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Foreword

Thisis apaper of the ILO'sMigration Branch. The ILO’ sMigration Branchams to contribute to
(i) the evaluation, formulation and application of international migration policies suited to the
economicand social ams of governments, employers and workers organizations, (ii) theincrease
of equdity of opportunity and treatment of migrants and the protection of their rights and dignity.
Its means of actionare research, technical advisory servicesand co-operation, meetings and work
concerned withinternational labour standards. The Branchal so coll ects, analysesand disseminates
relevant information and acts as the information source for 1LO congtituents, ILO units and other
interested parties.

Since 1990 the ILO has undertaken a number of studies to look into the question of migration
pressuresand in 1992 organized aninternational conferencejointly with UNHCRto look intotheir
implications for development assistance. In 1994 the ILO, through its Southeast Asia and Pacific
Multidisciplinary Team (SEAPAT) and the East Asia Multidisciplinary Team (EASMAT),
undertook studiesof emigrationpressuresinfour Asian countries: China, Indonesia, the Philippines
and Vietnam. These studies aimed to provide some indication of the magnitude of emigration
pressuresand to identify structural variableswhichmayinone way or another be influencing them.
Of particular interestistheimpact, direct or indirect, of socio-economic policies such asmeasures
to redistribute productive assets, to support agriculture with infrastructure and easier access to
credit, to stimulate industrialization and to influence the geographic concentration of employment
opportunities.

Thisreport onlndonesiaby Deepak Nayyar examines emigration pressures in a country which had
undergone along period of sustained growth during which per capitaincomes rose at the rate of
4.5 per cent per annum. Notwithstanding very large improvements in poverty alleviation and the
very rapid expansion of manufacturing employment during the 1980s, emigration pressures in
Indonesia however appear to have increased rather than declined. Average emigration flows, in
Nayyar’ sestimation, rosefrom21000 to 130,000 persons per annumduring the 25 year period from
1969 to 1994. What is surprising isNayyar’ sfinding that the rapid expansion of employment inthe
urban sector may not have reduced, but indeed contributed to increasing propensities of
Indonesians to emigrate.

Indonesiais of interest not only because of its huge potential as a supplier of labour intheregion
but al so because it hasexperienced rapid growth and structural transformation which might permit
an early trangition in migration. In this paper Nayyar examines how labour has been absorbed
during the growth process and uses it to explain the phenomenon of rising emigration pressures.

September 1997 M.l. Abella
Chief al.
Migration Branch



1. Introduction

The object of thisstudy i sto anal ysethe rel ationshi p betweeninternational migrationand economic
development with reference to the Indonesian experience over the past twenty-fiveyears. Indoing
S0, it also attempts to explore the rel ationshi p between emigration pressures and structural change
at a macro-level. The endeavour constitutes a modest beginning, for the subject is relatively
unexploredinterms of both theoretical work and empirical research. Itis, therefore, meanttoraise
important issues, which may have policy implications, rather than reach definite conclusions.

Section 2 sets the stage for discussion by outlining the broad contours of economic devel opment
in Indonesia since 1970, with afocus on employment and poverty, to consider the changesin the
living conditions of the people.

Section 3 constructs aprofile of international labour migrationfrom Indonesia. Thisisimportant
because the literature and the evidence on this subject is sparse, which provides a sharp contrast
with the other labour-exporting countriesin Asia. The evidence on the outward migration and the
destination of migrantsis, perhaps, the most complete. The much more limited evidence on return
migration, illegal migration and the skill composition of migrantsis also presented. The picture
is completed by putting together the slender evidence that exists on remittances from migrant
workers.

Section 4 examines the macro-economic impact of the labour flows and the financial flows
associated with international migration from Indonesia. It considers the possible impact of the
outflows and the return flows of migrant workers on output and employment. 1t also considersthe
macro-economic significance of remittance inflows in relation to the balance of payments,
consumption, savings and investment.

Section 5 seeksto analysethefactorsunderlying emigration pressuresmaking adistinction between
the supply side and the demand side. It presentsthe available evidence on therelative importance
of internal migration within Indonesia and international migrationfromlndonesia, to suggest thet,
inboth, the pressures to migrate were attributabl e to the same set of factors onthe supply side. But
the story is not complete without considering the demand side. For emigration pressuressurfaced,
or emerged stronger, only when the demand for workers in labour-scarce countries opened up
destinations for migrants.

Section 6 attemptsto explorethe rel ationship betweenstructural change and the migration process.
It starts with a smple analytical construct, based on stylized facts, about the structura
transformation of economies associated with the process of industrialization and development.
This is followed by an examination of structural changes in the composition of output and
employment in Indonesia during the past twenty-five years. The object of the discussion is to
consider the implications and consegquences of this structural change for emigration pressuresin
Indonesia

In conclusion, Section 7 sets out some suggestions and prescriptions, in the sphere of policies,

which would facilitate the maximization, and if possible the socialization, of benefits from
international migration in the wider context of economic development.

2. Economic development in Indonesia
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The development experience of Indonesia during the late twentieth century isimpressive and, in
some respects, comes close to the success stories of East Asia.! In1967, it was one of the poorest
countriesintheworld with a per capitaincome of only $50, whichwas | ess than half that of India.
In1992, its per capitaincome was $670, which was more than double that of India. This record
should not be discounted because per capita incomeis measured in current prices and at current
exchange rates. The performance was just as impressive in real terms. During this period of
twenty-five years, per capitaincome increased at arate of 4.5 per cent per annumwhile the growth
in GDP was almost 7 per cent per annum (World Bank, 1994, p.2). Economic growth was
combined with human development.? Life expectancy rosefrom45.7 yearsin 1970to 61.5 years
in 1990. Theinfant mortality rate fell from 145 per thousand in 1970 to 68 per thousand in 1990.
The adult literacy rate jumped from54 per cent in 1970 to 82 per cent in 1990. The literacy rate
for males rose from 66 per cent to 88 per cent and the literacy rate for females rose from 42 per
cent to 75 per cent. Between 1960 and 1990, the crude birth rate declined from 44 per thousand
to 28 per thousand, the crude death rate dropped from 23 per thousand to 9 per thousand, and the
under-five mortality rate fell from 225 per thousand to 97 per thousand.

The process of economic development in Indonesialed to a dramatic reduction in the incidence
of absolute poverty. Theavailable evidence presented in Table 1 showsthat the proportion of the
population living below the poverty line, which was as muchas 40 per cent in 1976, came down
tojust 15 per cent in 1990. The reduction inthe incidence of poverty was about the same inrural
and urban areas. Between 1976 and 1990, the total number of the poor was reduced from 54
millionto 27 million, evenasthetotal populationincreased from 135 millionto 179 million. The
performance is even more impressive if we take 1970 as a point of comparison. The data for
earlier yearsislessreliable but estimates suggest that, in 1970, the proportion of the population
living below the poverty line was in the range of 50 per cent and may have been as muchas 60 per
cent (Booth, 1993, p. 59 and World Bank, 1994, p.5). In thiscontext, itisworth noting that there
isanextensive literature on poverty inIndonesia(see, for example, World Bank, 1990; Ravallion
and Huppi, 1991; Booth, 1993; Bidani and Ravallion, 1993). Different studies use different
poverty lines and different methodol ogiesto arrive at different estimates. Theestimatescited here
are those of the Central Bureau of Statistics (Central Bureau of Statistics, BPS, 1992). The
literature does not quite accept these, as different studies reach different conclusions about the
incidence of poverty, the spatial distribution of the poor and the trends in poverty over time.
However, the proposition that there has been a substantial reduction in the incidence of absolute
poverty in Indonesia, over the past two decades, is widely accepted.

It isworth noting that the process of economic growth has not been associated with a worsening
of economic distribution. The Gini Coefficient estimated from the distribution of consumption

Table 1. Estimates of poverty in Indonesia. 1976 - 1990

Y ear 1976 1980 1984 1990

! Thereisanextendveliteratureonthesubject. For evidenoeon, andadiscussionof, Indonesial seconomic performanceinthewider
context of the Asian devel opment experience, see ESCAP, 1990 and World Bank, 1993.

2 The evidence on indicators of human development, cited in this paragraph, is obtained from UNDP, 1992 and 1994.



Proportion below the
poverty line (percentages)

Rural 40.4 28.4 21.2 14.3
Urban 38.8 29.0 23.1 16.8
Tota 40.1 28.6 21.6 15.1
Number below the

poverty line (million)

Rurd 44.2 32.8 25.7 17.8
Urban 10.0 9.5 9.3 94
Tota 54.2 42.3 35.0 27.2

Source:  Central Bureau of Statistics (BPS).

Note: These BPS estimates on the incidence of poverty are based on Household Expenditure Surveys (SUSENAS).

expenditure was 0.35 per cent in 1970, 0.34 per cent in 1980 and 0.32 per cent in 1990 (World
Bank, 1994, p. 5). What is more, the share of the poorest 20 per cent of the population in total
consumption expenditure increased from 6.9 per cent in 1970 to 7.7 per cent in 1980 and 8.9 per
cent in 1990 (ibid.). Given these trends in income distribution, it is not surprising that rapid
economic growth led to a sharp reduction in absolute poverty.

