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BIIA participated in the recent Asia-Pacific Forum on Financial Inclusion: Approaches, 

Regulations and Cross-Border Issues. 

The Forum was organized by the Asian Development Bank Institute, the Asia-Pacific Finance and 

Development Center and the APEC Business Advisory Council.  The Forum took place in 

Shanghai, China, 25-27 June 2012 at the Shanghai National Accounting Institute 

 

BIIA was part of a panel discussion on facilitation cross-border Microfinance: 
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Introduction 

 

With migration throughout the Asia Pacific region growing rapidly, the importance of cross-border 

microfinance service delivery is also growing and requires greater attention. Particular focus should be 

placed on formalising remittances and savings by driving down the cost of remittance services, 

stimulating account-to-account transfers (in stead of cash-to-cash) and creating the opportunity to deliver 

financial services based on income coming from work abroad.  

Key points of attention are the facilitation of cross-border data transfer (so that migrants have an 

opportunity to build financial histories and thus increase their access formal channels), acknowledgment 

of remittances as income and building partnerships (transfer service providers in one country and 

financial service providers in the other country). In order to reach the required scale, utilising innovative 

technology such as mobile banking is important. Regulatory frameworks for agent networks (most 

probably telecommunication networks) also need to be developed and elaborated to provide detailed 

clarity for market players and better enforcement.  

 

Facilitating Cross Border Microfinance  

Remittances are a lifeline for 700 million people around the world. In 2012, over 250 million migrants 

worldwide are estimated to have sent home US$395 billion, with over US$ 220 billion to Asia alone
1
. This 

does not even include domestic remittances which are estimated to surpass international flows.  Further 

to this, there is also a significant amount of unknown remittance flows being transferred through informal 

channels. The World Bank estimates that in 2011 international remittances to developing countries 

amounted to more than US$372 billion (up 12.1% from $325 billion in 2010). Remittance flows to 

developing countries are expected to continue to grow at 7-8% annually during 2012-14.  

In most developing economies remittances surpass both Foreign Direct Investment (FDI) and Official 

Development Assistance (ODA) combined. Up to 40% of remittances go to rural areas and the costs for 

remittances transfer range from 5% (competitive markets) to a high 20% (where market distortions exist, 

particularly in rural areas). On top of this, next to remittances migrants save an estimated US$400 billion 

as well. The combination of remittances and savings of migrant workers represents a huge untapped 

market
2
.  

On the National economy level, remittances provide a significant source of foreign capital as well as form 

a stable flow/buffer during financial crisis which usually increases after disaster situations. On a meso 

economic level, remittances increase demand for goods and services and can drive local economies if 

saved in local formal institutions. On the micro economic level (ie family or household level), remittances 

not only lift millions of people out of poverty by improving living standards, they also decrease the 

demand on government services and can help families on the road to financial independence through 

financial education, savings & investment. 

 

                                                 
1 International Fund for Agricultural Development, The FFR Brief: Five years of the Financing Facility for Remittance, Rome, 
February 2012  
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By increasing the impact of remittances, a pathway to financial inclusion can be created. This pathway is 

as follows: 

1. Gradually shift transactions from “cash to cash” to “account to account”;  

2. Encourage financial education for senders and recipients;  

3. Allow for saving of surplus funds in interest bearing deposit accounts;  

4. Allow recipients’ remittances to be considered as an income stream to help establish credit and a 

credit history;  

5. This will allow recipients to invest their surplus funds in assets such as housing, or in small 

business; 

6. Reinvestment of deposited funds in the local community.  

In order to address the challenges associated with realising the development impact of remittances 

institutions must be stimulated and tools developed to bridge the urban-rural divide. Financial 

infrastructure is important to serve both access to finance and financial stability, making international 

payments more complex as they have to rely on the financial infrastructure of both countries involved. 

Crucial to addressing issues like these is the building of partnerships, for example, between payment 

transfer providers and (micro) financial service providers in different countries. Another key challenge is 

determining how to link the credit history of migrants and their families back home and making the (often) 

informal income formally visible. To put it simply, the focus in addressing these challenges needs to more 

about access to finance rather than ‘remittances’ only. 

