see Straubhaar and Videan (2006), Rapopert and Doc-
quier (2005), Ozden and Schiff (2005) and World Bank (2006).
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Figune 2.2  Inflow of Remirtances into India {1970-2009)

Sonrce: World Bank staff estimates based on the Intetnational Monetary Funds
Balance of Payments Statistics Yearbook 2008,

transfers from abroad. As Figure 2.2 shows, India reached this position
after a remarkable increase over the last one-and-a-half decades. From a
modest USD2.1 billion in 1990-1, the inward remittances were pegged
at almost USD50 billion in 2008 and 2009 each.

The importance of remittance inflows for India is confirmed when
looking at remittances in a relative perspective, such as in relation to
Indias GDP, the country’s expenditure on education, and on health-
care. Although India’s economy is not dependent on remittances, these
inflows have gained considerable importance, increasing from only 0.7
per cent of India’s GDP in 1990-1 to 4.1 per cent in 2008. Further, over
20008, remittances to India were 3.6 times higher than the country’s
total debt servicing payments.” '

At analytical level 2, one has to ask, what are the components of
remittance flows? Donations and charity contributions, funds for family
maintenance, employees’ compensations, and withdrawals from NRI
accounts which might be used for merely personal use of the migrant,
are likely to react differently to shocks and changes, and to have quite
different development details.” Further, funds remirted via unofficial

22 Authors own calculations, based on data from the RBI, IME and World
Bank.

B Inrerestingly, the IMF (2008: 5) clarifies formal definitions of remittances
‘are not based on the concept of migration, employment or family relation
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channels may be considered. While remittances from middle-class
households in northern America are likely to be transmitted predomi-
nantly via official channels, especially through the banking system,
some of the funds, especially from the Gulf region, are supposed to be
remitted through unofficial channels. In Rahman’s (2001: 111-2) scudy
on labour migration from Bihar, only 60 per cent of the respondents
transmitted via banks, while alone 31 per cent used middlemen because
banking facilities were not available. PC. Jain (2008: 174) confirms
that while most remitcances are sent via official channels, a significant
amount is not,

At analytical level 3, the location of the senders in the world {source
regions), as well as the specific location of recipients in India (destination
regions), can be analysed. While no systematic data on the regions of des-
tination in India exists, surveys by the RBI reveal that between 1997 and
2004, ewo-thirds of all received funds were sent from the US, Canada,
and Europe, and more than half of all transferred funds received in 2003
and 2004 originated from northern America alone (RBI 2006).24 RBIs
recent remittances study confirmed that North America continues 1o be
the most important source region of remittances to India, even though
its share in total remittances fell to 38 per cent in 2010 (RBI 2010).%

ships’. Because migration is nota concept in the balance of payments framework
and the term ‘migrant’ is not defined in the Balunce of Paymenr Manuad, Also
Straubhaar and Videan (2006: 141) stress that remittances data have serious
limitations and the estimates should be interpreted with caution. Kapur (2010:
114) observes that data from the RBI does not have a robust way to cross-check
the reported darta.

* FEstimates on the source countries and regions are limited because under
the current reporting system, banks report only the currency of the receipt, such as
TSD, British Pound, Euroe, to the RBI, not the couﬂtry-or region of origin. Many
countties in Africa or Asia choose to transfer money in dollar or pound denomina-
tions, making it difficult to obtain data by remittance-sending country. Informa-
tion on source regions given by the RBI relies on special surveys conducted by
RBI (2006; 2010). Also, the World Bank (2006: 89-90) estimates that 44 per
cent of the 2004 remictance inflow into India originated from North America.
For further details on remittances to India, see Chishti (2007) and Singh (2006).

% In Ahmedabad, Bangaluru, Chandigarh, Delhi, Hyderabad, and Koikata,
more than 60 per cent of the remittance inflow originated from North America
and Europe (RBI 2010).
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For this framework it suffices to say that the Indian diaspora in the US
appeats to be important for the scale of inbound remittances.

At level 4 of analysis, the determinants of remittances deserve atten-
tion. Both, factors that affect sending patterns at the individual level
and influences at the macro-level are held responsible for changes in the
scale and use of remittances. I will discuss micro-level determinants of
remittances in the first section of Chapter 8. Among the many macro
factors that have caused the overall increase in remittances to India, the
main one is the Indian migration pattern. In particular, the increased
number of migrants to North America and Furope and their profes-
sional occcupations are seen as important components of growth in
remittance inflows. Secondly, policy decisions for structural reforms in
India ate scen as another major cause for the increase.”® As to policy
decisions, the relaxation of regulations and controls, as well as allowing
a market-determined exchange rate and the gradual opening of the capi-
tal account are regarded as important building blocks of the enabling
framework. Thirdly, incentives for diasporic Indians to send and invest
money in India under special deposit and bond schemes, which will be
discussed [ater in this chapter, have also contributed to the phenomenon.
Upon maturity of the bonds, a sizeable proportion has remained in India
and local withdrawals from several capital accounts account for a large
proportion of the recorded remittances (Chishti 2007; Singh 2006: 1).

Chishti (2007) adds two further noteworthy points. The first concerns
the data. The deregulation of the Indian rupee exchange rate from 1993
onwards, led to decreased incentives to use the unofficial channels for remit-
ting money. Thus, partly the increase might reflect simply an increase in the
registration of Hows, rather than their existence. The second concerns the
incentive to remit money. Chishti assumes that the diaspora’s perception of
the Indian economy as a booming market with great growth potential was
one of the most significant factors in the surge in remittances.”

% For both causes see World Bank (2006: 89); Singh (2006: 1-3); Patra
and Kapur (2003: 9-10, 16). Gupta (2005) confirms empirically the migration
argument.

¥ Purther, analysing the determinants of remittances to India, Gupta (2005)
finds that remittances to India appear to be counter-cyclical, that is, higher dur-
ing periods of low economic growth in India. However, other economic or
political variables such as political uncerrainty, interest rates, or exchange-rate

depreciation, are not found to affect remittances significantly.
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At the last analyrical level 5, one has to ask what concrere effects derive
from the inflow of remittances. In this regard, much can be learned
from development studies that show that it is not sufficient to look at
the input alone. This does not mean that the input is of no relevance. In
development cooperation, input-based benchmarks exist like the target
of providing 0.7 per cent of a country’s GDP as Ofhcial Development
Assistance (ODA); a target adopted by the UN General Assembly in
1970 (Resolution 2626), which has so far been met by only a few small
economies (like Denmark, Luxembourg, the Netherlands, Norway, and
Sweden). However, ideas of effectiveness and asking for the outcomes and
the impact on the main objective are clearly centrestage, which is also
reflected in the adoption of the Paris Declaration on Aid Effectiveness in
2005, as a measure to increase efforts in harmonization, alignment, and
managing aid for results with a set of monitorable actions and indica-
tors.?® Thus, while the magnitude is relevant, of greater concern are the
effects of remittances.

Potential effects of remittances

A closer look at possible effects of remittances reveals that already on
the theoretical level, there are many open questions, many uncertainties
and theories thart are not backed by sufficient empirical evidence. Due to
constraints of space and scope, I will limit the presentation of the major
factors and findings.” '

While assessing the effects of remittances, it is possible to differenti-
ate between the effects on economic growth, macroeconormic indicarors
and other development aspects. It is especially important to differentiate
between effects at the household, community, and national level. At
the national level, a substantial infAow of remittances affects the balance
of payment. By providing foreign exchange, it may cure or lessen an
eventual balance of payments deficit, which in turn may have significant

% Tn 2011, the international community expanded on the Paris Declaration
and the focus on sustainable results by adopting the Busan Partnership for Ef-
fective Development Co-operation.

? For a comprehensive analysis of differenc factors and economic approach-
es, see Rapoport and Docquier (2005: 47-75), and Straubhaar and Videan
(26006), and World Banl {2006: Chapters 4-5).
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positive effects on economic growth (Seaubhaar and Videan 2006:
156-7). One of the important questions in this regard is whether remit-
tance flows have a stabilizing effecc by being counter-cyclical ™

Furcher, the economic impact of remirtances depends on the way
remitted money is spent and on how production in the remictance-
receiving country reacts. If (or in so far) remittances are spent for con-
swmptive use, it is decisive whether the increased demand is supptied by
additional imports or whether it is met by an increase in the national
production with positive income and employment effects (Straubhaar
1988: 160). The negative example is the so-called ‘boomerang hypoth-
esis’ or ‘Dutch disease’, that is, remittances incsease enly the demand for
import goods, and by an increase of the price level and of imports, this
leads to an overvalued exchange rate and to dependency of remittances
(Macmillen 1982: 263), ‘

Guarnizo (2003: 674) summarizes thar given the oligepolistic eco-
nomic structure of many developing countries, the consumptive use of
remittances often results in price inflation and import demand, rather
than in supply expansion for nationally produced goods. Instead, from
the viewpoint of economic growth, the best use of remittances is to
allocate the capital partly to savings and partly to indusuial or produc-
tive plants.® Successful initiatives to strengthen the development impact
of remittances often combine financial literacy education for migranis
and their families with concrete financial products in which they can
invest.” Corresponding to migrants” own objective to accumulate funds,
such programmes create an enabling environment that makes channel-
ling remittances into productive projects a sensible and risk-free choice.

% TFranlkel (2009) finds in his analysis of bilateral remittance flows that remit-
tances flows respond positively to the cyclical position in migrants’ host country
and negatively to the cyclical position in their country of origin. He concludes,
thus, that this counter-cyclical pattern can play a stabilizing role for the lacter,
confirming other studies such as Nayyar (1994) and Straubhaar (1988).

# Straubhaar (1988); Straubhaar and Videan (2006); Chami ez 2/ (2008:
38-9).

* Financial literacy education for migrants and their non-migrant house-
holds can improve their financial possibilities, reduce debt, empower migranes
and their families, as well as increase remittance flows to localities of origin and

their development impact.
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In addition, remittances may lead to postponing or neglecting struc-
tural change. Thus, production processes are not efficient, leading to
decreased international competitiveness. This can cause severe problems
if the inflow of remittances stops or decreases (Macmillen 1982: 267;
Straubhaar 1992: 104). On the other hand, as another benefit at the
national level, remittances can strengthen the macro-financial standing
of countries of origin, giving them a better credit rating from global
lending agencies which eases obtaining funds and may decrease interest
rates (Guarnizo 2003: 687).

Opposed to claims made by many economists thar remirtances
should be allocated for industrial and productive purposes, there is a
recent tendency to criticize, like de Haas (2005:'7) puts it, ‘the incli-
nation to denote expenditure on housing, sanitation, healthcare, food
and schooling as unproductive and non-developmental, Afrer all, such
improvements in the well-being and human capital of people also have
the tendency to increase their productivity, freedom of choice and the
capacity to participate in public debate’. Thus, direct benefits at the
recipient household level have to be duly acknowledged and be assessed
from the wide notion of development as discussed above. There is
growing evidence that remittances facilitate human capital formation
and reduce the incidence and severity of poverty in several low-income
countties (Rapoport and Docquier 2005).

Apart from the economic effects of remittances, their social effects
matter too. Thus, we have to ask whether remittances increase school
attendance, college entry, labour, and professional qualifications. The
socio-cconomjc parameters of the recipient houscholds are paramount
when it comes to the concrete levels; de Haas (2009: 26) argues that
even small remitted amounts can make a positive difference to poor
households. On the other hand, there may be several multiplier effects
deriving from remittance-receiving middle-class households.

At the community level, remittances may affect production processes,
the equality of residents, the tax base and revenues, as well as, through
multiplier effects, the overall income growth. Apart from the migrant
households that benefit directly through an income increase, non-
migrant houscholds and communities can benefic through multiplier
effects and through transfers from migrant to non-migrant households

{Khatri 2007: 21). 'This is believed to be the case if remittance-recipient
households increase consumption and their expenditure on housing,
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employment possibilities and generate income for those outside the
household (de Haas 2009: 29; Lowell and de la Garza 2000; Straubhaar
and Videan 2006: 155).