The population growth rate in Indonesiawas 2.4 per cent per annum in the 1970s and 2 per cent
per annuminthe 1980s, while the rate of growth of the labour force was significantly higher at 2.7
per cent per annum in the 1970s and 3.5 per cent per anum in the 1980s (Central Bureau of
Statistics, Population CensusReports, 1971, 1980 and 1990). The labour force grew much more
rapidly than the population for two reasons.® For one, large numbers of young people reached
working age. Thiswas a consequence of rapid population growth in earlier years. For another,
femalelabour force participation rates registered a significant increase. Thiswasaconsequence
of the declinein birth rates, the riseinage a marriage, the spread of education and the change in
attitudes about women's work outside the home. 1t is striking that the expansion in employment
almost kept pace with the expansion in the labour force. Thisisborne out by evidence available
from the census and the national labour force surveys. Total employment in Indonesiaincreased
from 39 million in 1971 to 72 million in 1990 at arate of 3.1 per cent per annum. Between 1971
and 1990, the rate of growth of employment was the slowest in the agricultural sector at 1.7 per
cent per annum and the fastest in the manufacturing sector at 5.2 per cent per annum, with the
services sector a close second at 4.7 per cent per annum (Manning, 1993, p. 69). In an economy
where openunemployment ratesarelow, itisnot surprising that total employment, whichislargely
supply determined, increased at the same rate as the labour

3 For adiscussion of the underlying factors, see Manning, 1993 and Godfrey, 1993a.
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Table 2. Digtribution and expansion of employment in Indonesia
Total Employment ~ Wage Employment Growth: 1980-1990
Sector (million persons) (million persons) (per cent per annum)
Tota Wage

1980 1990 1980 1990  Employment  Employment

Agriculture 28.0 359 4.4 5.6 25 25
Mining 04 0.8 0.1 0.7 7.6 17.6
Manufacturing 4.4 8.3 2.2 5.8 6.7 10.3
Electricity 0.1 0.2 0.1 0.1 6.4 8.2
Construction 16 29 1.0 20 6.3 7.8
Trade 6.6 10.8 0.6 14 5.0 9.7
Transport 15 2.7 0.7 14 6.3 6.3
Banking and 0.2 05 0.2 05 8.9 9.9
Finance
Other Services 8.7 9.9 4.8 7.7 24 5.0
Totd 51.15 72.0 14.1 25.2 35 6.0

Source:  Population Census Reports for 1980 and 1990. For the average annud rate of growth of total employment and wage
employment, Godfrey (1993).

force (Godfrey, 1993b). Itis, perhaps, necessary to make adistinction between total employment
and wage employment. Table 2, whichisbased on datafrom the popul ation censusesfor 1980 and
1990, confirms the story about the growth in total employment, with some differences between
sectors as employment expansioninagriculturewas relatively slow. But it also revealsthat wage
employment increased at arate of 6 per cent per annumduring the 1980s. The expansion of wage
employment, again, was the owest in the agricultural sector and the fastest in the manufacturing
sector.

It would seem that the process of economic development in Indonesia has brought about a
significantimprovement in the living and the working conditions of the people. Y e, thereremains
areservoir of surplus labour and poor people, particularly in rural Indonesia. Thisis, perhaps,
the most important factor underlying internal (both rural-rural and rural-urban) migration and
international migration, as people move in search of higher wages and better living conditions.

3. International labour migration from Indonesia
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The data base for migration across national boundariesis slender. Information isavailable from
administrative sources such as registration systems rather than statistical sources. Migrantsfrom
Indonesia, who wish to work abroad, need approval from the Department of Manpower and are
required to register with one of its offices. These procedures and formalities are often compl eted
by recruitment agencies on behalf of the migrant workers. Those who emigrate through official
channels are entitled to anexemptionfromtravel tax. Thediscussion that followsisbased largely
on information compiled from this source. To sketch as complete a picture as possible, it is
necessary to examine the available evidence, however limited or however disparate, on out
migration, return migration, illegal migration, skills of migrants and remittances from workers.

3.1 Out migration

Table 3 provides an overview of international labour migration from Indonesia. It sets out the
dimensions of labour outflowsfor the successive five-year-plans during the period from 1969 to
1994. International migration increased at a rapid pace from about 5,000 during the first plan
(1969-1974) to about 650,000 during the fifth plan (1989-1994), so that average outflows rose
from1,000 persons per annumto 130,000 persons per annum. During thistwenty-five year period,
the total emigration from Indonesia was a little more than 1 million persons. There were three
major destinations for Indonesianmigrants. Of the 1 million persons who migrated, 62.8 per cent
went to Saudi Arabia, 19.4 per cent went to Malaysiaand 6.3 per cent went to Singapore. These
aggregates, which provide an overview, suggest a high degree of concentrationin the destinations,
in so far as three countries absorbed amost 90 per cent of Indonesian migrants.

There were, however, three discernible phases in international migration from Indonesia. In the
first phase, from 1969 to 1979, almost one-half of the total emigrationwasto Europe, mostlyto the
Netherlands, which was shaped by post-colonial ties. In the second phase, from 1979 to 1989,
three-fourths of the total emigration was to the Middle East, mostly to Saudi Arabia, which was
induced by the economic boomin these |abour-scarce economiesthat followed dramaticincreases
inworld oil prices. In the third phase, from 1989 to 1994, the Middle East, essentially Saudi
Arabia, remained an important destination for migrants, but there was a striking increase in the
relative importance of South East Asia which accounted for one-third of total emigration, as
Malaysia and Singapore became labour-scarce economies and began to import labour from
neighbouring Indonesia. It is worth noting, that in this third phase, labour-scarce East Asian
countries - Hong Kong, Taiwan (China), Japan and the Republic of Korea - also emerged as
destinations for migrant workers from Indonesia.

Table 4 presents time series data on annua abour outflowsfromIndonesia, to major destinations,
for the period 1983 to 1993. The picture that emerges supports the inferences drawn above.
Throughout this period, migrant flows to the industrialized world were modest, in the range of
1,000 persons per annumto the Netherlandsand 2,000 persons per annumto the United States. The
migrant flowsto Saudi Arabia were far and away the largest as these outflows rose fromless than
20,000 persons in 1983 to more than 100,000 personsin 1993. Countries in South East Asia -
Malaysia, Singapore and Brunei - emerged as increasingly important destinations beginning inthe
late 1980s, as the migrant flows to these three countries rose froma modest 6,000 persons in 1988
to an annual average of almost 50,000 persons per annum during the early

Table 3. Emigration from Indonesia (1969 - 1994)



Plan | Plan Il Plan Il Plan 1V PlanV
Destination 1969- 1974- 1979- 1984- 1989-
1974 1979 1984 1989 1994
Number of persons
MIDDLE EAST - 4,752 60,093 226,030 390,556
Saudi Arabia - 3,817 55,976 223,573 384,822
SOUTH EAST ASA 21 3,008 16,461 49,251 215,492
Malaysia 12 536 11,441 37,785 156,312
Singapore 8 2,432 5,007 10,537 48,896
EAST ASA 473 1,748 2,681 2,308 21,569
EUROPE 3,794 7,083 14,020 7,543 10,118
Netherlands 3,332 6,637 10,104 4,375 5,515
UNITED STATES 146 176 2,981 6,897 13,993
OTHERS 1,190 275 164 233 -
Tota 5,624 17,042 96,410 292,262 652,272
Percentages
MIDDLE EAST - 27.9 62.3 77.3 59.9
Saudi Arabia - 22.4 58.1 76.5 59.0
SOUTH EAST ASIA 04 17.7 17.1 16.8 33.0
Malaysia 0.2 31 11.9 12.9 24.0
Singapore 0.1 14.3 52 3.6 75
EAST ASA 84 10.3 2.8 0.8 33
EUROPE 67.5 41.6 14.5 2.6 1.6
Netherlands 59.2 38.9 10.5 15 0.8
UNITED STATES 2.6 1.0 31 2.4 2.1
OTHERS 21.1 15 0.2 0.1 0.1
Tota 100.0 100.0 100.0 100.0 100.0

Source: Ministry of Manpower




Table 4. Thedigribution of annual labour outflowsfrom Indonesia by country of destination: 1983-1993

Destination 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

Number of persons

Saudi Arabia 17116 27940 47963 27497 48741 52349 54980 54246 64785 95908 101680
Malaysia 2967 5031 3824 183 5763 2237 5853 26923 40715 45040 33372
Singapore 2515 1128 1338 1705 3503 4311 7235 9937 12945 11842
Brunei 180 159 48 76 288 1850 2053 1469 2401 2010
Hong Kong 269 322 320 207 332 413 642 534 1079 1159 1421
Japan 136 134 166 39 72 35 79 527 873 804 1982
Rep. of Korea 1 426 1091 1672
Taiwan (China) 147 102 1 4 8 43 109 190 1577 5204
Netherlands 1720 781 853 511 754 1081 1147 1271 1095 939 1098
United States 1948 686 985 736 1231 2127 2007 2643 2618 2862 3459
Others 2286 1508 968 1497 684 1957 1192 1139 3058 2809 2504
Percentages
Saudi Arabia 50.1 73.8 84.6 89.5 82.1 81.8 76.2 56.1 51.3 57.2 61.2
Malaysia 10.2 13.3 6.7 0.6 9.7 35 8.1 27.8 323 26.9 20.1
Singapore 8.7 3.0 2.4 0.0 29 55 6.0 75 7.9 7.7 7.1
Brunei 0.0 05 0.3 0.2 0.1 05 2.6 21 12 14 12
Hong Kong 0.9 0.9 0.6 0.7 0.6 0.6 0.9 0.6 0.9 0.7 0.9
Japan 05 0.4 0.3 0.1 0.1 0.1 0.1 05 0.7 05 12
Rep. of Korea 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.3 0.7 1.0
Taiwan (China) 0.0 0.4 0.2 0.0 0.0 0.0 0.1 0.1 0.2 0.9 31
Netherlands 5.9 21 15 17 1.3 1.7 16 13 0.9 0.6 0.7
United States 6.7 18 17 2.4 2.1 33 2.8 27 21 1.7 21
Others 7.9 4.0 17 49 1.2 31 17 12 24 1.7 15
Total 100.0  100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Ministry of Manpower
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1988 to an annua average of amost 50,000 persons per annum during the early 1990s. Taken
together, Saudi Arabia, Malaysia, Singapore and Brunel absorbed as muchas 91.8 per cent of the
migrants from Indonesia during the period 1983-1993.