Some specific strategies and solutions which are recommended to achieve greater financial inclusion 

through remittances related (micro)financial services include:  

1. Market development: regulatory framework creating an open market, aiming to drive costs down; 

2. Innovative business models: through MFIs, postal networks and community banks; 

3. New technology: such as mobile money, cash card solutions and integration of systems; 

4. Financial access and services: complementing savings with loan and other financial services, 

including financial education; 

5. Migrant investment and entrepreneurship: by enabling productive investment (savings and 

enterprise loans), development funds and nostalgic trade. 

Within these strategies, particular focus should be applied to enhancing competition to drive costs down, 

increasing the geographical scope of financial services, empowering migrant workers and their families 

through financial education, promoting a full range of services to migrant workers and their families (not 

just remittances), encouraging Diaspora investment (in agriculture) and working with postal networks to 

increase access to remittances in rural areas. Promoting and enabling mobile money solutions is also an 

important focus area to enhance the impact of remittances. However, mobile solutions are extremely 

complex and the business case is weak. Part of the solution for this is private-public collaboration which 

can accelerate deployment and help reach scale. In order to achieve this level of collaboration an 

enabling regulatory environment is needed, of which specific challenges include: 

 Developing regulations for issuance of electronic money instruments;  

 Supporting participation by banks and non-bank financial institutions;  

 Risk based approach that weighs licensing, capital and Anti Money Laundering (AML) and Know 

Your Customer (KYC) requirements based on risk and not other measures.  
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Governments can help address these issues by providing clarity on e-money and stored value account 

regulations, implementing programs to reduce cash transactions, structuring KYC and licensing 

requirements to facilitate new eco-systems, facilitating both Mobile Network Operator (MNO) and Bank-

led models, leveraging and supporting technology evolution and engaging with private sector 

stakeholders. Governments can also play an important role by promoting electronic payments. In many 

cases, governments are in a position to lead by example, for example through distribution of payroll and 

benefits to prepaid accounts (and providing tax incentives for businesses to do the same) and supporting 

community outreach and education programs.  Governments are also responsible for ensuring that 

appropriate regulations are in place to protect the integrity of electronic payment systems.  

Standard Setting on Cross-border Credit Data Transfers 

One of the five general principles for credit reporting (World Bank Taskforce) is that cross-border credit 

data transfers should be facilitated, where appropriate, provided that adequate requirements are in place. 

It is important to adhere to such a standard on cross-border credit data transfer for many reasons. One 

important reason is that cross-border migration of businesses and individuals result in no credit history in 

the new country, creating a situation of virtually no access to finance. As noted before, this issue is 

becoming relevant for a growing number of people as migration increases. To address this and make 

cross border data transfer feasible, a cooperative framework is required which helps to facilitate the 

involvement of a multitude of players (ie financial institutions, service providers and regulators) as well as 

different legal systems. 

The standardization of data formats and procedures is also considered to be an important pre-condition to 

allow cross-border remittances to be included in credit reporting. The focus should be on mandatory data 

inputs, procedures for the collection and updating of data. When data transfer occurs it should be 

possible to interpret the data correctly to be able to identify and manage potential risks. In essence credit 

applicants will be subject to domestic risk assessment practices which rely on data coming from a 

different jurisdiction. When dealing with data transfer from multiple countries to a central repository 

located in another country, this could entail higher risk unless the parties involved in the different 

jurisdictions adopt the general principles which have been outlined. This reinforces the case for the 

adoption of general principles and standards. 