It has been noted that remittances can have different and important
distributional effects on equality issues in the source country.?* Rapoport
and Docquier (2005: 55) observe that the long-term impact of semit-
tances has, only recently, been reformulated in an endogenous growth
framework, and argue that the growth effects of remittances cannot be
dissociated from their distributive effects. Although remittances are
often found to have the potential of fostering equality,® it is observed
that they may create inequality t00.> Ha ¢ 2/ (2009) show for China
that while internal remittances initially increased inequality, chey later
had a positive, equalizing effect. Based on data from Honduras et 4/,
(2005) find that remittances tend to be more inequality reducing (or less
inequality increasing) in urban areas than in rural ones.

Several regression analysis simulations with large numbers of coun-
tries indicate that remittances have a significant effect on poverty reduc-
tion. According to an analysis of 71 (Adams and Page 2003) and 72
(Adams and Page 2003) countries, a 10 per cent inctease in per capita
remittances leads to a 1.2 or 3.5 per cent decline respectively in the
share of people living in poverty. This is confirmed by a recent IMF
(2005) simulation based on a sample of 101 countries for the petiod
1970-2003. In a cross-country regressions simulation, the World Bank
provides an indication for the fact that the impact of remittances is path
dependent.*® Higher initial levels mean steeper income declines.?” Also,
the initial extent of poverty and the degree of inequality affect the con-
crete impact of remittances. '

# See de Haas (2009: 26); Skeldon (2008: 5); UNDP (2009: 74),

* Stark, Taylor, and Yitzhaki (1986); Taylor and Watt (1996); Docquier,
Rapoport and Shen (2003},

¥ Rodriguez (1998); Adams (1998); Skeldon (2008: 5); Zachariah and Ra-
jan (2008: 7). For an overview, sec Gonzdlez-Kénig and Wodon (2005).

% As the World Bank (2006: 120) points out itself, because of the simplicity
of the model and other limitations, the simulation “results’ are not conclusive.
See also Ratha (2007: 35),

7 The model analyses the effect of the absence of remittances, not the impact
of their actual inflow. Thus, the higher the ‘decline’ caused by their absence, the
stronger ate they positively correlated with poverty reduction effects.
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Evidence on effects of remittances in India

The actual effects of remittances are of far greater interest than a géneral
theoretical framework on possible effects. As Chami ez 4/, (2008: 32) put
it, ‘[e]lconomic theory gives us no reason to suppose that the macro-
econornic effects of workers' remittances should necessarily be uniform
from country to country or from time to time. In theory, the nature
of these effects depends on a variety of characteristics of the receiving
economy, as well as of the remittance flows themselves.” ‘This is not only
true for international comparisons but also with regard to the different
remittance flows into India and besides the macroeconomic effects this
holds true for other developmental consequences.

De Ferranti and Ody (2009: 63) observe that who receives remit-
tances is determined by who migrates. In this regard, it is important
to differentiate between remittances from labour migrants in the Gulf
region and from skilled diaspora members in economically developed
countries.® There is a very limited number on empirical studies on India.
Further, most of the studies focus on households in Kerala, Due to the
major emigration pattern in Kerala, these studies reflect the sending and
spending patterns for {temporary) Gulf migrants and their households
(Zachariah and Rajan 2007). Related analyses are, for these reasons, not
highly representative for the entire country.

From a macroeconomic perspective, remittances have had a significanc
positive effect on India’s balance of payments. Remittance flows during
the past three decades have financed a large proportion of the balance
of trade deficit and thus reduced the current account deficit and their
positive macro impact seems clearly to prevail (RBI 2006: 8).* It is also
reported that during India’s balance of payment crisis in the aftermath
of the Gulf War of 1990, considerable remittance inflow prevented a
collapse in current receipts {Patra and Kapur 2003: 2). In view of India’s
tax structure, middle-class recipients are more likely to pay taxes, thus
remittances to such houscholds may contribute to the country’s tax

3 This is a generalization. Some 10 per cent of the Indian workforce in
the Gulf region is reportedly white collar workers, and there are menial and
unskiiled Indian migrants in industrialized countries, but owing to the general
community profiles, it appears appropriate to make this categorization.

% For details see RBI (2001: 1-18; 2003: 11-38; 2008: 66-8) and Srivastava
and Sasikumar (2003: 18). :
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revenues and enable India to focus on ‘developmental activities', Desai
et al, (2009: 43) estimate the indirect tax yields as a result of remittances
to have reached about 0.07 per cent of GNI in 2005.

According to a survey conducted by the RBI in 2009 (RBI 2010),%
a large portion of the remittances received (61 per cent) are utilized
for family maintenance, that is, to meet the requirements of migrant
families” food, education, health, and so on, whereas, about 20 pet ceﬁt
are deposited in bank accounts and about 4 per cent are invested in
real property or equity share. In Kerala, remittances are mainly used for
consumption, repayment of loans, and meeting other social obligations.
Migrant houscholds also invest in housing, land and consumer durables,
but evidence of other productive investment is scarce.”' Some studies,
however, report such investment by a small percentage of migrant
and return-migrant households (Srivastava and Sasikumar 2003: 8).
Zachariah and Rajan (2007: 13) observe a significant shift in the use
and impact of remittances in Kerala. In the early period of a construc-
tion worker’s emigration, the bulk of the remitted money was used
up for household consumption—subsistence, education of children,
house renovation, and house construction—as well as dowty and debt
repayments. However, Zachariah and Rajan (2007: 13) observe that
‘remittance-based investments are taking over from remittances-based
consumption as the state’s new growth driver’

Apatt from remittances sent from the Gulf countries which to a large
extent come from labourers and are found to benefit rural development
and economically challenged households in south India (Rahman 2001;
Zachariah and Rajan 2008), remittances from the US and other high-
wage economies are likely to go predominantly to middle-class house-
holds. Reliable surveys on this topic do not exist, but a host of anecdotal
evidence on the migration movements and the socio-economic charac-
teristics of Indian migrants in those countries justify this assumption.

# The survey was conducted in bank branches across twelve urban centres
in India, namely Ahmedabad, Bangaluru, Bhubaneswar, Chandigarh, Delhi,
Hyderabad, Jaipur, Kolkata, Mutmbai, Patna, Kocki, and Ranchi.

“ For the state of Bihar, Rahman’s (2001: 117-9) survey finds that remit-
tances are mainly used for consumer durables and less for investment goods,
such as trucks, tractors, and other vehicles. However, 7 per cent of the surveyed
households allocate received funds for business investment, 37 per cent for the
purchase of land, and 51 per cent for construction and renovation of houses.
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Sending remittances to the middle class is likely to increase inequalities.
Howevet, equality is only one indicator we look at. The growing middle
class and their economic rise also leads to the targeting of international
companies for fashion, sportswear, cars, eleceronics, and so on. Many of
those goods are produced in India for the domestic market. This per-
ceived marker led to the set up of manufacturing units, and hence, to
investment, to employment, and so on. ‘

The aforementioned cross-country regressions simulation by the
World Bank indicates that the overall effect of remittances on poverty
reduction in India will be quite small.% This is not unexpected, consid-
ering the enormous size of the country’s population and the high pro-
portion of people living under the poverty line. Indian labour migrants
often come from rural areas and from poorer families.”* Remictances to
their households can more easily have spillover and multiplier effects
at the community level. Professional migrants to northern America,
Europe, Australia, and New Zealand have mostly a middle-class and
more urban background. As discussed, the surge in remittances over the
last ten years is mostly attributed to the latter migration pattern. It is,
thus, not unlikely that the bulk of these funds are not effective at the
community level to generate poverty reduction effects. It is believed chat
their remittances have instead expanded the earnings and employment
opportunity of the middle class, and helped India’s entry into the global
cconomy (Newland and Parrick 2004: 7). _

Asking how remitcances are spent is not insignificant, but it must
only be the starting point. "There are more important questions, from an
analytical point of view, including what effects are generated at each level
(household, community, regional, and national levels), why chis is the
case and under what conditions. Thus, instead of cnumeratiﬁg studies
that find that remittances are spent on education (country A), mainly
consumption (country B), small-scale production and micro-investment

42 Removing the 3 per cent share remittances have in Indias GDP and as-
suming that this does not affect inequality (Gini = 0}, the World Bank {2006:
128-9) estimates a rise of 3 per cent in the poverty headcount rate using per
capita GDP and 23 per cent when using mean survey income. The basic survey
data on India is from 2000.

4 However, Lucas (2004) refers to studies showing that although some of
the poorest households in Kerala send migrants to the Gulf region, generally
Gulf migrants tend not to be from the lowest income levels.
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(country C), and so on, to make a point about the various possible
effects of remittances, we should be concerned with understanding the
actual role that several factors play on concrete effects such as (a) the
region and the socio-economic and cultural conditions at the beginning
of the migration process; (b) the migration process itself and the compo-
sition of the migration stream; (¢) the actual socio-economic, cultural,
ethnic, and legal conditions in the place of destination; (d) the effect of
metnbership in groups, institutions, states, religions; {d) the cultural,
social, and other determinants of financial and other lows and how they
are linked to the concrete effects in the source regions.* It is important
to ask che right specific questions, but in a second step, it is even more
important to contextualize and conceptualize how those questions and
their answers are embedded in a larger system.

Guarnizo (2003 691) stresses that although it is important to know
about the scale and use of remittances, it is also of great interest ‘to learn
more systematically about the geography of remitrances (that is, variation
across places of origin and destination} and the sociology of remittances
(that is, socio-demographics and power relations along class, gender, and
generational lines of senders and receivers across different contexts)’.

Investing and Business Operations

Another main issue in the development debate focuses on foreign
investment and capital flows to source countries.” ‘Foreign investment’
is usually understood as financial contribution to the equity capital of
an enterprise or purchase of shares in the enterprise by a non-resident

# In this regard, Taylor (2006: 6) invokes an old joke about a man who
comes upon an economist on his hands and knees, looking for a quarter un-
derneath a lamppost. The man asks where he was when he realized he lost the
quarter. The economist answers, “Well, I lost it up the street, but the light is bet-
ter here.’ Taylor sees this tendency of looking at the wrong places when examin-
ing remittances. While it seems ‘natural to ask households how they spent their
remittances’, this is, ‘the easiest strategy, but one is looking in the wrong place.
‘The question one really wants to ask is, “How did having remittances change
what you did-—the things you produced, the way you produced them, and che
things you spent income on?”

4 See United Nations (2006: 67); Global Commission on International Mi-
gration (2005: 25).
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investor, Foreign investment is of two kinds—Foreign Direct Investment
(FDI) and Foreign Portfolio Investment. The OECD (2008: 17) defines
EDI as a category of cross-border investment made by a resident in one
economy (the direct investor) with the objective of establishing a lasting
interest®® in an enterprise (the divect investment enterprise) that is resident
in an economy other than that of the direct investor. The motivation of
the direct investor is a strategic long-term relationship with the direct
investment enterprise to ensure a significant degree of influence by the

direct investor in the management of the direct investment enterprise.”

Migration and investment

There are surprisingly few studies on the nexus between migration and
FDL Kugler and Rapoport (2005) conclude that while skilled migration
and FDI inflows are positively cotrelated, total migration flows are asso-
ciated with a decrease in future FDI. Also, Javorcik et 2/, (2006) find that
FDI from the US is positively correlated with the presence of migrants
from the host country in the US. This is especially the case for migrane
communities with a large share of college graduates, thus suggesting
particularly positive investment effects from an educated diaspora. The
Chinese diaspora is widely held up as the model for diasporic FDI contri-
butions. Overseas Chinese, especially from Southeast Asia, are reported
to have been largely involved in the Chinese investment surge (Bajpai
and Dasgupta 2004; Guha and Ray 2000; Wei 2005). Though still lag-
ging behind FDI inflows into China, those flows to India are increasing
steadily, According to UNCTAD’s World Investment Prospects Survey
2009/2011, India ranked number three as the most preferred FDI loca-
tion (UNCTAD 2009: 50).%

Although, since 1991, the Indian economy has gradually opened up to
foreign investment, there are still procedural and sectoral limitations for

“ However, it is acknowledged that sometimes, investments are made to
strip companies of their assets and thus not for a lasting relationship, OECD
(2008: 22).