3.2. Return migration

It is important to recogni ze that a significant proportion of the migration from Indonesiato the
Middle East, particularly to Saudi Arabia, is temporary rather than permanent. The migrant
workers move without their families, stay for alimited durationand, asarule, returnto Indonesia
thereafter.* A few may succeed in staying on, and some may return asecond time around, but this
proportionissmall. The situation is similar but not quite the same for migrantsto Malaysiaand
Singapore. The available evidence on return migration is presented in Table 5 which compares
emigration outflows with return migration inflows during the period 1989-1993. It confirmsthat
migration to Saudi Arabia was essentially temporary, in so far as return migration inflows
constituted more than 70 per cent of emigration outflows over this period. In contrast, return
migrationinflowsas a proportion of emigrationoutflows, during the same period, werejust 10 per
cent for Malaysia and a mere 3 per cent for Singapore. Available evidence suggests that a
significant proportion of Indonesian migrants with official documents in Malaysia, as also
Singapore, are permanent settlers. Theincidenceof return migrationfromtheindustrialized world
was muchhigher. Return migration inflowsasaproportion of emigration outflowswere about 40
per cent for the Netherlands and roughly 30 per cent for the United States. For al countries of
destination, taken together, return migration inflowswere 46 per cent of emigration outflows, so
that the net labour outflow from Indonesia during the period 1989-1993 was about 337,500
persons.

There is no information on the size of the Indonesian workforce or population abroad. It is,
however, possible to estimate the stock of migrants from the data on out migration and return
migration. Thetotal emigration from Indonesiaup to the end of 1993/94 was 1,063,610 persons,
whereas total return migration up to the end of 1993/94 was 438,510 persons, so that the stock of
the Indonesian migrant population abroad at the end of 1993/94 can be estimated at 625,100
persons.®

3.3. Illegal migration

It must be stressed that the dimensions of international labour migration from Indonesia outlined
so far are based oninformation about emigration through official channels. But alarge number of
Indonesian migrant workers still pass through illegal channels. Such illegal migration is
constituted, in part, by persons who travel onvisasasHaj pilgrims or tourists to Saudi Arabiaand
stay on. Thisis common knowledge, which is readily accepted in government circles, but the
number is not known (Ministry of Manpower, 1993, pp. 119-122). Most of theillegal migration
from Indonesia, however, isto Malaysia. It isconjectured that, during the 1990s,

4 Thisconformstothestandard petternof Asianlabour migrationtotheMidd eEagt. For asystematicandysisof theexperienceof
the major Asian labour-exporting countries and a discussion on the economic impact of such migration, see Amjad, 1989.

5 These figures are based on information compiled by the Ministry of Manpower, Republic of Indonesia, Jakarta.
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Tableb. Emigration, return migration and net labour outflowsIndonesa: 1989-1993
Emigration Return Migration Net Labour
Country Outflows Inflows Outflows

Saudi Arabia 371,509 264,721 106,788
Maaysia 151,903 15,539 136,364
Singapore 46,270 1,227 45,043
Brunei 9,783 106 9,667
Hong Kong 4,835 570 4,265
Japan 4,265 408 3,857
Taiwan (China) 7,123 145 6,978
Netherlands 5,550 2,295 3,255
United States 13,589 4,043 5,546
Others 13,892 2,225 11,667

Totd 628,719 291,279 337,440

Source; Ministry of Manpower

Note: The figures in this table are the sum of outflows and inflows during the five-year period from 1989 to 1993.

migrationfromIndonesiato Malaysiathrough official channelswasonly one-third of that through
illicitchannels.® Official statisticsreport that thereare 220,000 |ndonesian migrantsinMalaysia.
The evidence available from a wide range of sources suggests that there are at least 750,000
Indonesian migrants in Malaysia and that their number may be as large as 1 million.” These
estimates are both plausible and reasonable. It is reported that, in 1990, more than 130,000
Indonesiansworking illegally inMalaysiawere given proper documentationunder alegalization
programme (reported in Sraits Times, 26 October 1990, as cited in Hugo, 1993). There was
another attempt to regularize illegal migrants from Indonesiain Malaysiain 1992, when they
were given an opportunity to register and obtain atemporary resident status. It isreported that
about 320,000 Indonesian workers availed of this amnesty (Vatikiotis, 1992).

6 Thisproportionisbasedontheauthor’ sdiscussionswiththeM anpower Suppliers Assodiation (APJADI ) at Jekartain July 1995.
Itsuggeststhetillegd migrationtoMdaysaisintherangeof 120,00 personsper annum. Thisssemsplausiblegiventhefact that the
deportationof illegd workersfromMa aysato I ndonesawasintherangeof 10,000 personsper annum. Itisreportedthat,in 1993,
11,029Indones anworkersweredepartedfromMaaysa( New Srait Times, Kudal.umpur, 6March 1995). In 1994, itisreported
thet 9,194illegd workersfromIndones aweredeported from Ma ays athrough Riaud onein Sumatra(thesourceof thisinformetion
isthe Provincia Office of the Ministry of Justice, Pekanbaru, Riau as quoted in Kompas, 22 July 1995).

7 Sea forexample, Ministry of Manpower, 1993, Hugo, 1993 and Godfrey, 1994. Theseordersof magnitudeared soconfirmed by
recent newspaper reports: New Straits Times, Kuala Lumpur, 6 March 1995 and The Jakarta Post, Jakarta, 18 May 1995.
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There is both history and economics underlying illegal migration from Indonesiato Malaysia.
The two major routes for the illegal migrants - from East Java and North-West Sumatra to
Peninsular Maaysiaand from Sulawes and East Kalimantan to Sabah - go back not just to the
colonial erabutearlier to the eighteenth century as the routes for trade in coconuts and rice.® The
geographical proximity, now combined with cheaper and faster transportation, obviously makes
such movement easier. But that isnot all. The Indonesian migrants share a culture, areligion
and, most important perhaps, a common language with the Malaysians. The economic factors
underlying thisillegal migration are just as important. For employersin Malaysia, the wages
payable to illegal workers are, on an average, only one-half the wages payable to registered
migrant workers,® whilethelevy onforeign workers, in the range of US $100-200 per worker,
is ssmply not payable on illegal workers (Godfrey, 1994, p. 4). For migrants from Indonesia,
wages in Malaysia are four to eight times what they are at home. What is more, the illicit
channelsfor migration to Indonesia are much cheaper, |ess cumbersome and consequently faster
than the official channels of recruiting agencies and government procedures.?

3.4. Skill composition

The available evidence on the skill composition of migrants from Indonesiais set out in Table
6. Thisinformation on the occupational distribution of migrant workersby sectors-of-employment
isavailable only for plan periods IV and V from 1984 to 1994. It shows that between the two
planperiods, 1984-1989 and 1989-1994, the proportionof migrant workersengagedindomestic
services decreased from 70 per cent to 60 per cent and the proportion of migrant workers
engaged in agricultureincreased from 12 per cent to 22 per cent, while the proportionof migrant
workersin transportation remained almost unchanged at 14 per cent. Taken together, however,
these three sectors employed more than 96 per cent of the migrant workers in both periods. Itis
important to recognize that these migrants from Indonesia were essentially unskilled workers:
housemaidsindomestic services, plantationworkersinagricultureand driversintransportation.
Although data on the occupational distribution are not available by country-of-destination, it is
knownthat the mostimportant categories of migrant workersfrom Indonesiaare (@) housemaids,
particularly in Saudi Arabia, but also in Singapore, Maaysia and Hong Kong; (b) plantation
workersinMalaysia, particularly Sabah; (c) drivers, particularlyinMalaysiaand Singapore but
also in East Asian countries; and (d) construction workers, particularly in the Peninsular
Malaysia (Godfrey, 1994 and Hugo, 1993).

Table6. Occupational distribution of migrant workersfrom Indonesia
by sector of employment 1984-1994 (in per centages)

8 Thisisbased ontheauthor’ sdiscussionswiththe Director General of Immigration, Ministry of Justice, theM anpower Suppliers
Association (APJADI), and the Manpower Recruiting Agency (PT BIJAK), at Jakartain July 1995. See aso, Hugo, 1993.
% AcoordingtotheManpower Suppliers Assodiaion(ARJADI), theaveragewageisM Y R13-15for legd migrantworkersandM YR

7 for illegal migrant workersin Malaysia.

10 tisreportedthat Manpower Supplier Companies(PPTK ) inlndonesachargemigrantworkersafeeof Rupiah 650,000. Theforma
proceduresared o cumbersome completing 20 documents;, callecting 33 gnaturesandwaiting3months(Prijono, 1993). Illegd

migraionthroughmiddemen(taikong) ismuchchegper (aslittleasRupiah 50,000 from Batamand Bintanto Johore) and much fagter
(migrants can leave as soon as aminimum number of 50 workers is gathered together).



11

Pan IV PlanV
Sector 1984 - 1989 1989 - 1994
Domestic Services 70.2 60.2
Agriculture 11.8 22.3
Transportation 14.2 13.8
Construction 15 0.1
Electricity 0.3 1.0
Others 20 2.6
Totd 100.0 100.0
Number of migrants (292,262) (652,272)

Source: Ministry of Manpower

There are two attributes of international labour migration from Indonesia which need to be
emphasized because they are unusual among the labour-exporting countries of Asia. For one, the
majority of the migrants are women. For another, there are dmost no migrants with professional
expertise or technical qualifications. The presence of thisgender dimension and the absence of any
brain drain deserves more than a mention, if not an explanation.