Standards for international remittances services 

With regards to the role of standards there is currently a lack of interconnectivity between Mobile Service 

Services (MSSs) and mainstream payment processors and a lack of interoperability between various 

providers of MMS. Public authorities and regulators need to evaluate this situation and determine what 

necessary actions are needed in order to achieve public policy objectives. To assist with this, the World 

Bank has developed a set of principals published by the Committee on Payment and Settlement Systems 

(CPSS). The CPSS General Principles for International Remittances Services are:  

1. The market for remittances should be transparent and have adequate consumer protection  

2. Improvements to payment system infrastructure that have the potential to increase the efficiency 

of remittance services should be encouraged  

3. Remittance services should be supported by a sound, predictable, non-discriminatory and 

proportionate legal and regulatory framework  

4. Competitive market conditions, including appropriate access to domestic payments 

infrastructures, should be fostered in the remittance service industry  

5. Remittance services should be supported by appropriate governance and risk management 

practices  

http://siteresources.worldbank.org/FINANCIALSECTOR/Resources/Credit_Reporting_text.pdf
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These General Principals stem from a multilateral effort to address a global challenge. The 

implementation of these principles could further facilitate financial inclusion; directly by improving the 

remittance markets and, indirectly, by bringing remittances to regulated channels (ie through competition, 

cost reduction, financial literacy and education, technology and innovation). On both sides of the 

remittance corridor, in both sending and receiving countries, the challenges which are addressed by the 

General Principles exist. It is important to note that this is not a matter for developing countries alone. 

 

Global Remittances Work Group 

In early 2009 the World Bank established the Global Remittances Work Group (GRWG), a multi-year 

platform aiming at increasing the efficiency of the remittances market and facilitating the flow of 

remittances by providing guidance and policy options to the global community. The efforts of the GRWG 

were successful in securing the commitment of the G8 Heads of State to: “...achieve the objective of a 

reduction of the global average costs of transferring remittances from the present 10% to 5% in 5 years 

through enhanced information, transparency, competition and cooperation with partners”. Reduction in 

cost would generate a net increase in income estimated at US$15 billion for migrants and their families in 

the developing world. The GRWG has helped to develop a number of initiatives to help achieve this, 

including: 

 The Pacific Remittance Initiative  

 Send Money to Asia  

 Guidance Note for the Implementation of the GPs. To be issued in autumn 2012.   

 Launch of the "Send Money Service" platform. New platform for remittance price database 

websites that will allow to easily create, customize, and publish remittance price websites. To be 

launched in July 2012  

  

MFIs and small scale cross border transactions - Indonesia 

With a population of over 237 million and 59% of adults “unbanked,” financial inclusion remains a major 

challenge for Indonesia. Of the adult population which do have a bank account, 31% do not save. On the 

borrowing side, the informal sector plays a significant role with only 17% borrowing from formal banks 

compared to 32% borrowing from the informal institutions. Almost 40% do not borrow at all. 

Indonesia’s MFIs are made up of two types: banks or non-banks. Bank MFIs are categorized as rural 

banks (BPR/BPRS), micro-unit of commercial banks (BRI, DSB, Mandiri) or village credit agencies (BKD). 

Non-banks are categorised as either formal or non-formal with the formal non-bank MFIs consisting of 

cooperatives (KSP), pawnshops and village funds and Credit Institutions (LDKP). The non-formal non-

bank MFIs consist of NGOs, self-help-groups and BMT (microfinance based on Islamic principles).  The 

average value of non-bank MFIs savings and loans are relatively small, as outlined in the table below: 
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 Bank MFIs Non-Bank MFIs 

   Formal Informal 

 Rural Bank 

(BPR) 

Village 

Credit 

Agency 

(BKD) 

Savings and 

Loans 

Cooperative 

(KSP) 

Credit Union 

(CU) 

Baitul Mal Wat 

Tamwil (BMT) 

Data from yr 2011 2011 2009  

(Jakarta 

sample) 

2009  

(Jakarta 

sample) 

2009  

(Jakarta 

sample) 

Average 

loans/borrowers 

(USD) 

1,306.90 102.30 192.35 737.34 359.05 

Average 

savings/savers 

(USD) 

455.23 22.75 224.41 630.48 128.23 

 

Indonesia’s total number of Savings and Loans Cooperatives is 74,636, reaching out to 7.15 million 

people with total savings equivalent to US$1.36 billion and total loans amounting to US$2.13 billion. 

