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Abstract

Remittances, defined as funds sent by migrants to recipients in their region of origin or
other transnational diaspora members, constitute a substantial portion of global financial
flows. Regrettably, there exist sparse estimates regarding the volume and characteristics of
informal remittances. If informathannels such as handarried cash across borders,
undeclaredgoods, and other transfers were accountedliterature suggests thadtal

flows would be substantially larger than currently reported. Policymakers have endorsed
variousinitiatives namely transfer cost reductigolicies by committing to targets and
spurring competitionto formalise informal flowsDivided into two man parts each
consisting of two papers or chaptethis dissertation explores topics iremittance
behaviour,channelmodality (or channethoice, and formalisation policiedn the first

part the dissertation explores the Canadian case stutig ofiicro effects of transfer costs

on remittance choices astlannel modalitysing household survey dagss such, the first

two papers explore the mictevel factors underlying remittance decisioraking. The

first paper stugksthe micredeterminantsnamely transfer costsn the propensity to remit

and the simultaneous decisionfstbe amountand frequency with which to remiThe
second papé analysisexpandsupon Canadian remitteéscase studyand unpacksthe
dichotomisation of formal versus informal methods to delve deepechiatonel modality

at the migranand household level$he second part of the dissertation broadens the scope
of analysisto a global scaleThe third papedelvesinto policy analysis and international
relations theory to analyse tloausal pathways that explamow the 2001 9/11 attacks
shaped modern formalisation policidhe fourth paperbuilds upon thigolicy shift to

study the slowdown inglobal formal remittancegrowth Via proxy estimations of the
informal sectorresultsindicatethat whileformalisation has contributed to the growth in
formal remittances, formalisation effosteld diminishng marginal returnsver time The
multi-levelledapproactacrossnicro and macro chaptepsovides aholisticunderstanding

of the gaps in each level of analysis aiteds light orthe still liminal literature on
remittancemodality and formalisatian
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Chapter 1: Introduction

1.1 Contextualising the informal remittance problematique

Remittances, defined as funds or goods sent by migrants to individuals or groups to their
region of origin (Adams, 2009haveproliferatedsince the 1980&lobal remittances, the

nexus between international finance and migration, haventtgceeceived significant

attenton n | i ght of Canadab6ssimcredsstim Tmmidegm
win in 2015 At approxmately 8.4 billion USD in personal remittance outflows in 2019,

or 6.1 billion USD migrant outflows’ remittances sent from Canadantinue tooutpace

Canadian Official Development Assistance (ODA) as defined by the WorldBaivien

such sizeable flows, the question becomes how best to harnessuhstmtiaflows to

advance international development goatsle addressing money laundering and other

critical security concerns

1 Although this definition is common within the study of remittances and migration, subsequent chapters on
Canadian remittances also account for transnational household flows across international borders beyond
those flowing to t hree,fehittersa &anada conld send flowsdto family mmemhees

or diaspora members in the United States despite b
common as a form of transnational rgkaring or censurance (Lucas and Stark, 1985; Stankl Lucas,

1988; AmuedeDorantes and Pozo, 2006; Carling, 2008; AmuBdoantes and Pozo, 2011). Unfortunately,

due to data limitations, the study of remittances is often limited tegigseration immigrants as opposed to

second or more generation immagts (those born of immigrant parents or, in the case of third generation
immigrantsof seconegeneratiorparent¥. These data limitations are restrictive in studying hgeemerational

remittance patterns, particularly within specific diaspora.

2 And uncer two billion CAD received in 209 (1.3 billion USD) according to World Bank estimafes

personal remittancdsased ornternational Monetary FundMIF) balance of payments data.

3 To know where these flows were sent from Canada, one can rely ondbitateittance matrix estimates
(https://www.worldbank.org/en/topic/migrationremittancesdiasporaissues/brief/migratidtiancesdatg

made available by the Global Knowledge Partnership on Migration and Development (KNOMAD) based on

a methodology developed by Ratha and Shaw (2007). Nevertheless, it is worth noting these estimates are
model |l ed based on a c oun ationglGnsomento dgeteaminé thesweightingof and
corridors applied to balance of payment statistics. Another option is to rely on the Statistics Canada conducted
Study on International Money Transfewlthough it is aselfreportedsurvey, the data are reli@band

weights allow one to approximate national estiméii@mbuene and Turcotte, 2019)



https://www.worldbank.org/en/topic/migrationremittancesdiasporaissues/brief/migration-remittances-data

In 2019, personalremittancesreceivedreached 66 billion USD globally (639
billion USD in 2018, of which 33 billion USD (486 billion USD in 2018 flowed to low
and middleincome countries according to the World Bar®4l). Derived from the
Il nternati onal Mo net ar yayménisnthedesestifndtelseFmost b a |l a n
frequently limited tanoney transfers through formal remittance service provitRe$s)
such as banksredit unionsand other established money transfer operators (MT®s).
latentinformal flows such as cash haswhrried across borderandeclaredgoods, and
other transfersvere accounted for, the estimates wouldblestantiallyjlarger?

Mostinformal flows, wheher via digital methods or more rudimentary methods of
transportation,are not capturedExisting estimatesof the magnitude of informal
remittances vary considerably across studies due to data limitations, lack dlitseliabd
erratic variation across geographiés. a result, some studigalueinformal remittances
bet ween two and ten times greater than of fi
2001) In contrastpthersput themat 1.5 times the monetary valwf formalremittances
(Sander, 2004). Freund and Spatafora (2005, 2008) cite market observers estimating them
anywhere between 0.5 and 2.5 tirttesvolumeof formal flows and estimatbatthe flows

to developing countries constitute 35 to 75 per céoffaial flows (citing high regional

4 An entity operating as a business that provides remittance services to users and charging a fee for said
services. RSPs include a wide variety of financial instihg, whether formal or informal, but the main RSPs
remain bankscredit unions, postal servicemd larger MTOs such as Westéinion and MoneyGram.

5> Otherinformal method types are generally cultsmecifig such ahawalaandhundipracticedamongthe

Middle Eastern, South Agiaand certain Africa diasporafei chienin China,padalain the Philippines,

Chuyen Tien Tay Bm Vietnam,or viajerosin Mexico (Basu and Bang, 201%jernandezCoss, 200B;

Yang, 2011) They ardrequentlyspecific to certain corrido@nd culturesAll these methods aategorised

more broadly under the umbrella @fformal methods These methods incrementalecame more
sophsticated over timéhrough their leverage of communal ties and diasporic networks as well as a mix of
modern and traditional means of value transfer.



variation) . Kupetsd (2012) study of Ukrai

anywhere between 15 and 200 per cent of the value of reported remittances.
Unfortunately, neglected informal remittances andwdedge gaps vistvis their
role in terms of the broader migratory financial infrastructure are lacunae within the study
of global financeand migration. This dearth imnderstandinginformal flows has
significantpublic policy, international developmesgcurity, and economimplications
Moreover, he lack of information on informal remittances is troubling considering the
disparate impacts the ongoing COVID pandemic has had on the informal sector and
remittances on a global scadumerous debatedaut the usage of remittance channels
remain, including how remittance modality can impact other remittance choices.
Furthermore, ncreasingfinancial technology developmentsr FinTech, keep
pushing the boundaries of current regulatory and data framework$en de facto
categorisinghnewer remittance channels as infornfdle heterogeneity of digital methods
is also of concern since mobile money transfers, online platfeithgash pickup options,
and cryptocurrencies vasignificartly in terms of their use as remittance methdets.
newerchannelsuch as digital currencies, issues surrounding convertibility to cash or other
liquid assets (i.e., fungibility) not to menbn high fluctuations in valug remain
problematic for remittancaise It remains unclear if digital methods help remove
remittancebarriers or thelack of fungibility drive remitters tause informal methodshen
remitting to regionslackingthe necessgifinancial infrastructuréo receive certaidigital

transfers.

n



1.2 Formalisation: Caught between a security and development agenda

Policies surrounding the formalisation of remittances are a key area of study and policy,
especially withinsecurity and national intelligence circles. Although concerns about
money laundering and terrorist financing predate the 2001 9/11 attacks in the United States,
the aftermath of the terrorist acts heightened security condérstined a spotlight on
informal monetary flows.

However, informal remittances flows should not be conflated with illicit activities
and can beraeconomic developmebbonfor therecipient countryDespite the breadth
of research on informal remittances attributed to security@shoemittances play a vital
role as a source of pewrpeer development financ®loreover, heir role in terrorist
financing isminor (Passas, 2006)

Harmony between these two objectives remains a challenging and politically
charged balance. eBurity and development policymakers have sought to formalise
remittance flows Whereasthe former mainly aim for transparency and regulatory
oversight, the latter primarily amio leverage a goliath amongst finandrdlows for low-
income countriesThat said, low transfer costs and the broader formalisation of flows have
become common goals in both spheres.

Despite theneoMarxist critiques ofremittancesn the 1970s and 1980s (De Haas,
2009 201Q 2012, the increasingremittance flowsof the 1990s and 200Q=ignited
schol ar s 6 -&vip their noie asna catalyst for development. Remittances can be
leveraged to promote investment in micro, small and medium entarpeidecation,
health, and other development initiagg. Furthermore, remittances are generally

countercyclical Brown, 2006;Ratha, 2007Frankel, 2011Mohapatraand Ratha2012;



Bettin, Presbitero and Spatafora, 2p)Ivieaning they flow towards regiomghen most
neede, such asluringan economic downturepnflict, social turmoiland natural disaster
or other typs of catastrophg®

Notwithstandingall thesebenefits, remittances are not without trsfiprtcomings
Drawbacks include thiaitial reduction of qualified labowsupply in the receiving country
from remitters leavingi.e., brain drain argumenBrown, 2006; NiimiOzden, and Schiff,
2010 and encourahg a culture of dependency based on satisfying dleom
consumption needs.€., dependency trap argumenbjloreover, remittancedependency,
where the remittance sector occupiedcminantportion of the economygan induce
inflation and real exchange ratappreciation(i.e., Dutch diseasethat harm local
economies(De Haas, 2009201Q 2012 AmuedoeDorantes, 2014 Chatterjee and
Turnovsky, 2018; Basnet, Donddonsou and Upadhyaya, 201&iven these critiques,
development programs would do best to adopt rfadteted approaches thatomote
remittance transfers amshsure they mitigatsuchadverseoutcomes.

One stepto limiting potential adverse impacts of remittance promotion policies
would be to ensure remittances flow through regulated channels and are adequately
measured, thereby enabling macroprudential policiesotsider these flowsAlthough

informal remittances are not inherently undesirable, the lack of transparency inhibits

6 This finding is rather intuitive seeing that individuals may be more inclined to send funds to thikésfam
during times of extreme need, but it should be noted that remittances sent, or outward flows, are still
procyclical in the sending regioiklowever, it is worth noting that counter examples exist. For instance,
Durdu and Sayan (2010) document oppositnds in Mexico and Turkey whereby remittances are
countercyclical in the former and procyclical in the latter. However, it is also worth noting the possibility of
endogeneity or dual causality. One needs to control for the possibility of Dutch dissasg feom the

inflow of remittances or the benefit of remittances for the economy, in addition to the inverse causation that
low growth and crisis prone regions attract more remittances due to higher demand for financial assistance.
" This is especiallyrue for countries that are highly dependent on remittances. For example, countries with
high remittance to GDP ratios such as Haiti, Nepal, or Tajikistan, just to name a few, are more susceptible to
have remittances as a sector of high dependence.



policymakers from properly assessing theatential detrimental impacts within local
economic setting®oreover, it can lead to the exploitation of vulndeainigrants Oxfam,
2012.

High transfer costs in the formal remittance sphere push, or at least incentivise,
remitters towards informal channeldnfortunately, higher regulation entails higher costs
for remittance service providers that pass these oastsconsumers in the form of higher
fees, therebyindermining the intended goal of regulating flows (Passas, 2B66}his
reason, remittance transfer cost policies and initiatives have surfaced as some of the most
prolific elements within internatiohadevelopment.

Perits 2019 federal budget, Canaaiansto reducaemittanceransfer costs téve
per centby 2022 (of the amount remittedand three per centby 203Q with the latter
coinciding with aplethora of international targefsompared to currerglobal average
pricesthat argust shy of seven per cedtBimilar initiatives are occurring internationally.
The sustainable development goal (SDGs) on poverty reduction (SDG 100bj@ative
20in the 2018 Global Compact for Safe, Orderly and Regular Migration are but the latest
i nternational commi t ments for transfer cos
Ababa Action Agenda that set a glolialeeper centransfer cost target by 2030hese
objectivesbuild upon previous initiativebket he A 5x 50 Ob jtransfdrcoste t o r
to five per cenby 2014 (from over 1@er ceniglobally in 2008)

Despiteglobal efforts, transfer costs remaansignificant barrier to remittance
growth, particularly in the case of more expensive formal transfer methodémks, in

particular if remitting smaller amounts r el ati ve to i nfor mal me

8 Recen Canadianlevels arearoundeightp e r cent accor di n emitancetPtices Wor | d
Worldwide(RPW)dataset



Sander, 20040rozco, 206; Pieke, Van Heaand Lindley, 2007Qrozco, 2010Basu and
Bang, 2015;Ahmed and MartineZarzosg 2016; Kakhkharov, Akimov and Rohde
2017.° Informal methods remain cheap@nd among the rare methods available to
underbankedndividuals and those with weaker financial literaskills. Sander (2004)
estimates that average global informal remittance costs hover around three to five. per cent
Dimbuene and Turcotte (2019) finghalogousevidence ofCanadés relatively low
informal transaction, or transfer, fees

A large portion of informal transfers tends to be in the form of cash transfers that
often carry a negligible explicit cogtorinstance, if a migrars already planning travels,
has connections to other diaspora members travelling, or is receiving visitors intending
return to the recipient region, sunk costs such transportation may substantially reduce
transfer costsAlthough costs related to risks of loss or theft when heaadying cash
remain, these may be considered only marginal riskmther reason for these low
transaction costs is the usage of diasporic connectiooisl capitgland other reputational
mechanismsvithin migrant networks as the currency of exchai@phaeffer, 2008hese
reputational or social capital costs are particularly importemén migrants leverage
diaspora connections or informal networks to carry the funds on their behalbattiasly
offsetting the higher explicit monetary cost of remittitdgpwever, given the frequent
absence okxplicit or direct cos, Siddiqui and Arbor (2003) document thspecific
informal methodsacross certain corridorfgature higher exchange rates and impdiasts

due to higher risks

® Underbanked refers to countries with low levels of financial development, financial penetration and access,
and/or inadequateinderwriing by financing institutions Financial inclusion is a pillar of economic
development and features in eight of the 2@888tainable Development Goals (hamely SDGs 1, 2, 3, 5, 8,

9, 10, and 17).



The lack of reliable data should be a significant concern considering the magnitude
of these undocumented flows. Despite this, there is growing literature on transfer channels
and their importance within the broader globakfinial infrastructure. For instance, in
2015, the Canadian federal budget set aside considerable funds to study international
remittancesThis commitmented Global Affairs Canada (GAC) to commission 8tady
on International Money Transfe(SIMT), conducted by Statistics Canada. The survey
extendseyond the regular collection of remittance data by including detailed questions on
remitter satisfaction, frequency of transfers, costs incurred, and chansedl. This
innovation in data gathering is vital to shedding light on the phenomena of diaspora
mobilisations lacking data and transparency within Canada and abroad.

As this dissertationds findings suggest
impact those informal remitters with limited financial literacy or access to fin&uceal
channelsfrequently provide vulnerable populations with few alternativies address
financial access concerns at a low cdsequalities that stem from current tragrsfee
structures and remittance policies should be addressed, or they risk undermining the
development and security goals they strive to achieve.

The next section highlights the dissertafomain theoretical frameworks before
delving intoanempiricalanalysis of informal remittances within the Canadian and broader
global contexd. Without such guiding theory, empirical results would largely be limited to
correlational findings, thereby limiting the ability to draw causal inferencesirararn,

their potential contribution to informing policy.



1.3 Seminal theoriesof remittance decisionmaking

In her seminal work, Sharon Russell (19868)ducedan elegantlyparsimoniousmodel
that proceeded to frame and sh#peevolution of the study of remittanaeghelast three
decades. Albeit dated, the framework encapsulatesetitealdebates within the study of
remittanceso this day notably dividing remittance decisianaking into threenainnodes

of interest(1) whetherto remit,(2) how much to remit and through which channel, ¢)d
how to use the funds (for the recipietftpilthough this dissertation focuses on the former
two decision nodes, the latter is vital since the needs and uses of the fuadfedatine
former two decision nodes. Furthermoas,an addition to this seminal modislereis a
crucial decision on how frequently to remit that can impact the amount sent in any single
transaction and the channel a remitter may séleztdecision ofvital importance to
development scholaendpolicymakergYang, 2011)

The New Economics of Labour Migration (NELMgshaped the studynking
migratory and financiadecisionsand redefined the unit of analysis d@sansnational
households rather than individualsu¢as and Stark, 1985tark and Lucas, 1988This
reorientation towards transnational househplalged the way foa novel interpretation of
the motivations involved in migrant remittancEgpandinghe unit of analyis beyond the
traditional individual decisiomaker introduceritical concepts oftransnationalrisk-
sharing and household consumption smoothsgommon motivations for sending funds

back to the homeregion The concept has since evolved to stwdyious patternsby

10 Although the fourth node studying how the funds are spent is of the utmost importance within remittance
and migration scholarship, it is not the focus of this dissertation



internationalisinge conomi ¢ mi gration and Atransnat.

2020).

The NELM also introduces additional actors to capture-intnasehold dynamics.
Hence, the recipient(s) and other transnational household membanseoedevant actors
rather than solely focusing on the individual or remitter/sender. To adequately portray the
various other actors, one can overlay the NELM with the-fast mile framework
(HernandezCoss, 2005a; Hernand€oss, 2005b; Hernand€ossand Bun, 2007). The
first-last mile framework identifies three main actors that influence deemsaking: the
sender (firstmile), remittance providers and regulatory bodies such as states and
institutiors (intermediaries), and recipients (lastle).

From these frameworks$hree main motivationareoutlined (1) pure altruism(2)
tempered altruism such as repayment of investment in education or travel, coinsurance, or
consumption smoothing (Amuedorantes and Pozo, 2006; Amuedorantes and Pozo,
2011}, and, lastly(3) pure selinterest, such as investment in assets in gaicin of
return or the expectation of inheritance (Carling, 2008).

When combinedthese seminal frameworks lay the groundwork for the theory and
modelsappliedin this dissertatiopaimingto synthesise and build upon these instrumental
building blocks In this dissertation, the first decision nadhptureghe binary choice of
remitting based on a utility maximising decision for the transnational houseHuwid
second node encapsulateseesimultaneoushoices of how much teaend how frequently,
and through which means. Altogether, these three choices form the basic framework of

analysis.

11 Although AmuedeDorantes and Pozo (2011) demonstrate that remittances do smooth household income
on average, it is not necessarily the primary motive for remitters.
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In sum, thadissertatiods theory-basedbjectiveis to combine sequential choi¢és
and their interactions with one anothdvloreover, theproposedmodel expands upon
Sharon Russel | §whicliotedddisthe simultaneity @f decisiemaking
andthe absence of a cletypology ofactors and determinants at each stija.s s el | 6 s
framework also excluddgbefrequency of transfeiisa vitalremittance decision as studied
in Chapter 2.

The resulting agglomeration of theoriago a single succinct framewosderves as
a guide to each chaptdrinking the empirical findings to this framework allows one to
derive causal relationshipghat are key to informing future remittance program
development andatgetingselect population segments engaged in transnational transfers.
The following section presents the overall layout of the dissertation and delineates the

scope and contributions of each pte.
1.4 Multi -level research design

This dissertatioronsistf four independenpaperghenceforth referred to &hapters 2,

3, 4 and 5). Although each chaptertackles separateanalytical puzzles and research

guestionsthe chapters interconnect in their treatment of different facets of remittance

formdisation the analysis of transfer costs, and remittance modality (channel choice).
The chapters each expand on portionsaahultilevel framework employedo

dissect remittance modality and formalisation effértsf which transfer cost reduction

policies are the main policy levar addition toother factors such as financial literacy and

access programssiven remittance decisn interdependencies, the analysis requires a

2 Although some decisions are made simultaneo(edyopposed to sequentiallyyhich will also be
explored in subsequent chapters
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broad framework rather than studying each decision in isolation. Moreover, the avoidance
of disciplinary and methodological silos is crucial to better understand each decision and
actor. The analygs at both ngro and macradevels enable theriangulaton of causal
mechanisms underlying remittance behaviour, channel modality, and formalisatign polic
Through this multilevel approach, this dissertation bridges am@oro gaps in the
study of remittances. The dissertation balances plausible alternaip&anationsto
triangulate key determinants of disaggregated remittance decifimgsmentalpolicy
shifts at the aggregate level, and mascale trends worldwide. This blend of frameworks
ard levels of analysis is essenttal adequately depict the underlying forces impacting
remittances globally and the numerous formal and informal intermediaries thaBgxist.
studying a range of analytical units, namely juxtaposing migrant householdsaanol m
institutions and state involvement, the dissertation provides a more holistic understanding

of informal remittances and formalisation policies.
1.4.1 Dissertation layout

While the first two chapters in Part | focus on migrant remittance behaviowhandel
modality at the micro or househdklel, the latter twahapterdroaden the scope beyond
the Canadian case studylore specifically, Part Il focuse®n global informal remittance
trends and international formalisation polidsigure 1.2 summarisethe layout of this

dissertation.
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Figure 1.1 Revised remittance decision model

|
|
|
|
Chapter 2
|
|
|
|

,__

Chapter 3

S Chapters 4 & 5

Note: The figure illustrates the dissertat@isnoverall layout into four main essays (i.e., chapters). While
Chapter 2 focuses on tldecision to remit, the amount remittethd the frequency of transfers, Chapter 3
focuses on the simultaneous second stage decisions (grouped by the dotted black line) and their implications
on transfer method choice (modalityhapters 4 and 5 respecliveseek greater external validity at the

global leve] analysing policy formalisation policy shifts and modality over time.

In light of this dissertatiots multilevel design the outline belowprovides a
synopsis of each chap@eresearch questions.

Part I: Migrant - and householdlevel remittance behaviour in Canada

1 Chapter 2 research questionsWhat determines how much and how frequently
migrants transfer funds? How can economies of scalbdber leveraged in
remittance policymaking to ease the tradiebetween the sum and frequency of
funds sent?

1 Chapter 3 research questionsWhy do remitters in Canada opt for specific
channels but not others? What micro determinants push remittersitaediotopt

for informal methods and cash?

13



Part II: Global trends in informal flows and international remittance policy

1 Chapter 4 research questionsHow did the framing of transfer cost reduction
policies shift from security concerns about terrorist fewag towards promoting
development and poverty alleviation? Are current policies mainly aimed at
promoting remittances, formalising them, or both?

1 Chapter 5 research questionsTo what extent &s remittance growth during the
past decades been attributabléormalisation®hy has formal channel remittance
flow growth subsidedver the past decadand is it attributable to diminishing
returns to formalisatich
Part | of the dissertation addresses migrarid householevel remittance

decisions. The second chapter studies the rueterminants of the propensity to remit,

the amount remitted, and the simultaneous decision of how frequently to $¢&maliying

these remittance decisions and the impacts of transfer costs is a critical first step to
understanding some of the main underpinnings of policies aimed at remittance promotion
and formalisation. Moreover, these remittance decisionfsigher examined in Gipter 3

to unveilkey interactions with remittance modality decisions.

The third chapter turns to a case study of Canadian remitters to determine the micro
determinants thahcentivise or puskhem to opt for specific channels, emphasising those
choosingnformal transfer methods and cash. Ugsimgsameurvey data as in the previous
chapter, Chapter 3 digs deeper into the mechanisms underlying rendttality choices
The chapter contributes twidgingthe literature gap on remittance channel deteamis
T an area of study that is scantly studied globally and rarely employs large sample analysis

especiallyin the Canadian contexthechapter complements the micro findings of Chapter

14



2. Chapter 3 alssets the tone for the subsequent chapters emational formalisation
policy formulation (Chapter 4) and quantitative study of global substitution from informal
to formal remittance channels of the past three decades (Chapter 5).

Part 1l expands the andiyal scopebeyond the Canadian case studyekplore
globalformalisation policy shifts. The fourth chapter studies how transfer costs became the
primary policy tool for remittance formalisati@md how events in the early 2000s shaped
the framing of remittance policie¥he findings suggeshatthe9/11 attacks in New York
in 2001 acted as an essential impetus for formalisation efBytanalysingthe evolution
of policy challenges in both the security and development spheres of remiftanices
concerneaboutthe illicit flows leaving countrieand the other focused on remittances as
a form of development financ€hapter4 demonstrates the causal mechanisms by which
policy alignment occurred and contextualiies policies impacting micktevel decisions
explored in Part | and the institutiontdctors supporting stalevel trends studikin
Chapter 5

The fifth chapter addresses why formal channel remittance growth has waned over
the last decade and whether formalisation efforts have mitigated this dEabdimea macro
perspective, the chapteindertakesa quantitative analysis of the balance of payrment
statistics to elucidate global trends. The chafitats that formalisation efforts yield
diminishing marginal returns despite substantially contributing to formal remittance
growth over the last couple of decadebisTinding suggest thatthe inflatedgrowth in
formal flowscameat the expense @fcommensurate decreasénformal remittancesand

thatthis effectis diminishing over timeln policy terms, these diminishing returns could
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reshape the politicaeconomi¢ and social discourses surroumgliremittances and have

significant implications for framingemittance debates.
1.4.2 Methodology

The objective is to study remittance chantetisioamakingat the householtkvel and
tie these insights into broader macroeconomic remittance pshidis. As such, the
dissertation uncovetrsow these micrdevel processes translate to global macro trands
conversely, how global policy and transfer cost structures shape micro decatory

Although predominantlguantitative astheresearch gestions lend themselves to
measuremerdnd large sample analysthestudyalso uses international relations process
tracing (Chapter 4fp explore the underlying institutional and paradigm shifts that shaped
modern remittance networks apalicies In doing so, this workheda light on the frequent
misuse of remittance datdoreover, itcontributes to a better understanding of current
estimates their strengths and limitationsnd how policymakers and academicsn
identify common analytial and data oversights

Theuse of mixed methodselps triangulateausal mechanisms ftreoryrevising
(Beach and Pederson, 2016) and theory testigle Chapters 23 and 5areinherently
guantitative Chapter 4optsfor institutionalprocess tracingp explorethe factors that led
to thecurrentremittance policy environmento provide valuable insights tesearchers
and policymakers, the studynthesisesurrent knowledge, integed and revisesxisting
theory, and accumules knowledge through quantitative testing (Carment and Rowlands,
2007).

The edification of a rigorous theoretical framework is necessary to expand the

analysis beyondnere correlatesand provides a guiding structure supporting causal
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inference.Albeit primarily inductive, the dissertation balandée largely atheoreticai
and inchoatei study of informal remittancesdy supplanting it withthe previously
describedcogent theoretical framewotk guide the ensuingnalysis

While this dissertatiofs contributionsconvergeon empirical findings and their
policy implications, the study also makes two contributions to theory that fulfil the
scientificneed to be potentially falsifiable. First, it emphasises the importance of breaking
up decisioAmaking nto sequentiarational choicesand the analysis ofnterdependent
choices. Second, the dissertatiomderscores theekterogeneity of remittance channels
bothbetweer(formalversusnformal) and within each category, and holeyintrinsically

rely ondistinctreceiver and sendelientek informs theory(first-lastmile model)
1.5 Motivation and significance of research

Research onendemically overlooked informal remittances and factors influencing
remittance formalisation efforts primarily throughlowering costsi are of prime
importance. Moreover,diter understanding remittance intenti@ml the variousactors
involved, especially in th€anadian context where such efforts suffer from limited data
availability, can improve current and future remittanmdated policies Four main
motivations for undertaking this research stand out.

First, disentangling the various decisions that poteméalitters face enables
policymakers tevaluate andesignbetterremittanceprogramsConsequently, the results
appl to both programso promotethe growth of international volumes transferred and,

conversely, those aimed at curbing capital flightjthoseaimed at combattingjicit flows
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such as money laundering and terrorist finanéffeurthermore, thisesearch is thérst
of its kindin the Canadian context to estimate the cost elasticity of remittasrtagsljng
policymakers to quantify angsessurrent transfer cost reduction progréreecs.

Second, unpacking both informal and formal categories is necegdzey this
dichotomy can lead to reductionist results and conclusions. The high degrees of
heterogeneity in channels contained acle group remainsgnderstudiedespecially in
CanadaThe informal or undocumented categdrgquentlyt r eat ed as a resi d
classification (Pieke, Van Hear and Lindley, 20@Omprisesan assortment of different
transfer methoddoreover, numerous channels labelled as informal in one region may be
labelled as formal irother geographiegfor example, manyiddle Easern and North
African states considdrawalaa formal channel)in sum, inserting nuance to the binary
treatment ofremittances ad studying each chan@el characteristiconstitutes an
important step forward in understanding remittance behaviour.