During the period 1984-1994, two-thirds of the migrants fromlndonesiawere women. The gender
compositionof migrants varied across sectors-of -empl oyment and countries-of -destination. Almost
95 per cent of the migrants engaged in domestic services were women, but less than 25 per cent of
the migrants engagedinagriculturewere women. Therewere amost no women among the migrants
engaged in other sectors.* More than 90 per cent of the migrants to Saudi Arabia were women,
almost al of them housemaids, and the proportion was only dightly lower for the Middle East as
awhole. The proportion of womenamong migrants fromIndonesiawas 60 per cent in Singapore,
30 per cent in Malaysia and somewhere in-between in the East Asian countries.’? It should be
obviousthat the gender composition of labour outflows fromIndonesiaisdetermined onthe demand
sidein so far as the labour-importing countries seek women migrant workers. Thisis, of course,
matched by asurplus of unempl oyed and under-employed womeninrural Indonesia, who arewilling
to migrate acrossnational boundariesinsearch of higher wages or better employment opportunities.
Itisworth noting that apart fromthe Philippines, Sri Lanka and Indonesia, thereis no other country
in Asiawhich exports womenworkersonasignificant scale. Thus, the demand conditionsfor such
migration are, in arelative sense, favourable. But Indonesiais the only Idamic country in Asa
which allows the recruitment of women for work as housemaids overseas, and there is a sense of
unease about thisin Indonesia

1 Theseproportionsonthegender compasition of intermetional |abour migrationfrom | ndonesia, by sectorsof employment, arebesed
on information compiled by the Ministry of Manpower, Republic of Indonesia, Jakarta.

2 Thefiguresontheproportion of womenamong migrantstothespecified countriesof destinationarea sobased oninformation
compiledby theMinigtry of Manpower, asreportedin Godfrey, 1994. Fromtimetotime, newspapersreport themisrestment of women
workershy their overseesemployersor their poor living condiitions. Thisisacausefor concernbothingdeand outd dethegovernment
of Indonesia. Asaresult, perhaps thegovernment bannedtheexport of domesticservantstotheMidd e East between 1980and 1982.
And thereis occasional pressure for areimposition of the ban.
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Indonesia is most unusual among the Asian labour-exporting countries for, unlike India, Pakistan,
Sri Lanka, Philippinesand Thailand, the permanent migration of personswith professional expertise
or technical qualificationsisalmost absent. Thisissomewhat puzzling not only becauseit provides
asharp contrast with countriesat similar level sof income and devel opment which have experienced
abraindrain, but al so becausetherehasbeenasignificant increaseinthe incidence of unemployment
among the educated in Indonesia, particularly those with higher education, during the 1980s.%2 The
explanation may be that those who could find employment abroad are still in short supply at home.
Whatismore, evenif salariesare muchlower, the chances of rapid promotionto positions of power
and influence are much higher. There may be other underlying factors.** First, professional and
technical qualificationsinthe higher education systemof Indonesiaare, perhaps, not aswell known
asthoseof the other Asiancountries, so that the Indonesian professional is not yet competitiveinthe
world market. Second, Indonesians are not as fluent in the English language as their counterparts
in South Asia, the Philippines or the Republic of Korea. Third, as many in Indonesia proudly
emphasize, the educated Indonesians simply prefer the comforts of home, with a strong preference
for their own culture and environment and a sense of unease with the outside world.

3.5. Remittances

There is little systematic information on the financia flows associated with international labour
migration from Indonesia. The Indonesian Rupiah is convertible and there are no restrictions on
transactionsinforeign exchange. Foreign currency isconvertibleinto rupiah without any questions
asked. Foreign currency accounts are opened with ease. Thus, it issimply not possibleto identify
financial flows attributableto migrants. So much so that it is difficult to find reliable data evenon
remittances from Indonesian workers abroad.

There are two sources of information on remittances. the Bank of Indonesia and the Ministry of
Manpower. The Bank of Indonesiahasavery narrow definition of remittanceswhich are estimated
on the basis of transfer payments reported by banks inthe Middle East and Maaysia. The Ministry
of Manpower provides estimates for remittances, which are based partly on estimates about the
number of migrantsworking abroad, their average wage and the proportion of income remitted home.
Table7 presents thesetwo sets of estimates onremittancesfrommigrant workersto Indonesiaduring
the period 1987/88 to 1994/95. The estimatesare similar but there are some differences. Between
1987/88 and 1994/95, total remittances increased from US$ 90 million to US$ 350 million
according to the Bank of Indonesia, and from US$ 90 million to US$ 480 million according to the
Ministry of Manpower. These remittances were the equivalent of roughly 1 per cent of export
earnings.

Table7. Remittances from Indonesian workers (in US$ million)
Bank of Indonesia Ministry of Manpower
Y ear Estimates Estimates

3 Forevidenceonhigher, andincreasing unemployment among theeducatedinindonesia, sseMinistry of Manpower, 1993, pp. 85-
88.

14 For adiscussion of the factors underlying the absence of a braindrain from Indonesia, see Godfrey, 1994, pp. 5 and 17.
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1987/88 90 90
1988/89 103 114
1989/90 188 188
1990/91 139 180
1991/92 150 239
1992/93 264 264
1993/94 201 353
1994/95 344 480

Source: Bank of Indonesia and Ministry of Manpower

Table8. Estimated composition of remittancesto Indonesia
by origin (in US$ million)

Pan Il Pan IV PlanV
Country 1979-1984 1984-1989 1989-1994

Saudi Arabia 41.6 351.3 1171.8
United Arab Emirates 22 9.6 26.6
Kuwait 05 21 11.9
Madaysia - - 18
Singapore - 0.2 2.2
United States - - 2.8
Others 04 0.2 6.3
Totd 44.7 363.4 1223.4

Source: Ministry of Manpower

The composition of remittances to Indonesia by country-of-origin, based on estimates made by the
Ministry of Manpower for plan periods |11, IV and V, from1979to 1994, isset outin Table 8. The
data show that remittancesincreased fromUS$ 45 million during 1979-1984 to US$ 1,223 million
during 1989-1994, so that average annua remittancesrose fromUS$ 9 million to US$ 245 million.
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In both these periods, more than 90 per cent of estimated remittances originated in Saudi Arabia,
while the contribution of Malaysia and Singapore was negligible.

The evidence on remittances is puzzling. For one, remittances from countries other than Saudi
Arabiaarenegligible. For another, the level of remittances per capitais only afraction of what it
is in other Asian labour-exporting countries.™ At the end of 1993/94, there were 625,000
Indonesian migrants working abroad according to official statistics. The evidence on illegal
migration suggests that therewere at | east another 500,000 Indonesianmigrants abroad. Thiswould
meke for atotal migrant population abroad of 1.1 million, which is roughly comparable with the
migrant population abroad from India, Pakistan or the Philippines. But remittances from migrant
workersto these countries are in the range of US$ 3 billion per aanum. Inthiscontext, remittances
to Indonesiain the range of US$ 300 million are obviously an under-estimate. Given the skill
composition of Indonesian migrants, it is possible that their income per capita, worldwide, was
lower than that of migrants from other Asian countries. But the skill composition and the wage
levels of Asian migrants in the Middle East were roughly similar. And if the saving propensities
were similar, remittances per capita could not be very different. But evidence available suggests
that workers' remittances to Indonesia, even from the Middle East, were significantly lower. Itis
not clear why. There can be no significant remittancesthrough illicit channels because there is no
market premium on the official exchange rate for the rupiah and transactions costs in any parallel
market are likely to be higher. It is, therefore, reasonable to infer that remittance inflows to
Indonesia are under-estimated because they are unreported.

4. M acr o-economic impact of international migration

In anaysing the implications and consequences of international labour migration for Indonesia, it
iSnecessary to distinguish between the macro-economic impact of labour flows on the one hand and
financial flows on the other, although the two are often interwoven.

The impact of labour flowsassociated with international migration depends on the magnitude of the
outflow of workers, the employment status before emigration, the skill composition of the migrants
and, in the case of temporary migration, also on the size of the return flow. In a surplus labour
economy whichis characterized by disguised unemployment among the peasantry inthe agricultural
sector or the workers in the informal services sector, and by open unemployment in the rural
non-agricultural sector or the urbanindustrial sector, theimpact of international migration on output
would be negligible, whether at the micro-level or at themacro-level, particularly if migrationflows
are small as a proportion of the increments in the workforce, or as a proportion of the existing
surplus labour. What is more, if the emigrants are unemployed or under-employed before their
departure, it would lead to adirect reduction in the level of open or disguised unemployment. The
migration of employed workers, on the other hand, may also lead to an indirect reduction of
unemployment if they can be readily replaced from a pool of surplus labour. The extent of the
reduction in unemployment or under-employment would, of course, depend on the size of the
outflow. The skill composition of the migrants is important in this context. The migration of
unskilled workers should have little or no impact on output and should reduce unemployment.

15 For evidence on remittances inflows to the |abour-exporting Asian countries from the Middle East see Amjad, 1989.

16 Theardlytica gpproachadoptedinthissedtion, toexaminethemacro-economicimpeact of intemetiondl migration, cravsuponeatlier
work of the author. For a detailed discussion, see Nayyar, 1994 a, pp. 3-11.
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However, the migration of skilled workersor high-skill professionalsislikely to affect both output
and employment if the migrants cannot be replaced without training, which absorbs resources and
needstime. In situations where the migration of workersistemporary, we need to analyse not only
theinitial impact of thewithdrawal on output and employment, but al so the subsequent impact of the
re-entry. Once again, if the return migration is small as a proportion of the increments in the
workforce, or of the surplus labour, the impact of re-entry on output and employment islikely to be
margind, if notnegligible, inamacro sense. Theacquisition of skillsby migrantswhile abroad and
the utilization of such skills on return may, of course, influence productivity and outpuit.