The revolving fund management agency for cooperative, micro, small and medium enterprises (RFMA-

CMSME) aims to increase the productivity and competitiveness of the people’s economy, to develop new 

entrepreneurial opportunities and create new employment. It is a Government developed program which 

provides revolving fund loans without collateral, low interest rates and easy access. The revolving fund 

program is geared towards Cooperatives and SMEs (KUKM) and specifically targets those who are not 

yet bankable. The revolving fund is managed by the Public Service Board (BLU) of the Ministry which is 

The Revolving Fund Management Agency (LPDB-KUKM). Total disbursement of revolving fund loans in 

2011 was IDR 1,700 billion (eq. US$181.66 million) with 812 partners. 

KUR is a credit/financing program for cooperatives and MSMEs in the form of working capital and 

investment which is supported by guarantee facility for productive enterprises of which the source of 

funding comes entirely from banks. The government gives insurance against the risk of KUR by 70% 

while the remaining 30% is borne by the bank. KUR guarantee is given for the purpose of improving SME 

access to financing sources in order to promote national economic growth. KUR is distributed by six 

implementing National Banks (Mandiri, BRI, BNI, Bukopin, BTN, and Mandiri Islamic Bank) and 26 

Regional Banks. In 2011, disbursement was up to IDR 29,002.7 billion (US$3,099.24 million). 

Numerous SMEs, particularly those in rural areas, do not have access to banking services. Rural Bank 

contribution to SME financing is very low compared to commercial banks and the lending rate is relatively 

high. The future mission regarding rural banks is to make the rural bank industry as a sound, strong, 

productive “community bank” which focuses on simple, accessible and efficient financial services to small 

and rural communities. 
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There are three main initiatives to develop the microfinance sector in Indonesia: establishing a legal form 

of MFIs, linkage program between commercial banks and MFIs and technical assistance to local MFIs. 

The challenges of these initiatives are summarized in the table below. 

 

Challenge Short description 

Credit risk The problem of over indebtedness of the debtors (mostly poor people) 

will affect the debtors’ repayment capacity, thus increase the potential of 

MFIs to suffer from heavy loan losses. 

Reputational risk Comes from, among others, the unethical practices as evidenced by the 

huge growth in indebtedness among MFIs’ customers, will create bad 

reputation of MFI in general. 

Corporate governance Comes from the limited knowledge and expertise of the MFI’s owners, 

the possibility of conflicts of interest, the lack of independence, and poor 

accountability. 

Competition risk The low rates and better services create good competition, but could also 

cause market disruption, squeezed margins, and the MFIs to take 

greater risks. 

Political Interference Comes from a political interference, such as in interest rate capping, 

product limitations, directed lending to “priority sectors”, and subsidized 

government loan programs. 

Limited source of funding When MFIs provide credit, at some points there is limited source of funds 

due to the limited financial capacity of the shareholders.   

 

The number of Indonesian migrant workers is estimated around 4.03 million (March 2012), of which most 

are working in the Asia Pacific region (73%), followed by the Middle East region (23%) and the remaining 

4% in the United States and Europe. Around 55% of these migrants are working in the informal sector. 

The table below further outlines the spread of Indonesia’s migrant workers across Asia Pacific.   

 

Migrant Workers in Asia Pacific, March 2012 

Malaysia Taiwan Singapore Hong Kong North Korea Brunei Others 

35% 21% 17% 15% 7% 4% 1% 
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In March 2012 remittances reached around US$561.9 million, most of which came from the Asia-Pacific 

(59%) and the Middle East & Africa (36%). The below table provides a further breakdown of the 

remittances inflow from within Asia Pacific.  

Indonesian Workers Remittances inflow from Asia Pacific, March 2012 

Malaysia Taiwan Singapore Hong Kong North Korea Brunei Others 

57% 13% 7% 13% 3% 2% 5% 

The value of Indonesian migrant workers’ remittances through commercial banks in March 2012 was 

US$157.3 million. From this it can be concluded that the largest part still goes through informal channels. 