47 Similar to this is IMF’s definition in the Balence of Payment Manual
(BPM5).

#® UUNCTAD (2009: 38) cites reports by Ernst & Young and the Japan Bank
for International Cooperation, both of 2009, which find that India ranks num-
ber two behind China for transnational corporations.
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FDL* Thus, it is important to note that there are some special regulations
for Non-resident Indians (NRIs) and Persons of Indian origin (PIOs).*
However, Overseas Corporate Bodies (OCBs), defined as enterprises of
which at least 60 percent is held by NRIs or PIOs, have been de-recognized
as a class of investors in India with effect from September 2003 (Indian
Ministry of Commerce and Industry 2010: para 3.1.3).

For portfolio investment in shares and debentures through the stock
exchanges, NRIs require prior approval of the RBI, which eventually is
granted for a four-year period and can be continuously renewed. Portfolio
investment by NRIs and PIOs is [imited to 5 per cent per individual and
to 10 per cent of the paid-up value of the company for all NRI and PIO
investments,” Further, NRIs, like other foreign investors, may set up
business operations in India by incerporating a company, through joint
ventures, as wholly owned subsidiaries, or by setting up an office of a
foreign entity, a liaison, representative, project, ot branch office.”

# FDI is prohibited under government as well as automaric routes for the
following sectors: {a) retail trading {(except single-brand product retailing),
(b) atomic energy, (¢) lottery, (d) gambling and betting, (€} business of chit
fund, {f) nidhi company (also known as mutual benefit societies, these are non-
banking financial companies that do the business of lending to a small group of
member-investors), (g) trading in transferable development rights, and (h) real
estate business or construction of farm houses (except development of town-
ships, construction of residential/ commercial premises, roads or bridges to the
extent specified in netfication No. FEMA 136/ 2005-RB dated 19 July 2005).
See Ministty of Commerce and Industry (2010).

3 In this regard, a ‘person of Indian Origin’ means a citizen of any country
other than Bangladesh or Pakistan, if (i) he at any time held Indian Passpore; (ii)
he or either of his parents or any of his grandparents was a citizen of India by
virtue of the Constitution of India or the Citizenship Act, 1955 (57 of 1953);
or (iii) the person is a spouse of an Indian citizen or a person referred to in sub-
clause (i) or (i), see (Ministry of Commerce and Industry 2010, para 2.1.30).

3 Investing NRIs need a Permanent Account Number card (PAN card)
from the Income Tax Department and an NRI bank account, such as the NRE
or NRO account, see below. Sectors in which FDI is prohibited are specified
above in footnote 49.

7 Such offices can undertake activities permitted under the foreign exchange
management (Establishment in India of Branch Office or other Place of Busi-
ness Regulation, 2000).
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Only 4.2 per cent of the total FDI between 1991 and 2003 was reg-
istered as diasporic FDI (Roy and Banerjee 2007: 4).” It has been noted
that the Indian diaspora differs strongly from the business diaspora of
ethnic Chinese (Kapur 2001; Hunger 2004; Kuznetsov and Sabel 2005;
Wei 2005; Roy and Banerjee 2007}. Guha and Ray (2002) argue that
diaspora involvement in FDI in China and India is substantially different
because overseas Indians lack the skills in managing export production
with low-wage labour. Roy and Banerjee (2007) further claim that the
comparatively low level of diasporic investment is rooted in the Indian
investment policy under which several products are reserved for small
and medium enterprises (SMEs) and foreign investment into SMEs is
limited to 24 per cent, making it difficult for many diasporic entrepre-
neurs, who are often retailers, to engage in those economic activities.*

The former director general of Indids Confederation of Indian
Industry {CII), does not regard overseas Indians as special targets for
large scale FDI. He says: “The biggest challenges for India are education
and health. Of course, we have the infrastructure challenge. Bur the
diaspora dor’t invest in infrastructure. It's too big. They are not keen
in putting in a billion dolfars or 200 million dollars. [...] If they can
upgrade 100 schools or they can help to modernize 100 hospitals that
will be very worthwhile.”® Also the deputy chairman of India’s Planning
Commission expresses that, in his point of view, the typical diaspora
investor is rather ‘an angel investor or is a venture capital guy comes
along and says, “Look, I'm going to put 20 million dollars into India.”
It’s not a big amount of money.”

3 With the introduction of FEMA 1999, NRI investment schemes have
been subsumed under automatic route, and reporting of data through form 115
(R) was discontinued with effect from December 2002, As a result, there are no
statistics on NRI investments for later periods.

5 Roy and Banesjec (2007) stare that economic transaction. costs in India
are among the highest in the world, quoting a sucvey by Fortune Small Business
magazine on countries’ friendliness to small businesses, according to which In-
dia ranked only 46 among 53 countries.

55 Authot’s interview wich Tarun Dhas, then chief-mentor (20049} and for-
mer director general (1974-2004) of CII, on 23 May 2008.

56 Author’s interview with Montek Singh Ahluwalia, deputy chairman of the
Planning Commission of India, on 6 June 2008.
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Generally, the investment and involvement of diasporic Indians in
the Indian I'T" and high-tech industry is well acknowledged (Hunger
2004; Kapur 2001; Kuznetsov and Sabel 2005:14-6; Saxenian 2002;
2005). Dossani (2002) conducted a survey on engineers in Silicon Valley
and their economic involvement in their home country. According to
this survey, more than 22 per cent of Indian engineers in Silicon Valley
had invested in at least one start-up, almost 10 per cent of them even
more than once (Dossani 2002: Table 14; 2005: Table 8). That leaves 78
per cent who, according to the survey, had not invested in start-ups in
India yet. Saxenian’s (2002) survey of Silicon Valley’s Asian professional
population provides further information on the community’s links to
India. About three-quarter of the surveyed Indian professionals (77 per
cent) had at least one friend who had returned to India to start a com-
pany, half of the respondents (52 per cent) travel to India for business
purposes at least once (but only 13 per cent at least twice) a year. About
a quarter of the respondents (23 per cen) self-report investment of their
own money into Indian searc-ups.

Investment and development

It is believed that FDI of migrants may increase capital in the source
countries {Global Commission on International Migration 2003: 25;
United Nations 2006: 67). In fact, the development impact of FDI is
rarely questioned. Bur looking at the scale of investment might be mis-
leading when assessing the developmental effect in a wider sense. In the
end, we want to know how investment affects the disposable income of
the individuals and households and other factors I identified as ‘good
development’ above. It would be more appropriate to look at the out-
come of the investment, its effect on employment and multiplier effects,
on the supply chain and tax generation for the source country.

A large-scale investment in a tax-free special economic zone with a
high degree of imported technology and small-scale employment for the
local population might not have ideal effects on several development
indicators.’” In fact, Desai ez al. (2009: 43) estimate that India’s fiscal

*7 Following special legistation in 2005, India established Special Economic
Zones (SEZs) with special tax and other benefits, mostly for the export sector.
However, it is often questioned if, or to what extent, business operations in
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gains from NRI direct investment are negligible. Pal and Ghosh (2007:
23) find that total FDI since 1991 had limited effects in terms of fixed
investments, exports, and technological upgrading. They explain this
with the fact that mergers and acquisitions (M&As) accounted for a
significant part of FDI in that time. Whereas so-called green-field FDI
creates productive capacity, this is not the case with most M8As. On the
other hand, it has been argued that the domestic owners of companies,
who gain capital from the M&A deal, are likely to reinvest it in the
economy with positive growth effects. Furthermore, M&As are often
expected to lead to a transfer of technology with positive spillover effects
for the receiving economy (Balasubramanyam 2002: 191-2). However,
Pal and Ghosh (2007: 23) stress that M8cAs tend to lead to the forma-
tion of monopoly powers in an industry, and employment stagnation,
or even decrease, with negative consequences for the country, They con-
clude that FDI inflow into India, which was concentrated in relatively
small areas, has created an iflusion of prosperity, but has done hardly
anything to reduce overall levels of poverty or inequality. They criti-
cize that many state governments have concentrated their development
expenditures in the urban areas in order to attract foreign investment,
neglecting the rural sector with negative consequences.

On the other hand, if diaspora actors are involved in quantitatively
smaller investment projects but focus on sustainable investment, for
‘example, by promoting social responsible investment, their activities
might have a significant impact on development indicators. This could
be one element in establishing a culture of this kind of investment, which
until now is almost non-existent in India (Kumar and Siddy 2009). The
latter is a rather indirect multiplier effect of the diaspora actor’s invest-
ment behaviour.”® The development effect on value chains may also be

SEZs have wider development impacts. Examining the effect of Indias SEZs on
employment and poverty, Aggarwal (2007) finds positive effects from employ-
ment genetation and less so from skill formation, or technology and knowledge
upgradation. Also Gopinath (2009} assesses their overall impact positive.

% 'The reason for such a behaviour can be manifold. Apart from 2 natural
interest in the country, not merely for profit reasons, the reasons include: expo-
sure to social responsible investing in the countries of residence, the experience
abroad that sustainability might be economically of importance, and thac this
aspect is much underdeveloped in India and thus offers great opportunities.
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in the focus.> In brief, it seems appropriate to look further than just ar
the overall volume of investments.

With regard to the oft-quoted Indian I'T and BPO industry, it has to
be noted that the Indian technology sector revenue has grown from 1.2
per cent of India’s GDP in 1998 to an estimated 5.5 per cent in 2008.
Net value added by this sector to the economy was estimated at 3.3-3.9
per cent for 2008 (NASSCOM 2008). In 2008, export of IT services,
including engineering services, research and development, and sofrware
products, provided direct employment to 860,000 professionals, while
BPO export and the domestic IT industry accounted for an additional
700,000 and 450,000 employed professionals respectively (NASSCOM
2008). Further, in June 2010, India’s National Association of Software
and Service Companies (NASSCOM) reports that outsourcing com-
panies ate to set up back-office operations in small Indian rowns and
villages in order to render a low-cost fabour pool. Thus, investment and
returnees activities in the technology sector may indeed have positive
development effects.

Burther, it is not only large-scale investment, but also setting up
medium-sized enterprises that can have several positive effects for the
source country’s economic development. It bears mention, however, that
FDT flows in different sectors and under different circumstances can, of
course, have different effects on the country’s development. In an eco-
nomic model to estimate the effect of FDI on economic growth a 1 per
cent increase in FDI brings about an increase in GDP by 0.12 per cent
(Keshava 2008). Owing to constraints in space and scope, I will leave a
more detailed analysis of FDI’s impact to further research.

Investing in Capital Accounts and Diaspora Bonds

In the 1970s, the government of India felt the need to stock up the
country’s foreign-exchange reserves. For this purpose, it authorized

3 Value chains and value-chain networks are a hybrid form of organization
in which legally independent firms cooperate on consecutive levels of the value
chain, Benefits of value chains are often seen in an inctease of the competitive-
ness of the final product, enhanced possibilities for entering new markets, the
knowledge of the whole productive process and the better fulfilment of interna-
tional quality standards (Langner and Demenus 2009).
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special deposit schemes for NRIs (Chishti 2007; RBI 2003: VII-25).9
From the 1990s onward, the policies kept in focus that a high volatility
of such deposits could be detrimental to the country’s economic stability
which is why it was sought to attract stable deposits. In order to increase
the attractiveness of such schemes, accounts could be denominated in
foreign or domestic currency. They also had a higher than normal interest
rate and accounted for certain tax exemptions. Further, full repatriability
and liquidity was guaranteed for some deposit schemes (Patra and Kapur
2003: 16; Singh 2006: 7).