In 1990, labour outflows from Indonesia amounted to a minuscule 0.13 per cent of the total
workforce, but constituted a more significant 6 per cent of the increment in the workforce.'’
Although estimates of unemployment and under-employment are characterized by seriousconceptual
and statistical limitations, itisworth noting that, in 1990, emigrationfromIndonesiawas 4 per cent
of the total unemployment and 0.35 per cent of the total under-employment inthe economy.® There
IS no substantive evidence on the employment status of the migrants before their departure but, in
view of the fact that an overwhelming proportion of these migrants were unskilled workers, it is
likely that most of them were drawn from under-employed or unemployed members of peasant
householdsintherural sector, and from under-employed or unemployed workers, particularly casua
wage labour, in the urban sector. Given the magnitude of labour outflows and the reservoir of
surplus labour, it would be reasonable to infer that the impact of the withdrawal of labour, if any,
onoutput in Indonesiawould have been negligible. In so far as the emigrants were unemployed or
under-employed before their departure, itwould haveled to adirect reductioninopenor disguised
unemployment, but the extent of it was probably marginal. Insofar astheemigrantswere employed
before their departure, it would have led to an indirect, though once again marginal, reduction in
unemployment, since replacement workers would have been drawn from the available surplus of
labour.

Some of the emigration from Indonesia, particularly to the Middle East, was temporary so that the
withdrawal of labour was followed by are-entry. In 1990, return migration amounted to atiny 0.07
per cent of the total workforce and about 3 per cent of the increment intheworkforce.  Thisreturn
migrationwas 2 per cent of thetotal unemployment and 0.18 per cent of thetotal under-employment
in the economy.® The impact of the returnflow onoutput, if any, would have been negligible. The
impact onunemployment or employment would, once again, have been marginal for the economy as
awhole. Needlessto add, return migration may have increased the incidence of open or disguised
unemployment, but only at the margin by exerting pressure on the labour market wherever job
opportunities were scarce. The problem of unemployment may have been aggravated among return
migrantsif they were reluctant to enter the same occupation on return, but may have been eased if
they were able to use their savings out of remittances as an investment fund for self-employment.

The macro-economic impact of financial flows associated with migration, essentially remittances
inthe case of Indonesia, is somewhat more complex. In asituation where the departure of migrants

17 Thetotal workforceinIndonesawas72millionin1990( Population CensusReport, 1990), whiletheincrementinthetotal
workforcein 1990 was 1.6 million (National Labour Force Survey, 1987-1992).

% 1n1990, openunemploymentinindonesiawas2.4million, whileunder-employment (thoseworkinglessthen 35 hoursper week)
was 27.8 million (Population Census Report, 1990).

B Thetotd reurnmigrationtolndonesiain 1990was50,391 persons(Ministry of Manpower). Theproportionsinthisparagraphare
derivedfromthisfigureandthedataonthesizeof theworkforce, theincrement intheworkforce, openunemployment and under-
employment, for 1990, cited previously.
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doesnot reduce domesti c output, remittanceinflowsshouldincrease national income. Alternatively,
so long asthe value of remittances exceeds income foregone as a consequence of migration, which
isaplausible assumption, the migration of workers across national boundaries shouldlead to some
increase in national income. An increase in income would, then, lead to a consequent increase in
private consumption expenditure, private investment expenditure and imports. An increase in
consumption expenditure would lead to anincreasein output in a demand-constrained situation but
would lead to an increase in prices or inimports in asupply-constrained situation. The difference
between the increase in income and the increase in consumption attributable to remittances would
besaved. Therate of saving may rise or fall depending on how the propensities differ as between
domestic and foreign incomes. The utilization of savings would influence the level and the mix of
investment. The consequent increase in investment, or its productivity, would lead to a further
increase in income through the multiplier effect. The increase in income arising from remittances
may enable the economy to realize an excess of investment over savings, through a corresponding
excessof imports over exports, with asmaller draw onexternal resources thanwould otherwise be
the case®® In principle, therefore, the remittance inflows attributable to international labour
migrationcanalleviate either the savings constraint or the foreign exchange constraint, thusenabling
the economy to attaina higher rate of growth, whichis somewhat akin to the role of foreign capital
inflows in two-gap models. Remittances arising from migration may, then, lead to increases in
income and employment by stimulating consumption, adding to savings and investment or by
allowing the economy to sustain an excess of investment over savings at a macro-level.

Remittanceinflows to Indonesia, asreported in official statistics, are small enoughto be treated as
negligibleinthe context of the national economy. Intheearly 1990s, remittancesweretheequivalent
of a mere 1 per cent of export earnings. They were amost insgnificant in relation to macro
variables. 1n 1992, for example, remittances were the equivalent of 0.2 per cent of GDP, 0.4 per
cent of private consumer expenditure and 0.8 per cent of gross domestic fixed capital formation.?
It must be stressed that this equivalenceis ahypothetical comparison. What isbeing said issimply
that if al remittances had been used for consumption, they would have accounted for 0.4 per cent
of consumer expenditure, or thatif all remittances had beeninvested they would have accounted for
0.8 per cent of domestic investment. Unfortunately, thereis no evidence at the macro-level which
would enable us to allocate remittances by actual use as between consumption, savings or
investment. Casual empiricism suggests that the domestic resource equivalent of remittances was
utilized by migrants or their households to liquidate debt, support consumption, create saving and
financeinvestmentinthat order.?? Thus, debt repayment and consumption expenditure were thefirst
claimonremittances. The balancewas saved and used to finance investment, particularly by return
migrants in self-employment, as also in housing and education.?

2 Thispropositionmay gppear paradoxical at first sight because, inan accounting senss it followsfromthenationd incomeidentity
thet therewould beacorrespondingincresseinsavings. Butitisgrossnationd savingrather thangrossdomesticsavingthatwould
rise and the economy would be able to realize an excess of investment over the latter.

2 RemittanceswereUS$264million, theequivaent of Rupiah 536 illion, duringthefinendidl year 1992-93(Table 7). In1992, GDP
wasRp259, 885hillion, privateconaumptionwasRp 135,880hillionand grossdometi cfixed capitd formeationwasRp 70,820hillion
(Central Bureau of Statistics). The proportions cited here are derived from these figures.

2 Thisstatementisbased onthejudgement of concemed official sat theBank of Indonesiaand emerged fromtheauthor’ sdiscussion
with them at Jakartain July 1995.

2 Someconfirmationisprovided by evidencecompiledat amicro-level. Inasurvey of 200returnmigrantscarriedoutin 1987
(quotedinGodfrey, 1994, p. 8) whenasked about theintended useof their funds, themogt frequeently mentioned useof fundswasas
businesscapitd (23 per cent of totd mentions), followed by land purchase (20 per cent), housecongructionor repair (20 per cent),
educationof family member (18 per cent) and bank deposits(12 per cent). Themost popular planned businessventure, by far, wes
ashoporfooddal (65 per cent of tota mentions), followed by arepair shop (15 per cent), agricultureor fishing (12 per cent) and
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The dimensions of the labour flows and the financial flows associated with international 1abour
migrationfromIndonesiaaresmall, almost negligible, inthe wider context of the national economy.
The macro-economic significance, therefore, is qualitative rather than quantitative and the impact
of international migration onthe national economy isfar lessthaninother Asian countries, say, the
Philippines or Pakistan. But it cannot be ignored. The more important issue, however, is how the
process of economic development in Indonesia has induced and shaped international |abour
migration.

5. Emigration pressures and underlying factors

The search for evidence on emigration pressuresin Indonesia, or elsewhere, is futile, for thereis
not much to go on. It is, perhaps, more instructive to analyse the factors underlying emigration
pressures. Indoing so, it isessential to make a distinction between the supply side and the demand
side. Onthe supply side, demographic factors combined with unemployment and poverty obvioudy
created pressures for the internal migration (mostly rural-urban but also rura-rural) in Indonesia,
as in other surplus labour economies. The same factors probably led to a spillover of migration
across national boundaries. However, the existence of surplus labour aone is not sufficient to
create emigrationpressures. And thestory cannot be compl etewithout considering thedemand side.
Emigrationpressuressurfaced, or emerged stronger, once destinations for migrantswere opened up
by a demand for workersinlabour-scarce countries, whether in neighbouring Malaysiaor in distant
Saudi Arabia.

Consider, first, the supply side. Indonesia has experienced arapid growth in its population during
the past 25 years. Between 1971 and 1980, its total population increased by 23.7 per cent at an
average rate of 2.4 per cent per annum. Between 1980 and 1990, its population increased by another
21.5 per cent at anaverage rate of 2 per cent per annum. The growth in the labour force was even
more rapid. Between 1971 and 1980, the labour force increased by 27 per cent at an average rate
of 2.7 per cent per annum. Between 1980 and 1990, the labour force increased by 41.9 per cent at
an average rate of 3.5 per cent per annum. The sharp increasein the rate of growth of the labour
force during the 1980s, explained earlier, was attributabl e to a combination of demographic factors
(as young persons reached working age) and increasing female participation rates (as women
entered the labour market).

Table 9 presents the evidence on trends in population, labour force, unemployment and
under-employment in Indonesia during the period from 1961 to 1990. It confirmsthe rapid growth
in the population and the labour force. The trends in unemployment and under-employment need
more careful interpretation.