Third, studying macroeconomic formalisation, the substitution in the usage of
channels from informal to formal, provides amneeded evidence on the growth in formal
remittancesHowever, dminishing marginal returns to formalisati@fforts could justify
the gradualdiminishingremittancegrowth of the last decaddéHence thelatter chapte®
findings arepivotal in supporing the thesis that a sizeable portion of remittance growth
has been artificial of sorts and that current efforts to help remitters transition to formal
methods of transfer will yield diminishing returns. This temporal dimension underscores

the ned to study informal flowtrendsusinga dynamic framework something that

13 Oklahoma tagsinternationafremittancegwire-transfersjn the order ofive dollarsfor first $500 andne

per centof the volume senthereafter The taxation revenues are labellediRsug Money Laundering

Wire Transm. Rev. Fuid i n t he 2019 t6 JuseS® AnnyaleRaport af the Qklahborga 1
Tax Commissionhttps://www.ok.gov/tax/Forms_& PublicatioRaiblications/Annual_Repor)s/
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complementsstatic or timeinvariantanalysesincluding those in the earlier chapters of
this dissertation

Finally, thedissertatioraddressethe proverbialelephant in the roorteasng out
an approximate size fdatentinformal flows Estimatesinvolve strict assumptions and
rigorousempirical work todeterminethe proportion of remittances unaccounted for in
Canadian and global statistid2er its nature of being undocumented, there exist myriad
challenges to obtaining data beyond anecdotal or dxnhaVidence that tends to be
culturally and corridor specificThe resulting findinggontribute to existingvidenceof

remittance substitutioand ascertain the magnitude of latefiormal flows.
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PART I. Migrant - and HouseholdLevel Remittance Behaviour
in Canada

Chapter 2: Transnational M oney Transfer Choicesand
RedesigningPrograms Around Remittance FeeScale
Economies

Abstract: Canadian support for development efforts could be enhanced by harnessing
remittance outflows to official development assistance (ODA) eligible counfriese
existsa plethora of international targets aimed at reducing transfer costs and promoting
remitances, i ncluding t he G20/ G8 AR5x50 obj e
Development Goals, and Objective 20 of the 2018 Global Compact for Safe, Orderly and
Regular MigrationThis chaptershed light on the micredeterminants ofemittance flow

size and frequency usin@@18survey of 22,908 migrants to Candmtan in ODAeligible
countries.What determines whether migrants opt to remit, how much to remit, and how
frequently to transfer thoserids?What is the coselasticity of remittancelemand and

how does the sensitivity toansfer feesliffer across groupsPhe main theoretical finding
suggeststhat interdependencies of simultaneous remittance decisionesgentialin
rationalising segential remittance choicdbat areinfluenced by cost structureBrom a

policy perspectivethe empirical findingsprovide estimates of theostelasticity of
remittance demand heseestimatesre of particular usi adaptingand assessingurrent
remittanceefforts to bettertarget specific population segmersd highlightsubstantial
economies of scale within the remittance sedt@commendations include developing
programs that encourage the pooling of funds to betterdge economies of scalehe
proposeddiaspora cooperativesr remittance poolsvould allow for more frequent and

less costly flows, thereby optimising remittance utility in addressing transnational
household financial needs

Keywords: remittancestransfer costgnigration,international developmenfanada

Data disclaimer: This research was supported by funds to the Canadian Research Data
Centre Network (CRDCN) from the Social Sciences and Humanities Research Council
(SSHRC), the Canadian Institute for Health Research (CIHR), the Canadian Foundation
for Innovation (CFI), ad Statistics Canada. Although the research and analysis are based
on data from Statistics Canada, the opinions expressed do not represent the views of
Statistics Canada.
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2.1Introduction

Remittancesaveflourishedsince thdate 1990s and early 200@duch of this expansion

is attributable t@lobal populatiorgrowth and the increasing porosity of borders linked to
the globalisationof human migration and international financial flows. Consequently,
remittances have become a vital component of theatnig literature across a broad range

of disciplines.

According tathe World Bank(2021) at approximately &.billion USD in personal
remittances, or 6.1 billion USD in migrant outflovgent in 209, formal remittances sent
from Canada outpaceutflows of Official Development Assistance (ODAThe policy
relevanceof remittancegrew as academics and policymakeralisedthat these financial
flows couldassist international developmaeiitortsif adequately redistributeaimongst the

w o r Imobsh impoveishedregions(Adams and Page, 200Acostaet al, 2008.

As such, remittances have been a popular topic in the economic, development and

migration literaturesEconomic growthimpacts are particularly effective inrecipient
countries with higher quality institutions (Catrinesett al, 2009). The oftcited
compaisons of these transfers to ODA afareign direct investment Brown, 2006;
Adams, 2009Benmamoun and Lehnert, 20I3iffield and Jones, 201 3Bird and Choi,
2020; Das and Sethi, 20PBave even led tabellingr e mi t t ances as a
mantraa ( Kapur, 2005) .

Despite the pervasive pessimisagardingemittance dependendearingthe 1970s
and 1980s (De Haas, 2009, 2010, 2012), growing remittance ifhothe 1990seignited
schol ar s 6 -awiptheir role asntatalyiticsdevelopment tadtvidencesuggests

remittancepredominantly have positive economic growth and development effedts
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constitute a significant source @évelopment finance (Adams and Page, 2005; Siddique,
Selvanathan and Sehathan, 2012)Remittances promote investment in micro, small and
medium enterpris education, health, and various other development initiatives.
Furthermore, remittances are generally countercycliBabwn, 2006; Ratha, 2007;
Frankel, 2011; Mohapatra and Ratha, 20B2ttin, Presbitero and Spatafora, 217
meaning they flow towards regions in the presence of anoetic downturn, social
turmoil, cases of conflict arar crisis, and natural disassar other catastrophddowever,
drawbacks remain withecent critiques vigev i s r emi tt ancesd® potent.
drain and Dutch disease impacts (Chami, Fubkemfix and Jahjah, 2005; AmueBorantes
and Pozo, 2004; Amueddorantes, 2014).

Despite thesurfeitof research, mmerougsheoretical and empiricgapspersistin
our understanding of remittance behavidtmom a theoretical standpoint, dissecting and
isolating the factors underlying separate remittance chpitdtersa practicalanalytical
framework For instance, the decision to sse#flect into remittingAmuedoeDorantes and
Pozo, 2005kan beseparatedrom secondary choices of how much and how frequently to
remit. Another examplesia dearth in the literaturen interdependenciebetweenthe
frequency and magnitude of transfers (Yang, 200&yent theory on remittance dynamics
and remitter choiceses the foundation for the subsequent empirical analysis.

Transfer costs remain one of the msigmnificantbarriers to remittance transfers
and constitutean important policylever with regards to migrant remittance capacity.

Recognsing the barrier that transfer costs impasemerous nation#l and international

14 Per the 2019 federal budgeemittance transfer costs should be reducefiveoper cent of the amount
remitted by 2022 and three per cent by 2030rrent levels are over seven per cent according to the
Remittance Prices WorldwidB®PW) datasetvhich is the main tool employed to estimate SDG 10c progress.
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programs aim to reduce transfer costs and promestettance market competitiofor
instance, born fromm he 2009 G8 s u mnibx0 olbjectiveLob radyaing | a
trander costs to five per cent by 2014 (from over 10 per cent globally in 2008) did not
reach its ultimate goal but unleashed a flurry of similarly minded policies worldWide.
succeedingustainable Development Goals (SDGs) on poverty reduction (SDG XDc) an
Objective 20of the 2018 Global Compact for Safe, Orderly and Regular Migration are the
latest international commitment8oth stemfromt he UNOG6s Addi s Ababa
settinga global three per cent transfer cost target by 2030.

High transfer costmhibit remitters from sending greater volumes of funds abroad
andlimit thar remittance frequencyn a field experimentAycinena, Martinez and Yang
(2010) find that Salvadoran migrants increase thetal remittances sent artchnser
frequency but decrease the average amosentper transactiorwhen pricesfall. As
elaborated in this chapter, remitters are most content with the highest frequency of transfers
possible as well as the largasihualamount transferredRegrettaly, these two goals stand
at odds with one anothéin the absence of substantial price reducti@mse ggnificant
economies of scale in the remittance market intpht smaller frequent transfeincur
relatively high fees. Thereforey tradeoff between frequency and amount tskimges on
the remittance mark@t substantial economies of scale

At first glance, it isanalytically puzzlingthat remittersdo not tale advantage of
economies of scalénstead of sending frequent smaller sums that inigirer cumulative
fees over the course of a year, remitters could sesxifrequent (butore substantial
lump-sum amountsThis puzzle underscores the needdtdistically analyseremittance

amounts sdnn addition to simultaneous decisiosisch as ta frequency of transfers.
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The magnitude of scale economissggests current policies aimed at overall
transfer cost reductions could be improvéde cost of remitting smaller amounts remains
far pricier, andthe current measurement a¥erage cost reductions largely ignores the
reality offrequent, and oftelow-income remitters.

This chapteraddressesvo main research questiongth a particular focus on flows
to low-income and ODAeligible countries(1) What are the main deternaints of nigrant
money transfer choicesamely the propensity to remiand the amount and frequency of
remittance® (2) How can economies of scale be better leveraged in remittance
policymaking to ease the tradéf between the sum and frequencyfufds sent?

A variety of data lacunaeavehistoricallyc onst r ai ned researcher
deeper into understanding remitter behaviour. Unfortunately, large sample data on
remittance behaviour at the individual and houselsldl remain sparse. The lack of data
is especiallyapparenin Canada, where tHeongitudinal Study of Immigrants to Canada
(LSIC) has remained among the only sources of large saampidance relatedousehold
data. Despite its advantages as a paniehofigrants to Canada, the data are quite d&ted,
and the sample is constrained to recent immigrants. Moreover, data on transfer costs, the
prime policy tool to promote remittances, are often unavailable and are scantly addressed
within the broader literature.

Fortunately, the Canadian 2015 federal buidggt aside funds for remittance

researchwith which Global Affairs Canada commissioned tBidy on International

5 The LSIC covers three waves of immigrants, the first wave covers 2001 data, the second/ersva003
data, and the third wave covers 2005 data for migrants that arrived in Gretag&n October 1, 2000 and
September 30, 200The Extended Longitudinal Survey of Immigrants to CanddalC-IMDB) merges
both the LSIC and theongitudinal ImmigranDatabasgIMDB) to provide more recent data using tax files
for those first wave respondents. However, the extended file does not contain remittahes aladawhat
is available through the LSIC
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Money TransfergSIMT). Statistics Canada conducted the survef018 (with 2017 as
the reference yeanvhichshed light on existing datand knowledge gaps. Using this novel
crosssectional dataset, thihapterexplores migrant remittance behaviour by splitting the
decisionmaking process into three main decisiohke includeghe propensity to remit
(binary choice to capture sedElecton), the amount remitted, and the frequency with
which remitters send funds abroad.

Thechaptemadvances two main argumerage theoretical and one empirical. First,
the rationalisation of sequential decisioraking simplifies the analytical proceseet
overlooks simultaneous decisiomaking and interdependencidsetween remittance
decisions This chapter argues that, from a theoretical standpibinémainscritical to
separate remittance decisipbst also understand theadeoffs between the amount and
frequency of flows as well as the initial sgHlection into remittingi.e., the binary choice
to remit or not)

Secondas a main empirical argument, the chapter demonstratésghatincome
individualscanbetter take advaage of sieable economies of scale through less frequent
lump-sum payments.Moreover, current programs generally aifor marketwide
reductionsin fees andargely ignore the problems faced by remitters unable to leverage
the existing economies of scafguantifying and assessing the effects of transfer fees is
particularly importanfor policy decisionggiven the prevalence of efforts to reduce the
costs borne by remitters to promote development and remittance formali€atioant
global remittance cost estimates, notablyRleenittance Prices Worldwid®PW) dataset,
only minimally consider these sutastial economieacross corridord=or example, high

income individuals are more likely to useerall costlier banks and credit unions for
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smaller remittanceolumes Although this is counterintuitive looking at the RPW data, it

is attributable to thesehannelshaving the greateseconomies of scalenaking them the
cheapest optiorfor those remitters capable of sending larger lusypm amounts.
Consequently, higincome remitters capable of leveraging scale economies resort to these
transfer methodi ahigher degree than other remitters.

Recognising the magnitude of the transfer cost variation across the distribution of
migrants is particularly vital for policyl he latterempiricalargumenbn scale economies
highlights the need for better targeting remittapoegrams to address the inaccessibility
of lower fee transferk specificallylow-incomeand frequent remittdrouseholdginability
to tap into substantialeconomies of scale. The$@adings provide empical evidence
favouringsupporting and facilitatingooperatives and diaspora grotfisat could amass
and send larger remittance volumes that better leverage economies of scale thdower
costs borne by migrantés this chapter arguessmittance plicies should prioritise and
scrutinise the equity impacts acrog®e distribution(and sociceconomic groups and

corridorg rather than merely focusing on aggregaistsand remittance flows
2.2 Synthesising a cogentraalytical framework in a primarily atheoretical field

In her seminal work, Russell (1986) provided an excellent projection of the evdhution
the study of remittancefor the followingthree decadesis outlined in the previous
chaptey Ru s s dranmlewosk encapsulates theentra debates within the study of
remittancego this day The modedividesremittance decisiemaking intofour primary

nodes:whetherto remit, how much to remithrough which channel, and how the funds

16 Provided the fees from such an organisation or insitutio not outweigh the benefits. Alternatively,
development funds could be used to fund these initiatives, thereby reducing costs for smaller remitters that
tend to be lowincome themselves and generally remit to-loeome countries.
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are uilised.!” Although this chapter converges on the first three of these decision nodes,
the latter is vital since the needs and uses of the funds can affect the preceding decisions.
Therefore for the purpose of this chapter, thiest decision nodérenamed the firsstage
or selfselection stagekaptures the binary choice of remitting based on a utility
maximising decision for the transnational househalhereas subsequentnodes
(regrouped as second stage decisiemgppsulate simultaneous choices of how much to
remit, how frequently, and through which channel. Altogether, these three ckaices
secondstage decisiongdrm the basic framework of analysWhile channemodalitywill
not be thdocal pointof thischapterit is the focus of subsequent chapters

The methodological choice of splitting the decision betweepriby@ensityto remit
and the determinants of the amount is common within the study of remitetecminants
(Menjivar, DaVanzo, Greenwell and Valdez, 1998; Houle and Schellenberg, 2008;
Sinning, 2011; Bouoiyour and Miftah, 2019his initial choice allows onto correct for
the self-selectionof remittersto remit andavoids potentialselection biasebetweerboth
decisionsContrdling for selection bias also applies tetfrequency of transfers given the
large number of noremitters in the sample. Therefore, the samedtaged decision

making process applies to frequency. Finatlgnditional on the decish to remit,the

7 The latter node imddressed as an important factor (i.e., the intended purpose the sender remits to the
recipient), but should not be considered a node per se within the context of this research. As far as the sender

is concerned, they may only have limited direct contu@rahis decision once the money is sent. It is also

true that social structures and norms mragame cases dictate binding enforcement of the senders wishes.
Therefore, given the dissertationés f omawslecisian t r ansf
maker, a better assessment of this node within thi
remitting (as opposed to trying to disentangle the determinants of sender and recipient remittara® use

well as distinguish who ithe main decisioimaker across cases). Therefore, sender intentions are used to
explain the former decision nodes but, for the purposes of this chapter, intended remittance use is not labelled

a decision node.
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analytical frameworés last subsectiortovers theinterdependenciesn secondstage

choices
2.2.1The propensity to remit and self-selecting intocrossborder transfers

Theory about the underlying motivations for sending remittarscesicial to determine
the likelihood of remittingThe New Economics of Labour Migration (NELMjodellinks
remittance decisiomaking to migration choice#t redefinesthe unit of analysito include
the entire transnational household rather than solely focusing on migrants themselves
(Lucas and Stark, 1985yhe NELM frameworkpaved the way for thresore remittance
motivations: pure altruism, tempered altruism such as repayment of imrgsim
education or travel, coinsurance, or consumption smoothing (Arridedmtes and Pozo,
2006; AmuedeDorantes and Pozo, 2011), and, lastly, pureistdfest, such as investment
in assets in anticipation of return or the expectation of inheritame (987;Cox, Eser
and Jimenez, 1998)ocquier and Rapoport, 200@arling, 2008). As Brown (1997)
demonstratesempirically for Pacific Island migrants in Sydney, asset accumulation
investmenin the home countris a criticalpurposan addition to more altruistic motives.
Empiricscontendhat both loan repayment and altruistic motives exist (Bouoiyour
and Miftah, 2015)in addition to more seHinterested motives such danding the
transnational displacementf family and relativesthrough sponsorship (Houle and
Schellenberg, 2008yVhen studying remittances sent for family reunification purpses
remitterswith family members in the recipient country had a higher likelihood of remitting

(Sinning, 2011; Bouoiyour and Miftah, 20158)onverselythose that initially migrated

18 Unfortunately, no options with regards taifitating migration were asked as part of the intended use of
funds in theStudy on International Money TransfeBee Table 2.1.
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with their children or from a larger household were less likely to remit (Houle and
Schellenberg, 2008; Bouoiyour and Miftah, 2015). As for other socioeconomic
characteristicdpwerincomes younger and older migrants, and unemployment as well as
underemploymentowered are associated with lower propensities to remit for recent
immigrants to Canada (Houle and Schellenberg, 2008).

Table2.1 offers insights into the main reasons why migramSanada remitted in
2017, according to the SIMT. The estimates depict remittance outflows from Canada as
mainly supporting living and health expenses, despite 34.7 per cent of remitters reporting
at least a portion of their 2017 remittances were intermded gift. Despite the various
altruistic versusselfinterested motiveacross remittersa more valuable portraya to
study these transnational household actions within the context of the NELM framework
without the need to categorise the specific ulydey probity of remitter intents.

When estimating the propensity to remit, one must distinguish between the capacity
and the desire to send funds internationally (Carling and Hoelscher, 2013). Whereas the
former is linked to the socioeconomic spherefamahcial means atthe migrans di s pos all
the latter focuses on transnational ties and is more aptly determined by recipierit needs
for instance, higher needs in times of crisis within the recipient region (Carling, Erdal and
Horst, 2012)From these twaoncepts, one can further consider demographic factors such
as older migrants remitting less due to reduced financial capacity and a potential decline in
transnational ties or desire to remit (i.e., the remittance decay hypothesis). The propensity
or likelihood of remitting captures both effects andcrsicial in understanding what

compels or prevents migrants from engaging in this form of global financial flow.
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Table 21 Purpose of remittances sent in 2017, by percentage ofpesdents

Per cent of
Purpose

respondents
Pay for recipient living expenses 59.3
Pay for recipient medical expenses 43.3
Give to recipient as a gift 34.7
Pay for recipient's education 21.7
Pay for a major expenses incurred by the recipient 115
Pay for recipient's non-health related emergencies 6.1
Other purpose 5.1
Pay for recipient's entertainment or leisure activities 5.0
Pay for recipient's insurance 2.1

Source:SIMT
Note: Totals do not add to 100 per cent since respondents frequently identified more than one purpose for
remitting abroad.

2.2.2Second decision nodeRemittance amount

Oncean individualelectsto remit, there exist myriad micr@and macredeterminants of
how muchthey send Undesirably, por work in this area isverwhelminglyempirically
driven andregularly lacks guiding thegr. Moreover, research in this area is mainly
correlative and offers limited insights into decisimaking beyond inferences based on
household and socioeconomic characteristichis Bulsection synthesisg previous
findings, primarily based on household and socioeconomic characteristi¢eyms of
micro- and macredeterminants of remittance amounts skater, Section 2.2.4 develops
and synthesises theory to achieve greater causal validity and explanatory power to address
this oversight.

Among the main determinants thle amountsentare the needs and the number of
recipients. Migrants tend t@mit more basedn an increasingumber of people ithe

recipientcountry(AmuedoeDorantes and Pozo, 2008inning, 2011pr sponsoring family
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members to join them in the host counfloule and Schellenberg, 2008By logical
extensionthe intentions back in the home courdrg one factor thatfluencesthe amount
sen. Empirical eidencealsosuggestshat those who send funds for investment purposes
or coverroutine expenses remitted mothan thosevho remitted with othelintentions
(Unheim and Rowlands, 2012All these elements align with notions of transnational
household decisiemaking of the NELM framework.

Migration status, duration of stay, and the intentions of returning to the home
country also play anajorrole. Unheim and Rowlands (2012) find thatelet Canadian
immigrants labelled as refugeesnittedlower amountshan other classes of immigrants
but notaftercontrolling for income and other socioeconomic factbr&sermany, Sinning
(2011) finds thatnigrantswho intended to return to their horoeuntry were more likely
to remit larger amounts than thgdanningto stay in GermanyRemitters are also widely
knownto remitlessduring the short period followingrrivalin the host countrgue to the
lack of an established network and setup costs. Once established, they renfiirraore
period. Howevera steady decline the amount remittedenerally followsas linkages to
the home country fadetherwiseknown as theemittance decay hgphesis. Arun and
Ulku (2011) find that, among South Asian communities in Manch@édteted Kingdon),
both Indian and Pakistani immigrants follow this tremtiereas Bangladeshi migrants do
not exhibit signs of remittance decay. Houle and Schellenbe@@)2idd that in a panel
of recent immigrants to Canada, those in their fourth year after landing remgtadller
proportion of their incom#éhanduring theirsecond year after landinlgut for most groups,

this still amounted to a more substantial mo@hremittance amount sent
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Other mcro-determinants such as household and socioeconomic characteristics are
crucial in understanding the main drivers of remittance #8@& As oneexpectsincome
and education are critical factorResearchdemonstrats educated and highearning
individuals tend to remit more annually (Houle and Schellenberg, Zi@8jng, 2011;
Unheim and Rowlands, 201 2nost likely due to higher means of doing so

Gendercan impact remittance behaviour and the amousrtsbut results are
inconclusiveabout the type of impactWhereas certain studies indicate that women remit
less than mewverall (Massey and Parrado, 1994), othéinsl evidence othe opposite
effect (Lucas and Stark, 198%}anadian studies of remittee outflows ging the LSIC
yield conflictingresults While Houle and Schellenberg (20a8)d thatimmigrantwomen
in Canadaare both less likely to remit andemit less on average than their male
counterparts other studies yieldan insignificant effectacross genderéUnheim and
Rowlands, 2012)°

Further demographic and household characteristltat influence micrelevel
remittance decisionsclude remitter age, the number of childresnd household size.
Remitters, somewhat unsurprisingly, sent larger amounts when they were of working age
than younger or older migrants and tended to remit less if they had children living with
them in Canada (Houlend Schellenberg, 2008)arger householdgvithin Canadaplso
tend tosend smaller remittance amounts (Houle and Schellenberg, 2008; Unheim and
Rowlands, 2012)Household size in the host countsas not statistically significanhia

sample in Germany {#ning, 2011)butthisis most likely because tistudycontrolled for

¥ This includes a variety of controls for demographic and socioeconomic characteristics, especially income,
which has long ben established as one of the main factors for lower remittance amounts sent by female
remitters.

38



the number of family members abrqgatiereby eliminating the negative effect of already
having reunited with oneds family that
capturing Marital status did nosignificantly impactthe amount remittech eitherthe
German or Canadiastudy (Sinning, 2011; Unheim and Rowlands, 2012).

Based on migrantsd c-epecfit chyracteristicsbthatr ateh
primarily tied to businesdevelopment and macroeconomic trends, many rmacro
determinantscontribute to remittance decisionaking (Lueth and RuizArranz, 2008).
Such macraleterminantgnclude economicfactorssuch as interest rates, employment
rates and inflatiorand sociocultural variablesuch as common language and colonial ties
(ElI-Sakka and McNabb, 1999; McCracken, RamleBabson and Stack, 201'Hligher

interest rates in the recipient region, favoleadxchange ratehjgh employment rates in

the sending region, and cultural or linguistic commonalities favour larger flow volumes.

There also exiséssentiadeterminants such as cultural influences and corridor specific
impacts like the size of the d@wra in the remittanesending countrywhich tend to
increase the amount remitt@@darling, 2008) The diaspora effect imosty attributableto
networks that benefit job market integration and knowledge about remitipticas

Finally, and probably most importantfgr policy, aher corridor characteristics
such as transfer costs playessentiatole. For instance, the Canaddrica corridorsincur
notoriously high transfer costs, thereby excluding many from remitting as mucs
frequently agdesired or needeflLoxley, Sackey and Khan, 2013)ow financial access
and high costs discourage flowdatling, 2008 Ahmed and MafhezZarzoso, 2016), but
the formeris partly explained by informal methods beinmgsty unaccounted for in the

literature. Furthermore, informal remittances come at drastically different ¢osfsen
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much cheaper than formal alternatives. However,cthe differencesare also heavily
influenced by the amount sent due tibstantialscale economiegcrossspecificchannels.
Fortunately, the SIMT includes all forms of remittances, including cash and other
forms of informal transfersas well as the costs incurred when remittikigreover, the
inclusion of transfer costs in the SIMT data is nawethat it provides data that were
previously unavailableThe inclusionand studyof remittance feesre vital given the
substantiainterndional commitments that hinge on cost reductions to promote remittance

flows globally.
2.2.3Another secondstagedecision Frequency of transfers

Remitters face another decisidmow often to send fund3he frequency of transfeixsan

be a complicated decision given ekigttradeoffs between the amount sent and the
frequency of transfers. As an exampig,cinena, Martinez and Yan(010) find that,
among Salvadoran migrants, when transfer costs decreased, they werkketp to
increase the frequency of paymeatsl the total annual amount semhereas the amount
sent per transactiodecreasedThis tradeoff between theaverageamount sent and the
frequency of transferis of particular importance to remittance scholars aridyroakers
since itaffects the efficiency of global goals to promote remittances for development

purposesind address transnational household financial @eds

20 Furthermore, it highlights to what degree annual amounts oldyscatedetails and/or faws in
measurement of SDGs atite Global Compact for Safe, OrderlgycaRegular MigrationAre 200 and 500

USD truly realistic if many are sending less than that at one Bas@d on global trends in the early 2000s,

are these amounts reflective of current flows and, although intended to be comparable across corridors, do
they reflect corridosspecific preferences and trends in both remittance size and frequEmEs® amounts

are the ones collected for the RPW dataset available through the World Bank. The amounts were selected to
reflect typical amounts sent to developomuntries and maintain a comparable volume sent across countries.
The data section of this chapter delves deeper into these data.
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Not only doAycinena, Martinez and Yan@010) emphasis@otential problems in
mi grantsodé ability t o rteepiintdthableveringtrargfardeast | y a
would havea greaterimpact in increasing amounts sent net of f@e$¥oth an annual and
per transfer basfé Understanding which segmentf the remitter population are not (or
are unableto) fully taking advantage of the economies of scale by reducansfer
frequencyis crucial for future program and policy developménalsounderscoresiow
many remitters areegularly transferringfunds while living paychgueto-paycteque
evidence from Norwajndicatesthese individuals are more likelg overwork andsuffer
from exhaustion impacting their health and the number of employable years
(Tharmalingam, 2011).

Although there is a dearth in remittance theory overall, the study of remittance
frequencyobs | ack of t(Mamgp20h)Despite thia theoretical | ar | y
lacuna, he study oftransferfrequency isvital in understanding the consequences for
remitters, their families, and numerous international commitmeamdsunderstanding a
high-growth industry built around financial transfeffie most likely explanation for why
remitters danot take advantage tzrgereconomies of scale by sending ssjuent lump
sum payments is that they already feel ttejucethe frequency of transfersompared to
their desiredegularity of flows. Moreover, remitteeseoftenunder pressure to sdiighe
immediate financiaheeds of recipients. In the case of Haitian and Jamaican remitters in
Canada, Simmons, Plaza and Piché (2005) found frequencies to béwhigie the

majority remitted multiple time per monthin contrastthe amount sendnly averaged

2! There is a dual impact of transfer fee reductions with (1) higher total remittance amounts sent net of fees
(2) higher freqency of transfers that could contribute to better consumption smoothing and better address
immediate migrant financial needs.
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around two hundred Canadjaa low amount for the average remitter in Carfada
However, despite these frequent transfers, remitkegaie that high transfer cost
discouraged them from sending fure&enmore frequently.

Yang (2011) highlights threadditional explanations for remittance frequency
decisionsFirst,smaller more frequet transfers could reduce the costs borne by recipients
when it comes to adverse events such as theft, forceful appropriation by a third party, or
any other crisis or disaster that could jeopmrdheir ability to use the remitted funds.
Second, the sendenay beremitting smaller amounts with the purposeful intention of
constraining or controlling recipient spendingemitters may prefer to give smaller
amounts even more frequently, but the transaction costs might make that prohibitive given
the previouslycited findings that remitters in Canada expressed the desire to remit more
regulaty but were constrained from doing so (Simmons, Plaza and Piché, Z00%).it
could be that this is a transitional matter in that more recent immigrants may want to
suppat family and friends but do not have the steady income or resources necessary to
remit largeramounts. Furthermore, higher stap costs while establishing a new life in
the host country may impede their ability to remit miarthe short term

Empirical evidencefrom the USMexico corridorsuggest household needs that
require routine transfers (as opposed to latgses frequent sumg) coverhealth expenses,
food and maintenance, and stiaction or repair of a house back in Mexare the primary
drivers forremittance frequencfAmuedeDorantes, Bansak, and Pozo, 2008)a study

of Ethiopian remittances received, Adugna Zewdu (2019) found that fdreatked

22 Note that this coincides with the 2@RAD captured within the RPW dataset of the World Bank. It is also
worth noting these figws date back to 2005 and may have changed over time.
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households were more likely to receive higher frequencies of transfestlikely because
of their household roles supporting a more traditional gendered reproductive role.

In abroacer survey of 5,000 Hispanmeoplein the Uhited States Bendixenand
Associate$2008) foundhat migrants sent aaverage amount of 325SD per transaction
with over half of remittances semegularly In their study of Mexican migrants,
Nziramasanga and Yoder (2013) find that remittance frequenower amonghosewho
have stayed in the United States for more extended periods amedwhosexperienced
unemployment exceeding a motitle previous yeaOverall, the aboveited studies find
thatalthough more regular or frequent senders tran®ser amoustper transferthey

tend to remit more on an annual bakmsn infrequent remitters
2.2.4The model and overarching theoretical framework

As previously establishedhe study of remittances remains a relatively atheoretical field
of inquiry despite the few theories undenlgiremittance motivation&arling, 2008), the
NELM (Lucas and Stark, 1985and the distinction between desire and capacity to remit
(Carling and Hoelscher, 2013As the literature review for each remittance decision
suggestsinductive empiricatestingof hypotheses hgsgedominantlybeen limited to the
correlational study oh o u s e kehadaaesséics rather than their underlying remittance
motivations or the costs and trad#fs they face

Thissubsectiorb or r ows key el ements from Russel
choice model, ties with NELM, and the capacity and desire to remit argutoeaisstruct
a cogent model that reflects an accumulation and synthesis of previous theoretical
endeavoursAs Figure 2.1 suggests, the model focuses orbthary decision to remit in

the first staggefollowed by simultaneousecond stagehoices.
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As the NELM frameworkindicates, transnational households make decisions to
consumption smooth and share risk acrossdysrdbut there exists a tradé between the
amount sent and the frequency of transfers due to transfer costs per transaction. In times of
urgent need or high riskhe amount transferred may incredset this is subject teender
capacity constraints (i.e., income and transfer costs incurred). As another exaarple,
migrantswho want to remit frequently to smooth consumption may not do so given
incentives of higher scale economies when resorting to larger payments, which emay be
significantconstrainto remitting as frequently is desired.