Eligible for such accounts are ‘Non-Resident Indians’, defined for
this purpose as persons resident outside India who are either a citizen of
India or a PIO.8 Also, OCBs were allowed to invest, An OCB here is
a company or any corporate body wherein 60 per cent or more owner-
ship lies with NRIs or a trust wherein 60 per cent or more financial
interest is irrevocably held by NRIs.? An analysis of the movement in
NRI deposits reveals that outstanding NRI deposits grew steadily from
USD 14 billion in 1991 to USD 68 billion in 2012. Thus, the amount
quintupled over a span of 17 years.

Another way of financial interactions between India and her diaspora
consists of three foreign-currency diaspora bond schemes, which India
issued when her economy was in urgent need of foreign exchange. In
total, India received USD 11.3 billion in foreign exchange from the
three schemes, which were launched in order to help the country over
the balance of payment crisis in 1991, strengthen the country when

& WWith the actempts to tackle the 1991 excernal payments crisis and the be-
ginning of economic liberalization, the 1990s saw the introduction of as many
as five NRI deposit schemes. For the last decade, only three different schemes
have been in place.

# Vig. Para 2 (vi) of Foreign Exchange Management (FEM) (Deposit) Regu-
lations, 2000 to Foreign Exchange Management Act (FEMA) 1999, Petsons of
Indian Origin’ are (i} persons, being a citizen of any country other than Pakistan
and Bangladesh, who at any time held an Indian Passport or (ii) 2 person who
himself or either of his parents or any of his grandparents were citizens of India,
ot (iii} a spouse of an Indian citizen, or (iv) a spouse of a person covered under
(i) or (i) above. Viz. Para 2 (xii) of Foreign Exchange Management (FEM) (De-
posit) Regulations, 2000 to Foreign Exchange Management Act (FEMA) 1999,

“ Viz. regulation 2 (xi) of Foreign Exchange Management (FEM) (Deposit)
Regulations, 2000 to the Foreign Exchange Management Act {FEMA) 1999.
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it suffered from sanctions imposed by the US and the World Bank in
response to Indi’s nuclear tests in 1998, and smoothen the effects of an
adverse global economy in 2003 (Ketkar and Ratha 2007: 8-9; 2010:
252; Patra and Kapur 2003: 17),

On the first two schemes, there was no ‘patriotic discount’, which is
a lower than market interest rate due to the ‘moral benefit of helping
ones country’; and the last bond scheme had only a very small discount.
Instead, investors benefited from a higher than market interest rate
and India benefited because diaspora investors would not seek as high
a country-risk premium as the market would have demanded (Ketkar
and Ratha 2007: 8-9). An interesting side effect of those schemes is
that upon redemption, a farge part of the bonds have re-entered the
country as current transfer to meet various local currency needs of the
non-resident depositors and their families or as inflows into the above
mentioned deposit schemes (Patra and Kapur 2003: 17; World Bank
2006: 89; Chishti 2007).

Apart from the direct effects, the mere possibility of tapping the diaspo-
ra as a source for emergency finance can be beneficial. The resources that
the country has to service debt have a determining impact on a country’s
credit worthiness. Thus, the actual and potential inflows of capital from
the diaspora lower India’s country-risk premium in international capital
markets. The higher confidence of the international market in India’s
credit worthiness is reflected in better ratings by international rating
agencies, which in its turn leads to a better and less expensive access to
international finance markets (Ketkar and Ratha 2007; 14-5).% For this
reason, Ketkar and Ratha (2010) assess diaspora bonds as a stable and
cheap source of external finance for many countries with large diasporas
abroad.

Acquiring Real Estate

A typical economic involvement of migrants in their source country is the
acquisition of real estate. Non-resident Indians (and persons of Indian
origin) are banned from investing in companies that are engaged in the
real estate business, that is, dealing in land and immovable property

% Chami ez 2l (2008: 35, 42-3) postulate the same positive effect of remit-
tances on the credit worthiness of developing countries,
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with a view to earning a profit or earning income from it (Ministry of
Commerce and Industry 2010: 18). However, they can buy real estate
as natural persons.®* Furcher, in 2005, the Indian real estate marker was
opened for large-scale foreign investment with a minimum capitalization
of USD 10 million for wholly owned subsidiaries and USD 5 million
for joint ventures with Indian partners.®® Both scale and effects of such
involvements have so far not been the object of much research. Apart
from multiplier effects generating income for persons employed in the
construction sector, the effects on real property prices and distributional
effects may be considered.

Trading

Foreign trade has significant potential for developmenc—not only as

direct income for the trade partnets, but also as revenue for the countries

involved. In India, taxes on trade made up more than 15 per cent of the
total revenue in 2007 (World Bank 2009: 30). When assessing the ques-
tion of whether the diaspora can promote trade, I do not have to answer

the controversial issuc of whether migration itself enhances trade, or

whether migration and trade are substitutes (as assumed by the stan-
dard model of trade theory, the Hecksher-Ohlin-Samuelson frameworl
and Mundell’s [1957] subsequent deduction).*® First, for now, we take
migration as granted, Second, I am not primarily concerned whether
migration generally increases or decreases bilateral trade. Instead, [ ask

 According to section 6 (3) lit. (i) of the Foreign Exchange Management
Act (FEMA), 1999 and by the FEMA Regulations 21/2000-RB non-Indians
residing outside of India may not acquire immovable property in India. How-
evet, PIOs—regardless of whether they have a PIO card or OCI status—cnjoy
privileges with regard to the acquisition of real estate (Section 6 (3) (i) of the
Foreign Exchange Management Act (FEMA), 1999 and by Regulation 4 of the
FEM (Acquisition and transfer of immoveable property in India} Regulations,
2000 {as amended in 2006 and 2009). '

6 Vide the Ministry of Commerce and Industry’s Deparcment of Industrial
Policy and Promotion (DIPP)’s Press Note 2 of 2005; see also Minisery of Com-
merce and Industry 2010, paragraph 5.23.

6 Begrin and Lo Turco (2009) provide an overview over the theoretical and

" empirical findings for both opposed arguments.
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whether a diaspora can have positive effects for trade, and under what
conditions does this take place. .

It is often observed that the Indian diaspora in the US is by-and-large
not a merchant diaspora. If it contains entrepreneurs, they are more
often in the technology sector or hotel industry than in trade. Thus,
the direct impact of Indian-Americans trading goods with India and
affecting Indian exports positively is believed to be low (High-level
Committee on the Indian Diaspora 2002: Chapter 13; Kapur 2001).

Transferring Knowledge, Technology, and Skills

Migrants who are in research and development activities in their country
of residence may transfer some of their knowledge to their home coun-
tries. Activities by which migrants can transfer their knowledge include
sharing their experiences with former college friends in the home coun-
try, acting as mentors to younger researchers, attending {or organizing)
research conferences in their home country, inviting researchers from
their countries for training in the country of residence, returning tempo-
rarily for seminars, lectures, semesters, and teaching cutting-edge skills
and knowledge.

"Through these types of activities, knowledge, technology, and skills
may flow into the home country and positively affect innovation and
technological knowledge, which are believed to be drivers of economic
growth.” Questions to ask in this context include: To what extent do
diaspora actors facilitate this kind of cooperation? In which sectors may
this be the case and can the source country benefit from those sectors? In
other words, is it likely that increased knowledge in this sector will lead
to productive activities in this field? For example, if a nuclear researcher
from Cape Verde gained access to nuclear research abroad, it might be
of little importance for the development of Cape Verde if that country
has neither the resources nor interest in developing facilities in this field.

% Endogenous growth theories following Lucas (1988) see human capital
as a factor of produciion, which is embodied in the worker and influences the
growth of GDP positively. According to theories following Romer (1990), long-
term growth is mainly driven by technological change. Human capital cither
produces new technologics directly or serves as an input in research and de-
velopment and thus affects technological change and hence economic growth,
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Consuming Goods Produced in the Home Country

When a sizeable diaspora community consumes products from its
home country, it might fuel exports (from the source country’s perspec-
tive) with positive economic effects. The Indian High-level Committee
on the Indian Diaspora (2002: 422) reports that it found evidence
that the Indian diaspora creates demand for certain goods, leading to
specialized consumption. In this regard, Guarnizo (2003: 679) notes
that substantial economic effects can follow migrants’ demand for and
consumption of goods from their country of origin in order to repro-
duce abroad, their culeural identity and original social milieu.*® Here
again, the scale of the consumption and the demand for certain types
of goods are important.

Paying Taxes

In the 1970s, Indian-American economist Jagdish Bhagwati proposed
taxing migranes abroad in order to let the source country take part in
the increased earnings of its migrating citizens (Bhagwati and Partington
1976; Bhagwati and Wilson 1989). Hence, the tax is often referred to as
‘Bhagwati tax’. As of now, the Indian taxation regime does not include
a tax for its citizens abroad, which is why such a possibility is merely
theoretical. Theoretically, taxing earning emiggants is a way of contribut-
ing to the country of origin which then might use it for developmental
activities. In India, the tax base is very low and the government operates
in a small fiscal space for its attempts to fight poverty and ignite well-
being and growth.

Some countries do levy taxes on their citizens abroad, most nota-
bly the US, but also countries like Switzerland, Libya {Gamlen 2006:
13), and Eritrea.®” Despite recent discussions on the subject (Desai
et al. 2009; Kapur and McHale 2005: 190-2), this policy option
has been questioned with regard to its feasibility and utility (Global
Commission on International Migration 2005: 25; UNDP 2009: 109;

& This is a common observation, see also Kapur and McHale (2005).
§ Erjtrea levies a 2 per cent tax on the pet income of its nationals abroad

irrespective of other taxes applicable in the host country, see Koser (2003:

114).
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and World Bank 2006: xv).”® Apart from high administrative costs and
the difficulties of enforcing such taxes, this could discourage remit-
tances and investment Hows and persuade cmigrar{ts to cut off their
ties with the home country or at least to relinquish their (overseas)
citizenship (P Martin 2003: 19; UNDP 2009: 109). Further, intro-
ducing a tax obligation could reduce the likelihood for temporary
stays in the country of origin, due to the fear of becoming ‘trapped™.”*
For these reasons, countries that have tried to implement a Bhagwati
tax, like the Philippines, abandoned the policy option.” In addition,
India has comprehensive double taxation avoidance agreements with
79 countries, including the US, which—ar least currently—may limit
the possibilities of taxing Indian citizens abroad.

Engaging in Tourism

For many countries, tourism is a major source of income and a large-
scale industry. Thus, by visiting their country of origin, migrants con-
tribute to its economic growth (QOrozco 2003). In India, in 2008, the
foreign exchange earnings from tourism were estimated at USD 11.75
billion (Ministry of Tourism 2009). Targeting the diaspora for tour-
ist activities in the home country—often described as ‘ethnic tour-
ism'—has only recently artracted the Indian governments interest.
The High-level Committee on the Indian Diaspora (2002: 433-4)
expects significant economic benefits from increasing ethnic tourism
to India and by using the potential of ethnic Tndians abroad—Ilike
ethnic Gujarati hotel owners in the US-—in facilitating tourism to the

" Desai et 2l (2009) estimate that extending income tax to Indian eiti-
zens abroad would generate about USD 0.5 billion annually, the equivalent of
roughly 10 per cent of Indid’s individual income tax base.

' In fact, in June 2003, Eritrean diaspora nationals who came to the coun-
tey for heliduys were denied exit visas ac the airport because they had not paid
the ‘rehabilitation tax’, BBC 26 June 2003. Online fora contain many com-
plaints of migrants who have to pay taxes when they deal with the Eritrean
embassy or other authorities.