Inasurplus labour economy such as Indonesia the concept of open unemployment is of limited use,
in so far asthe poor cannot afford to be unemployed but engage inany work that is available even
if theincome earned is not sufficient for aliving. Thus, open unemployment ratesin Indonesiahave
always been low. The unemployment rate was high at 5.5 per cent of the labour force in 1961,
declined to 2.2 per cent in 1971 and 1.7 per cent in 1980 but rose to 3.2 per cent in 1990. It would
appear that the unemployment rate has been in the range 2-3 per cent for much of the period under
review. But thisaggregatefigure concea stwoimportant dimensi ons of the unemployment problem.

tailoring (9 per cent).
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For one, the unemployment rate in the urban sector (more than 5 per cent) issignificantly higher than
the unemployment rate in the rural sector (lessthan 2 per cent). For another, the unemployment rate
among femal esissignificantly higher (about one percentage point) than theunemployment rateamong
males.?*

Under-employmentis even more difficult to measure than unemployment. The population censusin
Indonesia provides information on the incidence of under-employment in terms of the number of
hours worked per week. Under-employment, defined as a proportion of the working population
working less than 35 hours per week, was 36.9 per cent in 1980 and 38.6 per cent in 1990. If
under-employment is defined as a proportion of the working populationworking less than 25 hours
per week, the unemployment rate was 22.7 per cent in 1980 and 22.5 per cent in 1990 (census data
reportedin Ministry of Manpower, 1993, p. 92). Interms of either definition, the under-employment
rate among females was 20 percentage points higher than the under-employment rate among males
bothin 1980 and in 1990 (ibid., p. 92). Thissuggeststhat emigrationpressures were probably much
greater among female workers. It may aso be an important part of the explanation, on the supply
side, for the gender composition of international labour migration from Indonesia. Of course, it
must be recognized that the incidence of under-employment so measured may be deceptive for a
variety of reasons such as multiple jobs, seasonal work, long hours with little work and part-time
work. If availability for additional work isthe criterion, so that we focus on job-seekers among the
under-employed, the proportion of the labour force recorded as under-employed is muchlower at
about 10 per cent (Manning, 1993 and

Table9. Labour force, unemployment and underemployment in Indonesia
1961 1971 1980 1990
Population (million) 97.1 119.2 147.5 179.2
Labour force (million) 34.6 41.3 52.4 74.4
Working population: 32.7 40.4 515 72.0

Employment (million)

Job-seekers (million): 19 0.9 09 24
Unemployment

2 Theunemploymentrateintheurbansector, andamongfemd eworkers washigher throughout theperiod 1971-1990. SeeMinistry
of Manpower, 1993, p. 84. Itisworthnatingthet theproblem of unemployment amongwomeninrurd Indonesamay beaccantuated
by thenatureof technological changeinagriculture. Theevidenceisnot condusivebut it gopearsthat, inrecent years, innovaionsin
harvestingand pogt-harvest processing of ricearereducing employment opportunitiesforwomenand may, infact, havedisplaced
womenworkersgiventhetraditional gender divisonaof labourinagriculture). Thismight dsobeafactor underlyingsronger emigration
pressures, on the supply side, among female workers.
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UNEMPLOYMENT RATE 55 2.2 17 32
(percentage of labour force

seeking jobs)

UNEMPLOYMENT n.a n.a 36.9 38.6

(percentage of working
population working less
than 65 hours per week)

Source: Centra Bureau of Statistics, Population Census Reports: 1961, 1971, 1980 and 1990.

Godfrey, 19934). This percentage was even lower at 6 per cent in the non-agricultural sector but
higher at 14 per cent inthe agricultural sector and even higher at about 20 per cent inthe agricultural
sector in Java (Manning, 1993, p. 67).

There are problems of measurement. But it isimportant to emphasize that under-employment rates,
whether defined in terms of the proportion of persons working shorter hours or in terms of the
proportion available for more work, do not appear to have changed much since 1970s.% In this
context, it isnot surprising that emigration pressures have persisted despite the sharp decline in the
incidence of poverty. Indeed, itisplausibleto suggest that rapid economic growth associated with
employment expansion, particularly outside the rural sector, may have intensified emigration
pressures. Thereasonissimple. The need to migrate has remained but the ability to migrate has
increased.

Table 10 sets out the available evidence on migration flows in, and from, Indonesia. It makes a
distinction between transmigration, inter-regional (inter-provincial) migration, intra-regiona
(inter-district) migrationand international migration. The cumulativetotal of migration until theend
of 1988/89 was 3.3 millionpersons. In this, transmigration wasthe largest at 42.8 per cent, while
inter-district migration came next at 37.9 per cent; inter-provincial migration was the smallest at
7.5 per cent, whileinternationa migration constituted 11.8 per cent of thecumulativetotal. Thedata
presented in this table clearly show that, despite the sharp reduction in absolute poverty over the
period from 1970 to 1990, internal migration within Indonesia and international migration from
Indonesiaremained substantial eveninthe early 1990s. Indeed, during plan period V (1989-1994),
total migrationwas as muchas2.4 millionpersons. Of this, international migration was 27 per cent
and internal migration was 73 per cent. The composition of internal migration was as follows:
inter-district migration was the largest at 54 per cent, inter-provincial migration was the smallest
at 9 per cent, while transmigration was just 10 per cent of the total migration flows.

There are three inferences that can be drawn from this evidence. First, there was a basic
misconceptionintheenormousinternal transmigration programme conceived by the Government and
financed by assistance from the World Bank. Large sums of money were borrowed and spent to
assist migrants in moving from the overcrowded isand of Java to settlement areas in the other
islands that peopl e would not have chosenas destinations ontheir own. The experience, which was

3 Thispropositioniswiddy acogpted. See, forinstance, Ministry of Manpower, 1993, pp. 91-97. Itfollowsthetincreasedincomes
inlndonesaaredtributabl eto peopleworkinginhigher productivity adtivities- usingmorecomplementary capitd,, killedlabour and
managerial inputs - rather than working longer hours (Manning, 1993, p. 67).
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not asuccess, showsthat migration is driven by incentives and not by assistance (Godfrey, 1994).
The scaleof inter-district and inter-provincial migrationwithinlndonesia, whichwas not sponsored
by the government, shows that Indonesian people were ready to move from their homes provided
they were able to obtain secure employment and higher wages elsewhere. Second, international
migration, which is small in relation to the size of the total workforce or the incidence of
under-employment in the economy, constitutes a significant proportion of total migration flows.
Third, the basic factors underlying the pressures to migrate, mostly from the rura hinterland, to
destinations inurbanIndonesiaor to the outsdeworld, are probably similar, at least onthe supply
side. Inother words, migrantsare driven from their homes by economic necessity in search of better
employment opportunities or higher incomes. The choice of destination is, to a significant extent,
determined by the demand for migrant labour.

Consider next the demand side. The process of rapid economic growth in Indonesia has been
associated with a rapid expansion of employment in the manufacturing sector and in the services
sector. The policy regime has also been employment-friendly.?® This has created a demand for
labour within Indonesia, inthe non-agricultural sector, which has absorbed migrant |abour fromthe
rural hinterland. It has also shaped the dimensions and the composition of internal rural-urban
migration. Similarly, international migration has materialized as the demand for migrant workers
has surfaced and gathered momentum in labour-scarce economies, to begin with in Saudi Arabia,
then in Maaysia, Singapore and Brunei, and now in Hong Kong, Taiwan (China), the Republic of
Koreaand Japan. The surplus of unskilled workers, particularly women who are unemployed or
under-employed, has enabled Indonesiato meet this demand. Emigration pressures on the supply
side, combined with the muchhigher wages abroad evenfor unskilled workers, meanthat many more
Indonesians would be willing to migrate across nationa boundaries. The size and composition of
these labour outflows, however, is determined almost entirely on the demand side, not only for
migration through official channels but also for illegal migration. Thisisthe reason

Table 10. Migration flowsin and from Indonesa
(number of persons)

up to
Type of Migration 1988/89  1989/90 1990/91  1991/92 1992/93  1993/94

Transmigration 1,408,776 26,553 50,052 61,773 59,202 49,440
Inter-regional 246,253 26,174 26,168 44,379 60,250 55,950
(AKAD)

Intra-regional 1,249,590 185,410 176,061 359,057 299,464 273,466
(AKL)

International 390,192 84,074 86,264 149,782 172,157 159,995
(AKAN)

Source:  Implementation of REPELITA V: April 1989 to March 1994, President's Speech at the House of Representatives,

% For adetailed discuss ononemployment expansionand employment policieswithreferencetothel ndonesian deve opment
experience, see Godfrey, 1993a and 1993b.
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Republic of Indonesia, Jakarta, August 1994.

Note: The datain the first column report the cumulative total of migration, in each of the categories, until 31 March 1989. T h
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why international labour migrationfrom Indonesia emerged on asignificant scale, beginning in the
early 1980s, only whenthe demand for migrant workers surfaced in Saudi Arabia (following the ail
price increases) and Malaysia or Singapore (as a consequence of labour shortages), even though
emigration pressures on the supply side were there much earlier.
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6. Structural change and the migration process

The process of industrialization and development is associated with a structural transformation of
economies. Inalong-term perspective, the most important dimension of such transformationsis a
structural change inthe composition of output and employment over time. To beginwith, the share
of the agricultural sector in both output and employment is overwhelmingly large. As
industrialization proceeds, the share of the manufacturing sector and later the services sector in
output and employment rises while that of the agricultural sector falls. The absorption of surplus
labour isreflected inthe migrationof unemployed or under-employed workersfromrura hinterlands
to urban settlements. Given the massive differencesin employment probabilities and wage levels,
wherever possible, migration of workers across national boundaries also absorbs a part of the
labour surplus. Over time, the process of economic development is associated with a migration
trangtion. Rural-urban migration comes to an end when the surplus of labour in the subsistence
sector is exhausted. Emigration flows are also significantly reduced in part because surplus labour
isnot readily available, and in part because economic development provides more employment,
higher wages and better living conditions at home, even if differencesin the level of income or the
quality of life persist vis-a-vis the world outside. 1n some economies, rapid industrialization and
sustained growth, which creates full employment, may even open up the possibilities of a
turn-around inmigrationflowsaslabour importsbegin. Lateindustrializersin Southern Europeand
East Asiahaveindeed experienced such atransition during the second half of the twentieth century.