Figure 21 First and second stageemittance choices
Remit

Transfer costsonstitutethe main policyleveat pol i ¢y madkireressed di s p
remittercapacity For this reason, in addition to its prevalence in international agreements
as a pivotal remittance growth tothljs studyconverge®n transfer fees as one of the main
determinants in remittandermalisation

Thus, from theelementary decisiain Figure 2.1, three dependent varialdes
derived: the binary decision to remit, the amount sent, andirémsfer frequency
Independent or explanatory variablean be divided into the desire to remit and the
capacity to remit. The latter is moreséga measured through costs incurred and ingome
whereas the former relies arcompletedata on remitter intentions and proxies such as the

number of children. These are imperfect sisereys do not provide thetended uses for
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funds for nomremitters (i.e., their hypothetical intended use had they remitted)
Furthermore, althoughtaghe number of children in the hosbuntryoftenindicates that
the household immigrated with their children dhdshas a lesser incentive to rentftis

is notthe casef households witmo childrenthat remit substantiallyto ailing parents or
for invegment purposesin the home regianNonetheless, household and individual
characteristics help shed light oemitters' profils in Canada, which casubsequently

serveto inferremittance desire based on the extant literature.
2.25 Hypotheses

This chapteés dual aimis to elucidate theoretical debates regardsiguultaneous
remittance choices and inforpoliciesto reducetransfer costsEven thoughhere exist
promising supplementaryhypothesesexternal to this studyoncerningdemographic,
socioeconomic and corrid@pecific characteristicsthe following are the main
overarching hypotheses:
H1 If transfer costs increase, then the capacity to remit is weakanddooth theotal
amountper annunremitted and frequency of traessdecrease

Hialf transfer costs increasthenthe amount remitted should declisiace it could

push many migrants out of the remittance market or simply reduce their demand

for remittance services.

Hu If transfer costs increase, then individuals remit less frequently by resorting to

larger lumpsum payments to better leverage eanies of scalé®

23This runs counter tempirical evidenceHoweverg oi ng by fApureo rationality
from rationalityis the best way to understand why this is the case.
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Although the first sukhypothesis is hardly a novel theoretical contribution, the
findings in conjunction with the second siypothesis have importantpolicy
implications Both Hia and Hy offer practical estimates in the firlSanadian largscale
study of its kingdd moreover, itestimats the cost elasticity ofemittance demand for
Canadian outflowservicesand can be used to better assass$ desigrfuture programs
Moreover, thdirst set ofhypothess serves as a conduit for theconchypothesis below.

Not only are there large economies of scale in the remittance market, but it is
hypothesised that,

H2 If remitterssend more substantial amouritsen they tend to have a more inelastic
demand for rentiance servicesvhereas those sending smaller amounts are less sensitive
to costs.

Thesecondhypothesighat remitters do not optimally leverage economies of scale
is at the foundation of the empirical arguméhvtalidated, thepremisebears implications
on how future policies could incentivise ways to minimise costs thrthegggregaon,
or pooling of funds.From a policy perspective, this is also usefutiémonstrateéhat if
low volumeremitters are price insensitivarices likdy do not constitute a sizeable barrier
to remitting and do not contribute pricing-out potentiaremitters.Thesehypothegsare
testedacross subgroups of recipient countribssize ofthediaspora in Canadféased on
the2016 Canadia@ensus)educational attainment, ahduseholdncomeusing the SIMT
data

The nextdatasectionprovides insights for the ensuing analysis, the particularities

of the Canadian remittance market, aechainingdata limitations.

46



2.3 Data andevidence from the Canadian money transfer market

In 2015, Global Affairs Canada commissioned the SIMT, whsthtistics Canada
conductedn 2018 (Dimbuene and Turcotte, 20#9)Jsing a sample of 22,908 migrants

to Canada born in OD#ligible countriesthe SIMT is thefirst Canadiararge sample
dataset to contaiconsiderabl@letailabout remittances rather than just the annual amount
Unlike past studies of remittances in Canada, this research extends the analysis beyond
recent immigrantS i although itstill restrics participants tdirst-generation immigrants.
Additionally, the ample sie (22,908 individualsis remarkable given the significantly
smaller sample sizes of past studies previously discudsedffers largesample
guantitativeinsights into remittance channedefor the first time in the Canadiaiontext.

The data include questions about remittance motives, frequency of transfers,
amount sent (distinguishing betwdermal and informal transfers), the cost of sending the
lasttransfer, and other detailmavailable untinowT he anal ysi s al so f oclL
country of orighsandvariousdemographic and socioeconondietailsof interest.

Furthermore,the surveyfocuses on those migrants most likely to have a
development impact abroadhe restriction to ODAeligible country born individuals is

particularly relevant in the context of this reseamgiven thespotlighton tackling the

24 Based on the 2016anadiarFederal Budget funds allocated to promoting remittance outflows to-lower
income countrieas part of international commitments, such as the SDGs, to lower transfeThestarvey,
conducted between April 18th and July 16th, 2018, provideslel®tdata of outwarflowing remittances
from Canadian migrants born in OB&igible countries during 201(feference year)This sample selection

of ODA-eligible country born migrants lends itself perfectly to #edy ofthe role of remittances as a
growing source of development finance over the past three decades.

B®As is the case iongit®ina Studg df immigran® éorCandda BHC that focuses
solely on recent waves of immigrants. Other major migration datasets such as Stadstica €a 0 s
Longitudinal Immigration Databas¢gMDB) do not include remittance information at the time of writing.
The databasebased on Federal administrative tax filssmanaged by Statistics Canada on behalf of a
federalprovincial consortium led by Immration, Refugees and Citizenship Canada (IRCC).
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Canadian international develment role of remittances as part of its global commitments
namely the SDGs and Canadaédés 2019 Feder al

The sampling for the survey was based on individual respondents rather than
households. It is important whether the person surveyed was chogsbe hesad of
household, or as a random member of the family when interpreting resutts certain
family members may be less familiar with household financial decisions than the primary
decisionmaker or household headet, heads of households are also susceptible to gaps
in knowledge about the intricaciesadch household memigefinancial decisioimaking
Moreover it should be noted that the amount sent oneself versusrthent sent by the
household as a whole featurealyonegligible differences across the SIMT sampléis
suggests thahousehold head versus random household member selection concerns are
unlikely to be ofinterestnotwithstanding the implausible case of widespread, and near
absolute, concentration ofnfincial decisiommaking across all households within the
sample.

The stratified random sample of respondents aged 18 and over as of/ApalL8
and born in ODA recipient countries includes 40,080domly samplegbersons.The
random sample stemmed fromvo sources: the 2016ongform Census used to cover
naturalized Canadians and landed immigraams administrative files from Immigration,
Refugees and Citizenship Canada (IRCC) to cover immigrants that landed after the 2016
Census, refugee claimantsdaemporary residents.

All the data analysis within this chapter is in accordamitie the Statistics Canada
Research Data Centre (RDC) guidelif@ssensitive microdata releas&satistics Canada

provides probabilistic weights from both the 2@&nsus portion of the sample franmela
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the IRCC administrative immigration files portion of the frarii@de principle behind
estimation in a probability sample is that each unit in the sample represents the broader

effectswithin the Canadian population.
2.3.1 Remitting: A series of decisions

The first decision migrants (temporary and permanent residantsfirst-generation
Canadian citizens) facewhetherto remit. The SIMT indicates that approximately 37 per
cent of those born in ODAligible countriesor 1.8 million out of 4.9 million potential
remitters,remitted in 201qrefer to Table 2.2).

As outlined in the previous theory sections, remittaterminants ardivided
into capacity and desire to remit.

Regarding capacity, those respondents ntemgp higher household incomes and
educational attainment were more likely to remit. However, as outlined later in the
regression analysis, the educational effect is not statistically significant once one controls
for household incomeContrary to other sidies of Canadian remitters (Houle and
Schellenberg, 2008; Unheim and Rowlands, 2012) where the residual effect of education
can be puzzling since the expectation is that the educational effect would mainly be through
income.

The desire to remit is far m®rcomplex to capture, given noamitters do not
provide a rationale for this decision. Therefore, it helps capture the desire to remit by
piecing together a remitter profile for those who opted to transfer funds in 2017. The
remitter profile includes anriay of demographic and socioeconomic variables, including
age, household size, gender, marital status, household income, and educational attainment.

Although those of prime working age (3@) constituted the majority of naemitters (56
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per cent), theyxonstituted an even larger proportion (almost three quarters) of remitters.
Women were less likely to remit than men, whichrelatesvith their tendency to have a
greater number of children in the household (in turn correlated with a lower propensity to
remit). While household size did not stand out as a key factor impacting remittance
likelihood, remitters were more likely to report being married or in a cordengn
relationship. A final determinant of the propensity to remit is migraesidency status
(citizensareless likely to remit) and time since their arrival to Can®da

Table 2.2 also highlights the breakdown of the seatade decision of how much
to remit. The majority of remitters (52 per cent) born in G&ligible countries remitted
under$1,000 in 2017. Although many of the migrant profile factors that impacted the
propensity to remit also applied to the amount sent, key additional factors such as the cost,
transfer frequency, and the number of recipients provide vital insights into the
interdependencies between remittaleeisions As expected, those remitting to more
people and incurring lower co$tsemitted more on average annually, with those remitting
under $500 incurring an average transfer cost of 8.3 per cent compared to a charge of 2.6
per cent when remitting $4,001 or more (i.e., economies of scale). Interestingly, although
those remitting m@ frequently paid higher fees per transaction on average, those remitting
more annually also remitted more frequently. However, this pattern could also be

attributable to other recipient needs that require higher and more frequent transfers.

26 Recall the remittance decay hypothesis, whereby immigrants are less likely to remit as their connection to
the Ahomed country erodes over time or hrcedédateml ready
in this chapter, remittance decay occurs for the propensity to remit, the amount remitted, and the frequency

of transfer when studying those migrants that send remittances more than once per year.

27 The SIMT transfer cost only applies to thet fmansfer made in 2017 since the survey understandably did

not ask respondents to provide the average cost of total remittances sent for 2017. Transfers costs represent
the fee as a proportion of the last remittance sent in percentage terms. Sectipro2i@e3 more details.
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Table 22 Socioeconomic and demographic patterns in amounts sent

Amount remitted in 2017
Did not remit 0to $500 $501 to $1000 $1001 to $2000$2001 to $4000$4001 or more

Weighted frequency 3,111,436 604,067 341,305 299,662 257,454 308,004
63.2% 12.3% 6.9% 6.1% 5.2% 6.3%
Remitting patterns
Remittance frequency 2.2 3.9 5.6 7.8 9.6
Remittance fee (last transfer, %) 8.3% 5.9% 4.7% 4.3% 2.6%
Number of people remitted to 1.6 1.9 2.2 25 25
Remitter/household profile
No high school 11% 10% 8% 6% 9% 7%
High school 22% 22% 19% 18% 18% 13%
College, trade or some university 25% 31% 34% 30% 28% 27%
Bachelors 26% 25% 26% 31% 28% 31%
Graduate 16% 12% 13% 16% 17% 22%
Female 53% 58% 52% 49% 45% 44%
Age 18-29 18% 14% 12% 11% 10% 11%
Age 30-59 56% 66% 72% 76% 78% 75%
Age 60 + 26% 20% 16% 13% 12% 14%
Household size 35 3.7 3.7 3.7 3.6 35
Children 0.8 1.0 1.0 11 1.0 0.9
Household income under $50,000 40% 40% 33% 29% 30% 26%
HH income $50,000 to $79,999 22% 26% 28% 27% 27% 23%
HH income $80,000 to $119,000 19% 20% 20% 24% 22% 23%
HH income $120,000 or more 19% 14% 18% 20% 22% 29%
Single 22% 18% 17% 15% 14% 15%
Married or commonlaw 66% 70% 2% 75% 7% 74%
Widow or divorced 12% 12% 11% 10% 9% 10%
Immigration
Years since arrival to Canada 18.9 17.5 16.0 15.0 13.7 135
Citizen 71% 71% 70% 65% 58% 53%
Permanent resident 25% 25% 25% 30% 35% 40%
Temporary resident 5% 4% 5% 5% 6% 7%
Source:SIMT

Note: Remittance amounts only account for remittances sent by the household, not for remittances sent on
behalf of others. However, it should be noted thatidkter trend of remitting on behalf of others is rather
rare and that amounts tend to be significantly smaller on average.

Anothercritical decisionnode is the frequency remitters opt to send funds abroad.
Figure 2.2 outlines key trends in remittance transfer amounts and costs across the
remittance frequency distribution. The most noteworthy resuhag although frequent
remitters remit more anally on average, thesendess per transaction, thereby incurring
higher annual feednterestingly remitters that remit 2 to 12 times per year incur higher

percentage costs per transaction on avettzgethose that only remit once a yearless
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frequently than monthly Appendix 2.1A outlines mor@a-depthremitter profile summary

statistics

Figure 22 Remitter amounts and fees by remittance frequency
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remittance frequency biNote that the transfer cost only applies to the last transfer and should be interpreted
with caution The subsequent analysis addresses this limitation by studying only those flows that were

remitted through the last channel as the channel most frequsetlyin 2017.

2.3.2 Satisfaction amongst remittersBalancing frequency amountand cost

The tradeoff between frequency, the amount remitted, and the remittance fees paid seen
in the previous section (2.3.2) means remitters must face difficult chaidepriritise
competing needs. Table 2.3 demonstrates that despite amhelemg proportion of
respondents cl ai mi ng t o,relmitersiare mdra satisfiedavtien
sending fundsnore frequentlywhilst alsoincurring lower fees. There,ibowever a clear

tradeoff between the cost and the frequency of transfeterms of remitter satisfaction.

Therefore, remitters must weigh two competing factofsalance both wants
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Table 23 The overwhelming majority of remitters are satisfied: But more frequent transfers
and lower costs would not hurt

Satisfaction with overall experience when sending or bringing money abroad

o Frequency of Cost of last
Distribution transfers in 2017 transfer
Very satisfied 21% _ 4.9
Satisfied 73% 3.4 5.7
Dissatisfied 5% 3.1 6.9
Very dissatisfied 1% 2.7 _

Source:SIMT

Theonus of this c hiafhis gadedf§ or decigamtmienmyg, | |

between the amount sent, the frequency of transfers, and the fees incurred. As this chapter

argues, one main policy avenue moving forward would be to pool funds and create diaspora

cooperatives or remittance focused microfinance groups that leveragemngesid scale
without compromisingthe frequency of payments. The remainder of this chapter is
dedicated to fleshing out tbe factoré nuance as remitters seek to maximise their

transnational household utility.
2.33 Fees and costs in the Canadian renténce market

Numerousnajorinitiatives andarecurrent theme among remittanetated commitments,

such as th&DGs, consisbf loweringremittancet r ansf er costs. The

dataset offers useful insighte contextuabe the SIMT databy tracking the costs of
sending 200 and 50GAD across15 remittance corridor® As an administrative data
source, RPW providesomparable estimatescrossa variety of sending and receiving

countries.

28The 15 corresponding countries &feing GhanaGuyanaHaiti, India, JamaicaKenya LebanonNigeria,
PakistanPhilippines Rwanda Sri Lanka Vietham andZimbabwe
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The SIMT data havewumerous advantagemd limitationscompared to RPW
dataset estimatedJnlike the SIMT data, the RPW estimates do not cover informal
methods’® Coverage of Canadian outflovorridors is also far more comprehensive in the
SIMT datg covering over one hundred corridptise RPW for Canadeovers fewer than
twenty corridorsFurthermore, SIMT data include greater insights into economies of scale
by allowing for more variance inthe amount sent among OB#ligible country born
migrants in Canada. It is worth noting that although banks carry high costs according to
the RPW data, they are among the cheapest channels according to the SIMTarebults
this is due taheconsiderableconomies of scale for individuals remitting larger amounts.

Neverthelessthe SIMT data are not without drawbacks since, in contrast with
administrative RPW data, the survey dataself-reported Self-reportedestimatesnay
underestimate transfer costgice many remitters are unlikely to account for exchange rate
premiumsand other hidden cost8 Problematically, theSIMT does notindicate thdast
transfer datemakingthe addition of spot exchange rates impossbldeavingtheannual

average exchange rate as the oniple alternative. However in addition to the limited

29 Although it is worth noting that cash does not carry any explicit cost. Implicit costs and risks associating
with carrying currency are difficult to estimate. Unfortunately, attempts to proxy the transfer costs using
geographic distance between provinciapitals and capitals of destination countries did not yield the desired
results. Using greatircle distance or orthodromic distance, one finds that it is weakly negatively correlated
with transfer costs since major corridors that carry lower costs@itgna, India and other large corridors)

are often further away geographically in the Canadian case. Therefore, geographic distance does not act as
an adequat@roxy for transfer costs.

30 Unfortunately, the SIMT does not include exchange rate fees or lthgen fees respondents may not

have considered when responding to the survey. Since it is unknown whether respondents included or
excluded these rates in their responses, it is impossible to ascertain which remitters are underestimating costs
from thosethat accounted for indirect fees. Moreover, since the date of transactions were not part of the
survey, it is also impossible to add the fees reported to spot exchange rates on the same day of transfer,
leaving only yearly average exchange rates as dyp@ssrrection for omitted exchange fees (yet again, this
would assume, most likely erroneously, that all respondents excluded exchange ratméghej.caveat is

that transfer cost data in the SIMT only apply to the last remittance amount sent doydesgp or their
household in 2017In the analysis for remittance amounts and frequencies in 2017, the transfer cost
percentage was used across all transactions if the remittance channel used most frequently in 2017 matched
that used during the last trawsion made that year.
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use of an annual averagbe expost addition of exchange rate fagsks introdudng
further bias giventhat somerecipients may(or may not)have accounted for foreign
currency conversion costs in their survey responsese $iins impossible to knovhe
proportion ofrespondentshatincluded or excluded currency exchange costs, the study
does noattempt to correct for potentially excluded exchange rate or other unreported fees.

Figure 23 depictshowtheRPW and SIMT dataompare within Canada in 2017.
Significant economies of scale in the remittance market reflect the-afaddemma
remitters face between higher amounts remitted, higher frequency of transfers, and lower
transfer costsSurprisingly, both datasets document similar transfer fees despite their
contrasting methodologies and the amount s&fdreover, the costs areelativedy
comparablenotwithstanding additional differences in the surbaged SIMT data relying
on responent declared costs compared to the RPW dataset, which uses administrative data
sources by recording transfers through various institutions (including exchange rate costs).
According to the last transfer sent by SIMT respondents, the average transfesi<@s®
per cent for amounts under $500 and 1.3 per cent for amounts oved @0tage of 5.6
per cenk In comparison, thRPW datasefields araverage cost of 7.4 per cent for sending
$200 and 4.6 per cent for sending $509 simple averageacross dl corridors and
channels

Besides theeconomies of scale related to the aforementioned-tHde/namics
the SIMT also allows for an analysis of significant pricing differences across channels
whether it be a bank, money transfer operator, cash, ortoéimsfer methodsNumerous
explanations exist for differences in remittance modality or channel c{sg@e€hapter

3). Althoughthe next chapter addresselsannelbased analysisall regressns in this
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dissertationdue tothe significant differences prices ensue the channel category used

inther e s pondent snatchethsonembst feequentlyesedin 2017to control

for interchannel variation.

Figure 2.3 Economies of scatd~ee by amounisent inthe last transfer
%

9
7.95

8 7.40
7
s 5.75
5 4.60
4 3.57
3 2.55
2 1.34
] l
0

0 to $500 $501 to $1001to  $2001to  $4001 or $200 $500

$1000 $2000 $4000 more
SIMT RPW

Sources: SIMT and RPW dataset

Note: RPW estimates in the table above are simple unweighted averages across the four quarters of 2017 and

by corridor. The prices cover the total transfer cost of serf#0§ and$500, including exchange rate fees.
Specific recipients may incur an additionabst when converting transfers to USD and subsequently to
another local currency, whiche World Bank does not captulthough 200 USD and 500 US&mounts
aresent in the RPW datasfir most countries200 CAD and 500 CADvere sent from Canada 2017

despite the lower exchange rate

2.34 Where are Canadian remittance outflows going?

According tomodelledestimates based on migrant stocks and Gross National Income
(Ratha and Shaw, 2007) available through

Canadads | argest corridors i n Frangelamd ltalye r e

The SIMT estinates®! exclusively consisting of respondents born in GEl&ible

31 All the SIMT and RPW dataset dolarlue estimates are in Canadian dollars unless stated otherwise.
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countries, find that the top destinationcountriesof Canadian remittance outflowsere

the Philippines ($1.2 billion), India ($794 million), the United States ($390 million), China
($292million), and Pakistan ($236 millionJ.able 2.4 outlines remittance trends by region
of birth 32 Key findings by region include the high amounts and frequency of transfers for
Southeast Asia (and Oceania) and -Salharan Africaborn remitters and the hghest
average costs are faced by those born in the Americas or Eastern Europe.

Table 24 Remittances by birth region and corridor specifics

Remittances by region of birth (of which: born in ODA-eligible countries)
S-E. Asia/Oc. Sub-S. Africa  SouthAsia ~ Americas  North Africa W. Asia/Mid. E. E.-S. Europe  East Asia

Weighted number of migrants 885,474 421,995 1,160,063 810,083 224,837 504,580 205,753 709,144

Total amount remitted 1,690 1,427 1,195 832 793 679 657 495

Amount remitted to birth country 1,558 1,036 937 672 612 300 445 378

Remittance frequency 3.6 35 12 2.6 0.9 0.6 12 0.2

Among those that do remit &

Remittance fee (last transfer, %) 43 7.2 3.7 85 6.2 5.9 7.8 2.3
Source:SIMT

Note: All estimates are weighted using Statistics Canada provided SIMT weights to represent the broader
ODA-eligible country born immigrant population in Canada.

Anothercritical element addresseud the chapterfocuses on developmeninpacts
of remittance funds to lovand lowmiddle-income countries. dble 25 suggestsare an
overwhelming proportion of Canadian remittance outflow amounts are semdtbe-
income countrie§34 per cent)of which61 per centventto low-middle-income countries

and 23 per cemwentto highermiddle incomecountries.

32 Although the aggregation by region may dilute more granular and cosjamific findings for specific
countries, this level ohggregation is later necessary in the regression analysis. This is because RDC
guidelines require that cro$abulated variables have no fewer than 10 observations per crossed categories,
meaning countrfevel results cannot be released based on the w#ngbles used in the later regression
analysis. However, having tested the results with country level dummies within the RDC, the results are quite
similar, and it is fascinating to observe how the regroupings truly reflect regional specificitiesttanmeeni
patterns and characteristics.
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Table 25 Are Canadian remittances flowing to the poorest countries?

Low-income Lower-middle Upper-middle High-income
countries income countries income countries countries
Proportion of remitters 8% 61% 23% 7%
Remitted amount 1,823 2,808 2,554 4,952
Remitted amount to birth region 1,531 2,569 2,206 428
Remittance frequency 6.4 5.3 4.4 3.0
Remittance fee (%) 9.6 4.6 6.6 6.1
-eligi Mean remitted  Mean remitted
Joinaton coutis Percentage that ™ mouny amoun Fee
remitted . (last transfer)
(full sample) (per remitter)

(note that this may differ from birth country)

Philippines 69% 845 2,895 2%
India 33% 1,555 3,870 7%
China 11% 5,595 4,770 6%
Pakistan 44% 885 3,055 4%
Iran 11% 2,950 7,430 3%
Jamaica 56% 270 1,810 7%
Vietham 29% 820 2,545 3%
Haiti 62% 275 1,455 11%
Nigeria 61% 440 2,900 6%
Sri Lanka 35% 715 2,065 6%

Source:SIMT
Note: Mean amounts sent by country are rounded to the nearest five by country.

Unfortunately, despitédow-income countriesecording the highest frequency of
transfers(6.4 times per year)theremittancesentincurred the highestveragefees(9.6
per cent of the amount remitted on average{l constituted only 8 per cent of total
Canadian remittance outflowsThese findings have important implications for
development policyThese figuresdemonstratehe need tdetter understantemittance
decisiormaking dynamic¢o maximisefundsleverageto low-income recipient regions
andhouseholdsResults for Haiti stand out in Table 2.5 as Haitian remitters face extreme
prices compared to otheorridors, with a large portion of the high fees attributable to

frequent lesser amounts sent per transaction.
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2.4 Empirical methodology

A double hurdle Hdanan modeis usedo empirically test the two decisiorodes As the
first hurdle, a probit regression deter min
binary option to remit (remittance sent in 2017are coded as ,1while cases of no
remittance are coded)OAs the second step to the Heckman correction model, an Ordinary
Least Squares (OLS) regression determines the main driversamirthelamount remitters
sent while correcting for the conditional expectation that the migrant remitted in 2017.

The theory sectiads endogeneity issueare also addressed the Heckman
correction for selection biagldresses potentiahdogeneityssuesFurthermoresegarding
thecentral argument akemittance poolinginconditional quantile regressionsearththe
ideal framework for studying the variation acralss distribution andharrow in onscale

economies
2.41 First hurdle: Choosing whether to remit

The Heckman (1979) selection mogebvidesa cogent twestepped framework to study
the propensity to remit and how much to remit while correcting for selection bias in the
event of a censored dependent variable such as amount remitted. Separatinggitseadinal
the propensity to remit from that of the amount (Houle and Schellenberg, 2008) not only
corrects for selkelection but is also in line with the previously outlined theoretical
framework. As part of the first stage, a probit regression deterntieeprobability of
remitting amongtmigrants and takes on the following form:
01 ¢€Y0 pxd B or
whereR denotes remitting (if remitted in 2017, 0 otherwise],is a vector of a

series of household characteristics ardlanatory socioeconomi@riablesys is a vector
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of unknown paramet er s, romdldisiibutionfunctos. &hst s t
stage isessentiain studying howspecific segments ofnte population sel$elect out of

remitting and studying thos@opulation segments with varying propensities to remit.
2.4.2A dual-faceted £cond hurdle: How frequently and how much

In the second stage of the Heckman model, one measures the amount remitted and corrects
for selfselection by including the predicted probabilities from the previous stage as an
added explanatory variable. The resultsggond stageemittance equati@are specified
as follows:
1 &F o

wherei * indicatesboth the natural log othe amount remittedr frequency of
remittance sending in 20Ekcluding those that did not remit in that yesrs a vector of
explanatory variables, is a vector of coef€ients, and is the error termTo obtain cost
elasticities of remittance demand, transfer costs are also logged since log log
transformationconvenientlyyields elasticity coefficientdJnder the assumption that the
error terms are jointly normabne obtairs the following equation that demonstrates

Heckmanods fonerah modgample $eledtion as an omitteariable bias that

is conditional orX and_d,

oighy p  &OF ", _QrT
where” is the correlation between determinants of the probability to remit and
those of remittingd, and_ represents the inverse Mills raffoNote thatmodels use

probability weights and report statistical significance usirgust standard errors for all

33 Bouoiyou andMiftah (2015)offer an excellent example of a negative inverse Mills ratio in the context of
the study of remittance determinants and how thedigp procedure allows to eliminate sample selection
bias.
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regressionslue tosample heteroskedasticity amdline with Statistics Canada guidelines
on data usag¥ The OLS regression resultglp informpolicy onpromotingremittances
in Canada andorrect the selfelection bias caused by a heavily -lefnsored dataset
where most migrants do not remit.

An alternative method would be the use of Tobit regressions that account for the
left-censorship of the dafa Unfortunately, Tobit regressions ahot separate the decision
to remit from that of how much to remit. Furthermore, they would encompass the entire
sample when studying the amount remitted rather than limiting it to thessnple of those

sentin 2017 as in the second stage OLS regressitime Heckman model.
2.43 The costelasticity of remittance demand acrosgjuantiles

Another means of tackling the underlying endogeneity of transfer costs lies in analysis
across the distributioii by distinguishing between lewand highvolume remittes.
Econometric analysis has evolved fropstricting theanal ysi s HfAat t he me
sophisticated methods that better portray diverse population segrRenténstance

guantile regressions hawecome increasingly popular quantitative sociahnalysis to

better nuance the study inéndsacross the sample distributiddevertheless, conditional

guantile regressions remaianctionally limitedsince they do not holthe fundamental

ceteris paribus condition of keepingall other factors constanti providing only

34 For this reason, the Heckman regression using the inverse mills ratio was calculated without using the
heckmanfunction in Statawhichdoes not allow robust standard errors and weights in conjunction with the
-twostep option.
35Where the Tobit modedan simply be stated as follows:
i O 6 QO m

T ETI 0VQI Q
where r* indicates the natural log of the amount remitted or frequency of remittance sending in 2017
excluding those that did not remit in that yeXris a vector of explanatory variablds,s a vector of
coefficients, andi the error term.
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comparisons to observations within a specific quanfiles study uses unconditional
guantile regression analysis to provide marginal variation relative taddépendent
variables unconditional meato overcome this obstkc

For example, one could study the transfertsascurred bythe sum remitted.
Generally, oneexpectsthose remittingarger lump-sum amountsyearly to incur lower
transfer costdhan more frequent remittersSeeing that transfer costs are higher when
remitting smaller volumes, conditional quantile estimatiogly concludehata specific
remitter sending small amountgay incur lower transfer costs than other smaller volume
remitters (conditional)Meanwhile,this may not be the case once compared to the total
sample (unconditional}-or this reasonpolicymakers and practitionegenerallyfavour
marginal variation relative to the unconditional mean of the dependent vafiallesign
social programs and poy, practitioners are usually more interested in the marginal effect
on each individual compared to the population rather than a better understanding of the
distribution.Moreover, this is even more relevant when a model is not univariate since the
mean lecomes conditional on numerous explanatory variables.

To account for this form of conditionalityrirpo, Fortin and Lemieux (2009)
developed unconditional quantile regressions ttatsist of regressing theecentred
influence function (RIF) of the unconditional quantile on thedelledindependent
variables®® TheRIF is calculated by adding theistribution statistic back to the influence

function to assure the expected value corresponds to that distributiorssicstatli can be

36 At the (" quantle, the influence function IV qg Fy) = (Ui d{Y Oqd)/f v (q) whered{Y Oqg is a dummy
variable that undertakes a value of 1 if the outcome is bgpWwonsequently, the recentred influence
function, as defined by Firpo, Fortin and Lemi€BR09), RIFY; qg Fv) is the same ag+ IF(Y; qg Fv). The
resulting regression can easily be computed usingrifieg- command in Stata developed by the same
authors.
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employedas the newly transformed dependent variabhe unconditional quantile partial

effect (UQPE)s a weighted average of the conditional quantile partial effects (CQPE)

the conditional quantile corresponding to teinconditional quantile of the distribution.