2 However, only in December 2009 Zimbabwe’s Finance Minister an-
nounced Zimbabweans living abroad may have to pay rax in exchange for voting
rights and retaining their citizenship rights.
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country. Here again, attention needs to be given not only to the scale
and contribution to GDP, bur also to the concrete effects on the com-
munities affected by tourism, and the concerned people. The effect on
the value chain and the sustainability of such tourism deserve focus

as well.

Philanthropic Giving

Instead of believing that the trickle-down effect from general economic
growth might, at some point, positively affect the living conditions of
many people, and instead of trusting the capability of the Indian state to
care sufficiently for all its subjects (and residents), diaspora actors may
directly indulge in philanthropic activities. This may involve donating
money, time, skills, contacts for charitable objectives or, on a larger scale,
the setting up of hospitals, schools, universities, slum organizations,
and so on. In his survey of Indian-American philanthropic activities,
Kumar (2003) finds that while almost 40 per cent of his respondents
had donated between USD 500-1,000 in the two years prior to the
survey, more than a quarter (27 per cent) had contributed more than
USD 2,000. With regard to the frequency, three quarters (75 -per cent)
had given on at least three occasions, and 17 per cent had given more
than five times in the last two years.

As with all projects that are development-oriented, it is not only
the scale of money invested that is important, rather it is the effec-
tiveness of the project and its long- and mid-term multiplier effects.
Apart from individual coniributions, collective transfer of resources
by diaspora organizations, hometown associations or networks might
find a separate mention (Guarnizo 2003: 676; Orozco 2009: 140-6),
although this has been limited in the context of the Indian diaspora.
However, Najam (2009: 123) finds that professional, regional, and
religious organizations are the primary insticutional formats for Indian
philanthropic activities.”?

™ Najam (2009: 123) observes thas, with regard to the recipients of charity
contributions, Asians, including Indians, feel a lack of trust in institutions and
are thus mare prone to give to individuals and not to NGOs or governmen-
tal organizations. Also, Kumar {2003: 61) finds that Indian-Americans distrust
new organizations and give only to people they know personally.
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Interacting with Bureancracy—Sensitizing
and Consulting the Government

‘When diaspora actors interact with the home government, they might
have positive impacts on aspects of governance. They might feel less
inclined ro deal with corruption, since they are used to different stan-
dards in their countries of residence. They might sensitize the govern-
ment towards certain development areas.

Telling the home government ‘what to do’ is always highly prob-
lematic and full of dangers for the diaspora~homeland relationship. As
Itzigsohn (2000) finds, transnational politics can change the sending
countries’ political order. This is, however, not very likely in the Indian
case where the diaspora is small compared to the population in India
and strong political institutions exist at home.

Apart from unrequested interaction with the home government and
state institutions, returnees can also consult the government upon its
request. In India, a well-known example is the retuen of a Chicago-based
technology entrepreneur, Sam Pitroda, who in 1987 became the advisor
to the then Prime Minister, Rajiv Gandhi, to reform the Indian telecom-
munications sector, and who, from 2005 to 2008, headed the Indian
National Knowledge Commission. As briefly discussed in Chapter 1,
in 2009, the Prime Minister established a Global Advisory Council of
Overseas Indians as a platform for the overseas Indian community to
share their experience and knowledge for the socio-economic develop-
ment of India. Although this kind of initiative carries the danger of
not leading to any concrete results, the possibility of shaping positive
political developments has to be acknowledged.

At a smaller level, one of my interviewees founded an I'T company
that designs electronic government modules that provide local and
district authorities with administrative tools to monitor funds bet-
ter and administer their districts. Another interviewee provides free
websites for all the 300,000-0dd gram panchayats (local, village-level

7 1In its first meeting in January 2010, councit members shared their views
on various subjects, including contributing to social and philanthropic works,
developments of education and skill-sets, collaborating with the academic and
scientific community, developing institutions of excellence, facilitating invest-
ments into India and initiatives to help young overscas Indians rediscover theic
roots. See Prime Minister’s press release of 7 January 2010.
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governments) in India. Further, diasporic experts on adminiscration
and processes can help local, state, and the central governments to
streamline processes. Experts in environment, law, and other fields can
help Indian authorities to better deliver government services. As one
example, at the 2008 and 2010 Pravasi Bharatiya Divas, Delhi Chief
Minister Sheila Dixit asked the overseas Indian community to pro-
vide technical expertise for Delhi’s plans to clean the highly polluted
Yamuna river. Better government creates a better economic environ-
ment and also leads directly to the well-being of the individual. Among
governance-related factors, according to the Legatum Prosperity Index
Report (Legatum Institute 2009b: 50), the strongest statistical sig-
nificance for well-being is government effectiveness, rule of law, and a
good quality of business regulation. '

In several countries, migration and development councils or work-
ing groups have been created that include migrants, migrants’ family
members, who remain in countries of origin, as Wwell as other stake-
holders. Such platforms have been established in several regions in the
Philippines, El Salvados, Peru, and Colombia, and they appear to have
positive effects on local governance and the partnership between dias-
pora actors, public authoritics, as well as local businesses and NGOs.
However, there are no such instirutions created in India.

Promoting Social Change

Another set of aspects is often discussed under the term ‘social remit-
tances’. The term is misleading and, in my view, not fully appropriate for
the phenomenon it intends to describe. Levite {1998) coined the term
for forms of cultural diffusion and de Haas (2009: 39} describes it as ‘the
ideas, behaviors, identities and social capital that flow from receiving to
sending-country communites’,

Leaving aside the normative question of what ‘good’ ideas, behav-
jours, and identities are, the category social remittances alludes to is
social change through ideas and influences from diasporic actors and
returnees. [t is observed that through transnational political activism,
migrants often seck to establish beneficial institutional practices, respect
for civil rights and other values learned in the country of residence in
home country national and local politics (Guarnizo ef al. 2003: 1239;
Dstergaard-Nielsen 2003). As a matter of fact, in many countries of
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origin, this foreign-induced social change is viewed upon critically.”?
The term ‘social remittances’ also inoculates the way this change hap-
pens. Compared to a relatively simple money transfer, sending ‘social
change’ is a complex issue. It necessarily involves interaction and is not
just ‘received’.

Banerjee and Duflo (2011) provide several examples of how the
structure and social norms in households and families have a critical
impact on whether children are sent to school, at what rate family sizes
grow, how efficiently resources are allocated, whether families can get
out of the poverty trap, or not. Thus, changes in certain norms and
structures can have very important developmental consequences.
Further, population dynamics and social norms that drive these dynam-
ics, such as preferences for family sizes, are closely linked to long-term
development. However, changes in basic values, family formation, and
political transformations—included by both Levitt and de Haas in the
term social remittances—can be expected to be more controversial issues
in terms of the normative ‘right’ way. On the other hand, strengthen-
ing entrepreneurship and inducing out-of-the-box thinking may be
expected to be looked upon with less suspicion. From a conventional,
normative standpoint, one could also value the respect for human rights
and gender-related developments (Sen 2001).7 However, while Indian-
American charity organizations, such as the India America Foundation
or the Association for India’s Development are involved in programmes
on family planning and public health, little is known about the real
mechanisms and channels that bring positive change to the country of
origin.

It has been observed that in India, the culture of donating and being
charitable is not very strong, The Gallup Worldview survey established.
the Citizen Engagement Index assessing respondents’ satisfaction with

7 'The term ‘social remittances’ appeats to be semantically hiding a more
complex (and controversial) phenomenon. In public opinion, financial remit-
tances are merely beneficial. The semantic similarity of social remittances then,
might lead ro a spillover effect of this positive evaluation.

76 On the other hand, it is often claimed that overseas Indians support
Hindu fundamentalism in India (Levitr and Jaworsky 2007; Nussbaum 2003),
although Kapur (2004; 2009: 1089} finds that there is little empirical evidence
to supportt this.
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their communities, and their inclination to volunteer their time, money,
and assistance to others. While the US obrained the second-highest score
in the world, with 67 points, India showed significantly lower levels of
engagement, with a score of 39. In the month before the survey, in India
14 per cent had donated money to an organization and 12 per cent had
volunieered time; in the US, the numbers were 66 and 42 per cent,
respectively.””

From my research in the Indian-American communicy, it results that
Indian-Americans were exposed to the culture of giving in the US as
‘the ultimate status symbol’, as one interviewee {rom Silicon Valley puts
it. Indian-Americans donate in India and their colleges name halls in
their honour; in their hometowns, hospitals and schools bear their fam-
ily name; and so on. Many wealthy Indians in India then realize that
instead of showing their ‘ostentatious wealth just by being ostentatious,
I can match these guys [from abroad!’, observes the interviewee. Thus,
there is anecdotal evidence for improving a culture of giving to the com-
munity, to care for education, health, and the poor (the latter to 2 far

lesser extent, however), and thus for positive distributional effects.
. One interviewee, a venture capitalist, who is very active in commu-
nity networking in the US and in showcasing India and Indian values
observes:

Articles or newspapers write about somebody. There is a rich guy who is an
alumni of, they are both IiTians,”® one lives in India, one lives here [in the
US]. The guy who goes back home gives a million dollars and gets & building
named after him. The other guy is sitting on 50 crores™ of black money saying,
“What am I doing? T should also have a building named after me ox pérhaps an
institution.’ :

Bhagwati (2010: 7) sees great potential in the ability of young dia-
sporic Indian-Americans to spread the social orientation of working for
the public good among the young in India. Varma (2004: 137) argues

77 The US survey was conducted in August 2008, the India survey one
month earlier,

% An IITian is an alumni of one of the Indian Institutes of Technology
{(I{T5s). )

" A ‘crore’ is a unit in the Indian numbering system equal tw ten million
(10,000,000). Thus, 50 crore Indian rupees (INR) correspond to INR 500 mil-
lion or roughly USD 11 millien.
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that Indians in Silicon Valley become ‘great innovators and inven-
tors’ because of ‘the exposure to a new value structure that unshackles
undiscovered forces of creativity and talent. There is an escape from
the stifling Indian preoccupation with hierarchy’. Upon their return,
migrants can change this value structure in India and thus bring back a
different kind of work ethic. Kapur (2010: 124-61) examines the expo-
sure of India’s elites—understood as the country’s decision-makers—to
migration, mostly to the US and the UK and establishes evidence that
this had positive effects on building institutions in India and for liberal-
izing the country’s economy in the view of the 1991 severe balance of
payment crisis.

Migrants’ involvement in transnational as well as so-called trans-
local politics—which does not involve host or home-country govern-
ments but consists of activities to support specific localities in the home
country (Levitt and Jaworsky 2007)—may also lead to social change.
With regard to migrants’ role in democratization processes in their
home country, Pérez-Armenddriz (2010) shows that Mexican migrants
are agents of democratic diffusion, and spread attitudes and behaviours
absorbed in the US by way of three processes: (a) when the migrant
returns, (b) by cross-border communication between migrants who are
still abroad and their friends and family back home, and {c) through
migrant information networks in high-volume migration-producing
communities.

DIASPORA OPTIONS—INTERMEDIARY EFFECTS

The second group of effects was baptized ‘intermediary effects’. As said
above, these effects regard scenarios in which migrants act as agents and
are facilitating developmental activities by others.

Agents of Trade, Technology, and vestment

As the Human Development Report 2009 (UNDP 2009: 76) stares,
there is some empirical evidence that the share of FDI in a developing
country is positively correlated with the number of that country’s gradu-
ates present in the investing country. Further, the report invokes other
studies that have found that the more highly skilled emigrants from one
country living in apother, the more the trade that takes place between
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those countries.® In both cases, it is not always necessary that the dias-
pora actors invest direcily or trade with their own companies. Instead,
migrants can play a role as agents for trade and economic cooperation.
Due to their cultural and linguistic knowledge of both countries, they
dectease the transaction cost of bilateral trade and thus link businesses
(Drinkwater et 2/ 2003: 16).