It is possible to discern a set of stylized facts, from historical experience, about the structural
transformation of economies, which is associated with changes in the composition of output and
employment as al so, in some countries, atransition from labour-surplus to labour-shortage or from
labour-exports to labour-imports.?” There are two stages in the structura transformation of the
economies which have succeeded interms of industrialization and development. In the first stage,
thereisanabsorption of surplus labour from the rural sector, outside agriculture in manufacturing,
at existing levels of wages and productivity. This is associated with a decline in the share of
agriculture and arise in the share of manufacturing in output and in employment. The process can
be described as the extensive margin of labour absorption. In the second stage, thereis atransfer
of labour fromlow productivity to high productivity occupations in the manufacturing sector while,
at the same time, thereis anincreaseinthe average productivity of labour inthe agricultural sector.
Real wages rise in both sectors. There is a further increase in the share of manufacturing, and a
further decrease in the share of agriculture in output and in employment. The process can be
described as the intensive margin of 1abour-use.

It is worth noting that, to some extent, such a process of economic growth and structural change
conforms to the historical experience of the now industrialized countries (see, for example, Clark,
1940 and Kuznets, 1966). Thereisathird stage of structural transformation that emerges from the
experienceof theindustrialized world. Oncecountrieshaveindustrialized and reached an advanced
stage of economic devel opment, the share of the manufacturing sector in both output and employment
declines while the share of the services sector rises. The recent historical experience on some
surplus labour economies which have not succeeded at industrialization reveas a curious
asymmetry, in so far as structural changes in output and employment are characterized by a move

21" Thisandlysisof therelationship betweenstructural changeand migrationtransitionsdrawsuponearlierwork of theauthor; see
Nayyar 1994 b.
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fromthe first stage where agriculture dominates to the third stage where services dominate, without
passing through the second stage where manufacturing dominates (Kuznets, 1971 and UNCTAD,
1985). Consequently, therearemagjor differencesinwagesand productivity of labour which persist
not only between sectors but al so withinsectors. Itisobviousthat such countries do not experience
a transition from surplus labour to scarce labour, or from labour-exports to labour-imports, the
explanation for which liesin their pattern of development.

In any event, during the early stages of industrialization, labour exports from surplus-labour
economies are a common occurrence. This is attributable not only to the actua differences in
wage-levels and employment-probabilities at a point in time, between |abour-exporting countries
and labour-importing countries, but aso to the perceived differencesin the stream of income and
the quality of life over a period of time. Given the massive differences, actual or perceived,
international labour movements would be much larger inanunconstrained world. Infact, they are
not. Inlabour exporting-countries, the desireto migrate, arising from both push and pull factors, is
constrained by the ability to migrate which depends onthe endowment of skills, educationor savings
among the potential migrants. Their ability to migrate is constrained further by the patterns of
demand for labour and the barriers written into immigration laws or consular practices in the
labour-importing countries. Thus, the size and the composition of emigration flowsisinfluenced
by awide range of economic and non-economic factors.

It would be instructive to consider the Indonesian development experience with reference to the
simple analytical construct set out above. The structural changes in the composition of output and
employment in Indonesia, during the period from 1971 to 1993, areoutlined in Table 11. It shows
that, between 1971 and 1993, the share of agriculture in GDP fell from 40.2 per cent to 18.5 per
cent, while the share of manufacturing in GDP rose from 9.8 per cent to 22.3 per cent and the share
of services in GDP increased from 35 per cent to 42 per cent. However, between 1971 and 1993,
the share of agriculturein employment fell muchlessfrom 64.2 per cent to 50.6 per cent, whilethe
share of manufacturing in employment rose much less from 6.5 per cent to 11.4 per cent, and the
share of services in employment increased from 27.4 per cent to 33.4 per cent. The Indonesian
development experience reveal s asymmetriesin this process of structural change. The share of the
agricultural sector decreased much more in output than in employment. The share of the
manufacturing sector increased muchmorein output than in employment. The share of the services
sector in output increased somewhat more than in employment but the disproportionality was less
pronounced.

It would seemthat economic development and structural change inIndonesia, sofar, hasnotenabled
the economy to make a transition from a labour-surplus to a situation of full employment let alone
alabour-shortage. Given that the incidence of unemployment and under-employment has remained
almost unchanged, migration pressuresin the rural hinterland of Indonesiapersist for two reasons.
First, the pace of domestic labour absorption outside agricultureisslow. Thisis borne out by the
evidence presented in Table 11. Second, despite rapid economic growth, thereis a stagnation in
real wages. The evidence in support of this proposition, available in the literature on the subject,
isfairly conclusive.

Thewagesof unskilledworkers, particularly inthe agricultural sector and in construction activities,
stagnated for much of the 1970s. There was a modest increase in real wages in plantationsand in
manufacturing inthe late 1970s and the early 1980s but this did not last as real wages experienced
a stagnation or decline during the 1980s, both in the agricultural sector and in the manufacturing
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sector.?® Thismay appear paradoxical whenjuxtaposed with rising average incomes. Buit it is not.
A stagnationinwageratesinreal termsis consistent with increasesin average earnings. Real wage
rates, say, of unskilled workers refer to payments made to a specified category of labour engaged
for the normal length of a working day but average earnings also reflect the fact that the hours
worked may have increased or the skills acquired may have improved over time (Manning, 1993,
pp. 79-80).

It has been shown that, during the 1980s, there was a significant increase in wage employment in
Indonesia but there was no discernible increase in real wages or labour costs.*® This was so for
wage employment of both male and female workers in the agricultural sector in Central Java, East
Java and West Java. The same was true of the construction sector in the main cities of Java
Similarly, the rapid growth of employment in the manufacturing sector, for both male and female
Table 11. Structural changein the composition of output and employment in Indonesa

A. Percentage of GDP at current market prices.

Sector of Origin 1972 1980 1985 1990 1993
Agriculture, forestry and fishing 40.2 24.8 23.2 215 185
Mining and quarrying 10.8 25.7 14.0 133 10.2
Manufacturing 9.8 11.6 16.0 199 22.3
Electricity, gas and water 04 0.5 0.4 0.6 0.9
Construction 38 5.6 55 55 6.0
Services 35.0 318 40.9 39.2 42.1

Tota 100.0 100.0 100.0 100.0  100.0

B. Percentage of Tota Employment

Sector of Origin 1971 1980 1985 1990 1993
Agriculture, forestry and fishing 64.2 55.9 54.7 50.1 50.6
Mining and quarrying 0.2 0.8 0.7 1.0 0.9
Manufacturing 6.5 9.1 9.3 114 11.4
Electricity, gas and water 0.1 0.1 0.1 0.2 0.2
Construction 16 32 34 4.1 35
Services 274 30.9 318 33.2 334

Totd 100.0 100.0 100.0 100.0 100.0

Source:  Central Bureau of Statistics (BPS).

Note: The data on employment are from the Population Census Reports for 1971, 1980 and 1990. The figuresfor employment-
by-sector in 1985 are based on the Intercensal Population Survey, while the figuresfor employment-by-sector in 1993 are
based on the National Labour Force Survey. Labour engaged for the norma length of aworking day but average earnings
also reflect the fact that the hours worked may have increased or the kills acquired may have improved over time
(Manning, 1993, pp. 79-80).

2 For evidenceonthetrendsinred wagesditedinthisparagraph, seeMinistry of Manpower, 1993, pp. 112-116. Seedso, Manning,
1993, pp. 79-81.

2 Godfrey, 1993b, presentsdetailed, disaggregated, evidenceinsupport of thispropositionanda so providesanandysisof the
underlying factors.
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workers, was associated with almost unchanged real wages. The nominal wages can be deflated
either by consumer prices or by producer prices to obtain the trend in real wages over time. But
available evidence suggests that the choice of the deflator does not affect the trends.

Itis, then, plausible to suggest that Indonesiaisinthefirst stage, described asthe extensive margin

of labour absor ption, wheresurplus labour isbeingtransferred fromthe agricultural sector into the
manufacturing or the services sector at existing levels of wages. This is similar to what was
characterized by Lewis as economic development with unlimited supplies of labour where
employers in the capitalist sector are faced with a perfectly elastic supply of labour at a
subsistence-plus wage.* Thus, the pressures to migrate from the rural hinterland remain. And,

despite the much reduced incidence of poverty, there remains a reservoir of surplus labour and

peopl e below thepoverty lineinrural Indonesia. Large numbers of unskilled workers, particularly
national boundariesis that much more attractive as wages in possible countries of destination are
four to eight times wagesin Indonesia. The steady depreciation in the real effective exchangerate

of the Rupiah has tended to make these differences larger over time (Godfrey, 1993b, p. 7 and

Godfrey, 1994, p. 12). In the circumstances, it is not surprising that large numbers of unskilled

women are willing to work as housemaids in Saudi Arabia and Singapore. Large numbers of

unskilled men are willing to work as plantation and constructionworkersin Maaysia. And those
with some skills, such as drivers, also migrate. Emigration pressures are thus likely to persist for

some time to come and may evenintensify if labour-scarce countriesin Asiasustainor increasetheir

demand for migrantworkers. Theincreasing economic integration between countriesin South East
Asiaand East Asia, combined with therapid globalization of theinternational economic system, may
alsofacilitatelabour mobility between countriesinthisregion, giventhe geographical proximity and

the cultural smilarity. The pressures to emigrate would, ultimately, be reduced only by economic

development in labour-exporting countries. The turning point would come if and when Indonesia
makes the migration transition from being a labour surplus economy to one where there is full

employment. Thiswould happen inthe second stage, described as the intensive margin of labour

use, when there is an increase in average productivity of labour in the agricultural sector which

leadsto anincreaseinreal wagesinthe countryside. Until then, the pressuresto migrate fromrura

Indonesia would persist on the supply side, and workers would continue to move to urban

settlements or overseas destinations attracted by better employment opportunities or higher wages
on the demand side.