Firpo, Fortin and Lemieux (2009) conclude that the final fasummarised as follows
UQPEQ =& vL GE®PHE( ¢

whereUdenotes the unconditional qui quof the distribution of dependent
variableY, ¥gthe weighted average over the distributiorXpd n dX) is the conditional
quantile related to thd' unconditional quantile of the distribution f o .

The resulting average derivative of an unconditional quantile regression yields the
marginal unconditional effect of a locational shift in the covariate distribution while
holding all else constant. Furthermore, the obtained unconditional partial efiadie c
interpreted andnalogous to those @ILS coefficients.

Using the same sample of remittassin the second stagéthe Heckman model
previously describedhischapteridentifieshow transfer costaffect the costlasticity of
remittance demanakcross théistribution.Using alog-log modelform, and thesame easily
interpretableoefficientsasin OLSregressiongjnconditional quantile regressiomovide
accurate and easily interpretablemittance costelasticities Unconditonal quantile
regressionalso yieldnortlinear elasticityestimatescross the distribution arén depict
elasticity variationacross swulgroups. Furthermore, it provides mohelgful policy
prescriptions by population segment and controlsviegther remitted amounts are at the

top, middle or bottom of the distribution.
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2.5 Results

The results section builds upon the theoretical and methodological points made thus far to
analyse remitter decisions separately as well as their interdependeghiteesontrolling

for various factorsWhile the first subsections focus on separate remittance decisiens, th
last subsection usesweonditional quantile regressiots highlight a key literature and
policy gapto better understand the tradiés betwea amount sent, frequency and cost.
The resultsdemonstrate that failing taccount forthe frequency of transfers drastically
underestimates the costs borne by remitters, particularly those not fully leveraging
economies o$cale Policymakers should nothat the underesearched area of remittance
economies of scale has significant implications in unleast@ngttances8 development

potentialand transfer cost reduction programs aimed at formalising flows.

2.5.1 First hurdle: To remit, or not to remit

The first hurdle probit model measures the binary remittance dedigioreasuring the
influence of various determinants on the decision to remit oAsqtresented in the theory
section, explanatory variablesesplit betweerthe capacity andlesire to remit. To study
individual remitter characteristics, the analysisiis the sample of remittetts those that
remitted themselvesi.e., not those that remitted through other household members;
although this number ieelatively small and incorequential for the key results of this
section).This is toersure that respondent characteristics like age and sex are meaningful
representations of the remitter themselves rather than solely capturing the head of
househol do ss. Athough, apceviaislyiostlingd,adhe sample selectishased

on migrants as individuals rather than household heads, whitdateslimitations in

interpreting such variablesHowever, limitations remain since households where the
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respondent is not the main finaalkcdecisioamaker or household head may only provide
a partial glimpse of their household finanéé®ne final purpose of the first hurdle will be
to capture selbelection into remitting and its effects on second hurdle deemsaking.

Table 2.6 presents tharobit regressions resaltfor five different models with
coefficients representing the uncamoial marginal effectfor each explanatory variable.
Model 1 represents the base moddtile Models 2 and 3 test for robustness by adding
immigration status and regional explanatory variables. Model 4 drops infoemgtance
methods from the sample@&suggests that not accounting for informal channels leads to

nearly identical results when studying the likelihood of remitting. Model 5, using a

dependent variable for amount remitted Aho

atleasthalfofthe e mi tt ances sent in 2017 to the Aho

across determinants for total remittances sent. Note that robust standard errors are used due
to the presencef heteroskedasticitiyn the crosssectional datasét.
Table 2.6depicts an invertetl relationship with income in terms of capacity to

remit, whereby migrantwith mid-ranging incomes levels (from $50,000 to $79,9¢8)e

37 ldeally, onewould structure the analysis aroundtal annual household remittascas a function of
household characteristiohich was the approach taken in this studgwever, respondent awareness and
knowledge of household finances remains a limitation in quantitative studies of remittance patterns, including
within the SIMT.As an examplea situation where a female with a male partner fromade centered
decisionmaking householchight reportsendinga smallremittanceamount herself, but not report or not take

into account the fact that the husband darger sumgo his famly in separatdransactionsAs such,an

i ndi vi dual &eyuiraseonsiddatioa of the Isroader household context. Similarly, in another
family, therespondent, regardless of their gendealy have reported total household remittances.

38 Upon testing for homoskedasticity (null hypothesis of constant variance) using a BRagsh test, the

test yields a chgquared statistic 0f,499.67, thereby rejecting the null hypothesis in favour of the alternative
hypothesis of heteroskedasticitys{ng Model 1 in Table 2.7 for the amount remitted). In order to correct for
this, logging the dependent variable (amount remitted) eliminates heteroskedasticity in the model and the
BreuschPagan test yields a chguared statistic of 0.75. UnfortunateByen with a logged dependent
variable, the model remains heteroskedastic once weights are introduced (Btagaatchsquared statistic

value of 29.09, which implies rejecting the null hypothesis of constant variance). To conform with Statistics
Canadaguidelines in the use of RDC microdata that make the use of weights mandatory, and ensure a
representative sample of the broader Canadian remitter population, robust standard errors are used throughout
to correct for the presence of heteroskedasticity.
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a 5.7 per centhigher likelihood of remittingcompared to lowemncome migrants
Immigrants withincomes 0f$80,000 and over had a comparatively lower likelihtmd
remit unlessone controls foregional differences, wherein they only remitted marginally
less than those with household incomes between $50,000 and $TR80@@9 3 shows that
this invertel-U relationship dissipates when controlling for bixth region suggestinghat
the income differences are primarily attributable to inégjional rather than intreegional
income dispersiorFinally, thereference group, respondents with a houseimzidme of
under $50,000, were the least likely to reaatoss all models

Although higher education matters, its effect is negated when controlling for
household income due to the high correlation between incomes and educational attainment
suggestingeducation has an income effect that disappears upon including household
income However, there does not appear to be a financial literacy proxy through
educatior?®

As for demographic and socioeconomic determinants of remittance propensity,
sewral factors stand out. Femalad singlerespondentsvereless likely to remifby 2.3
to 2.9 per cent and 6.0 to 8.6 per ¢easpectively) whereaghere wassurprisingly no
difference between married and divorced/separate@drants. Prime working-age
respondentbad the highespropensity to remjtandModel 1 shows oldemigrants ashe
least likely (relative to the 18 to 29 years of age reference categdoxever, older
migrants aret.3 to 6.8 per cennore likely to remit than their ymger than 3§earold
counterparts after controlling for years since arroespitethe lower likelihoodwithout

these controls (by 4.4 per cent). This findspportsthe remittance decay hypothesis

39 Refer to Chapter 3 on the possible proxy for financial literacy when analysing remittance channel-decision
making.
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being captured within the age variable without pheper time since immigration control

A larger household sizg¢n Canaddf made them more likely to remit (Models 1 and 2),

but this effect is not statistically significant once controlling for birth regions.

Table 26 Probit r egressions assessing the propensity to remit

Marginal effects (dy/dx) 1) 2) 3) “4) (5)
Base Immigration Regions Only formal Remit home
status channels
Profile for desire to remit
Education: high school 0.015 0.021 0.004 0.013 0.004
(0.042) (0.044) (0.047) (0.049) (0.049)
Education: College, trade, or s. uni. 0.070*** 0.065*** 0.038*** 0.049 *** 0.037**
(0.04) (0.042) (0.045) (0.047) (0.046)
Education: Bachelors 0.045*** 0.019 0.014 0.016 0.013
(0.04) (0.042) (0.045) (0.048) (0.047)
Education: Graduate 0.006 -0.025 0.000 0.001 -0.007
(0.043) (0.045) (0.048) (0.051) (0.05)
Female -0.023 **=* -0.023 *** -0.027 ** -0.029 *** -0.023 **=*
(0.02) (0.02) (0.021) (0.022) (0.022)
Single -0.060 *** -0.072*** -0.086 *** -0.086 *** -0.086 ***
(0.044) (0.045) (0.046) (0.048) (0.048)
Married/commonlaw -0.006 -0.022* -0.008 -0.005 -0.007
(0.034) (0.035) (0.036) (0.038) (0.038)
Age 30-59 0.1171*** 0.152*** 0.109 *** 0.111 % 0.098 ***
(0.037) (0.038) (0.039) (0.041) (0.04)
Age 60 + -0.044 **=* 0.068*** 0.043*** 0.041** 0.028*
(0.043) (0.048) (0.049) (0.052) (0.051)
Household size 0.011 *** 0.008 *** -0.001 -0.002 0.001
(0.007) (0.007) (0.007) (0.007) (0.007)
Do not speak Eng./Fr. -0.031 *** -0.062 *** 0.020** 0.014* 0.027 ***
(0.02) (0.022) (0.024) (0.025) (0.025)
Years since arrival to Canada -0.005 *** -0.005 *** -0.006 *** -0.006 ***
(0.001) (0.001) (0.001) (0.001)
Permanent resident 0.005 0.009 0.015 0.008
(0.028) (0.029) (0.03) (0.03)
Temporary resident 0.049** 0.052*** 0.061 *** 0.051 ***
(0.055) (0.059) (0.062) (0.061)
Capacity to remit
HH income $50,000 to $79,999 0.057 *** 0.077 *** 0.056 *** 0.049 *** 0.049 ***
(0.026) (0.027) (0.028) (0.029) (0.029)
HH income $80,000 to $119,999 0.033*** 0.063*** 0.048 *** 0.039*** 0.047 ***
(0.028) (0.029) (0.031) (0.032) (0.032)
HH income $120,000 or more 0.021** 0.059 *** 0.054 *** 0.042*** 0.039 ***
(0.028) (0.03) (0.032) (0.033) (0.033)
Birth regions
Americas 0.121*** 0.114 *** 0.108***
(0.033) (0.034) (0.033)
Europe, W. Asia and Middle E. -0.109 *** -0.118*** -0.153 ***
(0.033) (0.035) (0.035)
Sub-Saharan Africa 0.160*** 0.144 **= 0.107 ***
(0.037) (0.038) (0.038)
North Africa -0.069 *** -0.096 *** -0.078**=*
(0.041) (0.043) (0.042)
East Asia -0.309 *** -0.345 *** -0.290 ***
(0.046) (0.052) (0.048)
S-E. Asia and Oceania 0.189*** 0.188*** 0.198***
(0.035) (0.036) (0.035)
Observations 20,306 19,307 19,307 18,393 19,080
Pseudo R-squared 0.0276 0.0383 0.1245 0.1434 0.1369
p-value Wald test 0.0000 0.0000 0.0000 0.0000 0.0000

Robust standard errors in parentheses and reported values are unconditional marginal effects. Model 4 exicludes i
channels and cash. *** p<0.01, ** p<0.05, * p<0.1

“The survey question was framed as Ahow many
to permanent household members in &mrather than accounting for transnational household members.
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Other factors linked to immigration status and corridor specificities also impacted
remittance propensity. Those who do not speak English or French at home were less likely
to remit (Models 1 and 2), yet wetgo per cent more likely to do so when controlling for
the birth region (Model 3} Temporary residents have an approximately five per cent
higher likelihood of remitting In contrast,permanent residents and citizens are not
statistically significantly different from one another in terms of their likelihood to remit.

Regional differences suggest those born in Southeast Asia and Oceania, the
Americas and SuSaharan Africa were the mdiely to remit (note that South Asia acts
as the reference category for the birth region), while migrants from Europe, Western Asia,
theMiddle East, North Africa, and East Asia had lower propensities to remit. Indicators of

the birth region led to sigitcantly higher pseuddr-squared measures for the models.
2.52 Second hurdle:How muchto send

Table 2.7 outlines key OLS regression results using the amount remitters sent in 2017 as
the dependent variable. Although a secstatje Heckman wasitially used, the inverse
Mills ratio (IMR) was statistically insignificant across all modedsggestinghe absence

of selfselective behaviouffor comparison Tobit regression results are presented in

41 Not speaking English or French at home acts as the Heckman model exclusion restriction in the first stage
given it is correlated with the propensity to remit, but not the am@mitted. The instrumenpositively
impacsthe propensity to remfbnce including regional, educational and income contsiiige not speaking

either Canadian official languagg homeacts as a signal for low integration and high connections to the

fi hmoe & ¢ oThat $aid,\theoretically, these of a foreign language domesticahould not impact the
amount they remit once controlling for other factors.
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Appendix 2.2A)*2 This result can also be squared with the overlap in results from the first
stage probit regression (Table 2.6) and the sestagk decision of the amount to remit.
Moreover, beyond the inconsequential nature of-saiction determined through
empiricaltesting and robustness, remittance theory does suggest that the same household
characteristics (e.g., income, educatiage) are similar across both the propensity to remit
and the decision on the amount remitted. If-selection does exist, it is mdikely based

on other structural constraints or remitter preferences that cannot be captured in the first
stage probit regression using the SIMT data (i.e.;neanitter preferences, potential costs,
potential number of recipients, and other similar datanot available).

As such the results suppotivo separate decisions that the former decision
(opting into remitting) has no statistically significant effect in biasing the latter (the amount
sent). However, the most important findingspportHi,, that transfer costs play an
instrumental roletherebyconfirming they play a criticadevelopment role beyond the
formalisation rolgeheyundertakeas discussed in subsequent chafd@hapters &).

While Model 1 provides a base model for a loggededéent variable (total amount

sent in 2017)Model 2 includes transfer co$tsising a loglog form for the fee incurred

42 In addition to the absence of differing results when running the second hurdle with and thighiddR,

the Tobit resultalso resembl¢hose of the double hurdle model. TieeeTobit regressions in Appendix

2.2A reflect only migrant characteristics without any analysis of remitter behaviour because their inclusion
would de factoremove the leftensor bias from the sample (since fremitters naturally cannot report their
remittance intentions, the cost of remitting, and other remittance characteristics). Moreover, the inclusion of
remitter characteristics would not provide additional valuabkeriétion and would reduce the Tobit model

to the OLS model. The main differences between the Tobit analysis and that from the double hurdle model
are that the former captures larger impacts for those agé@ 3tat tend to remit larger amounts ($2,220

more on average) compared to other age groups and the higher amount sent by temporary residents (more
than twice the amount sent by the average permanent resident). These differences are attributable to the Tobit
model combining both the greater propensitsermit with tendencies to remit more. Theoretically, this shows

how the double hurdle model more aptly reflects the theoretical framework of differentiating remitter choices.

43 The fee is based on transfer cost of last amount remitted provided the rerséttied analogoushannel

as their most frequently used channel in 2017. This step ensures that remitters that last used a remittance
method that has a different pripeint than their most frequently used method do not bias results for total
remittancesSee Chapter 3 for additional details on the underlying raticaradedifferences across channels
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The loglog formyields a costlasticityof remittance demand 0.6 (i.e., a one per cent
increase ircost wouldcorrespond to a 0.6 per cent decrease in the amount rerfiitted)
contrastModel 3 uses the percentage costM o d legHinedr dosm can be interpreted as
a one percentage point increase in costs implymagpgroximately’ .4 per cent reduction
in theannual amount remittet Note that botiModek 2 and 3 exclude cash, which does
not carry an explicit cost or transfer fédodel 4 assigns a value aéroto the costs of
cash transfers but yields the same results as Mod#b@Bel 5 suggesthousehold with
incomes above $120,000ainly usedcashandremitted over 50 per cent more cash than
those with household incomes under $80,0@8en visiting back home or receiving
visitors). Unexpectedlytemporary residents did not remit more via cash, but shisast
likely because they will only do so once they have left Candldareforetheir behaviour

is not captured in the SIMT survey for 2017.

Model 6 includes frequency and frequersguared terms as explanatory variables.
Whereas the statistically sidigant positive coefficient of the former indicates those
migrants that remit frequently send more annually on average (as in Figure 2.2), the latter
negative coefficient of the quadratic teindicatesan inverséJ parabolic relationship
wherebythe amout remitted peaks at 42 transfers per yédhis means that only in the

rarest caseswhere remitters sent money abroad more than 42 times awesathere a

44 Meaning a one per cent increase in the transfer cost leads to a 0.6 per cent reduction in the total amount
remitted annually for remitters in Canada barrGDA-eligible countriesThe easy to interpret elasticity of
demand stems from taking the first derivative with respect &b the logged form on each side of the

equation—- & | —_
45 For the interpretation of a lelin coefficientb Y& p m@Q p ! Q 1 TQ meaning that for a
coefficient of 0.07153p Y& p mAQ?® p x8pub

6 The base model can be simplified and represented as] T ® | ® E - . To estimate the
local maximum of a quadratic term, orimply takes the firsbrderderivative with respect tr:

— 1 d & 1€ maxwhen® —
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decreasing relationship between the annual amount sent and transfer frequency. When
controlling for frequency, remittance ceasasticity grew more elastic, meaning remitters
were more sensitive to costs when accounting for a higher frequency of trénsfére
with hypothesis H It is also worth noting that when controlling for réi@nces, women
went from remitting 17 per cent less than males in Model 2 to remitting 11 per cent less
This gendered remittance gap contributesexisting evidence that théifference in
amounts remitted igartially attributable to a higher frequendypayments at higher costs.
Concerning the capacity to remit, unlike the probit estimates for remitting likelihood,
controlling for birth regions does not change the income effect, whereby migrants with
higher incomes remit more. Higher household incomasstate to higher remittance
amounts. Although the GDP per capita of the home country, and its square, capture an
income/cost effect that influences the capacity to remit in the base model, this effect
disappearsvhenincluding transfer costs. Similarlgiiaspora size has a significant positive
effect However,the diasporaffect is no statistically significant once transfer costs are
factored in (with the sole exception of Model 4 that includes cash with a zero cost).
Typically, thosewho remitted moreover the year did so in response to regular
recipient neesl to cover living expenses, costs of education, or recipient emergencies. In
contrast, respondents that labelled their remittances (or at least a portion) as gifts remitted

less on average.
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Table 27 Amount remitted regressions analysi§secondstage)

Ordinary Least Squares 1) ) ?3) 4) (5) (6) @) (8)
(no Heckman correction since no Elasticity Fee (incl. Base without
evidence of self-selection) Base Fee (%) zeroes for  Cashonly Frequency Remit home . .
In(fee) intentions
cash)
Remittance characteristics
Number of people remitted to 0.13389***  0.15796*** 0.15792*** (0.15008*** 0.12643*** 0.05433*** 0.14913** (.17299***
(0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.00000) (0.00001)  (0.00000)  (0.00000)
Intended for living expenses 0.54336***  0.47914** 0.51449** 0.54927*** 0.49644** (0.16139*** 0.46381***
(0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.00000)
Intended for education 0.43362***  0.24814** 0.32406*** 0.34796***  0.27037** 0.10044*** 0.23663***
(0.00000)  (0.00000)  (0.00000)  (0.00000) (0.04145)  (0.00387)  (0.00000)
Intended for emergency 0.24049**  0.15740**  0.19894*** 0.22214***  0.27941** 0.09884*** (0.14945***
(0.00000)  (0.00002)  (0.00000)  (0.00000) (0.02055)  (0.00136)  (0.00015)
Intended as gift -0.27463*** -0.17029*** -0.20805*** -0.21796*** -0.39115*** -0.13639*** -0.16939***
(0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.00006)  (0.00000)  (0.00000)
Fee (last transfer, %) -0.59788*** -0.07153*** -0.06412*** -0.66678*** -0.58539***
(0.00000)  (0.00000)  (0.00000) (0.00000)  (0.00000)
Frequency 0.14558***
(0.00000)
Frequency squared -0.00173***
(0.00000)

Capacity to remit

HH income $50,000 to $79,999 0.17850***  0.20152** 0.21473** 0.21240**  0.15439  0.13273** 0.13438*** (.18605***
(0.00002)  (0.00000) (0.00000)  (0.00000)  (0.21710) (0.00018)  (0.00246)  (0.00002)

HH income $80,000 to $119,999  0.35825*** 0.29436*** 0.32534*** 0.33661***  0.25342* 0.20119*** 0.21674*** 0.35602***
(0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.05822)  (0.00000) (0.00001)  (0.00000)

HH income $120,000 or more 0.63534***  0.54760*** 0.61264*** 0.59927*** 0.52575*** 0.37914*** (0.46494*** 0.64155***
(0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.00010)  (0.00000)  (0.00000)  (0.00000)
GDP per capita 0.00004**  0.00001** 0.00001*** 0.00001** 0.00001** 0.00001*** 0.00002*** 0.00002***
(0.00000)  (0.00007)  (0.00000)  (0.00000)  (0.04760)  (0.00000) (0.00432)  (0.00000)
GDP per capita squared -0.0003*** -0.0004***
(0.00001) (0.00000)
Diaspora size 0.00034**  -0.00004 0.00015  0.00026** 0.00044 -0.00002 -0.00000  0.00064***

(0.00103)  (0.70061)  (0.19190) (0.02353) (0.12296) (0.79487)  (0.97378)  (0.00000)
Profile of desire to remit (amount)
Education: high school -0.05068 -0.12204 -0.09952 -0.12547 0.01862  -0.12808*  -0.12245 -0.10723
(0.48767)  (0.11411) (0.24104) (0.12977)  (0.92100) (0.04568)  (0.13590)  (0.14725)
Education: College, trade, or s. uni.  0.02732 -0.03552 -0.00998 -0.02921 -0.00393 -0.06194 -0.03027 -0.02422
(0.69510)  (0.62978)  (0.90201) (0.71132) (0.98218) (0.30632)  (0.69995)  (0.73167)

Education: Bachelors 0.08708  -0.00867  0.04669  -0.00150  0.02547  -0.01862  -0.00516  -0.00081
(0.22827)  (0.90850)  (0.57709)  (0.98536)  (0.89159)  (0.76393)  (0.94906)  (0.99121)
Education: Graduate 0.24033**  0.01264  0.10335  0.08305  0.30284  -0.00071  0.01269  0.14072*
(0.00168)  (0.87404)  (0.24448)  (0.34069) (0.12357)  (0.99152) (0.88257)  (0.07114)
Female -0.18509%** -0.16684** -0.16027+* -0.17148%* -0.25062*** -0.10867+* -0.14600%* -0.21048%+
(0.00000)  (0.00000)  (0.00001)  (0.00000)  (0.00297)  (0.00004)  (0.00002)  (0.00000)
Single -0.18282%*  -0.12389*  -0.09312  -0.11377 -0.41929*  -0.02631  -0.09724  -0.19020%*
(0.00938)  (0.08667)  (0.24146)  (0.14314) (0.02722) (0.66825)  (0.20550)  (0.00979)
Married/commonlaw -0.11913* -0.11905%* -0.10672* -0.10993* -0.15898  -0.05489  -0.11129*  -0.11330*
(0.03078)  (0.03375)  (0.08412) (0.06667) (0.28717)  (0.25098)  (0.06436)  (0.05063)
Age 30-59 0.26883**  0.12645%* 0.21912%* 0.25774**  -0.00024  0.11004**  0.12346* 0.37798**
(0.00001)  (0.04203)  (0.00129) (0.00012) (0.99894)  (0.04040)  (0.06294)  (0.00000)
Age 60 + 0.26489%*  0.12198  0.27563"* 0.32449%*  -0.04241 0.16206**  0.10167  0.31843**
(0.00123)  (0.15063)  (0.00371)  (0.00042) (0.85444)  (0.02423) (0.25848)  (0.00019)
Household size -0.06457% -0.06176%* -0.06973%* -0.06643**  -0.03147 -0.04173%* -0.06183*** -0.06785%+
(0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.30063)  (0.00000)  (0.00000)  (0.00000)
Years since arrival to Canada -0.00759%+* -0.00543*** -0.00614*** -0.00680** -0.01405%* -0.00192 -0.00741** -0.00939%+
(0.00009)  (0.00550)  (0.00497)  (0.00155)  (0.00875)  (0.25499)  (0.00024)  (0.00000)
Permanent resident 0.27340%* 0.23408%* 0.29077+* 0.29201**  0.06485 0.14506** 0.22630** 0.28682+**
(0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.62498)  (0.00005)  (0.00000)  (0.00000)
Temporary resident 0.28628** 0.17841* 0.29314%* 0.32027**  0.17243  0.04653  0.08489  0.31873**
(0.00090)  (0.03591)  (0.00176)  (0.00059)  (0.61198)  (0.51919)  (0.37504)  (0.00047)
Constant 6.20511%* 7.20770%* 6.72353%* 6.59521** 6.41296%* 7.05551%* 7.18267** 6.60006**

(0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.00000)  (0.00000)

Observations 6,983 4,513 4,513 4,870 856 4,379 4,041 7,183
R-squared 0.23 0.45 0.33 0.31 0.25 0.63 0.44 0.14
Robust p-values in parentheses and with birth regions as control variables. *** p<0.01, ** p<0.05, * p<0.1. ! Scaled by dividing by 1,000,000.
Model 8 drops remitter intentions to address possible endogeneity issues whereby intentions could interact with other explanatory variables.




Several demographic factors affected the average amount remitted. Although there
is mixed evidence in the literatutbese regressions found tlvamen remitted less than
their male counterparts, even when controlling for income and isolating the prggensit
remit. However, it is wortmoting that women tended thwell in households witimore
children andthosehouseholdsvith fewer children remitted more on averalyreover,
women tended to remit more as a percentage of their personal ihtBtheation had no
impact once controlling for incomgetModel lindicatesghathaving agraduate degrde
associated witla small positive effecthat disappears whefactoring intransfer costs
Temporary and permanent residents remit more than citizenaveragebut this effect
doesnot apply to temprary residentdor cashremittances when remitting homeor
controlling for frequencyThe analysis of the amount remitted, as with the propensity to
remit, suggests that the decrease in remittances sent related to higher yethie airival
to CanadaThis trendconfirms the merits of the remittance decay hypothesis as migrants
losetoub with their Ahomeo country or ffeel no
abroad once their family relocates to Canada.

Finally, concerningthe goodness of fit, the model succeeds in achieving high
explanatory power and efficiency in fitting resulls. addition to a larger sample size

compared to previous studies of the same topic, the inclusion of transfer costs and

47 Despite women remitting less than men in nominal terms, evidence using the SIMT microdata shows that
this is in large part due to their lower personal incomes seeing that they remit more as a percentage of their
personal income on average. Upon furtheestigation, women remit a larger proportion of their personal
income but a smaller proportion of household incéncasting some mueheeded light on intra household
remittance dynamics. Interestingly, when men reported being the main household fidecisialkmaker,

they remitted less as a proportion of their personal income, whereas the opposite was true for women.
Furthermore, married men remitted less than married ananaoried women as well as married men as a
proportion of their income. Howevesne must underscore that personal and household incomes were not as
accurately reported in comparison to the more reliable categorical income variables, wherein Statistics
Canada corrected for erroneous reporting using imputed values gathered fromsihe &@®hother sources.
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frequency contribute greatly to the model 6
difficult to compare relative to other studisince many do not report goodness of fit
measures (Houle and Schellenberg, 2008; Sin@idgl) However, the goodness of ifst

higher thanthe oneobtained by Unheim and Rowlands (2012), which is directly
attributabl e to t heandthd aadtientobvariallea thay were nata mp |
available at the time. Moreover, tdependent variabie logarithmic formcontributesto

better explanatory power, but the Tobit model in Appendix 2.2A also exhibited higher
pseudeR-squared valueslowever, mlike Unheim and Rowlands (2012), this study lacks
explanatory power attributable to immigrant class, investment intentions, and ordinal rather

than categorical income data.
2.5.3 Second hurdle: Frequency of transfers

Table 2.8 addresses another second stage decision of how frequently to remit.
Unlike the amount sent, the Heckman model is necessary since the IMR for Model 1 has a
negative coefficient, indicatintpattheinclusion of zeroes from the first stage probddeal
would bias estimates downward. This is logical given the option not to remit would equate
to a frequency of zero. However, it is important to control for thissedéction effect since
a failure to accountor this impact wouldead to anupward bia in the magnitude of
coefficient estimates.

Table 2.8 contains three models. Whereas Models 1 and 2 include all remitters
(Model 2 has fewer observations due to the inclusion of transfer costs), Model 3 drops
those remitters that only remitted once. Mo@8e as in Figure 2.2, shows that those
remitting more frequently are on average more sensitive to cost. This result is crucial in

understanding differences between regular remitters, and those that opted forsamump
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payment through a single transfertibose remitters that remitted only once as an irregular
gift or family support.

Model 1, as with previous models, identifies GP&t capita of the home country
as having a statistically significant cost effédbwever this effect is rendered statistityal
insignificant once controlling for transfer costs (i.e., capturing corridor pricing effects by
economic development level of the recipient country). Regarding transfer costs, the
positive coefficient ilModel 2 may appear erroneouwdjich is most likelyattributable to
remitters transferring funds a single timeorder totake advantage of larger economies of
scale through &rge (orlump-sun) incurring lower fees(as a percentagpf the amount
sent) Although the expectation was that they would be more-seositive at the onset of
this research, this corroborates findings in Figure 2.2 that transfer fees are lower among
those remitters that only remit once per year. Model 3 does, however, yiedgdtve cost
effect for those remitting twice or more a year witlprice elasticity ofremittance
frequency 0f0.56. A household income greater than $120,000 significantly increased the
frequency of transfers sent among respondiatsall other incomegroups.