Highly skilled migrants in particular, are expected to create export
opportunities and provide access to international science and technol-
ogy networks for their home country. This means that in addition to
the individual research and technology contributions referred to above,
diaspora actors can facilitate collaborations beeween their research insti-
tutions and institutions in their home country, especially if there exist
personal bonds from college or through returnees. Kapur and McHale
(2005: Chapter 7) report the matchmaking function of Indian employ-
ces who establish contacts between the companies they work for and
their Indian business network. Roy and Banerjee (2007: 10) highlight
the role Indian manager-professionals engaged with multinational cos-
porations play as arbitrators of their companies’ investment into India.
They report that a large part of the FDI in the I'T sector was facilitated
by Indians holding key decision-making positions in large companies
based in Silicon Valley (2007: 24). Also the High-level Committee on
the Indian Diaspora (2002: 423) and Hunger (2004) stress the role that
overseas Indian managers and business consultants may play in facilicat-
ing investment and trade with India, both while being in the US and
upon their return.® The questions for the assessment of this cooperation
I asked above (real effects, sustainabilicy, value chain, and so on) apply
to the investment, trade and technology transfer mediated by migrants
to the same extent as it does for their direct contributions.

% As mentioned eatlier in this chapter, the overall relationship between mi-
gration and trade is not clear, see footnote G6.

® Hunger {2004) finds that in the 20 most successful Indian sofeware com-
panies that generated 40 per cent of the total IT revenues for India, 10 were
founded by returnees from the US and in other nine, returned NRIs wege in the
senior management of the companies. Dossani (2002) quotes an estimate ac-
cording to which in 2000, 71 of the 75 multinational companies in Bengaturu's
software park were headed by Indians who had lived and worked abroad, espe-
cially in the US,
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Agents of Charity Involvement

Migrant actors do not only make donations and charity contributions,
but often also disseminate information on social causes and calamities
in their home countries. As a result, their non-migrant co-workers and
friends often contribute to collections of donations or join philanthropic
organizations for the development of their home country, In some cases,
companies match donations given by employees. Thus, the direct con-
tributions and the involvement of diaspora actors can lead to greater
contributions by their social and professional networl.

DIASPORA OPTIONS—INDIRECT EFFECTS

As a third category, diaspora communities can generate indirect
development effects in their countries of origin. Indirect effects do
not originate in a concrete, single activity of migrants, be it a direct
or a brokering action. Instead, as a group or an important part of the
group, migrants bring changes in the host country thac benefit their
home country. Not all of those changes are deliberate changes; some
however ate.

National Branding and Economic Consequences

In recent years, the capability of the diaspora to create a positive
national image of the home country in the host country has been
widely acclaimed. This is particularly true for highly skilled migrants
who might earn respect for their country. Faini (2006: 10) assumes
positive ‘diaspora externalities’ on trade, because the presence of
migrants may reduce existing informational disadvantages and preju-
dices vis-2-vis the home country. India again is a prominent example
and many observers, including senior politicians in India, belicve that
the positive impression overseas Indians have made through diligent,
hard work has been a major driver in turning the general perception
of India from a poverty-stricken, snake-charming nation to one whose
technology, education, talent, and in the end, democracy too, can be
appreciated. In the 2003 pariamentary discussions on the Citizenship
(Amendment) Bill, 2003 and OCI, India’s then Home Minister stated,
“Today the world over, India and Indians are viewed with respect, and
one major factor contributing to this situation is the Indian diaspora
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settled abroad.”® Kapur (2001; 2010: 85-9) and Kapur and McHale
(2005: 116-18) refer to the role of Indians in the US, especially in
Silicon Valley, as ‘reputational intermediaries’.® Many argue that this
shift in the perception was an important precondition to the mas-
sive outsourcing boom that has taken place since the 1990s. Thus, by
increasing the reputation of the source country, migrants can trigger
trade and investment.

Political Advocacy and Lobbying

Another indirect effect derives from political advocacy efforts by dias-
pora groups in the host country. Apparently, political efforts are not
discussed in a development-oriented discourse which appears to be a
structural misconception.

It is often noted that the abolition of trade barriers and agricultural
subventions in the economically developed countries would provide
far greater benefits than all of the granted development assistance
together.® These are, however, not economic but political decisions
{which in turn are based on economic considerations). Especially in
the US, ethnic interest groups can have a significant impact on policy
decisions, mainly by attempting to place issues on the policy agenda
{so-called framing), providing information and policy analysis and

8 Statement by then Home Minister L.K. Advani (BJP) in the Indian Par-
liament (Rajya Sabha) on 18 December 2003.

8 However, Kapur (2001) and Kapur and McHale (2005) include also con-
crete broker activities, such as matchmaking for concrete business contacts.

# Quoting estimates by the Tinbergen Institute as well as IMF and World
Bank, the then WTO director general Mike Moore (2002} states:

Reaching all seven of the Millennium Development Goals would require an additional
USD 54 billion annually—just one-third of the Tinbergen estimate of developing coun-
try gains from trade liberalisation. [...} Yet massive agriculrural support in the OECD
countries undercuts the developing countries and forces even the most efficient producers
our of markers where they would otherwise be earning foreign exchange. The number
one element of a true development agenda will therefore be to reduce substantially such
suppozt. [...] The return ro developing countries in this one area would be eight times all
the debt reliel granted developing countrics thus fat. Complete liberalisation in all sec-
tors, agriculture, services and manufactures, would amount to about eight times [Official
Development Aid].
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exercising policy oversight (Ambrosio 2002; Haney and Vanderbush
1999; Shain 1994-5). If diaspora advocacy groups can change some of
those regimes, the impact on their home country’s economic develop-
ment might be much greater than remittances sent and investment
facilitated. Thus, it appears appropriate to consider political lobbying
in the development context.

'The growing Indian-American community, its social and professional
standing and its increasing awareness of its political influence led to
the establishment of the Congressional Caucus on India and Indian-
Americans in 1993 and the US Senate’s Friends of India in 2004.

Table 2.2 sketches the development in the membership of both
informal groups. While in the period 1999-2001 around a quarter of
all Congressmen belonged to the India Caucus, this number rose ro 40
per cent in 2006 before it fell to currently 35 per cent of the policymak-
ers. Of the 152 members in 2008-09, 107 belonged to the Democratic

Tasie 2.2 Development of Membership in India-related Groups in the
US Parliament

US Congressional Caucus on India and Indian-Americans

Year Number of Members Share of all House Members
1993 8 2%
1997 B8l 20%
19992000 1158120 26-28%
2001 1187 27%
2003 130-163* 30-37%
200304 186" 439%
2006 176v 409%
2008-09 152% 35%
2011 150 34%
US Senare’s Friends of India

2004 20¥_37w 20-37%
2008-09 37w 37%
2011 4qii 40%

Sources: ' Wilson (2012); * Embassy of India, Washington, DC (1997);

" Hathaway (2001: 27); ™ www.usindiafriendship.net; * High-level Committee on
the Indian Diaspora (2002: 174); ¥ Indian American Friendship Council (2004);
“i Embassy of India, Washington, DC (2011}; ¥ Kirk (2008: 299).



118 o Migration, Citizenship, and Development

Party and 45 to the Republican Party. Also, the US Senate’s informal
group, Friends of India, accounts for more than a third of all Senators
(40 per cent).® The caucus focuses not only on India-related subjects,
but also on matters concerning the Indian-American community in the
US. However, ‘it is as a foreign policy force that the caucus has become
best known' (Hathaway 2001: 28),

Besides the direct lobby groups, specialized professional associations
like the Asian American Hotel Owners Associadon and The Indus-
Entrepreneur as well as Indian community organizations such as the
Global Organization of People of Indian Origin are also active i corm-
munity advocacy.® One of the community’s largest umbrella organiza-
tions, the National Federation of Indian-American Associations (NFIA),
established in 1980, highlights in its presentation that ‘NFIA has been
in the forefront of activitiesin US-India relations for over two decades,
organizing Congressional lunches, White House briefings, lobbying on
better US-India relationship and has prepared position papers on this
relationship for US Congress and Senate’.’”

Besides a general shift in the policymakers’ idea and perception of
India, the political lobbyists of Indian origin soon established their
credentials through several successful involvements into Indo-American
relations thae serve as examples for development effects of political lob-
bying efforts.®®

Lindsay (2002) predicts that Indian-Americans will emerge as a
political powerhouse in US politics because they are affluent, interested
in India and because their increasingly open market economy is likely
to meet a receptive audience with US lawmakers. Lobbying efforts by
the Indian community in the US helped indeed the signing of the

% Information gathered at www.usindiafriendship.net last accessed in April
2012 and archived at www.webcitation.otg/66sj2FFHW and www.webcitation.
org/66siD0a09.

% Hathaway (2001: 25) reports that in 2000, the American Association of
Physicians of Indian Origin conference sponsored a session on how to lobby
Congress. N. Parekh (2000) provides examples and numbers for Indian-Amer-
ican political fundraising,

# Archived at www.webcitation.org/66skOZWLq and accessed in April
2012,

# For the Indian lobbying in the US, see Therwath {2008).
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US—India Nuclear Agreement in 2007 (Kirk 2008). Two aspects may
be discerned in this context. First, one’s opinion might be divided on
whether the construction of nuclear reactors is the right way to solve
India’s notorious shortcomings in electric energy, and on whether this
shall be considered a positive development. Setting aside the discus-
sion on whether nuclear energy is the best way for India’s development
and what are the long-term costs and risks of this arrangement, one
has to consider that a large increase in power generation is likely to
have positive development effects. In the Indian Parliament’s debate
on the nuclear agreement, the president of the Indian Youth Congress,
Rahul Gandhi (INC), said: ‘Poverty is directly connected to energy
security. Energy affects India’s groweh. If we do not secure our eneegy
supply into the future, growth will stop and we will not be able to fight
poverty.™®

It is hoped that increasing the power supply will improve living
conditions, especially in rural areas. Moreover, industries, particularly
small- and middle-sized enterprises, are in need of power and production
capacities, which are likely to increase with a more stable power supply.
India as a destination for large-scale investment for production depends
largely on the country’s infrastruceure, including the power situation.
As discussed in Indias development needs, the Planning Commission
(2006: 49) regards the shortage of power as a major constraint on eco-
nomic growth and on empowering individuals, especially those below
the poverty line.

On another level, signing the nuclear agreement displayed the US’s
trust in India’s democracy and the intention to follow a long-term,
friendly relationship with India. Companies that are atways concerned
with assessing the risk of political instability in countries where they
plan to invest may regard this as a positive factor in favour of India.
It may be inferpreted as a sign that India has reached a more matuse,
more advanced, and developed position. All these are positive factors
in terms of risk management and national branding. In addition, it
might be seen as a signal to international investors that India is coping
with its notorious infrastructure problems. Lobbying by the Indian-
American community might thus have had strong development and
growth effects.

¥ Speech of Rahul Gandhi (INC) in tilé Lok Sabha on 22 July 2009,
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The second example of successful advocacy efforts by the Indian dias-
pora and their economic impact regards the removal of US sanctions in
the aftermath of India’s nuclear tésts in 1998. When the tests triggered
international sanctions, most importantly from the US,” ethnic Indians
in the US and the India Caucus were vocal in explaining India’s point
of view and lobbying for the relaxation and removal of the sanctions
(Mohammad-Arif 2000; Therwath 2008). Soon, some of the sanc-
tions were removed and over the next year and a half, the US Congress
adopted a series of measures removing or easing the sanctions.” Apart
from the direct economic impact of freer trade possibilities, the removal
of sanctions had an indirect effect on India’s economy, reducing the risk
for investors and trade partners doing business with India.