7. Main conclusions and recommendations

In a sense, international labour migration from Indonesia represents a Pareto-optimal situation.
Some people, the migrants and their households, are better off. No one is worse off. Economic
planners and policy makersin the government are content, since there are obvious benefits for the
economy. Remittances, even a a modest US $ 300 million per annum, provide support to the
balance of payments. The domestic resource equivalent of remittances is spent, in part, on
consumption (mostly in poor households), but a significant proportion is devoted to housing,
education and investment in agricultural land or in self-employment. The migrant workers pay fees
to the government and create incomes for recruitment agencies. Those who |leave would have

P Thischaracterization providedtheanaytica foundationfor surpluslabour mode sthat werepresented astheoriesof developmett.
See Lewis, 1954, also Fei and Ranis, 1961.



26

contributed little, if anything, to output had they stayed on. Their departure provides employment
for themand may even create employment opportunitiesfor thosewho stay behind. Thus, theimpact
on output is negligible while the impact on employment is favourable. Fortunately, there is no
migration of persons with professional expertise or technical qualifications to the industrialized
countries, so that the social costs associated with abrain drain do not arise. And the government
turns a blind eye to the illegal migration because, despite the poor working conditions or even
exploitation, these migrants are better off than at home.

Such perceptions, perhaps, shape the attitude of the Government towards migration across national
boundaries. The objective of current policy istwofold: increasethe export of workers as much as
possible and shift to the export of skilled workers assoonaspossible. Theseobjectivesare, infact,
enunciated by planners and incorporated intargets. But thiscannot suffice. Thereisneedto evolve
aframework of policies, where the object of intervention should be to maximize the social benefits
and minimize the socia costsof internationa migration so asto enhanceits

contributionto the devel opment of the economy asawhole. Thepreceding analysishighlightsafew
lessons that emerge from experience and suggests some prescriptions. These policy conclusions
make a distinction between labour flows, financial flows and the wider macro-economic context.

Consider, to being with, the labour flows. First, it isimperative to develop an information system
that would monitor the dimensions and the composition of the labour outflows as well as return
flows. After al, there canbe no systematic analysis|et alone policy formulationinavacuum. For
out migration, the data on the destination and the skill composition of workers needs to be
streamlined and devel oped further interms of the skill-classification, the employment status and the
location of workers before departure. What is more, a comprehensive data base on actua
emigration should be devel oped through immigration checks at airports and ports. The task would
not be so difficult as it would require only one appropriate question, with specified alternative
answers, onthe embarkation cardswhich are, asit is, completed by all departing passengers. For
return migration, similarly, the minimum necessary information can be obtained through an
appropriate question in the disembarkation cards which are completed by all arriving passengers.
Inaddition, there are distinct possibilities of improving statistics on migrants abroad through small
modifications in the census questionnaire and in the labour force surveys.

Second, itisnot possibleto increase, or maximize, the export of workers fromIndonesia, whichis
demand determined, without amatching demand i nlabour-importing countries. For the samereason,
it is not possible to change the skill composition of migrant workers, whichis aso determined by
the pattern of demand in labour-importing countries, and also at the same time requires requisite
investment in education and skills to respond to this demand when it so arises. These constraints
onthe size and the composition of Iabour outflows need to be recognized. At the same time, there
isneed to monitor and anticipate structural and other changes(including the ageing of the popul ation)
in the advanced and fast growing economies, especially in the Asian region, and try to capture or
increase the share of Indonesian workers in the newly emerging pattern of demand for migrant
workers.

Third, the policy regime for the export of workersis statutory, but its administration monitors the
letter rather thanthe spirit of thelaw particularly with reference to the conditions of the employment
contract. Theactual working conditionsof migrantsoverseasare seldom monitored. Inthiscontext,
some i nter ventions at home could be counter-productive. For example, raising barriersto entry into
the world of recruitment agencies (through financial requirements or guarantees) may reduce the
exploitation of workers but may also drive migrationinto illegal channelswhich are muchcheaper.
Or, any directive about restricting the export of unskilled workers may only succeed in reinforcing
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clandestine emigration so long as there is a demand for these migrant workers in neighbouring
|abour-importing countries.

Fourth, there is a genuine concern about the reported abuses and expl oitation of women wor ker s by
both intermediaries at home and employers abroad. This led to a ban on the export of domestic
servantsinthe early 1980s. There are pressuresfor areimposition of the ban from timeto time. It
has been reported recently that the Government is seriously considering restrictions on the outflow
of women workers. Thiswould be amistake. For it would be difficult to curb such migration so
long as there are large wage differentials and attractive employment opportunities created by
demand in the labour-importing countries. In the face of restrictions, outflows would simply shift
away from official to clandestine channels. It would be much better to control and regulate the
activities of domesticintermediaries in this sphere. And it would clearly help if potential women
migrants are provided with information about the likely working conditions and the realities of
working overseas ashousemaidsor contract labourers. Concerted action to combat the exploitation
and physical, sexual and other abuse of migrant workers, especially the more vulnerable female
migrants is required at both the national and international level. The adoption and respect for
International Labour Standards for protecting the rights of migrant workers could be an important
step in this direction by the labour-sending and, more importantly, the labour-receiving countries.

Fifth, theproblemofillegal migration should be addressed by smplifying procedures, cuttingfees,
reducing waiting-time and minimizing transactions costs so that clandestine channels become less
attractive. But it must be recognized that this problem can be resolved only through bilateral
consultation and agreement between the Governments in Maaysiaand Indonesia.

Sixth, return migration deserves the attention of policy makers. It tendsto be ignored because the
magnitudes are not large enough to exert any significant pressure on the labour market at a
macro-level. What ismore, thereisaperception that return migrantsshould not receive preferential
treatment, ascompared to non-migrant-residents, becausethey areinvariably better endowed to fend
for themselvesin the labour market. But it must be recognized that return migrants are a potential
asset embodied in work-experience, skills-acquired or investible savings - who can be mobilized
for the development of the economy. This needs a change of attitudes. Return migrants should be
seen as human resources to be utilized rather than problem persons to be rehabilitated. Such an
approachwould facilitate the absorptionof returnmigrants and benefit the economy at the same time.

In the sphere of financial flows, aso, the need for an adequate information system is paramount.
Itisessential to devel op adata base on remittanceinflows, inthe aggregate and by country of origin,
instead of relying on partia information or on estimates derived from rule-of-thumb assumptions.
Without such a firm statistical foundation, it is not possible to monitor trends on a disaggregated
basisand to discern changesin remittances per capita. Much needsto bedone. Andit must receive
priority attention. Fortunately, remittanceinflowsto Indonesiathroughillicit channelsare probably
negligible. Hence, even if asubstantia proportion of remittancesis unreported, the actual inflows
contribute to foreign exchange receipts and support the balance of payments. But the use of the
domestic resource equivaent of remittances is another matter.

At amicro-level, from the perspective of the migrant household, liquidation of debt, increased
consumption, or investment in housing, from remittances, is perfectly rational. At a macro-level,
however, it needsto berecognized that remittance inflows are not simply foreign exchange receipts
which can be used to finance the balance of trade deficit or reduce the current account deficit but
provide a counterpart in terms of domestic resources. It would be desirable to direct as large a
proportionof thefinancial flows, madeavailablebyinternational |abour migration, to sustainhigher
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rates of investment. Admittedly, the all ocation of the domestic-resource-equivalent of remittances
between consumption and investment is afunction of individual or household decisions on the part
of migrants or their families, which the government can only seek to influence through policies. It
might, for example, be worth experimenting with higher ratesof returnonremittancerecei pts placed
in specified assets or deposits in the domestic capital market, which could provide an incentive to
save more out of remittances and, in so far asmigrants are better saversthaninvestors, transfer their
savings to investors through financial intermediaries. Alternatively, existing schemes for
sdlf-employment or small-enterprises might be modified to attract investment by migrants. In other
words, some direction of consumption into investment, to support future consumption when
remittances decline, would be ameans of maximizing the development benefits from internationd
migration.

Inthewider macro-economic context, it must be stressed that, i nsurplus labour economies, the same
underlying factorsonthe supply sideinducebothinternal migrationand international migration. And
people movewhenever or wherever the demand for labour materializes. Thus, migrationpressures
are an integral part of the process of economic development. An appropriate policy regime should
ease rather than resist these pressures, by facilitating the movement of labour in response to
economic incentives. In such an approach, the emphasis of the transmigration programme would
have to be changed. It should endeavour to create a demand for labour in the selected destination
areas and facilitate the movement of people who respond to that demand, instead of subsidizing the
movement of people even before the demand for that labour has surfaced (for a more detailed
exposition of this argument, see Godfrey, 1993a, 1994, p. 12). Similarly, it would serve little
purpose to restrict the export of women workers in a situation where demand in labour-importing
countries is matched by strong emigration pressures on the supply side, given the much higher
incidenceof under-employment, as al so unemployment, among women and therising femalelabour
force participationrates. Thismigration cannot be stopped. The object of asensible policy regime
should be to minimize the social costs and maximize the socia benefits from such international
migrationwith afocus on development objectives. In the long run, emigration pressures are bound
to decline as economic development provides more employment, higher wages and better living
conditions at home. This is, in fact, an important lesson which emerges from the Asian
industrialization experience over the past three decades. Migration transitions are a corollary of
successful economic development.
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