The intended purpose of the remittance funds played an essentialnrole
determinng remittancefrequency. Those remitting to fulfil regular needs such as covering
living expenses, costs of education, and even leisure, remitted more frequantlyoda
intended for gifts, other shertrm emergencies, and other reasons (with health
emergencies acting as an outlier). Moreover, the numbeenoittance recipientslso

increasedhe frequency of money sent abroad.
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Table 28 Frequency of remittancesecondstage Heckmarregressionanalysis

Ordinary Least Squares (1) ) ?)
(Heckman correction - see inverse Mill Frequency Remittance Frequency
ratio) (2nd stage) fee (> 2 times)

Remittance characteristics

Number of people remitted to 1.43472%*  1.32457***  1.17302***
(0.00000)  (0.00000)  (0.00000)
Intended for living expenses 2.40572%*  2.75866***  2.73133**
(0.00000)  (0.00000)  (0.00000)
Intended for education 1.31545**  1.19801***  1.27186***
(0.00001)  (0.00003)  (0.00011)
Intended for health emergency 1.14103* 1.24776* 1.50312*
(0.07358)  (0.07487)  (0.04250)
Intended for other emergency 0.48313** 0.47975* 0.31619
(0.02615)  (0.05785)  (0.30609)
Intended as a gift -0.18092 -0.37278* -0.82743**
(0.41141)  (0.08252)  (0.00314)
Intended for leisure 0.82185*  1.44724**  1.69389***
(0.03195)  (0.00334)  (0.00494)
In(fee) (last transfer) 0.35300**  -0.55567**

(0.01468)  (0.02225)
Capacity to remit

HH income $50,000 to $79,999 -0.09829 0.39395 0.38301
(0.66155)  (0.15143)  (0.28938)
HH income $80,000 to $119,999 -0.00661 0.44094 0.45518
(0.97574)  (0.12363)  (0.22449)
HH income $120,000 or more 0.79042**  1.63744**  1.39326***
(0.00129)  (0.00000)  (0.00212)
GDP per capita 0.00005** -0.00002
(0.02067)  (0.56647)
GDP per capita squared -0.0009** 0.00000
(0.01647)  (0.66130)
Regions
Americas 1.58895*+*  2.42464**
(0.00000)  (0.00000)
Europe, W. Asia and Middle E. -0.10402 0.17098
-0.70153 (0.61768)
Sub-Saharan Africa 1.19730%*  1.87238***
(0.00020)  (0.00000)
North Africa -0.22547 -0.17579
(0.41394)  (0.63443)
East Asia -0.75212**  -1.46373***
(0.04602)  (0.00904)
S-E. Asia and Oceania 2.24871%*  3.26850***

(0.00000)  (0.00000)
Profile of desire to remit (frequency)

Education: high school 0.05061 -0.26177 -0.51674
(0.87841)  (0.56367)  (0.41078)
Education: College, trade, or s. uni. 0.47092 0.22164 0.00919
(0.15977)  (0.62242)  (0.98822)
Education: Bachelors -0.04619 -0.24662 -0.95962
(0.88701)  (0.57177)  (0.11126)
Education: Graduate -0.29308 -0.36078 -1.10182*
(0.38566)  (0.43742)  (0.08193)
Female -0.06465 -0.30766  -0.44141*
(0.67473)  (0.13871)  (0.09946)
Single -0.15107 -0.57673 -0.25872
(0.72517)  (0.27240)  (0.70609)
Married/commonlaw -0.69834**  -0.44319 -0.37480
(0.02132)  (0.21598)  (0.42017)
Age 30-59 -0.14653 0.25572 0.34081
(0.62938)  (0.52189)  (0.51417)
Age 60 + -0.32542 -0.44900 -0.49081
(0.37524)  (0.36439)  (0.46706)
Household size -0.19228***  -0.24926*** -0.29321***
(0.00017)  (0.00012)  (0.00027)
Years since arrival to Canada -0.00128 -0.03633***  -0.03563**
(0.89118)  (0.00193)  (0.03385)
Permanent resident 0.76445**  0.88562***  0.75153**
(0.00061)  (0.00127)  (0.03034)
Temporary resident 0.76108* 1.04677* 0.99404
(0.05893)  (0.03599)  (0.10030)
Inverse Mills Ratio (IMR) -3.18766**
(0.00000)
Constant 4.05278** 0.65284 3.53848%*
(0.00000)  (0.35957)  (0.00010)
Observations 6,745 4,379 3,109
R-squared 0.28 0.26 0.23

Robust p-values in parentheses. * Scaled by dividing by 1,000,000.
*** p<0.01, ** p<0.05, * p<0.1



The coefficient estimates for other demographic variables suggest graduate degree
holders remitted less frequently than all other educational attainment gnowapg those
remitting twice or more per year (Model 3). Those respondents with larger household sizes
remitted approximately 30 per cent less frequently, likely as their core family members
lived with them in Canada. Nexitizens remitted more frequentgnd temporary residents
remitted more frequently than permanent residents. As is the case for the propensity to
remit, Southeast Asia and Oceania, the Americas, anés8baran Africa were the most
likely to remit frequently.

Unlike the analysis of the amnt sent, the Bquare values for the analysis of
remittance frequency were lower, between 0.23 for Model 3 and 0.28 for Model 1. The
lower explanatory power and fit are attributable to the smaller sample and reflect the lack
of information and knowledgeegarding transfer frequency within the literature. Beyond
intended purposes for remitting, transfer costs and corridor specific trends, household

characteristics provide little help explaining the incidence of flows.
2.54 The price sensitivity across renttance size

Although the previous analysis has addressed some elements of thefftradeveen
remittance decisions, it has largely studied each decision in isdiatiothe otherFigure
2.4 shows that for annual remittancespittance demardd costelasticitybecomes more
elastic for those remitting higher amountsth elasticity ranging from0.35 (g = 0.1) to-
0.73 (g = 0.95) However, this only speaks total annal remittances sent and does not
considetthehigherfees paid by thoseequently remiting smaller amounts or, conversely,

those that leverage economies of scale through-sumppayments.
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Unfortunately, it is impossible to properly assess the fee imptwutconsidering
the frequency of transfers and the amount sent. Nevertheless, in studying individual
transactions rather than annual totals, there exists a potentially endogenous relationship
between the cost of remitting and the volume sent. Asisisa earlier in this chapter, this
endogeneity disables the ability to distinguish between cost sensitivity and the reverse
effect of price structures (through economies of scale) on the amount and frequency of
flows. To solve this issue, this section sas cost effects across the distribution using
unconditional quantile regressions. In studying the average amount sent per transaction and
studying this across the distribution, the quaridsed analysis should better capture
economies of scale rathéran price sensitivity (since it controls for lurspm payments
by incorporating frequency as the denominator of the dependent variable).
Figure 24 Cost elasticity oftotal annual remittancessentacross quantiles

Quantile

0.0 } } } } } } } } } } } } } } } } } } }

02 +

04 +

06 +

0.8 +

Remittance-cost elasticity

-1.0 +

-1.2

Note: The brackets represent a 95 per cent confidence interval using robust standard errors across quantiles.
For full regression results of select quantiles, refer to Appendix 2.3A.
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Accounting for frequency is critical in understanding thal impact of cost on
remittances. @ing from Figures 2. to 25, the main takeaway is thdtequency
substantially affectshe remittance amounts serftudying the impact of costs without
consideringrequency underestimates the impact of remittance castshown in Figure
2.5, andargued throughout this chapter, the more elastic average remittanetastisity
for higher quantiles suggests that the economies of scale are even more pronounced whe
consideringrequency(-1.77 atq = 0.95; compared t€).51 to-0.17forqO O Hofvgver,
recall that theamount and frequency run counter to one another (reféed¢ton 2.3.2)
and therefore lunygum payments provide less utility taansnational households than
regul ar payments (or Aremi)ttance smoothing

Figure 25 Cost elasticity ofaverageamount sent per transaction byquantile

Quantile

0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 1

0.0 t t t t t t t t t t t t t t t t t t t
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Remittancecost elasticity

25+
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Note: The brackets represent a 95 per aanmtfidence interval using robust standard errors across quantiles.
For full regression results of select quantiles, refer to Appendix 2.4A.

Due tothe lack of available datanost studiehave notconsideredhe cost and

frequency impact in detail leaving the extensiwe effects oeconomies of scale omitted in
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the literatureThe omission of economies of scale also exispolicy where international
goals, such as the SDGset absolute price targets without knowing if the significant
economies of scal@isproportionately affect certain remitters over othé&sducing
average prices can be of great benefit to remiieeswholdut, for development purposes,
this is bestchievedoy targetingower-income remitters thayenerally incur higher fees
For this reason, one can demonstrate that initiatives promotinmpthieg of funds could
cut down on costby leveraginguntappedeconomies of scalwithout compromising on
transfer frequency.ower costs antligheramountssent without resorting to moperiodic

paymentcanmaximise remitter satisfaction asdnt fundédevelopment potential
2.6 Conclusion

Althoughscholars and policymakers have long studied remittance desisihensequence
of remittancedecisions, new data on transfer costs, and the substantial economies of scale
remitters face merit renewedattention.As this chapter has demonstrated, there exist
substantial inequalities in transfer costs across corridors and socioeconomic Gheups.
chapteralso provides the firdargesample study of remittance casasticity within the
Canadian contextThe chapter illustrates howigrantsbenefit from pooling diaspora
funds to limit the frequency of smalltnansactionsThe findings contributéo nascent
literature on the equality concerns across remittance corridors and offer insights into
potential civil society or governmesponsored measures teduce costs while also
tackling remittance frequency concerns.

Migrants face a mukstaged decisiemaking process in choosing whether to remit,
how much to remit, and how to remit. In the case of the propensity to remit and how much

to remit, it will beessentiato targetspecificpopulation segments that are more likely to
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attain global development goals. For example, although women remit more as a percentage
of their incomes, they are less likely $endand remit less nominally than their male
counterpartsBesideswhile middleincome earners are more likely to remit than-law
highrincome earnerdjigh earnersre most likely tasendlarger amounts and incur lower
transfer costsThese findings contribute to understanding Canadian remittance trends and
improving equity fornitiativesto harnessemittances to attain global development goals.

This chapteis findingscontribute to expanding the empirical study of remittances
within the Canadian context, highlighg the vital interdependencies of remittance
decisions, and undersoog potential development policy avenues to better leverage
current remittance market @womies of scale. First, the chapter contributes to a better
understanding of Canadian remittance dynamics and the potential for future studies of
remittance transfer cast

Second, aothercritical theoretical contributiomcludesanalysinghow remittaice
choicesbuild on one anothand how t hese interdependenci e
Studying remittance volumes in a vacuum and ignoring cost (especially economies of scale
across remitters) and frequency will lead to research blind spots and flali@dadvice.

Solving endogeneity issues and moving beyond transfer cost estimates that do not fully
embrace the magnitude of economies of scale and their importance across demographic
groups.

Third, in terms of public policy, evidence suggests a focudiaspora cooperatives
and leveraging economies of scale through microfinamg@red programs could yield
accrued benefits for transnational householdsreased diaspora mobilisation could

benefit from government, negovernmental organisation, and other institutional
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invol vement to raise additional f uMdods and
governmental organisations and institutions can rdfisenecessary reserve funds at the
recipient end d disburse nettedut transactions to recipients. Once these reserves are
depleted, a single lumgum transfer from the pooled remittances from the sending country
would replenish these reserves and beffreiih lower transfer costs. Such a scheme would
reduce the costs borne by remitterishout compromising otransferfrequency or the
amount sent. Thpool sizecould also effortlessly be scaled up or down depending on the
needs of remittersand availablefunding opportunities.Although similar recipient
government programs exist in numerous recipient countries, the proposed scheme offers a
simple scalable moddbr smaller diaspora or negovernment organisation led initiatives.

Although remittance furglare not a panacea in raising international development
funds?® programs mobilising diaspora and facilitating transfers could help advance
numerous development objectiv8$ie focus should not be soleby increasingoverall
remittance flows, bualsotheir frequency Furthermore, there should bhespecificfocus
on lowerincome households and corridofgr a broadebased equitable distribution of
transnationatemittancesExisting global objectives in lowering fees should reassess how
economief scale and frequency of flows arensideredif at all) within stated goals
rather than limitingpbjectivesto onedimensional unweightealverages oprices

Although this chaptercoves ample ground inanalysing remittance decision
making, there rema significant gaps, particularly concerning the choice of remittance

channels and its relation to transfer coststaecamount and frequency of funds remitted.

48 Even more important, privately raised funds should not be considered a substitute for international
development assistance. Remittances, unlike development funds and foreign investments, cannot finance
public projects with higherogial benefits in recipient regions and primarily support consumption rather than
long-term investment (Rosenzweig, 20@®uoiyour and Miftah, 2015; Lim and Basnet, 2017).
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What determines channel chaiesd why do Canadians resort to informal flows despite
availabe cheap formal alternatives? Chapter 3 aims to address these issues as a
continuation of Part | of this dissertation on the mieneel dynamics of remittance

decisions within the Canadian case study.
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2.7 Appendices

Appendix 2.1A Detailed remittance frequency descriptive statistics

Frequency of transfers in 2017

Did not remit

Weighted frequency

Remitting patterns

Total amount remitted

Average amount remitted
Amount remitted to birth country
Remittance fee (last transfer, %)
Number of people remitted to

Remitter/household profile

No high school

High school

College, trade or some university
Bachelors

Graduate

Female

Age 18-29
Age 30-59
Age 60 +

Household size
Children

Household income under $50,000
HH income $50,000 to $79,999
HH income $80,000 to $119,999
HH income $120,000 or more

Single
Married or commonlaw
Widow or divorced

Immigration

Years since arrival to Canada
Citizen

Permanent resident
Temporary resident

64.1%

11.4%
21.9%
25.2%
25.6%
15.9%

53.2%

18.4%
55.7%
25.8%

3.5
0.8

39.9%
22.5%
19.1%
18.5%

22.2%
65.7%
12.1%

18.9
70.7%
24.7%

4.5%

Once

13.3%

2,006
2,006
1,475
4.8%
15

10.2%
19.8%
27.7%
27.2%
15.1%

52.2%

12.3%
66.8%
21.0%

3.7
0.9

33.5%
25.7%
22.3%
18.5%

15.9%
73.1%
11.0%

17.4
70.0%
25.5%

4.5%

2t06

13.7%

2,295
690
1,804
6.4%
2.0

7.2%
18.8%
30.0%
27.5%
16.4%

50.7%

13.6%
72.2%
14.2%

3.7
1.0

32.9%
26.8%
20.4%
19.8%

16.9%
72.9%
10.2%

155
66.5%
28.9%

4.5%

7to12

6.3%

4,089
403
3,318
5.8%
2.6

5.7%
17.5%
33.0%
29.8%
14.1%

50.0%

9.3%
80.2%
10.5%

3.6
1.0

31.0%
27.0%
21.5%
20.4%

14.6%
73.7%
11.7%

13.3
56.9%
36.8%

6.3%

13 or more

2.5%

7,186
353
6,605
4.6%
3.7

6.6%
16.5%
34.8%
28.8%
13.3%

46.6%

12.7%
79.0%
8.3%

3.6
0.9

28.5%
27.1%
20.3%
24.1%

19.5%
69.2%
11.2%

12.2
50.1%
41.9%

8.0%
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Appendix 22A Tobit regression analysis of amount sent

1)

&)

3

Residency Birth
Base .
status region
Education: high school -59.1 90.7 -406.5
(0.842) (0.766) (0.202)
Education: College, trade, or s. uni. 984.8** 1,029.9** 321.2
(0.001) (0.001) (0.310)
Education: Bachelors 752.3* 480.2 18.4
(0.012) (0.123) (0.955)
Education: Graduate 706.5** 319.7 328.9
(0.036) (0.362) (0.359)
Female -712.3%* -715.8%* -833.1%*
(0.000) (0.000) (0.000)
Single -964.1%* -1,183.0%* -1,524 5%*
(0.004) (0.001) (0.000)
Married/commonlaw -293.5 -649.8* -426.9
(0.267) (0.019) (0.128)
Age 30-59 2,016.5%* 2,728.4%* 2,220.2%*
(0.000) (0.000) (0.000)
Age 60 + -452.1 1,352.5%* 1,185.5%*
(0.132) (0.000) (0.000)
Household size 27.0 -29.3 -153.0%*
(0.560) (0.536) (0.001)
HH income $50,000 to $79,999 1,029.5%* 1,382.8%** 1,088.4**
(0.000) (0.000) (0.000)
HH income $80,000 to $119,999 933.7%* 1,527.8%* 1,292.1%*
(0.000) (0.000) (0.000)
HH income $120,000 or more 1,451.0%* 2,238.5%* 2,126.5%*
(0.000) (0.000) (0.000)
Years since arrival to Canada -69.7% -84.3%*
(0.000) (0.000)
Permanent resident 608.3** 609.8**
(0.002) (0.002)
Temporary resident 1,374.5%* 1,350.8**
(0.000) (0.000)
Americas 825.5%
(0.000)
Europe, W. Asia and Middle E. -2,380.5**
(0.000)
Sub-Saharan Africa 1,888.7**
(0.000)
North Africa -1,746.7%*
(0.000)
East Asia -5,831.6%**
(0.000)
S-E. Asia and Oceania 2,479.2%*
(0.000)
Constant -5,613.2%** -5,294.0%* -3,489.4%*
(0.000) (0.000) (0.000)
Observations 20,456 19,447 19,447

Robust p-value in parentheses
** p<0.01, ** p<0.05, * p<0.1
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Appendix 2.3A Unconditional quantile regresson of amount remitted

Uncondition Quantile Regression (1) (2) 3) (4) (5)
Quant 0.05 Quant0.25 Quant0.5 Quant0.75 Quant 0.95

In(remit fee) -0.44858*** -0.46535*** -0.61177*** -0.64638*** -0.73339***
(0.00000) (0.00000) (0.00000) (0.00000) (0.00000)
Number of people remitting to 0.12045*** 0.15027*** 0.18535*** 0.16276*** 0.15981***
(0.00000) (0.00000) (0.00000) (0.00000) (0.00009)
Education: high school -0.04858 -0.07371 -0.00356 -0.14326 -0.52522***

(0.79784) (0.49752) (0.97420) (0.20100) (0.00613)
Education: College, trade, or s. uni. 0.19625 0.02884 0.00762 -0.01917 -0.49710***
(0.25807) (0.77578) (0.94125) (0.85648) (0.00812)

Education: Bachelors 0.20325  0.06948  0.06047  -0.05209 -0.48737**
(0.23104) (0.50069) (0.57276) (0.64189) (0.01475)
Education: Graduate 0.14293  0.07078  0.06301  -0.00476  -0.19192
(0.40686) (0.50773) (0.58434) (0.96852) (0.39252)
Female -0.09132 -0.16364*** -0.19767*** -0.20050*** -0.08747
(0.20182)  (0.00044) (0.00009) (0.00013) (0.27290)
Single -0.14217  -0.08527 -0.23628* -0.02827  0.12026
(0.41821) (0.38495) (0.02635) (0.79830) (0.51947)
Married/commonlaw 0.11049  -0.05852 -0.18066** -0.13811 -0.03845
(0.41094) (0.45319) (0.03217) (0.11064) (0.78163)
Age 30-59 0.00334 0.20296** 013007  0.14590  -0.11674
(0.98045) (0.01796) (0.15377) (0.13152) (0.47811)
Age 60 + 0.15087  0.08245  0.06921  0.18942  -0.05537
(0.42012) (0.48640) (0.57426) (0.13468) (0.79568)
Household size -0.04012* -0.02871** -0.06830%** -0.07365*** -0.10561+**

(0.05456) (0.04718) (0.00002) (0.00002) (0.00008)
HH income $50,000 to $79,999  0.29785** 0.18559*** 0.25185** (0.12286* 0.21322**
(0.00132) (0.00219) (0.00010) (0.06930) (0.04584)
HH income $80,000 to $119,999  0.24127* 0.26330** 0.38380*** 0.18161*  0.08188
(0.01948)  (0.00007) (0.00000) (0.01413) (0.44959)

HH income $120,000 or more 0.22781** 0.41204*** 0.59049*** 0.54692*** 0.61585***
(0.03043) (0.00000) (0.00000) (0.00000) (0.00001)
Years since arrival to Canada -0.00834*  -0.00378 -0.00757*** -0.00655** -0.00016
(0.08468) (0.18068) (0.00938) (0.01954) (0.97070)
Permanent resident -0.02577  0.10685* 0.29402*** 0.40959*** (0.32430***
(0.77653) (0.06885) (0.00001) (0.00000) (0.00311)
Temporary resident 0.18664 0.15265 0.11434  0.34635**  0.25699
(0.22538) (0.17756) (0.38170) (0.01545) (0.30987)
GDP per capita -0.00001 0.00002  0.00002** 0.00002**  0.00003
(0.43607) (0.13489) (0.02876) (0.04298) (0.18421)
GDPpc-squared 0.00000 -0.00000 -0.00000* -0.00000 -0.00000
(0.59123) (0.16706) (0.09365) (0.24459) (0.68466)
Americas -0.06318  -0.09827  -0.09326  -0.06408 0.06091
(0.64086) (0.24041) (0.28184) (0.46000) (0.68278)
Europe, W. Asia and Middle E. 0.28426*  -0.01897 0.13249 0.21838** 0.41287**
(0.05289) (0.83801) (0.17026) (0.02834) (0.02283)
Sub-Saharan Africa 0.11234 0.14072* 0.27829***  0.12831 0.09529
(0.34643) (0.06366) (0.00121) (0.17341) (0.51010)
North Africa 0.28457*  -0.05811 -0.13678  -0.08319 0.15366
(0.06351) (0.58683) (0.20521) (0.43349) (0.34816)
East Asia 0.14993 0.16689 0.24766 0.21452 0.43308
(0.47341) (0.22109) (0.15268) (0.30279) (0.33670)
S-E. Asia and Oceania -0.06830 -0.10775 0.04421 0.06821 0.07266
(0.52988) (0.12340) (0.55987) (0.39091) (0.57284)
Intended for living expenses 0.37087*** 0.47140*** 0.70613*** 0.54249***  0.06230
(0.00000) (0.00000) (0.00000) (0.00000) (0.46754)
Intended for education 0.09069 0.24595*** (.31435*** 0.30477*** 0.24098**
(0.16802) (0.00000) (0.00000) (0.00002) (0.03352)
Intended for emergency 0.10916 0.15836*** 0.15137*** 0.18427***  0.07482
(0.11863) (0.00116) (0.00737) (0.00243) (0.45042)
Intended as gift -0.08791 -0.14029*** -0.21990*** -0.17088*** -0.29529***
(0.25165) (0.00410) (0.00003) (0.00212) (0.00096)
Constant 5.05619*** 6.06953*** 6.89840*** 8.20279*** 10.29164***

(0.00000)  (0.00000) (0.00000) (0.00000) (0.00000)

Observations 4,513 4,513 4,513 4,513 4,513
R-squared 0.08683 0.22812 0.30876 0.28539 0.14805
Robust p-values in parentheses.
**% n<0.01, ** p<0.05, * p<0.1
Note: To correct for methodological difficulties inherent in smaller samgitess, bootstrapping watested

as a resamplingol butdid not yield new evidence or significantly impact the findings without bootstrapping.
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Appendix 24A Unconditional quantile regression of the average amount remitted

Uncondition Quantile Regression 1) 2) 3) “4) (5)
Quant 0.05 Quant0.25 Quant0.5 Quant0.75 Quant 0.95

In(remit fee) -0.27265*** -0.44626*** -0.60865*** -1.05148*** -1.77209***
(0.00000) (0.00000) (0.00000) (0.00000) (0.00000)

Number of people remitting to -0.03289* -0.01699 -0.00727 -0.03285 -0.07368*
(0.09250) (0.24131) (0.61232) (0.13101) (0.08175)

Education: high school -0.04130 -0.19446** -0.07605 -0.32894** -0.01410

(0.77059) (0.02528) (0.37877) (0.01336) (0.95776)
Education: College, trade, or s. uni. -0.03286 -0.15549* -0.10228 -0.26218** 0.18204
(0.80240) (0.05600) (0.21410) (0.03836) (0.47956)

Education: Bachelors 0.09507  -0.05406 -0.06528 -0.30590** -0.06781
(0.46041) (0.51399) (0.44224) (0.02004) (0.80131)
Education: Graduate 0.00175 -0.17284* -0.06695 -0.14633  0.32680
(0.98905) (0.04812) (0.45841) (0.29454) (0.29532)
Female -0.09497* -0.12756%** -0.11175*** -0.12194**  0.10424
(0.07939) (0.00115) (0.00345) (0.02708) (0.41296)
Single -0.15971  -0.09882 -0.00588 0.20687*  0.26979
(0.20765) (0.25137) (0.94216) (0.07442) (0.35983)
Married/commonlaw -0.00536  -0.00086 0.01751  0.01608  -0.20578
(0.95444) (0.99002) (0.78831) (0.85770) (0.35896)
Age 30-59 0.37072** 0.09390  0.04385  -0.09695  0.03475
(0.00171) (0.17887) (0.52808) (0.36189) (0.88912)
Age 60 + 0.37763*  0.14157  0.07705  0.01689  0.52717
(0.01316) (0.13638) (0.40979) (0.90731) (0.13121)
Household size -0.02504  -0.02403* -0.03013** -0.01762 -0.07096*

(0.11550)  (0.05403) (0.01677) (0.33471) (0.05494)
HH income $50,000 to $79,999  0.15589** 0.17360*** 0.15335** 0.06411  0.06902
(0.02600) (0.00074) (0.00225) (0.36673) (0.67566)
HH income $80,000 to $119,999  0.15016** 0.22084*** 0.16413** 0.16120**  0.12798
(0.04541)  (0.00006) (0.00216) (0.04016) (0.46939)

HH income $120,000 or more 0.12464 0.22726*** 0.26621*** 0.40098***  0.32513
(0.12163) (0.00014) (0.00000) (0.00000) (0.11094)
Years since arrival to Canada -0.00332 -0.00320 0.00187  0.00650** 0.00648
(0.35906) (0.16549) (0.40024) (0.04983) (0.39020)
Permanent resident -0.01097 0.05787  0.10254** 0.11268 0.21186
(0.87584) (0.25822) (0.04013) (0.11567) (0.21114)
Temporary resident 0.13709 0.18123* 0.02638  -0.29030* -0.54591*
(0.30430) (0.06055) (0.80349) (0.05080) (0.09442)
GDP per capita 0.00001 0.00003*** 0.00003*** 0.00004*** -0.00002
(0.58113) (0.00033) (0.00002) (0.00176) (0.45947)
GDPpc-squared -0.00000 -0.00000*** -0.00000*** -0.00000** 0.00000**
(0.51407) (0.00105) (0.00029) (0.02133) (0.04223)
Americas -0.41122*** -0.57616*** -0.47532*** -0.41532*** (0.55367**
(0.00003) (0.00000) (0.00000) (0.00002) (0.01636)
Europe, W. Asia and Middle E. 0.12096 0.06099 0.06866 0.31484*** (0.89369***
(0.13022) (0.37064) (0.35808) (0.00714) (0.00124)
Sub-Saharan Africa 0.03558 -0.09345 -0.14034** -0.14410 0.35536*
(0.66195) (0.14793) (0.03834) (0.13961) (0.09926)
North Africa 0.05004 0.02780 0.09199 -0.01669 0.29573
(0.59238) (0.72555) (0.30127) (0.90131) (0.23776)
East Asia -0.20985 -0.19171** 0.12393 0.60099** 1.99840**
(0.11483) (0.04339) (0.27644) (0.01372) (0.01440)
S-E. Asia and Oceania -0.20567*** -0.36946*** -0.34112*** -0.61136*** -0.08265
(0.00521) (0.00000) (0.00000) (0.00000) (0.68945)
Intended for living expenses 0.01013 -0.00764 -0.03300 -0.12872** -0.23321*
(0.85504) (0.85094) (0.40411) (0.02786) (0.09277)
Intended for education -0.06340 0.05080 0.04304 0.09073 0.28852*
(0.34790) (0.28143) (0.36871) (0.20363) (0.09624)
Intended for emergency 0.05613 0.05432 0.12112** 0.10623* 0.12820
(0.34273) (0.21219) (0.00492) (0.09353) (0.40180)
Intended as gift 0.06084 -0.06253 -0.12510*** -0.20216*** -0.45664***
(0.28645) (0.13581) (0.00215) (0.00065) (0.00077)
Constant 4.60184*** 590107*** 6.60781*** 8.22309*** 10.47385***

(0.00000)  (0.00000) (0.00000) (0.00000)  (0.00000)

Observations 4,379 4,379 4,379 4,379 4,379
R-squared 0.07083 0.22557 0.32631 0.38858 0.24508
Robust p-values in parentheses.

*** p<0.01, ** p<0.05, * p<0.1

Note: To correct for methodological difficulties inhetdn smaller samples sigebootstrapping was tested
as a resampling tool but did not yield new evidence or significantly impact the findings without bootstrapping.
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Chapter 3: Migrant Channel Modality : Unpacking Choicesin
Canadian Remittance Transfer Mechanisms

Abstract: On a global scalethere exist a plethora of international targets aimed at both
encouraging andormalising remittancesin part due to their potential to support
international development efforts but also in controlling and monitoring illicit flomws
Canada, remittance outflows have received
increase inmmigration flows At approximately6.1 billion USD in migrant outflowssent

in 2019, Canadé& remittancesutpaced official development assistance for that year.
However, despite efforts to promdtemal remittancechannelsinformal remittances that
arenot captured through banks or other formal remittance service providers, continue to
flourish amongspecific population segments. What determines which mechanisms
migrants choose to remit funds abroad? Why is it that migrants contiuseittformal
methals, particularly cash transfers, despite the availability of numerous formal
alternativesThischapteranalyseshe micredeterminants of remittance channeddality,

or channethoice usingasurvey of 22,908 migrants to Canadghe findingspositthat the
frequent dichotomisation of formal versus informal remittances is reductionist in that it
obscures crucial differences across remittance channels. All else held requtkrs
sending tocountries with larger informal sectorsvere more likely to resort to money
transfer operators (most of which offer cash pickup options to recipigatis)nformal
methods. Moreoverd u e t o Ca n gedgaplgcapasitionglity,eash transfers
operate quite idtinctly from informal methodscontrary tothe evidence fronrmumerous

other countrieshat share land or relatively proximate maritime borders

Keywords: remittances, payment instruments, informality, Canada

Data disclaimer: This research was supported by funds to the Canadian Research Data
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3.1Introduction

According to the World Bank, the approximat&lyt billion USD in personafremittances

T of which 6.1 billion USD in migrant remittancéssent fromCanada ir2019 outpaced

its official development assistance (ODA) for that ydaerived from the balance of
payments, these estimat@® often limited tdormal monetary transfers through banks
credit unions,and other established money transfer operators (MTOS) asudNestern

Union and MoneyGram. If informal flows such as cash haardied across borders,
undisclosedpostal goods, and other transféraiere accounted for, then the estimates
would be even larger. In the presence of such sizeable formal flows atidreddnformal

flows, many scholars have asked how to harness remittances and better leverage them to
advance international development goals.

However, ascertaining the magnitude or documenting the extent of inherently
unmeasurable informal flow use reimaa significant obstacle to understanding their scope
and policy significance. A fareaching informal sector globally has spawned a profusion
of innovative methods of estimating the size of the informal or shadow ecoktsimg
everything from satellitenages of night lights as a proxy for economic acti(@posh et
al., 2010; Tanaka and Keola, 2017; Beyer et al., 2@l&) array obthersources (Henley,
ArabsheibanandCarneiro, 2009Medina and Schneider, 2018Jumerous efforts exist to

estimatehis centrallatent variablé the informal sector.