A third important illustration of the economic impact of political
lobbying power regards several ‘anti-outsourcing bills’ introduced in
Missouri, Kansas, New Jersey, and Colorado to ‘protect American jobs’.”*
In 2004, five such bills became law and in 2005, more than 112 such
bills wete introduced across 40 states in the US (NFAP 2007). Although
this kind of legislation has direct impacts on the Indian outsourcing
industry, the bills are generally not far-reaching. They ban state contract
work from being shifted outside the US, and limit the use of offshore
call centres; these affect less than 2 per cent of the total IT work that
is outsourced to Indian companies from the US (NFAP 2007). Both,
a strong Indian-American lobby and Indian-Americans high up in the

% The sanctions had to be taken under the 1994 Glenn Amendment, also
known as the Nuclear Proliferation Prevention Act. Other than the US, Ja-
pan, Canada, Germany, the Netherlands, Sweden, Norway, Denmark, Switzer-
land, and Australia imposed certain restrictive economic measures against India
(Minister of State for Fxternal Affairs’ answer to unstarred question No., 2086
in the Indian Parliament (Rajya Sabha) on 10 August 2000). For an overview of
the imposed sanctions and the rollback, see Loeb and Sitber (1998) and Spector
{2001).

% 'The last large Congressional action was taken in fafl 1999 under the Brown-
back Amendment I, providing the presidene with the authotity o remove the
entire package of punitive measures and reserictions. For an overview of the im-
posed sanctions and the rollback, see Laeb and Silber (1998) and Specror (2001).

2 Actually, these bills wete rather anti-offshoring or anti-offshore-outsourc-
ing, understood as the transfer of work abroad, than and-outsourcing, under-
stood as the transfer of work to another company.
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cotporate ranks of US companies are strong powers against this kind of
legislation.” Larger US companies often have an interest in safeguarding
ways to cut costs by delegating work to offshore centres.

In order to assess the developmental value of the diasporic commu-
nity advocacy efforts, one has to examine closely what kind of policies
diaspora actors lobby for and what development effects can be expected
from these policies. It appears, however, that the inclusion of these
efforts into a rigration and development framework is important in
order to fully assess the diaspora’s development potential.

Changing Consumption Patterns

As said above, consumption of ethnic goods by migrant communities
may increase the export of those goods to the country of the migrants’
residence. However, not only do the migrants themselves consume,
through the propagation of their culture (and in many cases cuisine), the
consumption pattern in the host society may by affected and thus gener-
ate positive multiplier effects on the demand for certain ethnic products
or goods produced in their country of origin (Kapur and McHale 2005:
111; Katseli, Lucas, and Xenogiani 2006: 43), Indian basmati rice in
the UK and elsewhere is often considered one example (High-level
Committee on the Indian Diaspora 2002: 412; Roy and Banerjee 2007)

RETURN MIGRATION

Economicliterature has indicated that human capital, particularly séilled
human capital, is a significant factor for long-term economic growth and
development (Barro and Sala-I-Martin 1995; Romer 1986; Straubhaar
and Wolburg 1998).%% For this reason, the return of skilled migrants is

* This was also reported by The Hindu Businessline on 13 May 2005.

* In foothote 67 in this chapter, the assumptions of endogenous growth
theories and the role of skills for long-term growth have been briefly laid out.
However, large-scale flows of return migrangs, especially less skilled workers,
can cause economic problems if they cannot be ahsorbed in the labour market
and a sudden decrease in remitrances can be harmful. Seraubhaar (1992: 123)
observes this for Turkish returnees in the 1970s, In the Indian context, NRIs
returning due to the effects of the financial crisis 2008-9 from the Gulf region
to Goa and Kerala have been viewed with much fear for economic deterioration.
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often considered as the main factor to turn the vicious circle of brain
drain into a virtuous circulation of the factor labour (Khadria 2002: 27;
Lowell 2002b: 18). ‘ ‘

Even though the glorification of return appears to be rooted in the
same theoretical concept as the ‘brain drain’ and thus, not considering
{or neglecting) the many benefits individuals may bring to the country
of origin while living abroad, there appears to be a positive scenario for
return migration. In this ideal scenario, migrants increase their human
capital abroad and return within their working years to their home
country, where they contribute enhanced skills, which can be used in the
country of origin (human capital), access to business networlks abroad
(social capital), and financial capital and investment.

Indian returnees who found work in the booming Indian I'T industry
are widely regarded as a showcase for this triple-benefit formula (Hunger
2004; Kuznetsov and Sabel 2005: 14-6; P. Martin, S. Martin, and Weil
2006: 29; Thrinhardt 2005: 4). While the success of the industey is not
only a result of diaspora and returnee contributions, the impact of their
contributions is believed to be important for three reasons. First, several
studies show that US-returned Indians founded and manage success-
ful IT companies in India (Commander, Chanda, and Winters 2004;
Hunger 2004). Second, not a few Indians have founded companies in
Silicon Valley and have subcontracted to companies in India. They often
serve as intermediaries between the markets. Third, the success of Indian
IT professionals in the US has created trust in the country’s intellectual
abilities abroad (Kapur 2001). Their notable presence has played a cru-
cial role in reducing reputation barriers to trade, and this was surely one
important factor in the willingness of US companies to collaborate with
and outsource to Indian companies. Figures from India’s national soft-
ware association NASSCOM (2008) show that America (predominately
the US) accounts for two-thirds of Indid’s steadily rising I'T exports.

However, statistical data on return migration is generally scarce.
Thus, it is hard to determine the actual return migration flows and to
estimate future return rates. Some studies have estimated that there is
a 50 per cent return rate of highly skilled temporary migrants but this
may vary for the different countries of origin (Johnson and Regets 1998;
Lowell 2002a; 18). Besides, the question of the quantitative extent of
migration, the qualitative composition of these flows may be crucial.
The returning migrants could be positively selected, that is, the highest
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qualified tend to return, or they could be negatively selected, that is, the
least qualified leave the developed countries while the ‘best and bright-
est’ remain abroad. As to the magnitude of return Hows, there is almost
no data on the selecrion of returnees.”

The likelihood of return, especially for hiphly skilled migrants,
depends particularly on the performance and prospects of the home
country. Returns occur often when countries offer sufficiently attractive
opportunities, as has been the case with India and China (UNDP 2009:
109). However, for some groups, such as Indian PhD graduates who see
more funding and cutting-edge research opportunities in the US, the
inclination to retutn to India rate is reportedly low, as we have seen in
Chapter 1. In the case of recutning retirees, consumption and private
investment increase; further, the home country can tax pensions.

Also, one might have a more nuanced perception of return migra-
tion, discerning permanent from temporary and remporary one-time
from repeated back-and-forth migration. Like ‘diaspora options’, ‘return
migration’ is an umbrella term for various modes and effects of interac-
tion and their development consequences. The effects of return migra-
tion depend chiefly on who, where, how, and for what reason comes
bacl and what they are doing upon their return.

Important questions to ask in this coneext include: What is the magni-
tude of returnces? Particularly, do they reach a critical mass to have posi-
tive multiplier effects? However, the mere return of migrants, even highly
skilled migrants might not necessarily have positive development effects.
In order to establish those, one has to address further questions, such as:
Are there adequate employment possibilities for returnees, so thac their
potential is not wasted in underemployment?® How much can they make
use of their contacts and networks for the benefit of the source country?

With a broader notion of development in mind, one has to ask how
valuable the knowledge of returnees is for the reduction of poverty,

% Lowell (20022: 18); Kwok and Leland (1982: 92) assert that recurning
graduates tend to be those of less productivity than those who remain abroad.
Borjas and Bratsberg (1996) show differences in skill levels berween immigrants
who rerurn home and those who stay in the US.

% A precondition for fruitful return migration is both, that migrants carry
out activities in the receiving countries thac increase their skills and knowiédge,

and that they can make use of their new skills in the country of origin (Straub-
haar 1988: 13).
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strengthening of governance, and other aspects of enhancing the quality
of life. What sets of new ideas and work ethics bring migrants back and
are they able to make changes? If doctors, Jawyers, engineers, or other
professionals return, which segment of the society are they catering to
and how does it affect economic growth, well-being, and the distribu-
tion of wealth?

Returning to their country of origin can be regarded as a major
channel for transferring knowledge and skills. Direct interactions with
co-workers and team members can be considered the most direct way
of transferring non-rival capital (Grubel 1994), such as skills. The sector
migrants work in and the framework conditions might be crucial for
their ability to transfer skills and kncwledge. Other aspects that matter
include the returnees’ involvement in philanthropy, in activities geared
towards social change, their activities in the area of trade and commerce
and their tax contributions.

Indid’s high numbers of professionals and the growth of technology
and other sectors in the country have opened many opportunities for
return migrants to constructively getting involved into cooperations and
projects. However, several interviewees state that India’s technology sec-
tor has not yet reached a high degree of maturity, which is why cutting-
edge work is siill difficult. As one interviewee who had returned to India
in 2005 and re-migrated to the US three years later explains:

1 am definitely more productively engaged hete {in Silicon Valley] than I was
there (in Bengalurul, even though I was trying to be... Tleft a big company and
T was helping litele companies start up. [...] I am a technologist who is used 1o
doing technological entrepreneurial stuff. There is tremendous entrepreneurial
opportunity in India, but it is not for pure technology. T am not like a business
kind of guy who can say, let’s start 2 mom-and-pop store and take it national.
That’s not what I can bring to the tale,

This is also reflected in the traditionally small expenditures for
research and development (R&D) by Indian IT companies (Agarwal
2006). However, observers note a recent trend of top-tier I'T" firms to
increase spending on R&D as they gear up to offer newer services such
as cloud computing and platform-based offering.” With the increasing
maturity of Indian industry sectors, such as technology, pharmaceuti-
cals, and others, in which overseas Indians have considerable expertise,

% As reported in the Hindw on 20 July 2009.
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the knowledge, and skifl gains from return migrants increase as does
their likelihood of return and stay in the country.

RE-MIGRATION

For most frameworks and studies, return migration is seen as the final stage
of the migration process. Only recently has migration literature extended
its views to adopt a broader vision including a possible re-migration of
migrants. Black and Gent (2004} state thar the absence of re-migration is
one aspect to consider when looking at the return as sustainable. Indeed,
the former migrants might move again, mostly, but not necessarily, to
the country of their former residence. This could simply be seen as a new
cycle of the three-step process of emigration-living in diaspora-return,
From an economic point it is true, that the emigration and re-emigration
of a person are theoretically the same, assuming a similar skill and pro-
ductivity level. However, re-migration may deserve special attention for
several reasons, especially for highly skilled migrants,

First, in the economic sense, re-migrants might be of particular
importance. Although they are not necessarily the most productive and
best, given the fact that they are often in their prime working years,
often in senior positions, and in the view of their experience in both
countries, their contacts and not rarely financial capital, one could argue
that their emigration is particularly harmful to the country of origin. On
the other hand, one has to consider that, as is the case in India, many
of the migrants left ¢he firse time right after completing their college
education—at that time with no working experience, working contacts,
and often with no plan of coming back. When those individuals return,
work a significant period of time in India and then decide to go back
to countries such as the US, they have enhanced working experience,
(renewed) working contacts and knowledge of the capacity of the coun-
try. Thus, one could expect them to play 2 much more important role
bridging the two economies.

Second, psychologically, re-migration is a special case. While migrants
often have the idea of returning one day to their country of origin (often
described as the ‘myth of return’), during their time back home, they
realize that there evolves a similar ‘myth of re-migratior’. Ofen, they get
used to a certain lifestyle, opportunities, ease of living, and so on, which
they miss when they are in their country of birth.
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Third, for questions of re-migration, status issues deserve special
attention. Often re-migrants have preserved a long-term immigra-
tion status in their country of former residence. Since most long-term
residency stacuses, like the green card in the US, expire after a certain
period abroad, individuals tend to cither keep their status by regular
trips to that country, holding property, driver's licences, and so on. Or
they obtain citizenship in that country, in which case, they will never
forfeit the right to abide. Fourth, there might be a difference between
emigration and re-migration in terms of policy responses and options
which might deserve a closer look.