Remittance inflows also show a seasonal pattern in which more is sent home during Lebaran (fasting 

months) in July and August.  

Conclusions  

 The untapped market of remittances 

220 million migrants worldwide are sending money back home. In 2012 remittance flows globally 

totalled more than US$395 billion, 40% of which was remitted to rural areas. Most of this money is 

remitted cash-to-cash with relatively limited use of formal channels. It is further estimated the migrant 

workers globally currently save almost US$400 billion as well.
3
 Both the remittances and savings of 

migrant workers represent a huge untapped market.  

 Formalising remittance channels 

Remittance flows across Asia Pacific have been greatly increasing in recent years and are expected 

to continue increasing, particularly when taking into account the region’s demographic developments 

(ie East Asia’s ageing population, increased urbanisation and greater dependence on foreign 

workers).
4
 As such, cross-border microfinance following the migration patterns represents a 

significant opportunity for financial inclusion by formalising the informal remittance and savings 

channels and developing innovative product designs based upon the actual needs of the clients (ie 

migrant and migrant family). Regulators should aim to move migrant workers from cash-to-cash 

transfer, to account-to-account transfers. Financial education, of both the migrant and his/her family, 

is crucial to accomplish this as a way to increase awareness of formal channels and strengthen 

financial literacy. Another important measure would be to allow recipients’ remittances to be 

considered as an income stream, to help establish credit & credit history. 

 Importance of partnerships 

Linking (micro) financial services with remittances is particularly challenging. Effective partnerships 

are a key to addressing this challenge since remittance companies are unable to offer services to the 

migrant’s family and financial service providers (often MFIs, NB-FI) cannot make the transfer/remit 

the payment transaction for the migrant living abroad. Postal offices (networks) are important partners 

to tap this market, as well as MFIs
2
; especially for cost reduction and building sustainable business 

models. To reach the scale needed for the region, telecommunication/mobile money solutions are 

crucial as well
2
. 

                                                 
3 The FFR Brief: Five Years of Financing Facility for Remittances and the road ahead. Promoting innovative remittance markets and empowering 

migrant workers and their families. IFAD, February 2012.  
4 2011 Asia-Pacific Financial Inclusion Forum. Expanding Financial Access Through Regional Public-Private Cooperation. Forum Report. 
September, 2011.  
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 The role of agent networks 

To reach the necessary scale, mobile money solutions need to work through agent networks (most 

probably telecommunication networks). These network agents also need to be recognised as banking 

agents and have clear regulation on KYC & AML compliance requirements. With regard to the 

regulatory considerations for using mobile money to scale up to reach all pockets of society, key 

enablers from the private sector standpoint are: concrete regulations for telecommunication 

companies, clarity from financial regulators (ie licence requirements to be allowed to work as an 

agent) and proportionate regulation regarding KYC & AML compliance requirements for agents. 

 Cross-border data flow 

Another issue regarding the facilitation of cross-border financial services is the need for cross-border 

data flow, following migration. Cross border migration of businesses and individuals do not 

accumulate any credit history in the new country and remittances are not considered as income (in 

home countries). This makes assessing credit worthy-ness of migrant workers and their families 

difficult, if not impossible.  

 Importance of financial infrastructure 

An efficient financial system infrastructure is very important to enable the necessary services for safe 

and affordable international payments. Remittance costs are still too high for many migrant workers. 

A World Bank estimate highlights that if the cost of remittance transfers is reduced by 5%, migrants 

and their dependants could save US$ 15 million. To achieve greater financial inclusion, regulators 

could examine the following aspects of international remittances to determine ways by which costs 

might be reduced: 1. Market transparency (cost of remittance transfer); 2. Efficient infrastructure; 3. 

Assure remittance services are sound, predictable and non-discriminatory; 4. Create competitive 

market conditions; and 5. Appropriate governance. 

 

 

 

Note to BIIA members:  This is a draft and should not be distributions.  Once the official report 

has been issued we will post the document on www.biia.com  
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