4 |nformal channeltypes are generallgorridor or culturespecific such ashawak and hundi practiced
amongthe Middle Eastern, South Asiaand certain Africa diasporasfei chienin China,padalain the
Philippines,Chuyen Tien Tay Bia Vietnam,or viajerosin Mexico (Basu and Bang, 201bternandezCoss,
200%; Yang, 2011)All these methods are informal methods that became more sophisticated owandime
are specific to certain corridorslowever, it is worth noting that a multitude of additional informal cash
agreements exist and contribute to the size apditance of informal remittances.
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Remittance dategenerally do not capturéenformal flows. This oversight is
significant sincesome suggest th#thesetransfers coulatonstitutebetween two and ten
timesthe amount ofo f f i ci ally reported gl obalBy remit
contrastmore conservativestimatesstill estimatethemat 1.5 times the monetary value
of formal remittanceg{Sander, 2004reund and Spatafora (2008) cite market observers
estimatingnformal flow sizes across various corridors as constituigtgzeen 50 and 250
per cenbf formal flows and estimate informal flows to developing countries as constituting
35to 75 per cenbf official flows (citing high regional variation)

Althoughthere exist potential advantages of informal remittance channels in terms
of cost, speed, accessibility, and anonymity (Kapur, 2005; Pieke, Van Hear, & Lindley,
2005; Siegel, Vanore, Lucas, & de Neubourg, 2010), informal channels suffer from
reliability issues(impacting the sender and recipieay well as a lack of transparency
(impacting the ability to measurmonitor, and regulatélows). Within the development
spherethereliability of channelsandpotentialabuses of vulnerable migrant populations
are of grave concernBecause ohbuse concerngprograms exist around the world to
support safe financial transfeFor instance, in Nepal, the Safer Remittances and Improved
Livelihoods (SRIL) project in the districts of Surkhet and Kailalbrks to addess
unreliable informal sector transfer mechanisms (Oxfam, 2012). Through this initiative,
which supports seasonal migrant access to financial services and the safe transfer of funds
at minimal costyulnerable Nepali migrants are less likely to face basrsuch as the need
to bribe border guards, theft, or loss of remittance fuiitiese risks are inherent to
Nepalese labour mobility and reliance on haadied cash and traditionlalindichannels

(Thieme and Wyss, 2005).
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Transparency concerrand concerns from the security community acsdthe
impetus to monitor and measure unofficial floR$zor security expertshe New York
terrorist attacks on September 11th, 200kewt h e s e c u atientign tofthesel d 6 s
transfers, given the possity that remittancesould be used tdund terrorist activities.
Although there existed an abundance of research on informal networks used for illicit
activities such as tax evasion and money laundering (Shehs, @Cusker, 2005), the
2004 9/11Commiss i onds report |l ed to a dramatic i ni
(National Commission on Terrorist Attacks upon the United States, Ro@d, Greenburg
and Wille, 2004 The regulation that ensued was in stark contrast to the financial
deregulabn of the 1970s and 1980s (Seddon, 2007).

Within Canada, the federfihancialreguldor, the Office of the Superintendent of
Financial Institutions (OSFI), and the Financial Transactions and Reports Analysis Centre
(FINTRAC) , Canadabds f i nanci aProcéedstoeCrime genc e
(Money Laundering) and Terrorist FinancingctA have been influential in extending
oversight to MTOs in the early 2000s. Furthermore, as part of the Act, the Canadian Border
Services Agency (CBSA) enforces declarations of 10,000 Canadian dollars or more being
handcarried,or money sent through pasbffices.

Canada serves as an excellent case study of remittances; specifically, the study of
channel choice or modality in the light of the persistence of informal methods. In Canada,
in addition to abiding by provincial regulatory frameworks, moneyisebusinesses must

register with FINTRAC and comply with the CanadiBnoceeds of Crime (Money

50 The topic of the security dimensions that shaped modern remittance formalisation efforts are explored in
Chapter 4.
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Laundering) and Terrorist Financing A¢t Various 2002 to 2006 amendments added
recordkeeping, client identification, and other reporting requirements uhdérct.

Moreover, nformal flows are estimated to face lower transfer costs than their
formal counterpartsSander (2004) estimatdsataverage global informal remittance costs
aroundthree to fivgpercent.Canadian remittance outflowlsrough banks and MTQsace
transaction cost estimates around 7.4 per cent for 200 CAD and 4.8 per cent when sending
500CADaccording to 2017 e s Ramitianted’scesoMorldvitee Wo r
(RPW) database. lcontrast, the SIMT estimates the average cost of informal networks at
44percennf t he amount remitted du(compagdtonangr ant
overall average of 5.6 per cent across all channels and amountsSseptjsingly, this is
not farbelow market rates (aroursgvenper centglobally according to RPW data) and
may explain the high degree of Foonalisetidni sat i c
may also reflect high trust in institutions atiek belief that formaltransfers are more
reliable or safer.

Albeit subduedinformal channel use endures in Canada despite high regulations,
the availability ofnumerous formal alternativesglatively limited cost benefitsand a
significant level of isolation from OD+ligible countries that precludes or inconveniences
myriad informaland hanetarried transactiondHence, ae expectsmore informal and
poorer economies to rely on informal methddsspite thisrecipient country informality
(as explored in depth later in thikapter) is not a precise or sufficient determinant in
explaining remittance informal channel modality in Canadand significantly flawed

based on the findings in this chapter.

5'Refer to FINTRACO6s Wwed/swnfietradcanafe.gmaimebsndneskeagdi. | s (
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Using SIMT data of 22,908 migrants born in Of2Agible countries within
Canala, this studyddressethe following research question/hy do remitters in Canada
opt for certain channels but not others? What micro determinants push remitters to continue
to opt for informal methods and casHesequestiors areespecially policyrelevant given
the largescale international efforts to formalise flows and steer migrants away from
informal channelsMoreover, these questions seek to explain the underlying reasons why
the use of informal channeis only weakly linked taecipient coatry informality, and
informal channels continue to be used in Cardatpitean assortment of alternatives

In addition to answering theentralanalytical puzzles, this study contribsite a
growing body of knowledge thahpackghe dichotomisation beten informal and formal
flows prevalent within the remittance literature. Pieke, Van Hear and Lindley (2007)
correctly point out thathe informal remittance categorisatianerelyserves as a residual
category for all remittances that are unaccountedfosa ct i ng as a Af akebo
Unpacking the dichotomisation of formal and informal in remittance chatews$ion
makingis a research prioritylhis isespeciallyimportant forthe array of new innovative
money transfer methods from mobile transfers such €8B8A (Jack and Suri, 2011),
digital methods (Dimbuene and Turcotte, 2020), @ggto-currencies that rarely fit neatly
into this binary narrative.

The chapteris dvided into five sections. Sectia®2 comprisesan overview of
similar studies using large sample individual and household data analysis and proposes a
simple analytical framework to understand chammeldality. Section3.3 providesan
overview of channelusage and remittance factor preferengathin the Canadian

remittance markethroughchanneldisaggregated summary statistics of 8I®T data.
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Section3 .4 outlines the methodology and the techniques utilised to test the proposed model
empirically. Sectior8.5 providesan indepth study of the regression results, ultimately
leading into Sectio3.6 that deliversa shortsynthesis of the chapter findingacluding

policy implications and future research avenues.
3.2 An analytical framework of remittance channelmodality

As explained in previous chapteRussell (1986) provided an excellembdel of splitting
the underlying remittance decisiomaking procesthatmouldel the evolution of the study
of remittancesof the last three decade$he framework divides remittance decision
makingat the individual or householéevelinto centralnodeswhetherto remit, how much
to remit and through which chann#&.Altogether, these three choices form the basic
framework of analysis for the micro determinantef which the former two featurén
Chapter 2In contrast witlihe previous chapter, this chapter narrows in odéberminants
that affect channehodality.

In converging on the study afhannelmodality, elucidating the sequence of
remittance decisionprovides the necessary theoretical contéxtbetter understanthe
positional ity oWithirtthedroasar resbyrdn sigerfcdgandehgmicp s

remittancedecisioamaking®3 The purpose of this sectiontis outline a clear theoretical

52 Note that Sharon Russell (1986) provides a vital fourth node for development schetavsivis r eci pi ent
choices of how to use the remittance funds (broadly split between consumption astingms uses).

However, this fourth node is not relevant within the context of this chapter and was therefore dropped as in
previous chapters.

53 In contrast with micro remittance research at the individual or houséhat macreanalyses of
remittancestudy aggregate flows and rely on countries or regions as the base unit of analysis. Consequently,

the distinction of remittance decisions and research agenda is quite different since aggregate remittance
channel modality data are extremely limited. Thame macro studies rely on the narrower dichotomisation

of formal and informal channels or the omission of unmeasured informal flows altogether.
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framework of channel choigceeview the existent empirical literature within this issue area,

and layout the main hypothesthataresubsequentlgmpiricallytested
3.2.1Developing a channel decisioimaking model

This section overlagithe firstlast mile framework (Hernandezoss, 2005a; Hernandez
Coss, 2005b; Hernand€xoss and Bun, 200With six main determinants or factors from
the literature omemittancechanneldecisioamaking The parsimonious model identifies
three main actorswith one per stagé he three stages of the model involve the sender
(first-mile), intermediaries such as remittance providamgermediary stage)and the
recipient (lastmile).>*

Six main factors are selected define the model furthersender convgence
(including acces#, and knowledge othannels), recipient convenience, cost, timeliness
of transfer, reliability othe channel, and recipient needsdre precisl, the urgency or
importance of these need3)he modebs valueadded stemsfrom detailing the various
factors that affect each step within the proc&bsesix factors abovaffecteach stage of
the model and therehsnpact channel choice.

The firstmile, or sender, is directly impacted by sender conveniesgarding
access talifferent channels. For instance, lower levels of convenience may stem from a
lack of access to certain types of chanmlsligital meansbut may also be linked to
migratory status For instance, ndocumented or temporary immigramsay favour

informal methods (De Haas and Plug, 2006; Karafolas and Konteos, 2010).

54 Intermediaries also include network linkage infrastructures that handle international payment systems
connet both host and home country remittance transfer providers are connected (IMF, 2009). These
intermediaries are not included within this chapter given its focus on reteiterdecisioamaking rather

than delving deeper into the inner workings of the payinconnection between remittance service providers.
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The second stage involves the interaction of market actors and fund transfer
services. Tl stage focuseon remittance service providers (RSPs) of all typasluding
the remittershemselves in cases where the funds are-bamied. The main determinants
in this stage are transfer cost, thethods timelinessand thechanneds reliability. Siegel
andLucke(2013) outline the importance of these three factors on channel chdibewan
they can influenceemitter® choice All else held equal, remitters prefer cheaper, faster
and more reliable methods. However, higher reliability and speed geremaifyahigher
costtradeoff, such as MTOs. Informal methods may come at lowstsc@iddiqui and
Arbor, 2003;Sander, 20040rozco, 2005Ullah and Panday, 2007; Freund and Spatafora,
2008 Orozco, 2010Basu and Bang, 2015; Orozco and Klaas, 2020 they are generally
slower? and the reliability fluctuates immensely. Overall, the decisions imposed by these
intermediaries aressentiaf act or s i phoitelofehanmemodhldyr 6 s

The lastmile refers to the end distribution to recipients. This stage notes the
importanceof distribution channels, the links between sender and recipient communities,
accessibility to banking services, and the needs and effects of remittances on recipient
communities. The focus here is on the urgency or need foruadd their accesor

specifically convenient acces$y distribution channeJsvhether they be banksredit

55 Although Ullah and Panday (2007) find contradictory evidence in the case of Bangladeshi remitters in

Hong Kong and Malaysjavhere migrants overwhelmingly preferred informal methods citing lower costs

and faster transfer speed. However, respondents did acknowledge informal methods carried a significant
amount of risk relative to formal alternativesiddiqui and Arbor(2003) also find that certain informal

remittance methods outpace delivery timesheifrtformal counterparts, despite evidence to the contrary in

the SIMT dataset used in this chapter (and Chapter 2).

%Despite this chapterodos focus on the needs of recip
of the transnational household, including the senders themselves. For instance, a sender intending on
remitting as an investment forwhentheyrem t o t he fAhomed country could b
to remit influencing the amount sent and channel modality. A broad literature on remittances ranging from

pure altruism, to tempered altruism, to pure-geirest exist¢Carling, 2008nd caild serve as a potential

expansion upon the current model if additional data on remittance motives is available.
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unions,MTOs, microfinance institutions, department sto@grencyexchange houses,
post offices, or other channelsnancial access and financial literaayd cultur&barriers
and language (Sander, 2004; Pieke et al.,, 2@0b)lay a vital role in recipient
convenience. For instance, banks often require acces$srit@l financial networks
whereas MTOs generally offer cash pigk options, albeit atraadditional cost or
premium As another example, in a studyrefmnitter willingnesstopayiNi ger 6 s mo b i
remittancemarket Aker, Prina and Welch (2020) report high regional variation that, since
correlated with agent density, indicates infrastructure may caestitutical barrier to the
remittance markets. Furthermore, this result holds despite perceptions or beliefs of lower
fees within the mobile transfer market among respondents.
It is also worth noting the possibility of interaction effects, especiallgresheeds
or urgency areital. For instancea natural disaster or crisis would increase urgency and
need for fundsincrease time sensitivitgnd decrease cost sensitivitjoreover, disasters
may also be associated with temporary transfer impedimentiiding closures or
disruptions to electrical powetisproportionately impactindigital channels and travel.
Despite the sender acting as the central decisiaker, they base their decisions
on factors or perceived factors as rational remittéhsitare influenced by eadtage and
actor. Tre sender makes their channel choice based on the different factors (or

determinants) thaaffect each actor through backwards induction Iofiés succinctly

57 This model assumes agent (remitter) rationality but is expanded to take imperfect information into
consideration. For instance, financiattitcy and awareness of alternate mechanisms of transfer could affect
decisionmakingi as evidenced by data in Figure 3.4. Albeit incomplete in assuming ratiopatitsding

a baseline analysis of the average rational remittgtds a critical first $ep in studyingnodality and social
behaviour. Only once this rational baseline has been established can research dig deaher ifstctors

such asutliers ordeviations from rationality since, by definition, one could not presuméientify factors
unexplained by rationality without having first established said rational factors
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modelled in Figure 3.1, the sender weighs the fadtuitsencing each stage of the
remittance flow when selecting a transfer mechanism.

Figure 31 Sender channel decision model using backward induction

First Mile Intermediary Stage Last Mile
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Note: The bottom blue arrow designates the process of backward inductisiogiciis based on the sender
being the sole decisiomaker, but they base their remittance decisiorvanousfactors, including their
perception of intermediary stage and daste influences, such as recipient preferences and transfer
mechanism effects.

Although identifying the decisiemaking process as purely rational is analytically
reductionist, it providg a critical baseline that can subsequently be used to study deviations
from rational causal factors. Moreover, deviations from preferences do not necessarily
imply deviations from rationality but are also attributable to personal circumstances and

constrants i namely income, educational attainment, ardious socioeconomic and

Despite the structural constraint approach of the model (Figure 3.1), cultural preferences and habits also play

a role, which this rationalitpased framewt does not take into consideratidaimbo (2003) describes the
fadher ence t o -eusntwarbiltitsehne db ucto dweesl |oHawalanesvorks&ar siorepr act i c
information, refer tdSection 5.2.2 of Chapter 5. However, in light of the objectiz¢his chapter studying

trends in average channel modality across all Canadian outflows, it is not feasible to document all corridor

and cultural specificities that influence remitter decigiagking. Such an exercise would be better suited for

an analyss of specific corridors or diaspora than a broader study of Canadian outflows.
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demographic factors.hHerefore, he model is based on sender perceptionscandiders
imperfect information (frequently linked to a lack of financial literacy) and other
asymmetres in information relative to other actors.

Since increased recipient needs also translate into larger volumes of funds sent, one
mustaddresghe simultaneityfendogeneitypf the decision between the amount remitted
and channeiodality. As AmuedeDorartes and Pozo (2005) correctly point out, not only
can the amount sent influence the choice of channel, but the choice of channel may also
affect the amount sent. Thegnultaneityoccursbecause those using MTOs may choose to
remit less frequently but imore substantiadums to take advantagetbé lower transaction
costs associated wigtonomies of scale. Hence, ieissentiato fully understand the dual
or two-way causality that can potentially introduce endogeneity into the study if not
adequately corrected.

Numerous demographic and socioeconomic characterestieslatewith channel
selection. Subsequent sections link various household and individual chatiasterthe
factors listed above, namedpnvenience, cost, timeliness, reliability, and neg@tisough
the theoretical lengleveloped in this sectipin combination with quantitative empirics,
one can surpass an analysis restricted to correlations axmyemnunderlying causal
mechanism&Ex pounding different popul ation segme
not only insightful in terms ofocial scienceheory,butit also provides policyelevant
resultsregarding migrant preferences ama doing so, can supponpoliciesto address
specificcausalfactors betterlt also serves to identifhe main factorshindering migrant
access to formal mechanisms and which groups of migrants areomlesistikely to be,

affectedby the myriadprograms and policies aimed at remittance formalisation.
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3.2.2Review oflarge-N empirical work

Although thereexistsmacraelevel work on channemodality (Sander, 2004; Freund and
Spatafora, 2008; Kupets, 201#)esestudies arsomewhatimited in detail in that they
tend to dichotomise formal and informal flovy contrast, lhis sectiorprovidesa brief
overview of studies onhannel choice micrdeterminantsising largesample analyses at
the individual or householi@vel. Thisreview helps isolate common trends and sttiuy
methods employedwvhich inform ths chapteds structurewithin the Camadian context.
Four such studies stand out in the literature.

AmuedoeDorantes and Pozo (2005) study a sample of approximately 6,000
Mexican migrants returning from the United States using ftata five waves of the
Encuesta Sobre Migrawmi en la Fronterdorte de Mexico. These data, collected by the
Colegio de la Frontera Norte, cover eight northern border cities and contain information on
four main remittance channels: banks, MTOs, informal mechanisms (including cash) and
othes (acting as a catehll varable for all other types of transferd)sing multinomial
logistic regression analysis, the authors treat each channel as a separate dependent variable.
Further, to correct the simultaneity in chanmeldality and the amount sent, the authors
use the number of recipients as an instrupsamte it is assumetiis instrumental variable
(number of recipientg)ffects the amount sent big not causally linked to channel choice.

To do this, Amueddorantes and P0z(2005)use a Tobit model of the dollar amount
remitted on family size and other factors and save the predicted valusslibaguently
serve as an instrumeintthe multinomial regressiamodel of channaihodality. The main
findings attestthat financidliteracy (or knowledge of alternative channels) and acmess

formal financeare the main factors underlying channel decismaking Those innon
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permanent forms of employment, new arritalshe United Statesnd rural migrants are
more likely to reert to informal methods.

Kosse and Vermeulen (2014) study the channel choice of 501 remitters in the
Netherlands using the previousmd nt hsdé remi ttance data col | €
in 2009. The authors analyse five main transfer mechanismss,bEHKOs, informal,

ATMs, and cash (brought by oneself) transfers. Unlike Ami2adi@antes and Pozo (2005),

Kosse and Vermeule(R014) do not control for the endogeneity bias created by the
simultaneity inchannel choicandthe amount senHowever, the authosositthat, while

it is reasonable to assume migrants may remit less frequently to take advantage of
economies of scale in transfer cg$ttheir dataareless likely to incur such biases since it

spans ovet2 monthsThe findingof this study suggest that while education, costs, access,

and financial development of the receiving country playiraportantrole in channel

choice, preferences, such as a preference for cash or online banétiggneral payment
behaviour carry limited explanatory powerThe limited explanatory power of general
payment habits (preference for cash and internet bankorginstance) is weakly
significant when controlling for ATM density in the receiving country #mel remitteds
education. Howevert ibecomes statistically insignificant onself-reported remittance

channel choice reasons such as speed, sender convenience or ease, and lack of recipient
bank access are includeg.ur pri si ngl vy, the number of vis
and household characteristics, other than education and urban dwelling, are largely

statistically insignificant.

58 Especially amongst MTO transfers, the transfer costs are generally set by bracket. Hence, remitting 100$
once a month may be far more expensive than remitting 200®iihly.
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Siegel and Lucke (2013) use a 2006 sample of approximately 4,000 migrant
households in Moldova, of which 1,139 have bilateral remittance relaipsnstith
recipients abroad. Like other studies, the autlisesmultinomial logistic regression for
three separate dependent variables: formal services, infapeshtors,and personal
transfers. The authors find that key reasons not to use formal metivha$e lower
informal sector transfer costs, irregular or undocumented status in Mpldogathe
shortness of stay (short migration spells and temporary or seasonal work). Furthermore,
and surprisingly, migrants that are more likely to use informal edstinclude those from
highrincome countries (mainly within the European Unammd possibly attributable to
frequent travégl Less surprisingly, those that favour informal services care primarily about
cost over convenience, speed, security and familiantl; on average, do not hold a bank
account.

Karafolas and Konteos (2010) studibanian immigrant8experiencan Greece,
specifically in Central Macedonia. Using data collected between August and November of
2007, the sample includes 300 permanent @3dskasonal migrants and include data on
three separate channels: banks, MTOs, and cash carried by the migrants or their relatives.
As in theprevious studies, the autharsemultinomial logistic regressions and find that
handcarried methods arpreferrel. Furthermore, they find that seasonal immigrants
favourcash (equated to informal methaddpweverwithin the formalremittancesector,

seasonal immigrants prefer MTQ¢hile permanent immigrants favour banking networks.
3.2.3 Hypotheses

Two main hypotheses are derivedm the theory outlined in the previous secti®he

first hypothesis, that each factor in the fitstlastmile framework impacts channel choice,
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congsts of five subhypothesesi one for ech preference Isolating these remitter
preferences as key determinants is a crucial step in better understanding why they cannot
be used to provide a otte-one explanation ofhannel choicé largely due tdhousehtd
circumstances and socioeconomic constrairts.second hypothesis proposes that highly
informal recipient countryeconomies facilitate informal channatcess andnhfluence
perceived transfer reliabilityrhe hypotheses are as follows:

H1If remitters identify a certain factor from the fitstlastmile framework, then this factor
will impact channel modality.

H1a If migrants identify senddrecipient)convenience as the most important factor
influencing their remittance behaviour, then thEbpensity to use formal channels
increasegdecreasegklative to other channels

Haib If migrants identify transfer cost as the most important factor influencing their
remittance behaviour, then their propensity to use,dastrmal methodsand
cheagr formal methods (such as digital method®reasesrelative to other
channels.

Hic If migrants identify timeliness as the most important factor influencing their
remittance behaviour, then their propensity to use eashinformal methods
decreaserelative to other channet$.

Hid If migrants identifyreliability as the most importanaétor influencing their
remittance behaviour, then their propensity to theechannelthey identify as
reliableincreases relative to other channels.

Hie If recipient needs increase or needs are related to subsistence, health, or
education needs, then magt® pr opensi ty t celatvesteotheras h d ¢
channels.

Furthermore, in the event of increased needs, particularly emergencies, needs are
expected to have interaction effects with other factors (e.g., in the event of a crisis affecting
the redpient, senders could become more sensititeatosfertimeliness and less sensitive

to transfer fees). See Table 3.1 for a detailed breakdown of expected signs by hypothesis.

59 Mixed evidence on the timeliness of informal methods exists where some show evidence of slower transfer
speed $ander, 200dand others document migrants claiming faster transfer spdials énd Panday, 200.7
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H2 If the relative size of the recipient cour@rgnformal economys greaterthen migrants
have a higher likelihood of resorting to informal channels to remit.

Table 31 Expected signs for channeainodality determinants

H1 Remitter motivation Channel expected sign
Formal Cash Informal
al Sender convenience + + -
a2 Recipient convenience - + +
b Lowtransfer costs - + +
c Timeliness of transfer + . +
d Reliability of method + - -
e Recipient needs (urgency of funds) + - +
H2 Informality path dependence
Informality of recipient country (access and convenience) - + +

Note: Formal channels are treated as a homeggs caggory, yet subsequent findings suggest numerous
differences exist between selecting banks and credit unions, MTOs, and digital transfer mechanisms.

In addition to the hypotheses listed above, humenutesactiors and household
socioeconomics and demographic characteristres consideredFor instancehigher
incomeor more educatenhigrantsarehypothesised to bless likely to resort to informal
transfer methodsMoreover, demographic factors such as@geelde with greatemse of
digital channel use (most likely linked to convenience factors)aahajher number of
children as an indicator for lower need to remit to family ab(oaakt likely an indirect
estimation of recipient need®)Othertests orvarialdes such as gendeheregion of birth,
household size, marital status, residency status, diaspora size, and year of arrival in Canada

identify links to channel choice and their underlying factors.

60 Unfortunately, it is not possible to &w whether a larger number of children captures a lack of desire to
remit since the children are already with the parents in Canaitteyeased expenditures raising the children
leading tofewer remittancesent abroad.
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3.3Data on channel selection in Canada

As mentioned inChapter 2,Global Affairs Canada commissioned the SIMT, which
Statistics Canada conducted2018with data released in 2019 (Dimbuene and Turcotte,
2019). The survey offers the first large data sample of @DAi gi bl e country bc
remittances out of Canada withwbstantiamount of detaitegardingtheir demographic

and socioeconomic bagkounds Moreover, the survey contaimpiestions about their
motives remittance frequengyamount (accounting for both formal and informal transfers),
the cost of sending their last transfaend other details that were unavailable until fbw.

The restrition to ODAeligible country born individuals is particularly relevant in the
context of this researchgiven the focus on tackling the Canadian international
development role of remittances as part of its global commitments. Furthermore, the
sample sizeof 22,908 individuals is remarkable given the substantially smaller sanfple
past studies. & suchjt offers detailedinsights into remittance chansdbr the first time

in the Canadian contexf.he Canadian case is also interesting in that the d#stina
countries are geographically distant, which heavily impacts informal channels relying on

geographical proximity or frequent travuelthe case of handarried flows.
3.3.1 Reclassifying remittance channels

This section highlights key trendsipacting Canadian remittance channel modality by
unpacking the dichotomisation of remittances between formal and informal categeries
hypothesised, different factors influence remittance modalityile cashis oftengrouped

under informalcash flowsare substantially different in the Canadian context and should

61 Statistics Canada. (2018). Semglimoney homehttps://www.statcan.gc.ca/eng/blog/cs/seneimaney
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not be treated gzart of an already heterogenemi®rmal categoryFormal methods also
carry substantial differences, as is the case for transfensgthbanks and credit unions
(in-person) MTOs (inperson), and digital methods (for all types of channels, including
banks and MTOs).

Figure3.2 indicates the aggregation of channels from the disaggregated categories
outlined in the surveyAnalogous channelsare regrouped fothree reasons First,
collapsing these categories together simplifies the analysis of commonalities across
channel typesand helpsnarrow down main trends in channel decisioraking across
groups of channelsSecond, the regrouped catege facilitate comparisons to other
studies, such as those outlined in the literature review, that use similar channel
classifications. Thirdthe main motivation lies ikrompiling categories that respect the
Independence of Irrelevant Alternatives (ll&gsumption for the subsequent multinomial

logit analysis (Hausman and McFadden, 1984; Long and Freese, 2006% 275)

52 The basic Hausmartest (i.e., without seemingly unrelated estimatjowloes not accommodate for
significant differenceén channel use across categoffeamely the substantial usage ofpgerson MTOs),
which violate the t es tsdesieraiayniBiata aotrectsfor thBos mone metailso n s .
on Hausman IIA testing using seemingly unrelated estimaticatisfy the teé asymptotic assumptions,

refer to Appendix 3.1A.
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Figure 32 Channel category aggregation
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For the purposes of thhapter, the SIMT channels are best reclassified as banks
and credit unions (#person), MTOs (in person), digital transfer systems (banks, credit
unions, MTOs, and others), cash transfers, and informal remittance systems (see Figure
3.2). This reclassif@tion is based on common trends and explanatory fattaksth
regards to formal differences, banks and credit unions are dissimilar to MTOs when
studying theirimpper son usage by the remittersdé | ast
per cent of sumy respondents) and average fee (4.2 versus 6.2 per cent of the amount
sent). However, the distinct characteristics when remitting using digital remittance
met hodsd6 respective websites or apps are m
were 3.9 pr cent and were 4.5 per cent for money transfer stores online. As for informal
channels, cash carried by oneself abroad or brought back by relatives visiting is entirely
separate from giving cash to someoherast o car
other forms of cash have no explicit cost) or other informal meti{osr additional
details on similarities across disaggregated channels, refer to the SIMT report by Dimbuene

and Turcotte (2019) or refer to Figure 3.4 for differences in use.
3.3.2 Channel modality factors and determinants

Canadabds geographical seclusion from much
and informal methods far less conventional than similar countries that are more proximate

to ODA-eligible countries. Many fons of informal transfersyhich rely on proximity to

53 Moreover, several iterations using distinct categories yielded similar or redundant results that were not
statistically significantly different. One noteworthy test in addition to is#veategory iterations is the
Hausman lIA test as outlined in the previous footnote and Appendix 3.1A.

“Note that Aotherd methods were also classified as
resembled those of the informal chanaslwell as in accordance to previously cited works that denote

Ai nf or maialbterm encompassing a broad range of, generally corridor and diaspora specific,
heterogeneous channels.
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ODA-eligible countriessuch as those described in the literature revokvnot apply to
the Canadian context. The limited use of informal methods and cash due to their
inconveniences in Canada (lowesgl of transfer, low sender convenience, and relatively
low reliability) can be traced back to distance and limitations on physical trafts@ash
transfersare mainly a matter of convenience when migrants return to their native countries
or receive visitors wheeturn with the fundsThe decision to remit using cashngpacted
by high travel costs in and out of Canada to the closest-6lig@ble countriesand the
timelinessand reliability of transfering physical cash. So, beyond the convenience of
handing cash when visiting or being visited, why are cash transfers and remittance channels
used at all in Canada?

Table 3.2 presents summary statistics by cebmost frequently used in 2017 that
indicated thgtamong the 36.9 per cent of OBgNgible country born migrants in Canada,
just shy of twethirds of remitters favoured inperson MTOs. This overwhelming
favouritism over other channels is puzzling attfgkance given all other channels were
cheaper on average as a percentage of the amount transferred. Furthermore, the low cost of
transfers through banks and credit unions are surprising given they are frequently listed as

the most expensive channels adiog to the RPW dataset (see Appendix 3.2A).