Questions with regard to re-migration include: How many returnees
re-migrate? Are they selected positively (the best) or negatively (those
who fail)? Can their jobs be filled with adequate non-migrants or other
returnees? In what position are they working after their re-migration?
How strong is the ongoing business or other ties to the home country
after re-migration? Do the migrants leave with a good experience and
can they promote a positive image of their return experience (and thus
the COUNtry as a destination) or will they assess {and project) their time
as full of hassles and annoyances?

MIGRATION AND DEVELOPMENT—
A SECTOR-WISE VIEW

Until now, we have examined development effects from the viewpoint of
migrants’ actions and interactions. Another viewpoint for looking at the
migration-development sector is not to start from the single activities
but rather to look sector-wise at how migration-related factors can have
an impact. Since I have given the more detailed framework by activi-
ties above, I will re-group the main aspects in a summarizing manner.
Figure 2.3 contains a visualization of the below mentioned relationships.

I first distinguish between economic and human development as two
separate but interrelated analytical sectors. Four major fields may drive
economic development: (a) investment, (b} consumption, (c) trade, and
(d) innovation and entrepreneurship.”® Obviously, these four drivers of
economic development are interdependent and linked.

% Although these factors take inspiration from economic theoties of growth,
they do not aim at providing a full-fledged explanation of growth. Instead, the
four aspeets arc chosen because they matter from the migration point of view.
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Ficure 2.3  Sectors and Factors for Economic Growth and Human
Development

Investment: While abroad, migrants can increase investment through
remittances, own direct investment and brokered or facilitated invest-
ment by their companies. Recipients of remittances can allocate
funds for investments. Further, successful branding in the country
of origin may result in generally elevated investments by non-ethnic
investors. Political lobbying may path the way for greater economic
cooperation and remove political obstacles for investment.

Trade: Exports to the country of residence can be enhanced through
direct trading activities of diaspora actors, through brokered trade
cooperation with companies in which migrants are employed,
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through the increased demand for ethnic products by the diaspora
and indirectly through a change of consumption patterns in the host
country. Further, branding can lead to increased trust in the source
country’s manufacturing qualities, leading in turn to increased trade
of goods. Finally, political advocacy can have similar positive effects
as mentioned for the investment sector.

Consumption: Remittances can boost the levels of consumption of
recipients and through multiplier effects of the receiving communities.
Innovation and entreprencurship: Investment, production, and trade
can be fostered through the transfer of skills and technology, through
charity and non-charity activities of diaspora actors (such as mentor-
ing in the TiE network,” setting up universities, or giving lectures)
and through the change of social patterns. The latter can work
through a role model function and interactions with persons in the
source country. Especially in the case of return migration returnees
might have a beneficial influence on increasing innovation and ideas
of successful entrepreneurship.

Other developmental indicators or objectives, such as health, edu-

cation, clean water and environment, and other aspects affecting indi-
viduals’ quality of life and thus key aspects of human development,
may chiefly rely on a higher disposable income, available institutions
and facilities, and social pattetns {for example, sending children to
school). These three factors can be affected by the diaspora in the
following ways:
Disposable income: Income increases due to remittances. However, the
economically challenged segments of the population are often not
directly affected, especially by Indian international migration, other
than to the Gulf region. Further, donations and charity contributions
may increase the income of the target groups. This is true for both
own contributions and those with intermediary facilitation by the
diaspora.

Any trade and investment-related activity has the potential of
generating income for individuals and houscholds in India. And
every income increase may have positive multiplier effects at a more
aggregate level. As said above, the income effects of a USD10 million

9 'TiE, or The Indus Entrepreneur, is an organization founded in Silicon
Valley by Indian immigrants to promote entrepreneurship.
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IT centre are likely to differ from the income-generating effects of a
USD10 million clothes manufacturing uni.

Institutions and facilities: The availability as well as the equipment

and the capacity of health centres, hospitals, schools and colleges,
rural computer kiosks, water-purification units, and many more
institutions that can affect the quality of life, both in the short
and in the long run, may be enhanced by diaspora contributions.
Donations, own and brokered, can play a vital role in this regard.
Own philanthropic activities in the source country or non-charity
work in relevant positions, such as opening a medical practice,
providing forest management consultancy, or building a rainwacer
harvesting facility may lead to seminal improvements.

When dealing with the government, be it at district, regional, or
national level, the diaspora may influence the government to priori-
tize on the establishment and serengthening of development-relevant
facilities. For example, at the annual Indian diaspora conference,
PBD, many overseas Indians make a case for certain development
issues with the present ministers and government representatives.
The former chairman of Indias Knowledge Commission, Sam
Pitroda, is an overseas Indian, and the Indian diaspora tries to influ-
ence governance in many ways. Returnees with I'T and technology
experience build governance tools and increase the effectiveness of
administrative processes and decisions.

Social patterns and capacities: Sending remittances and social interac-

tions with the diaspora may affect development that is relevant to
social patterns. This may range from the awareness of inequalicies,
which is a precondition for their removal, to the attitude of sending
childsen to school, to preferences for family sizes or to an increased
interest in charity. In addition, chartity and relevant non-charity work
can enhance the rights, freedoms, and capacities of people in the
country of origin, which is directly relevant for human development.

Lastly, one has to consider that economic growth is expected to
affect the disposable income of individuals and it is hoped that—at
least in the long run—economic development will lead to dirmin-
ishing inequalities and contributing to the overall, broader human
development and prosperity. Economic growth and an increasing
tax income of the state and its role in promoting general prosperity
through capacity building is of particular importance.
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MAKING THE COUNTS—MEASURES OR MERE
ANECDOTES?

With the framework presented here, I aim at showing the many facets
of the nexus between migration and development. The objective here is
not to give answers to how migration works and what benefits and costs
can be expected, but rather to ask guiding questions for the analysis. This
bricf overview shows that many dimensions of migrants’ contributions to
and involvement in the home country’s development are not adequately
examined yet. Many of the involved aspects are difficult to measure. The
more indirect an effect and the more other major factors (may) play a
role, the less stringent and convincing it appears, and the fess measurable.
Further, many effects can be observed only in the long run. But often,
these effects are mote important for a country’s development.

The Human Development Report 2009, with its focus on mobility and
development, admits too that at the national level in countries of origin,
the economic effects of migration are complex, and, for the most part,
difficult to measure (UNDP 2009: 77)." This observation points to
a dilemma in migration rescarch which has to be solved. On the one
hand, we have to move from a host of anccdotal evidence to better,
hard evidence of the phenomena under scrutiny. For this purpose, the
concentration on a few aspects which have clear, direct effect might be
mote suitable then amorphous, more complex questions. I admit that
many of the concepts and effects mentioned in this chapter are difficult
to measure with existing data—that which is available now as well as
that which we may obtain in the foreseeable future.

On the other hand, there is good reason not to capitulate before the
incapability of measuring our concepts by adopting analytical blinders.
Research on migration and development has to try to undesstand the com-
plexities. Not all questions might be answered easily, but having the right
conceptual framework helps us ask better questions and look at effects and
interactions in a broader way. In other words, there might be problems
in getting relevant data and proving the correctness of assumptions for a

100 Alge de Haas (2009: 48-9) concludes that ‘[a]n important caveat is that
most of the long-term and inditect impacts of migtation on national economic
growth—such as the impact of migration on the entrepreneurial climate, skill
cransfers and political reform—are almost impossible to measure. Almost all
macro studies have therefore focused on remittances’.
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broad conceptual framework. However, if we have an insufficient frame-
work, even good data will not help. Despite the virtually unquestioned
importance of remittances for at least two decades, there is little known on
their real effects in the receiving region. Already the coflection of dara on
their magnitude poses enough problems and difficulties, let alone signifi-
cant information on their use and effects. The ADR 2009 (UNDP 2009:
78) confirms that almost all the quantitative macro studies on effects at the
national level have focused more narrowly on the scale and contribution of
remittances, particularly examining the contribution to foreign exchange
earnings. Obviously, there are many more questions to be asked that, so
far, have not received enough attention.

Some commentators state that no countty in Asia has developed
merely on the strength of remittances and migrants’ conttibutions (de
Haas 2009: 44; Asis 2008). This leads to two questions that will not
be dealt with in this book. These are: What is the absolute impact of
migration related factors? For instance, how many trade contracts have
migrants brokered, how many houses built and how many hospitals set
up? What is the impact relative to the country’s entire development? For
instance, to what extent is the rise of the Indian IT industry based on
overseas Indian involvement and to what degree is that industry contrib-
uting to the overall {economic) growth of India? Getting into further
layers of development we might want to ask to which extent the growth
of the IT industry does contribute to the well-being and quality of life
in the country.

Both questions are important—rthe first, as a more accessible research
question, the second in order to see things in perspective. Although we
might not find a concrete, quantified answer to the question, we might
want to have a general idea on the overall importance of the subject.
It shall, howevqr, not be ergott{:n\th\at there are rarely single factors
which account for the transition of a country, its economy, and society,
Although development aid is considered an important element for the
way to development by many institutions, such as the World Bank and
others, there appears to be not a single country that has made signifi-
cant economjc and social progress merely because it received aid funds.
Instead of asking whether the national development will rest on the
migration pillar only, it is rather a question what element migration-
related factors can play. However, these questions will not be addressed
here in depth,

- \\_
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In conclusion, it might be added that contrary to the bulk of devel-
opment research, the starting point for most studies on migration and
development is the assumption that migration is a fact, It is safe to
assume that migration would take place also if it had no (perceived)
positive effects on the country of origin. In fact, during the height of
the ‘brain drain’ paradigm, there was substantial skilled migration.'"
Accepting migration as a fact, our role is simply to understand and
explote its benefits and to adopt the right policy framework to maximize
them. This led Kuznetsov and Sabel (2005: 16) to the conclusion that
benefits from migration come like ‘manna solutions, win-win outcomes
that fell from the sky’.

Interestingly, overseas Indians are not mentioned in the Planning
Commission’s (2006) 100-page report on inclusive growth. The then
Indian Minister for Rural Development told the author that no one
had ever addressed him about including the diaspora into rural develop-
ment strategies and that his ministry had not tried to seek support from
overseas Indians.!®

Within this research on the development effect of OCI it is not pos-
sible to address all questions raised in the framework. In many ways, the
analysis in the following chapters has to be limited to rather standard

"ways of interactions between overseas Indians and their home country.
It is, however, important to bear the larger idea of development in mind
and to look not only for direct and quantitative effects but also for the
indirect and the qualitative change the discussed interactions can bring,

11 Although the possibilities of tetaining professionals were tried and dis-
cussed more frequently than it is the case today, see Lowell (2002b).

1% Author’s interview with Raghuvansh Prasad Singh, Rashtriya Janata Dal
(RJDD), Minister for Rural Development (2004-9) on 15 October 2008,

3

Determinants of Status Passages

Becoming a US Citigen and an Qverseas
Citigen of India

Having elaborated a conceptual framework of migration and develop-
ment in the previous chapter, I can now turn to the analysis of how
Overseas Citizenship of India (OCI) affects developmental activities and
categories. In this regard, two status passages are of particular impor-
tance. First, the passage from Indian to US citizenship, and second, the
passage from US citizenship to OCIL. The first passage matters for at
least two reasons. On one hand, OCI may increase naturalization, as
will be argued and discussed in detail in Chapter 6. The status passage
is of importance for the assessment of this effect and the consequences
of naturalization. On the other hand, questions of ethnic, national,
and civic identification, which are analysed in later chapters, and the
assessment of the need for OCI, provide reasons for shedding light on
the status passage and the underlying decision-making processes. Also
Bloemraad er 4/ (2008: 168) remind us that we need to know more
about the people who choose or reject dual citizenship to better under-
stand the reasons for their choices.

Assessing the decision to apply for OCI in the second part of this
chapter provides insight into the need for OCI and the use of the status,
which will enable us to draw conclusions on its effects.

THE DECISION TO NATURALIZE IN THE US

In analysing the determinants of naturalization, a large body of research
has examined the impact of several factors, including economic (for
example, occupation and earnings), socia! (for example, marital stacus