55 Note that these traits differ significantly from some made irréhgittance literature, whereby informal
remittance networks often provide faster and cheaper transfers (even when compared to MTOs and digital
transfer methods). Refer to Section 3.2.1 for detalils.
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Table 32 General characteristics by channelised most frequently in 2017

Remitters by channel in Canada

Total sample  Banks and Digital Money Informal
) ) Transfer Transfer ~ Cash Transfers .
Credit Unions Remit Systems
Systems Operators
Remittance use in 2017 36.9% 9.5% 13.7% 65.6% 5.2% 6.0%
Remittance characteristics and preferences
Amount sent in 2017* 1050 6844 4127 2171 1807 1861
Remittance frequency 1.8 3.3 6.8 5.5 1.7 3.4
Remittance fee (last transfer, %) 5.6 4.2 3.8 6.0 - 4.9
Most important remit factor: sender convenience 14% 17% 25% 15% 12% 11%
Most important remit factor: recipient convenience 24% 19% 16% 30% 25% 28%
Most important remit factor: cost 18% 15% 24% 14% 25% 25%
Most important remit factor: reliability 35% 42% 28% 30% 31% 30%
Most important remit factor: timeliness 9% 7% 7% 11% 7% 5%
Intended for living expenses 59% 49% 62% 62% 46% 55%
Intended for education 22% 15% 24% 24% 11% 14%
Intended for emergency 25% 19% 24% 27% 17% 20%
Intended as a gift 35% 32% 39% 33% 44% 39%
Remitter profile
Female 52% 47% 48% 52% 55% 48%
Age 18-29 16% 9% 19% 11% 12% 13%
Age 30-59 62% 62% 74% 74% 66% 66%
Age 60 + 22% 30% 7% 15% 23% 21%
Single 20% 14% 19% 16% 15% 17%
Married or commonlaw 68% 75% 73% 72% 73% 72%
Widow or divorced 12% 12% 7% 11% 12% 11%
Household size 3.5 3.4 3.4 3.7 3.7 3.9
Children 0.9 0.7 0.9 1.0 0.9 1.1
Language: No English or French. spoken at home 61% 57% 54% 60% 65% 62%
Household income under $50,000 37% 27% 25% 36% 27% 30%
HH income $50,000 to $79,999 24% 22% 24% 28% 23% 28%
HH income $80,000 to $119,999 20% 20% 24% 21% 21% 21%
HH income $120,000 or more 19% 30% 28% 15% 29% 21%
Years since arrival to Canada 17.7 20.3 11.3 15.3 17.9 18.6
Permanent resident 27% 25% 38% 30% 21% 22%
Temporary resident 5% 3% 11% 5% 2% 4%
Citizen 69% 72% 51% 65% 76% 74%

*Average is lower in the case of the total sample since it includes zero values for non-remitters.

Source:SIMT

Note: This categorisation was chosen to respect the IIA assumption underlying the multinomial logistic
model (see Section 3.4nd regroups channels categories with similar characteristics. Additionally, these
categories arén accordance with Statistics Canédas ¢ o nfal préserndng sespondent confidentiality.
TheResearch Data Centre (RDC) confidentiality ruksdricttherelease of data analyssthose categorical
variablesthat contain no fewer thatien observations when the dependent variable (channel categories) is
cross tabulatewvith each categorical explanatory variable in the mo#ilresults are weighted based on
recipient characteristics to be representative of the broader Canadian population.

MTOs and other #person storesare heavily usedin Canada to remit
internationally.Interestingly, MTOs were most accessed by leimeome groups due to
their prominence within the Canadian remittance makkétrences in the usage of MTOs
versus otherchannels primarily lie in disparities in income and channel accessibility

amongst remitters. Those who valued timely methods and convenience for recipients
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(attributable to the commonly available option of cash pickups for underbanked or
unbanked recipigr) were also more likely to use MTOs. Finally, and probably the most
crucial factor, MTOs provide among the cheapest remittance fees for smaller transfers
(referto economies of scale argument in Chapter 2), especially for less financially literate
or less technologically savvy remitters avoiding digital methods. Moreover, unlike
informal methods that tend to be corriggecific, MTOs are commonly available without
in-depth knowledge of transfer mechanisms or diaspora network connections.

As hypothesisedheidentifiedremittance factors shed light on remittanoadality
dynamics. Whereabose who valuetkecipient convenience favoured MTOs and informal
mechanism&® respondents that identified sender convenience as their most important
factor were most likely to remit most frequently through digital channels and least likely
to resort to informal or cash transfers. Table 3.2 identifies informal (25.3 per cent), cash
(25.2 per cent), and digital methods (23.9 per cent) as hak@ntargest portions of
respondents claiming that cost was the most important factor in making their remittance
decisions. Despite reliability being the most commonly chosen factor by survey
respondents, remitters that most frequently usqekirson banks or credit unions to transfer
funds abroad were the most likely to list reliability as the most important remittance factor.
Finally, although timeliness held a less significant role than ddwtors overall, those
respondents using MTOs frequently in 2017 were more likely to suggest timeliness was an
important factor, while informal channel participants were least likely to list timeliness as
their top consideration. Cash and informal chancatged the smallest and least frequent

transfers.

86 Which was also linked to high levels of cash pigls bu variables on recipient pickups have a relatively
poor response rate and were therefore not included in the key statistics for this chapter.
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Differences in annual amounts sent and frequency of transfers also varied across
channels. Although banks and credit unions were used to transfer the highest average
annual amounts ($6,844), digital metlsqgbut among them primarily nelpank digital
methods)vere used to remihe most frequently, albeit wigmaller amounts (mean of 6.8
times a yeacompared td.3 times per year with banksDespite the smaller amounts,
remitters using digital methodsll remitted theseconehighestamountannualy (mean of
$4,127).Predictably cash transfers were less frequent (mean of 1.7 times per year) since
they relied on remitter or recipient travel plaasd less substantial sums were physically
carried acrosborders relative to other channels ($1,807 on average).

In terms of the intended remittance purpose, digital transfer mechaamsihéTOs
had respondents that were more prone to have answered that the funds were sent to cover
recipient living costs or edationrelated expenses. MTOs alsttractedthe highest
proportion of respondentsdicating that the reason for the transfer was an emergency
which is most likely attributable to its trait as a swifter transfer methaottl one enabling
cash pickup irthe event financial systemaseaffected by the crisis or disaster in question.

As discussed in the literature review and theory sections, informal chesenaften
reflects a lack of accesgeither for the recipient or the sendemd to some degree
integration in the host country. As in Sander (2004) and Pieke et al. (2005), respondents
that most frequently resorted to informal and cash transfers were somesghiagely to
speak French or English at homghin CanadaSurprisingly, informal methodse most
frequently used by citizens as opposed to permanent or temporary residents. Moreover,
informal remittance system users reported having arrived in Canada an average of over 18

years ago, suggesting informal channel usage cannot be associatetravitlitary phase
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while adapting to a new environment. Instead, informal systems aféenittanceoption

thatestablished immigrants and naturalised citizens also use
3.3.3 Channel modality and the predominance of the cost factor

Based on the economies of scale argument of the previous chapter, it is worth delving
deeper into the differences in cost structures across chanesgecially given the simple
averages in Table 3.2 may obfuscate key pricing trends within and betweaarelsha
Whether it be the SDGs or the Global Compact for Safe, Orderly and Regular Migration
goals, the leading international initiatives and recurrent theme among remittatee
commitmentsnclude lowering transfer costs ppomote (developmerdriented goal) and
formalise globalremittanceflows (security and free capital floariented goals§’ The
Worl d Bankd6s RPW dataset offers wuseful i
500 USD (CAD for Canada in 2017) across a wide array of reméttzorcidors Appendix
3.2A llustratesthe averag€anadian RPW resulesrossall four quarters in 2017.

Unlike the SIMT data, the RPW estimates do not cover informal meffods.
Furthermore, SIMT data include more insights into economies of scale by allowing for
higher variance in the amount sent among G#idible country born migrants in Canada.

It is worth noting that although banks carry high costs according to the RPWhéstare

57 The next chapter, Chapter 4, delves deeper into the historical policy formulation as well as how
development, smirity and economic remittance goals converged on transfer costs as the primary tool
resulting from the alignment of policy objectives across key international institutions (particularly the Bank
for International Settlements and Bretton Woods institujiamsl governments in the aftermath of the 2001

9/11 attacks.

58 Although it is worth noting that cash does not carry any explicit, ¢tbste aremplicit costs and risks
associating with carrying currentlyatare difficult to estimate. Unfortunately, atipts to proxy the transfer

costs using geographic distance between provincial capitals and capitals of destination countries did not yield
the desired results. Using grestcle distance or orthodromic distance, one finds that it is weakly negatively
correlated with transfer costs since major corridors that carry lower costs (i.e., China, India, and other large
corridors) are often further away geographically in the Canadian case. Therefore, geographic distance does
not act as a proper proxy for transfests.
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among the cheapest channels according to the SIMT reBhissislargelydue tomigrants
selfselecting into sending larger amounts and taking full advantagjeeatble economies

of scale. Still, the SIMT data are not without their drawbadks contrast with
administrative RPW data, survey datge self-reported As such, survey datamay
underestimate transfer costs since many remitters are unlikely to account for exchange rate
premiums and other hidden coSts.

Figure 3.3 illustrates how RP\Ahd SIMT data compare for Canada in 2017 by
channel. Banks and credit unions may be among the most expensive channels for smaller
amounts sent, but experience vast economies of scale, even beyond those shown for
amounts greater than $2,000. Banks and tueons are the cheapest channel on average
for amounts in excess of $2,000, which explains why Table 3.2 portrays these institutions
as supplying some of the cheapest remittances (especially given madsingetinfough

bankstypically sendarger lumpsum amounts per transaction).

89 Unfortunately, the SIMT does not include exchange rate fees or other hidden fees respondents may not
have considered when responding to the survey. Since it is unknown whether respondents included or
excluded these rates in their responses, libisible to ascertain which remitters are underestimating costs
from those that accounted for indirect fees. Moreover, since the date of transactions were not part of the
survey, it is also impossible to add the fees reported to spot exchange ratessamehaay of transfer,

leaving only yearly average exchange rates as a possible correction for omitted exchange fees (which would
assume, most likely erroneously, that all respondents excluded exchange raténfethe). caveat is that
transfer cost data the SIMT only apply to the last remittance amount sent by respondents or their household
in 2017.In the analysis for remittance amounts and frequencies in 2017, the transfer cost percentage was
used across all transactions if the remittance channélrasst frequently in 2017 matched that used during

the last transaction made that year.
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Figure 3.3 Receiving money, costs mondiast transfer made in 2017)
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Note: The RPW estimates for Banks and MTOs include digital transfacsclear distinction can be made

despite an available breakdown by payment instrument (i.e., cash, credit card, debit card, and other methods).
The channels correspond to the channel chosen in the last transfer made, which corresponds to the same
remittance as the fe€ash transfergapart fromthose that fall under informal transférsee classification

in Figure 3.2)are excluded since theymry an explicit cost of zermstead of relyingon direct sendeto-

recipient transfers

3.3.4Financial literacy and remittance knowledge

Even thoughchannels have similar pricing for large remittance volumes as hégiter
remitters become more sensititeeprices (see Chapter 2), digital and informal methods
provide the cheapest options for remitters that opt for smaller trandi@nsever, these
cost advantages have not been sufficient in sappipganr son MTOs 6 domi na
share. To encompass chahmnodality holistically, one must study other factors that
dissuade migrants from selecting digital and informal channels.

One key barrier to digital methods is the slow transition to online platforms for less
financially ortechnologically savvy remitterdloreover, other considerations such as a

lack of financial integration diinancial accessalso impeddoth the sender and recipient
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(both first and last miles, per the framework in Section 3.2) from using teclyrolog
depenént remittance mechanisms that require both parties to have an account.

Since cost structures only account for one factor in understanding channel modality,
it is vital to emphasise the role of financial literacy and access to fatdools (sender
and ecipient convenience impactspescriptive statistics vigvis awareness and
knowledge of available transmission methods (Figure 3.4) show that financial literacy
plays a major role in influencing channel modalitye lack thereof acts as a barrier to
perfect information that inhibits optimal decisionaking and options.

Figure 34 Knowledge and awarenessf remittance alternatives

0% 20% 40% 60% 80% 100%

Going to a money transfer store

Bringing money to give to relatives or friends while visiting
Going to a bank or credit union

Giving money to someone who was travelling to give to relatives or friends for you
Going to another type of store or establishment

Using a money transfer provider’s website

Using a bank or credit union’s website

Giving money to someone who was visiting Canada

Going to a currency exchange store to send money

Using a money transfer provider’s mobile app

Using a bank or credit union’s mobile app

Using another type of service provider’s website

Using an informal transfer network system or other

Using another type of service provider’s mobile app

Using a cryptocurrency

® Have used this method ™ Have not used, but know this method Do not know this method

Source:SIMT

Figure 3.4 suggestnore straightforwaraptions that rel less on technologgre
more popular. Digital methods, including website and mobile,dag®n this front. This
may explain lower uptake among remitters despite competitive pricing schidraesfore,
financial literacy isan important factathatcouldpotentially be captured through the proxy

of higher education in the subsequent regression andigise 3.4 establishes that only
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22.6 per cent of respondents knew of or had used informal transfer méethodsg at

the possibility of corridor or d&poraspecific knowhow.®
3.3.5 Informality of the recipient country as a determinant of channel selection

Since informal regions have higher formal channel costs, lower financial literacy, and
corridor specificities, it seems possible that these faaterall linked to path dependence,
whereby more informal regions favour informal channieés, Hypothesis 2)The SIMT
dataare merged with estimates of the shadow economy as estimated by Medina and
Schneider (2018) using the Multiple Indicators Multiple Causes (MIMIC) method based
on sequential equation modelling. Although the informality data used is for the 2015
calendar yeainformality across countries @ipposedistable from 2015 to 201°2.

Figure 35 offers information on corridespecific dimensions by providing a
breakdown by destination country aggregate informéfitjdore informal regions
receiving remittances fro@anaddend to experience highereanprices(acrossnformal
and formal channels), which is largely attributable to smaller amounts sent per transaction
at higher frequencies adichitations in methods to those that offer cash pick up options.
Moreover, hnformal economies tend to receive smaller annual remittance veloies, is
likely caused by informality being intrinsically linked to lémcome countriesather than
informality per se, therebgapturing an income effect (i.e., lemcome countries receive
less in remittance flows duelmwver emigranaind diasporaapacity to remit see Chapter

2 forthe GDP effect ortheamount remitted).

0 Appendix 3.3A demonstrates that migrants born in South Asia oiS8hhran Africa displayed higher
knowledge of informal remittance channels as well as usage.

"I This is particularly given the rather static nature of the estimates within the period from 2010 onwards for
the overwhelming majority of countries.

"2For more information on SIMT descriptive statistics and corridor information, refer to the StatistiztaCa
analytical report by Dimbuene and Turcotte (2019).
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Figure 35 Remittance chamacteristics by destination country shadow economy size
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Based on the descriptive statistics providdgipothesis 2that remitters favour
informal channels when remitting to informal recipient regiaasnvalidatedand not
supported by the SIMT datAlthough it may appear counterintuitive at first gland&Os
are the most likely to be useboth in absolute numbernd relative to more formal
economies. Thipatternis illustratedin Figure 3.6 below, wheireinformal channel usage
is not exclusive to highly informal countrielh contrastMTO market shareorrelates
positively with the informal sector or shadow economy siZée most informal regions
(with more than 40 per cent of G@Btimated as informal) gravitate towards MTOs first,

followed by informal channels, digital transfer methdssnksand credit unions.
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Figure 3.6 Channel choice bydestination country shadow economy size
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Note: Informality as a proportion of GDP estimates (in percentages) on the horizontal axis are obtained using
Medina andSchnei der ds (2018) esti mates of the shadow
institutional quality, economic openness, unemployment, and other control variables.

3.3.6 Data limitations and potential biases

A central issue in the chapter is theising use of formal channels in Canada to remit.
However, dealings with informal channels aegurallysubject to additional measurement
challengesseeing that they arby theirintrinsic nature more obscurdJnfortunately, this
setslimitations on the confidence we can have iis tthapteds findings including the
possibility of overstating observations about the dominance of formal transfer methods.
Although there are justifiable corrective measures to account for these limitatidise
limitations do not undermine the validity of the core findings, acknowledging these
shortcomings is critical for research transpareaoy replicability. Two main typesof

biasesstand ouin this chapterdesirability(responseand selection bigs.
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Desirability bias

In the context of this study, desirabiltybae f er s t o mi grantsoé fear

or immigration consequences based on migrant statusvothey remit abroad. Aype of
response biaslesirability biascorresponds to responddipsedispositionwho know they
are being interviewed by gexnment officialdo appearasonly remitting through formal
means.

Although such a bias may exigtformal remittance channetgenot necessarily
illegal, and remittances, likemostotherincomesource, are generally taxed at source
meaning there is rarely anything to hide from Canadian government officials. Regardless
of the methods used, obtaining information on illicit flows or money laundering is neither
the chapteés objectivenor is it feasible to include within this largampe study using a
random sample of remitterst is also worth noting that nobody in the sample was
undocumented since this would be required for random sampling purmodesduce
respondentears of reprisal’> However, undocumented individuals could ditute a
selection bias in that they are by default excluded from the samipieh is subsequently
discussed as a possible selection.bias

Alas, the only viablalternativeto address the desirability bias more directly would
requireresearchers to coandt their surveysndependently othrough nongovernment
linkedinstitutions. However, identifyinghese individualsvithin the context ofarge scale

surveys aimed at quantifying and measuring broader generalisable tiemibher too

73 Despite limited degrees of freedom and observations, those having arrived in Canada a number of years
ago aremarginally more likely to resort to informal channelblowever, given the low number of
observationshere is no conclusive evidence of lower informal remittance use for those remitters that arrived
to Canada more recently, suggestingre is naclear bias within the dat&ee Table 3.4.
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costly or infeasibleThe lack of feasibility largely stems from the near impossibility of
obtaininga proper random samplas is the case for the SIMT sample.

Selection bias

Within the context of Chapter 3, selection
observation of undocumented migrants who are more likely to use informal means. Given
undocumented migrants are out of the sample of studied individuals, thisblddead

to overstatingindingsregardinghe low usage of informal methods.

Despite this | imitatwoommin argumentpustify he udy 6 s
validity of t he tnmtuaipguadodueentédi mgohntsnwp@dpair Fi r s
the stug Oability to have a weighted random sample that is broadly generalisatble
Canadian immigrant population born in OE2figible countries. Moreover, the inclusion
of out of sample undocumented immigrants would be prohibitivesing quantitdive
methods that rely on normally distributed sampling of the broader poplilasmmething
t hat i's not possible without knowl edge of
population

Second, although a relatively weaker argument than the formet, fainadé
undocumented populatiasthought to bemall, limiting the overall effect of this potential
bias. The latestCanadiarborder control estimates cited in the 2003 Report of the Auditor
General of Canada stathatit he gap bet weséssuedraedntonfirméd or de
removals has grown by ab(Officeof hé Aulitor@eneral t h e
of Canada, 2003 This figure does not account for those that may have left without
reporting their departureneaning this number might be estatedand the undocumented

inflows during those years may be smaller shill sum, evidence suggests any potential
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selectionbiaswould lead tominimal changes to overall remittanceannel usage and is
unlikely to invalidate tfs chapteds statistically robust findings

There are no cleaalternative methodologies to address this bias othan
acknowled@ng the probable albeit minor,understatement of informahannel use. i8ce
one cannot randonse the selection of undocumented migrantthe only other
methodological options wouldave to delve into qualitative methods aiming for greater
internal validity whilst compromising on the largample external validity and
guantification of effects derived in this chapter. Furthermore, alteenatethods that do
not rely on random samples would not yield the confidence intervals and error

measurement achieved in this chapter
3.4Empirical methodology

Multinomial logistic regressionfcilitate theanalyss of channeimodality. To notviolate

the IIA assumption, similar channels are regrouped into a typology of aggregate channels
common within the literaturélhis section also addresses tine@geneity issues outlined

in the theory sectignand the results are presented in Appendix 8.4To correct the
simultaneity bias in channel modality and amount sent, the chapter uses instrumental
variables and useshe predicted residuals in the subsequent multinomial logistic

regressions for channel selection.
3.4.1Multinomial modelling of channelmodality

The remittance channel decisionaking analysisesmploysa similar approach to the
empirical works previously citedA(huedeDorantes and Pozo, 200Karafolas and
Konteos, 2010; Siegel and Liicke, 20K3)sse and Vermeulen, 2014l herefore, ths

stagés goallies in discerning the factors that influence the probability of selecting one
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channeloverother channels. Using multinomial logistic regressiamanneimodality is
based on their most frequently used chatimelughout2017.Individual remittersij have
the choice between five aggregate channglg¢person banks or credit unions=(1), in-
person MTQ@ andstores (j = 2), digital mechanisms including all apps, websites or
cryptocurrencieg € 3), cash carried by oneself or visiting relatijes4), and cash carried
by others, informal methods, and other meth@ds5).”* This method allows for multiple
channels ad does not reduce chanmebdality to the dichotomisation of formal versus
informal transfer methods

Individual i, having decided to remit, has the choice between five chawhel®
@ plv and opts for the one that yields the highest utility, dendtedThe determinants
of this utility decision are denote® and vary by individuali and channef. The
determinants can be personal characteristics, recipient characteristics, &pedéc
factors, or preferences such as sensitivity to cost, timeliness of transfer, and other such
inclinations. Theehannel modality utility equatigmasin Kosse and Vermeulen (2014) and
AmuedoeDorantes and Pozo (2008an be modelled as follows:

Y O] -

where the coefficients vectpr varies across channelnd the error term is

assumed to be independent. The probability

utility using a specific channel can be formally denoted dgvist

74 As previously stated in Section 3.Big categoriation was chosen to respect the IIA assumption underlying

the multinomi al |l ogistic model as well as be in acc
respondent confidentiality. The confidentiality rut#fsthe Research Data Centre (RDiD)y allow release

of data analysis that contain no fewer than 10 observations when the dependent variable (each,channel,
numbered 1 to 5) is crosabulated with each categorical explanatory variable in the mimdatcordance

with these confidentiality restrictions, per the Canadtatistics Actthese categories enable the preservation

of respondent confidentiality without obfuscating key results acrossggregated channels. Refer to Figure

3.2 for a detaibf channel reclassifications.
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where, as in Kosse and Vermeulen (201)refers to the channel chosen by
individuali. Asin previous studies, the magnitudeh which a channel is preferred over
another is best captured by ensuring the coefficiargseasily intgretablerelative risk
(or odds) ratiosd( i & M 1 & & ) with in-person MTOs as the reference category. As
AmuedoeDorantes and Pozo (2BPargue, this makes the results easy to interpret since a
coefficient value of 1 would imply the relevant channel is equally as likely as the reference
channel whereas a relative risk ratio lower thaneor higher tharonewould mean it is
less or more likely respectivelfProvided thathese are relative odds ratios, a coefficient
of 2 would mean the channel in question would be twice as likely to be selaeatedtrast,
a coefficient of 0.5 would mean that channel i§ &s likely to bechosercompared to the

reference categoyy.e. MTOs.
3.4.2Addressing erdogeneity The simultaneity bias

Unfortunately, thesimultaneity biasssue remainsrhis issue stems from the fact that not
only can the amoungentaffect channeimodality, but the cost structure afdividual
channels may also influence the amount sent. For instance, one may want to remit more at
a time, albeit less frequently, donsiderableeconomies of scale are reached within a
discrete step gicture as described by AmueBworantes and Pozo (2005)

Furthermore, the discrete jumps they mentdomot reflect most MTO customers'
realities in Canadagiven there are no discrete jumps in cost that would make an individual
pay more in transfer cas(in terms of percentage of the amount remitted) if they were to

remit more. At least not for larger providers such as Western Union or MoneyGram.
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Moreover,mostremitters in the SIMT sample use a single remittance method, suggesting
this form of endogenty is unlikely.

Kosse and Vermeulen (2014) suggest that the discrete step complicdien is
problematic when studying annual amounts remitted (such as this chapter using the most
frequently used channel as the dependent variable) rather than analysnavidual
transactionAlthough remitters are likely toesort to lumpsum transfer irsuch instances
andadjust the frequency they rernats well as change their channel modality of chaice
the shortrun (such as on a weekly or monthly badisis is far less likely to occur annually.
However,if one were to seledhe last remittanceesit as the dependent variapline
possibility for this simultaneity biasould exist.

Although this form of endogeneity isnprobable a replication ofAmuedo
Dorantes and Pozods (2005) usng the gummbee oft y co
recipients asan instrumental variable (IV) for the amount remittedested Given the
number of recipients is positively correlafatbeit weakly at 0.5)ith the amount sent but
does not causally impact the choice of channel, it serves as an |V to corneasdble
dual causation or simultaneity. Using a4eénsored Tobit regression, one estimates and
saves the predicted values for the amount remitted with the number of recipients as the
main explanatory variable. These same predicted values are then used tivhi
multinomial logistic regressioto estimatehe predicted Canadian dollar amount remitted
(1Vv) during the migr (eferttd Appehdixs3t4A forrresults f e r [
However, the results are not overly compelling sincembakly correlatedV (number of

people remitted to in 20173lso provideslow goodness of fit in predicting values.
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Ultimately, like in Kosse and Vermeulen (2014), this chapédies on the fact that, even

if such a form of endogeneity exists, its effect is likely limited when analysing yearly flows.
3.5Results

This section summarises the empirical results of the multinomial logistic regressions. The
results are divided inttwo parts (1) channelselectionand(2) remitter priorities linking

causal factors to key household characteristics and patterns across €orridor
3.5.1 The determinants of remittance modality

Table 33 outlines the multinomial logistic regressionresuits r e at i ng each r es
most frequently used channel in 2017 aslependent variableAs outlined in the
methodology section, this maximum entropy model is ideal when comparing the relative
likelihood of selecting any given channel over any othelding all other explanatory
variables constantAll multinomial logistic regression coefficients are calculated as
relative risk ratios or relative odds ratios for ease of comparidum subsequent dgais
of the results is splamongseveral categories of explanatory variables.
Most important factor identified byhe remitter

In line with the firstto-lastmile theoretical framework, six main factors are isolated
to better understand the dynamics erging remitter modality choicedFirst, those
respondents having chosen sender convenience as the most important factor affecting their
remittance decisions were more than twice as likely to opt for digital or informal methods
thanotherchannelsHoweve, it should be noted that, although banks and credit unions
were not statistically significantly different from MTOs at the 10 per cent threshold, they
were at the 14 per cent threshold, thereby indicating trelsatmay be a more likely

channel selection for those remitters favouring convenidrierefore, cash transfers and
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in-person MTOs were least likely to be chosen wittstatistically significant difference
between the two.

Second, selection of recipient ceami ence as oneb6s preferr
informal methods were 2.37 times as likely to be selected relativegerson MTOs
(reference category), whereas all other methods were not statistically significantly different
from the reference channerhis resultis most likely due to recipients in remote or
underfinanced areas being inconvenienced by other transfer modaiitidsnited or no
access.

Third, reliability was the factor that made banks and credit unions, digital methods,
and especially infanal methods, more likely to be chosen owveperson MTOs or cash
As the most commonly picked factor, reliability can be linked to individual perceptions of
trust. Although it could also be that resp
metlo d 0 ) as an i ndi c atcdompetitoochoicasiitren thatrolgaonelt a n c e
category. Otherwise stated, the high coefficient for informal channels indicating they are
187 per cent more likely to choose informal methods over MTOs if they selectddilitgli
as the most important remittance factor could be the wrong interpretation. Instead, it could
be that those selecting informal methods were 187 per cent more likalglgota
remittance service provider of that channel type since informal metwas]icated in the

literature review, are more likely tely on remitterprovider trust.
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Table 33 Remittance modality by most frequently used channel

) ®
Reference channel; Banks and credit unions
MTOs (in-person) ) Digital methods Cash Informal methods
(in-person)
Remitter priorities (first-to-last-mile)
Most imp. factor: Sender convenience  1.42150  (0.13924) 2.64878**  (0.00000) = 1.12994  (0.68308) 2.03161**  (0.04396)
Most imp. factor: Recipient convenience 1.01672  (0.94260)  0.81703  (0.27231)  1.22318  (0.44201) 2.36734**  (0.00553)
Most imp. factor: Cost 1.48472*  (0.09251) 1.85707**  (0.00052) 2.04817**  (0.00547) 3.88769**  (0.00001)
Most imp. factor: Reliability 1.72869**  (0.01039)  1.35867*  (0.07588)  1.30959  (0.28814) 2.87270**  (0.00058)
Intended for living expenses 0.88418  (0.29544)  1.06801  (0.50341)  1.00719  (0.95660)  0.89537  (0.42486)
Intended for education 0.75777*  (0.06281) 0.79632**  (0.03366)  0.94091  (0.74925) 0.64056**  (0.01754)
Intended for emergency 0.87503  (0.29886)  0.85747  (0.13258)  0.69035**  (0.02529)  0.73564**  (0.04723)
Intended as gift 0.75135**  (0.01649)  1.17196*  (0.09260) 1.43387***  (0.00705) 1.49551**  (0.00308)
Other remittance choices
Amount remitted 1.00009***  (0.00000) 1.00006***  (0.00000)  1.00003  (0.22922)  1.00001  (0.71826)
Frequency remitted 0.92897**  (0.00081)  1.00949  (0.13788) 0.70711***  (0.00000) 0.91549**  (0.00037)
Used other methods 1.80258**  (0.00000) 3.13409***  (0.00000) 2.95568**  (0.00000) 5.63470**  (0.00000)
Regional and coridor impacts
Diaspora size 0.99977  (0.49736) 1.00097***  (0.00165) 0.99798**  (0.00000) 0.99858**  (0.00042)
Informality (shadow economy size) 0.97571**  (0.00019) 0.97602***  (0.00002) 0.96973**  (0.00043) 0.97940**  (0.00820)
GDP per capita (destination) 1.00005***  (0.00000) 1.00004**  (0.00000) 1.00002**  (0.00000)  1.00001  (0.26875)
Americas 0.61328**  (0.01995)  0.93978  (0.75143)  0.72248  (0.16732) 0.50202**  (0.00839)
Europe, W. Asia and Middle E. 137912  (0.13514)  1.12336  (0.59621)  1.07003  (0.78366)  1.31520  (0.27489)
Sub-Saharan Africa 1.00607  (0.97960) 2.15999***  (0.00016)  0.70735  (0.20602)  1.28833  (0.34157)
North Africa 125735  (0.34764) 1.85633**  (0.00678) 2.29890**  (0.00088)  1.58203*  (0.09326)
East Asia 3.73843+*  (0.00000)  0.90391  (0.72364) 11.86210*** (0.00000) 3.11236**  (0.00245)
S-E. Asia and Oceania 0.70674**  (0.04201) 0.65934**  (0.00213)  0.67730  (0.10453)  0.65962*  (0.06928)
Remitter profile
Female 1.06757  (0.53638)  1.06922  (0.45671)  1.21964  (0.13152)  1.00578  (0.96445)
Age 30-59 0.88376  (0.52181) 0.70080***  (0.00905)  0.68697*  (0.08565) 0.55201**  (0.00409)
Age 60 + 1.84537*  (0.01114) 0.61308**  (0.02864)  1.29470  (0.37413)  0.85806  (0.59375)
Household size 0.94387  (0.15947) 0.89873***  (0.00013)  0.98568  (0.73925)  1.04264  (0.24448)
Do not speak Eng./Fr. at home 0.79137*  (0.05020) 0.80880**  (0.03152)  0.96214  (0.79018)  0.88787  (0.40720)
Education: High school 1.30965  (0.29622)  1.20411  (0.52961)  0.86493  (0.63014)  0.71082  (0.20927)
Education: College, trade, or s. uni. 120189  (0.45878)  1.71786*  (0.05393)  1.11092  (0.70329)  0.73983  (0.23513)
Education: Bachelors 1.74735*  (0.02341) 2.68701*** (0.00042) 150366  (0.13926)  0.90179  (0.68573)
Education: Graduate 2.54923*+*  (0.00018) 3.12474***  (0.00006) 1.82199**  (0.03460)  1.13776  (0.62854)
HH income $50,000 to $79,999 111118  (0.49486) 1.30073*  (0.04417)  1.12609  (0.52180)  1.20694  (0.26635)
HH income $80,000 to $119,999 1.25434  (0.14622) 1.80755***  (0.00001)  1.34828  (0.11431)  1.07543  (0.68634)
HH income $120,000 or more 1.80330***  (0.00018) 2.49049***  (0.00000) 2.24984**  (0.00002)  1.18434  (0.37095)
Years since arrival to Canada 1.01065*  (0.09169) 0.97392**  (0.00002)  0.99496  (0.47821) 1.01692**  (0.02033)
Permanent resident 1.53746**  (0.00482) 1.27962*  (0.03478)  0.89201  (0.52705)  1.11319  (0.54041)
Temporary resident 1.07287  (0.83080) 1.80663***  (0.00290)  0.52443  (0.14674)  0.88545  (0.78758)
Constant 0.07852**  (0.00000) 0.06034***  (0.00000) 0.21805**  (0.01106) 0.04803**  (0.00000)
Observations 6,237 6,237 6,237 6,237

Robust p-values in parentheses. Cost variable based on last transfer (only applied if the channel used most frequently in 2017 matches t
used last). Reference categories for categorical variables are: education (no high school degree), male, age 18 to 29, do speak French
home, household income under $50,000, Canadian citizen, did not use other remittance methods, birth region as South Asia, and the mos
factor affecting remittance choice as timeliness. ** p<0.01, ** p<0.05, * p<0.1
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Fourth, as perceived by the sender through the logibadkwards induction,
recipient needare captured througiespondentstated intended purpose of remitting. As
seen in Table 3, respondents having said at least a portion of their remittances were
intended to cover expenses related to emergencies seleate less likely to select cash
and informal methods (31 and 26ér centrespectively) than MTQsThe underlying
reasons are likely due to the higher average transfer speeds (i.e., timeliness) of formal
methods, whiclalignswith the theory that vargg needs have interaction effects with other
factors. Additionally, more regular remittance to cover ongoing expenses such as education
expenses favoured-merson MTOs, whereas digital, cash and informal metiveds more
popular if the money was fagjifts.

Fifth, although timeliness acted as the reference category, those that chose
timeliness as the most important remittance decision factor tended to gravitate towards in
person MTOsrgferto Table 3.2).

Finally, the cost factor proved to be essentiasg®adents claiming to be sensitive
to costavereleast likely to use wperson MTOs. Instead, those stating they were sensitive
to costs were almogbur times as likely to choose informal methods, twice as likely to
choose cash transfers, and respecti@Bly per cent and 48.4 per cent more likely to select
digital methods or bankand credit unionscompared to isperson MTOs.

Unfortunately,to further analyse the cost factdhe inclusion of transfer costs
restrictedthe sample substantially It led to theviolation of the 1IA assumptior(using

both the Hausman seemingly unrelated estimation and the-Bsiat test®) for both

S Cash transfers are excluded since they carry no explicit fee. Moreover, transfer costs are only available for
the last transfer within the SIMIiT therefore, only costs fahoserespondents that used the same remittance
channel in their last transfer as their most frequency used were studied

"8 11A test nulkhypothesis kit Oddsputcome vs outcomek) are independent of other alternatives
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banks (and credits unionshadigital transfer methods, relative to-person MTOs.
Although the narrower sample, whiexcludes cash transfers and only includes thwbge
last used the sanohannekhey used most frequently in 2017, does lend some credence to
the uniform treatment of formal remittance methdtislso suggesthat the cost factor
holds primacy over otlmefactors when pitting formal channels against one another
Ultimately, this resultcorroborates the findings in Table83lespite violating the decision
independence axior.
The impact of other remittance choices

Building on the findings of Chapter Bemittance decisiongis-a-vis the amount
remitted and the frequency of transfémspact channel choiceAs in the descriptive
statistics presented inishchapteis data sectigrthe larger volume remitters had alineg
likelihood of opting for banks (and credit uniongidaligital remittance channels. There
was no statistically significant disparity betwesglectingthe remaining three channels

based on the amount sent.

Seemingly unrelated estimatidrasedHausmarllA test results:

Omitted F o | | »+ Evidence
Banks and credit unions  2.1e+04 78 0.000 AgainstHo
Digital transfer methods  8.9e+04 78 0.000 AgainstHo
Informal remittances 40.635 78 1.000 ForHo

SmallHsiaollA test results:

Omitted InL(full) InL(omit) F | IF» Evidence
Banks and credit unions  -907.628 -809.918 195.42 78 0.000 AgainstHo
Digital transfer methods  -621.511 -536.033 170.957 78 0.000 AgainstHo
Informal remittances -1120.73 -1082.41 76.646 78 0.522 ForHo

" For more information on ranked decisioraking models, one can look to seminal works in social choice
theory, including Kenneth Arrowbs impossibility thi
based on Condorcetds stasescthearyl Ahassempt wanoébs i
majority rule. This critique is particularly relevant in this case of Canadian remittance decision modelling

given the prominence of iperson MTO use over all other methods combined (see Table 3.2).
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Regarding the frequency of transfersperon MTOsand digital channelaere
the most likely to be used by frequent remitters, followed by banks and credit unions and
informal channelskFurthermorethe coefficient estimate fdhe frequency of transfers is
statistically significant at the 14 peertt level (see Table 3.3) as a factor that positively
affects the likelihood of using digital methods.

Another interesting remittance trend that partially explained channel decision
maki ng was r e toithe guestiendofvhatines they used oth remittance
channels in 2017. InRchannels had a higher likelihoanf remitters having usedther
methods compared to-person MTOswith MTOs and exchange stores capturing the
dominant share of the Canadian remittance matksrs of nformal channelsvere most
likely to use other methodsore than five times as likely as-person MTO users. This
result is crucial in understanding channel choice dynaresing that MTOs played an
even more dominant role than the most frequently used chstatistics suggesthey are
theleading runneup channel choictor most remitters
Recipient region characteristics and informality

This portion of the results of remittance modality tackles recipient country and
corridor impacts. However, before diglg into corridor specifics, the most important result
here is therecipient countr§s informality as proxied using estimates of the shadow
economy size (see Medina and Schneider, 201-§etson MTOs are surprisingly the most
likely channel used by thegemitting to more informal countries. Even more surprising is
that, on top of informal methods beitgo per cent less likely to be used for every
percentage point i ncrease in the estimate

economy, is that digil channelsas well as ifperson banks and credit uniomgere only
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another 0.3 per cent less likely. Thesultindicates that, in the Canadian context, informal
channels are nohe preferredemittance channel to informal economigmsisrejecting the
hypothesis based on the extant remittance literature.

The destination countrybds diaspora in
destinatiorcountryalso influence remittance modality. Though a larger diaspora in Canada
was associated withigher digital remittance channeke (linked to corridor specific
remittance transfer websites and apps), it correlated with a decrease in cash and informal
channel usage despite a presumed increase irdvaiflorth traffic. This result iprimarily
driven by Filipino, Chinese, and Indian remitters (among othere significantorridors),
who have established major corridors of fost digital channels, thereby explaining how
the major market force dominates larger diaspora effects. RegndiB®P percapita of
the destination country, more advanced economies tended to be associated with all other
methods other than4person MTOs and informal channels, which further confirmed that
these two channels targeted a similar remitting clientele.

Results inable 33 also exhibit several corridor specific trends. Most notably, East
Asia born migrants were almost twelve times as likely to remit using cash and more than
three times as likely to remit using banks or informal methods tharrson MTOs or
digital channels Other groups with strongencharg for channels other thaim-person
MTOs included North Africanborn migrants (who prefer digital, cash or informal
transfers) and SuBaharan Africasborn migrants (who prefer digital remittances).

Remitter demgraphic and socioeconomic profile
Linking remitter profiles to channel preferences is important in the tailoring of more

targeted policies. For this reason, in the finding that highly educated and-inighere
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households favour banks and credit uniongital methods, and cash are critical. This
pattern suggesthat more educated remitters favour digital mechanisms based on sender
convenience and cost advantageducated remitters also prefenks and credit unions

for thar cost and reliability advantages when sending significant amounts (refer to Chapter

2 agument on economies of scal®)ore surprisingly, educated remittealsofavoured

the useof cash which is most likelyattributable to frequent trip®, or visits from the
Ahomeo (ceo when apportune)f we assume that formal education ispgely

related to financial literacy, as seems reasonable, then the observed pattern suggests that
governments might be able to influence remitter behaviour with financial skills training for
immigrants.

Ot her demographi c t r ekelthaod of cacylngicdse (omyo me n 6 ¢
significant at the 13 per cent level), prime workmmgge (30 to 59 year s
preference for banks and-mer son MTOs, and younger remit
resorting to digital mechanisms. Interestingly, thHoseng spent the most years in Canada
were more likely to use banks, credit unions, and informal methods to remit, and temporary
residents favoured digital channels over all other remittance methods. Finallgtasy a
for immigrant integrationthosewho reported speaking English or French at home were
more likely to use banks, credit unions, or digital channels to remit than all other channels,

thereby suggesting thatmigrant integration favours remittance formalisation.
3.5.2 Factorpreferences by demographic and socioeconomic status

As demonstrated in Table 33.factor preferences are critical in better understanding
remittance modality, but the analysis thus far has not connected these factors back to

remitter demographics to und&sd trends and origins for these preferenthis section
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fulfils that role by taking remitter priorities as the dependent variable categories in a
multinomial logit model (with reliability acting as the reference category) to see how they
may be affecta by socioeconomic and demographic explanatory variabése 34 has
a higher number of observations since it expands the sample to all those that have ever
remitted rather than limiting it to those that remitted in 2(17.
Sender characteristics impacting the importance allocated to gabrity

Some of the most wvealing sender traits werbeir educational attainment and
household incomes (see Tabld)3.n similar veins, both higher degree obtention and
household incomes make migrants more sensitive to cost and reliability fHtaors
convenience (of either séer or recipient) and timeliness. The education factor most likely
acts as a proxy for financial literaayhereas the household income variable can be inferred
as being linked to cost sensitiviffhis is becausas per Chapter 2 results, higliecome
individuals remit more on average and atréeast 22 per cemborelikely to besensitive

to costs.

"8 However, it should be noted that themple used in the previous subsectibable 33) produced similar
resultsi albet less robust due to tHess extensiveample size
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Table 34 Remitter priorities and preferencegreliability of channel as reference category)

Add control for remittances intended to alleviate

Most important factor when remitting burden of emergencies

Reference category: (€] 2 ©) ()] 1) @ 3 4
Reliability Sendgr Reupl_ent Cost Timeliness Send_er ReC|p|_ent Cost Timeliness
convenience convenience convenience convenience

Education: High school 0.98223 0.99008 1.06082  0.83913 1.16197 1.20934  1.12424 1.02855
(0.90670) (0.93824) (0.71202) (0.29424) (0.41682) (0.22022) (0.54911) (0.88915)

Education: College, trade, or s. uni.0.78288* 0.84303 1.19829 0.72374* 1.00243 1.07211 1.37647* 0.99394
(0.09111) (0.16186) (0.22765) (0.04030) (0.98889) (0.63324) (0.08071) (0.97432)

Education: Bachelors 0.66617*** 0.67744**  1.25724 0.51401*** 0.82858  0.90361 1.48517** 0.71833*
(0.00653) (0.00178) (0.12971) (0.00007) (0.29518) (0.49845) (0.03280) (0.09885)
Education: Graduate 0.58125*** 0.58135**  1.14997 0.41911*** 0.81570 0.71577*  1.39428* 0.52764***
(0.00065) (0.00005) (0.37316) (0.00000) (0.27927) (0.03656) (0.08304) (0.00314)

Female 0.79488**  0.92714 0.80166**  1.00475 0.79415** 0.88111* 0.80019**  1.02747
(0.00136) (0.20240) (0.00048) (0.95440) (0.00610) (0.07380) (0.00466) (0.78360)

Single 0.93827 1.11177  0.87489 1.22928 0.87960  0.94326  0.81885 1.08467
(0.67383) (0.40656) (0.32755) (0.22715) (0.46920) (0.70285) (0.23879) (0.69350)

Married/commonlaw 1.03723 1.07429  0.84317 1.07131 0.90390  0.92821  0.78490*  1.03488
(0.76061) (0.46787) (0.11018) (0.59993) (0.48452) (0.53448) (0.07778) (0.83333)

Age 30-59 0.88780 1.16298 0.74464**  0.96930 0.89430 1.17546 0.70320**  1.01075
(0.38778) (0.20113) (0.01219) (0.84655) (0.46784) (0.23587) (0.01159) (0.95373)

Age 60 + 0.74088*  0.95285 0.53365*** 0.81301 0.72889 1.00463 0.51735*** 1.03764
(0.08506) (0.74550) (0.00011) (0.30639) (0.11648) (0.97912) (0.00111) (0.87540)

Household size 0.98305 1.04807**  1.03111 1.01849 0.98259 1.05412*  1.03450 1.03690
(0.47259) (0.01284) (0.13479) (0.49668) (0.53018) (0.01672) (0.17978) (0.25611)

Do not speak Eng./Fr. at home 0.98320 1.14231* 1.08165  0.92604 0.94229  1.13902* 1.05185  0.89881
(0.83132) (0.04231) (0.25327) (0.39201) (0.51741) (0.09166) (0.55325) (0.31745)

HH income $50,000 to $79,999  0.86589 1.00613 1.01334  0.90352 0.87494  0.95646  0.99751 0.83838
(0.13399) (0.93822) (0.87711) (0.33944) (0.23267) (0.63329) (0.98132) (0.15985)

HH income $80,000 to $119,999 0.74590***  0.88770 1.10122  0.81303* 0.77008**  0.83966*  1.06497 0.75194**
(0.00538) (0.16026) (0.28981) (0.07653) (0.03403) (0.08464) (0.57937) (0.04118)
HH income $120,000 or more 0.77667** 0.77749**  1.02777 0.67248** 0.82150 0.76807**  1.07858 0.63153***
(0.01721) (0.00509) (0.77247) (0.00183) (0.11229) (0.01331) (0.52435) (0.00205)

Years since arrival to Canada 0.99809 0.99471 0.97813** 0.99263* 1.00512  0.99900 0.97991**  0.99632
(0.63898) (0.10969) (0.00000) (0.08516) (0.30415) (0.80697) (0.00004) (0.48642)

Permanent resident 1.20387* 1.11236 0.91332 1.13474 1.24354* 1.10663 0.94280 1.07179
(0.06002) (0.19539) (0.29244) (0.25509) (0.05378) (0.28788) (0.57212) (0.59560)

Temporary resident 1.83943*** 1.53312** 1.18676 1.57909** 1.74768*  1.36943  0.98204 1.24140
(0.00239) (0.01961) (0.34200) (0.04832) (0.01049) (0.11562) (0.93164) (0.41060)

Diaspora size 1.00023 0.99977 0.99943**  1.00018 1.00011  0.99962* 0.99924**  1.00054
(0.28644) (0.18649) (0.00461) (0.52937) (0.66805) (0.07066) (0.00281) (0.12085)

Americas 1.13033 0.94065 1.01268  1.55587** 0.97767  0.88046  0.96657 1.73918**
(0.41142) (0.60818) (0.92037) (0.01307) (0.89510) (0.35740) (0.82527) (0.01054)

Europe, W. Asia and Middle E. 0.93362 0.86350  0.91692 1.32500 0.89936  0.86526  0.83682  1.47904*
(0.66337) (0.24117) (0.50710) (0.13363) (0.56787) (0.33480) (0.28266) (0.09370)

Sub-Saharan Africa 0.99544  0.91477 1.06243  1.50594** 0.84446  0.79804  0.99950 1.64992**
(0.97842) (0.50761) (0.66165) (0.03891) (0.38042) (0.14525) (0.99760) (0.03686)
North Africa 0.68725* 0.73348**  1.05658 2.52736*** 0.70332  0.69498**  1.04696 3.02803***
(0.05683) (0.03743) (0.70809) (0.00000) (0.12287) (0.04166) (0.80321) (0.00000)

East Asia 0.67173** 0.49791** 1.02634 0.30239*** 1.00347 1.00412 1.54371*  0.54280*
(0.01603) (0.00000) (0.85850) (0.00001) (0.98836) (0.98437) (0.05789) (0.09143)
S-E. Asia and Oceania 1.21499*  1.10782 0.69024*** 0.62225*** 1.12574 1.07391 0.67766** 0.55117***
(0.07577) (0.26403) (0.00076) (0.00170) (0.35050) (0.50776) (0.00406) (0.00066)

Intended for emergencies 0.77885**  1.13269 1.10400 1.07265
(0.01268) (0.11069) (0.25805) (0.51321)
Constant 0.69186 0.76487 1.19685 0.39656*** 0.77916  0.82907 1.21933  0.27364**
(0.21333) (0.26869) (0.49818) (0.00520) (0.46979) (0.51031) (0.54902) (0.00126)

Observations 10,116 10,116 10,116 10,116 7,028 7,028 7,028 7,028

Robust p-values in parentheses. Reference categories for categorical variables are: education (no high school degree), male, age 18 to 29,
French or English at home, household income under $50,000, Canadian citizen, did not use other remittance methods, birth region as Sou
the most important factor affecting remittance choice as timeliness. *** p<0.01, ** p<0.05, * p<0.1
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Other important remitter characteristics include gender, age, immigration status,
and language skills as a proxy for social integration within Carkataalerespondents
are20 per cent less likely to setecost or sender convenience as the most important factor
influencing their remittancalecisions. hstead,the average female remittéavours
recipient convenience, reliability and timeliness equally (i.e., no statistically significant
difference among these three factors). As for age, younger remitters were more likely to
list cost as the most important factor influencing their decision, laogktaged over 60
were less likely to choose sender convenience as a determining factor. The longer migrants
spent time in Canada, the lower their propensity to favour cost and timeliness. fiectors
contrasttemporary residents were most likely to seksider convenience, timeliness of
transfer, and recipient convenience as their primary factor. Lastly, those who did not speak
English or French at home tended to favour recipient convenience, which is, as with
temporary residents, likely attributable favouring cash pickups and considerations
regarding theecipient being underbanked.
Corridor-specific factor preferences

Many factor preferences were significantly corridpecific, with remitters born in
Africa more likely to choose timeliness over ather factor, whereas those born in East
and Southeast Asia and Oceania were least likely to make this choice. As another example,
those born in the Americas were 50.6 per cent more likely to choose timeliness as their

factor of choice over any other factwith those born in South Asia acting as the reference

group.
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The impact of urgent needs on factor importance

Another element when studyingmitter® priorities is interaction effectand the
impact of urgent needs and emergencies on other remiiteitips, whether this means
compromising cost to favour speed or other behaviour chahmg@&sable 34, Model 2 is
nearly identical to Model,but addsa binary emergerycvariable asheintended purpose
of remitting to captureriorities such as urgergcipient needsn events where the remitter
sent at least a portion of the funds to help duaogte crises or emergencgiegnder
conveniencés not a priority Thisresulthighlights the focus remitters have on more critical
factors in times of urgencieading toa roughly 22 per cent reduced likelihood of selecting
sender convenience over any of the four other factoesipient convenience, reliability,
cost and timeliness. Finally, althoudgime effect of an emergency ohet likelihood of
prioritising recipient convenience is not significant at the 10 per cent |statistical
significance idarely rejected with a-palue of 0.11, which suggests that emergencies also

share this effect of favouring recipient conveniermrepick-up options.
3.6 Conclusion

At the onset of the chapter, it was established that informal channel use endures despite
extensiveregulabry policies to discourage their yseumerous formal alternatives, and a
significant level of isolation fro®DA-eligible countries that precludes or inconveniences
myriad informal methods. Tiefore, the chaptexought to explore the underlying rationale

for remittance modality choices and better understand the micro deternthreregplain

the continued usefocertain methods over otherfl. was posited that the frequent

dichotomisation of formal versus informal remittances is reductionist in that it obscures
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crucial differences across remittance channaspecially in light of the continued use of
informal methods despite cheaper alternatives and the dominance of MTOs.

Linking this analysis backo the hypotheses outlined in this chaptee data
demonstratéhat conveniengeknowledgeand financial literacytransfer costs, channel
reliability, transfer imeliness, and recipient needs are crucial factors. The first hypothesis
linking these factors to the firsd-last mile model iSundamentain distinguishing channel
use. Like Kosse and Vermeulen (2014), the chapter demonstrates the gravitation towards
informal channels and MTOs to leverage lower transfer costs; however, this chapter shows
the crucial impact of recipient characteristics dimhncial accessvhen considering
informal channels. Moreover, these factors help distinguish betwleemusage of
competing formal channels. Although differences between banks and MTOs matter little
when using their respective digital service variants, the various factors, remitter profiles,
and the interaction with other channel decisidasfy and nuancehannel chices beyond
the formal versus informal binary. The rise of digital means and their evolving
characteristics is something past research has scantly addressed (Dimbuene and Turcotte,
2020).

Regardinghe second hypothesis, this chapter dispels the pevogptt informal
channels are more likely to be used by remitters from countries with a larger informal
economic sector. Albettounterintuitive, alelse held equal, destination countries with high
degrees of informality were more likely to resort to MTi@aninformal methodsThis
finding invalidaesthe second hypothesis of the chamed contrasts findings in other
regionsi including the macrdevel findings in Chapter .5SMTOs are the fiercest

competitors to informal methods. &prevalence of MTO usis due to theircash pickup
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or delivery optionswhich make remitted fundsadilyavailableto recipients, includingn
countries with high degrees of informalitZ. a n a dj@o@raphic isolation from low
income countries and various corridor specificitieight mean that these observations
could bespecific to Canada rather than intdramaally applicable a possibility thatis
explored further in the global analysis conducted in Chapter 5. This findirsggiméfscant
policy ramifications given the high number of programs promoting remittances through
banksand other formal financial gtitutions

Another key finding of this study supports the notion that cash transfers operate
quite distinctly from informal methodand the two should not be lumped into the same
category. Unlike other economies, in Canada, caghinsarily an opportunstic option
The study of SIMT data suggests highly educated individuals andiriighme earners
often resort to cash out of convenience when visiting abroad or receiving visitors,
especially considering it carries a zero explicit cost (but an implikitdst remains). This
finding alignswith Siegel and Liicke (2013) and Kosse and Vermeulen (2014) findh
thatcash has distinct properties, especially when cash is used out of convenience by those
travelling back to their home country. However, this lesantrasts Amued®orantes and
Pozo (2005) and Karafolas and Konteos (2010) aduate cash and informethannels
Overall, preferences in terms of sender and receiver convenience, cost, speed of transfer,
receiver needs, and reliability of theethod play important roles in determining channel
choice.

Given the already higformal remittance use levelg may prove difficult (and
unnecessaryfrom a development standpointo formalise the Canadian remittance

infrastructure beyond its currenwkds. From a policy perspective, cash hardly appears to
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take on the same role @sjeroscrossing the US/exico border or other types of informal

met hods reliant on proxi mate border crossi
world means its handaried remittances are more differentiated from its informal
methods.

However,from an international development standpoih& most pivotal finding
suggests that informal remittances are mainly used by {meeme remitters, thereby
casting doubt on theisdomof existingformalisationpolicies Global efforts to promote
remittances, particularly formal remittances, for poverty alleviation purposes may not only
be misplaced, but could potentially exacerbate income and wealth inequalities if acting as
a regressive tax of sorts.

Althoughremittances among middle and higitome migrants malyenefitglobal
international development efforts, a rethink of existing policies and the incentives they
create merits further attention within academic and policylesiréd greater emphasis
should be placed on the equitable impacts of remittance policies and mitigating the risks of
exacerbating existing wealth and income inequalit@@sapter 4 further explores how
existing remittance policieeemain rooted in a security agenddapingcurrentpolicy
prescriptions.

Finally, data enhancements are necessary if scholars are to better understand these
constantly evolving flows and the troeagnitude of informal flows worldwide. Not only
are channels more complex and heterogeneous thdorthelity binary, but they vary
across corridors, retailers, digital platforms, currencies, and a plethora of other factors.
Although there have been vashprovements in our understanding wmEmittance8

development impast remittance harnessing to this end, and channel choice, much of the
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work serves to nuance current findings in different geographic and cultural settisgs
chapter sets the spotlighh the Canadian case. In Part Il, Chapters 4 and 5 broaden the
scope of the dissertation beyond the Canadian case study by examining macro remittance
flows and policies at the global level for increased external validity as well as the dynamic

analysis otrends over time.
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3.7 Appendices

Appendix 3.1A Interdependence of irrelevant alternatives testing

Related to table 3.8
Seemingly unrelated regression-based Hausman tests of IIA assumption (N=(
Ho: Odds(Outcome-J vs Outcome-K) are independent of other alternatives.

Omitted Chi-squared  df p-value Hypothesis
Money Transfer Operators (MT Oggference)
Banks and Credit Unions 96.6 114 0.880 Accept Ho
Digital Transfer Systems 121.3 114 0.301 Accept Ho
Cash Transfers 108.1 114 0.637 Accept Ho
Informal Remittance Systems 96.1 114 0.886 Accept Ho

Related to table 3.9
Seemingly unrelated regression-based Hausman tests of IIA assumption (N=:
Ho: Odds(Outcome-J vs Outcome-K) are independent of other alternatives.

Omitted Chi-squared  df p-value Hypothesis
Reliability (reference)
Sender Convenience 56.473 75 0.946 Accept Ho
Recipient Convenience 72.274 75 0.568 Accept Ho
Cost 67.918 75 0.706 Accept Ho
Timeliness 72.606 75 0.557 Accept Ho

150



Appendix 32A Annual average of quarterly costs for formal remittancechannels

1%}
. 1 < s £ g § & G
s £ 5§ 5 ¢ s & § £ 2 & ® § g £
£ £ =z 5§ 5 5§ § £ & 3% = £ = E E
(@) [} o I £ 3 M S z a T 4 7] S N
Bank 7.30 1177 12.08 7.51 8.72 1160 13.67 6.58 7.30 7.68 11.44
(8.14) (9.15) (9.35) (5.88) (5.8) (9.15) (11.56) (4.89) (5.5) (5.53) (9.15)
Bank of China 11.64
(10)
CIBC 18.11 4.54
(15.63) (0)
ICICI Bank 6.20
(5)
ICBC 491
(8.67)
JN Money 3.86
(1.63)
JNBS 7.19
(6)
PNB Global Remit 4.76
4
Royal Bank of Canada 9.17 9.63 9.78 1184 1136 9.25 11.96 9.29 9.29
(6.94) (6.94) (6.94) (6.94) (6.94) (6.94) (6.94) (6.94) (6.94)
ScotiaBank 6.53 8.90 8.50 7.08 8.37 6.25 14.26 6.65 7.30 6.85 7.56
(5.5) (5.5) (55) (565) (55) (55) (12.75) (55) (5.5 (5.5) (5.5)
State Bank of India 3.71
(2.5)
Toronto Dominion Bank 17.24 17.65 17.18 17.49 17.46
(15) (15) (15) (15) (15)
Money Transfer Operator 6.88 8.04 11.08 8.60 4.56 10.04 8.22 9.31 6.76 4.80 3.73 10.18 6.40 5.53 9.56
(45) (5.44) (7.19) (5.8) (3.56) (5.88) (4.9) (7.13) (4.13) (3.71) (351) (6.87) (5) (4.32) (6.82)
AGR Money Transfer 5.26
(5)
CAM 8.65
©)
Dollar Links 3.73
(2.5)
Habib Express 2.66
(2.5)
iRemit 3.81
(3.75)
LeGoiTienLe 2.76
(2.69)
Metro Remittance 4.53
(3:5)
MoneyGram 8.08 10.26 1198 9.57 5.31 11.87 11.50 9.34 8.01 5.59 5.37 1051 6.84 8.18 9.84

5) (@5 (75 (7.5 (5) (75 (75 (75 (75 (5 (5) (75 () (75 (75
MoneyTT 3.93
(©)]

Reliable Peso Remit 6.30
4
Remit2India.com 5.29
(4.5)
RemitBee 1.86 3.36
(1.5) (1.5)
RemitGuru 341
0)
Remitly Money Transfer -1.08
(2.12)
Ria 5.24 7.88 9.27 4.93 8.60 7.59 5.48 4.03 6.14
4) (6) (4.5) (4.75) (4.44) (9 (5) (3:5) (5)
Sigue Money Transfers 9.80 5.54 8.66 8.30 8.39 8.00 6.32 2.06 731 3.01
(5) 4 4 (4 6 (6) (5.33) (4.33) (6) 2
Small World 6.64 1048 7.95 485 364 439 6.98
(5) (5) (4.5) 4 (213 @ (5)
Thisal Financial 5.45
(5)
Trans-Fast 6.00
(25)
Transferwise 3.91
(3.12)
Unitransfer 7.96
(5.25)
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