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The article investigates remittances – personal cash transfers from a migrant worker to a relative in
the country of origin. It is shown that remittances tend t  be m re stable than foreign investment fl ws
and do not serve as capital for economic development, but as compensation for poor economic
performance. My empirical investigation on 140 countries over the period sinse 2002 to 2009 revealed
that remittances tend t  rise when the recipient ec my suffers a d wnturn in activity, an ec mic
crisis, natural disaster, r p litical c nflict, as migrants may send m re funds during hard times t  help
their families and friends. Consequently, recipient countries should develop remittance policies to
maximize the impact of these flows on growth and development.
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The r le f immigrant remittances in ec mic devel pment c ntinues t  be an
imp rtant issue. They represent a substantial fl w f financial res urces,
pred minantly fr m devel ped ec mies t  devel ping ec mies. Internati nal

rganizati n f r Migrati n defined remittances as the financial fl ws ass ciated with
migrati n, in ther w rds, pers nal cash transfers fr m a migrant w rker t  a relative
in the c untry f rigin [2].

In 2011, remittance fl ws are estimated t  have exceeded 500,6 billi n f US
llars w rldwide. Fr m that am unt, devel ping c untries received 346 billi n f US
llars, as sh wn in table 1. The true size, including unrec rded fl ws thr ugh f rmal

and inf rmal channels, is believed t  be significantly larger. Rec rded remittances in
2011 were nearly three times the am unt f fficial aid and alm st as large as f reign
direct investment (FDI) fl ws t  devel ping c untries.

Table 1
Migrant remittance infl ws (billi n f US d llars)

US$
billi ns 1995 2000 2004 2005 2006 2007 2008 2009 2010 2011

Inward
remittance
fl ws

101,3 131,5 237 274,9 317,9 385 443,2 416 440,1 500,6

All
devel ping 55,2 81,3 159,3 192,1 226,7 278,5 324,8 307,1 325,5 346
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untries

urce: Migration and Remittances Factbook 2011 – 2d ed. – The International Bank for
Reconstruction and Development / The World Bank. – Washington : Green Press Initiative. – 2011. –
264 p.

In 2011, the t p recipient c untries f rec rded remittances were India, China,
Mexic ,  the  Philippines,  and  France.  As  a  share  f  GDP,  h wever,  such  smaller

untries as Tajikistan (35 percent), T nga (28 percent), Les th  (25 percent),
ld va (31 percent), and Nepal (23 percent) were the largest recipients in the year of

2009 [4].
High-inc me c untries are the main s urce f remittances. The United States is by

far the largest, with 48 billi n f d llars in rec rded utward fl ws in 2009. Saudi
Arabia ranks as the sec nd largest, f ll wed by Switzerland and Russia [4].

Remittance fl ws t  devel ping c untries pr ved t  be resilient during the recent
gl bal financial crisis – they fell nly 6,1 percent in 2009 and registered a quick
rec very in 2010. By c ntrast, there was a decline f 40 percent in FDI fl ws and a
46 percent decline in private debt and p rtf li  equity fl ws in 2009 [6].

Ukraine als  is a large recipient f remittances. It received 6,6 billi n f US
llars, which c rresp nds t  4 percent f ur GDP [4].

It  is  difficult  t  see  these  numbers  and  n t  think  that  remittances  c uld  be  an
imp rtant t l f r ec mic devel pment. If they can be better underst d, then
perhaps they can either be sh wn t  pr te devel pment n their wn, r they can be
channeled int  pr ductive investment by wise p licies. ur g al is t  examine
whether remittances behave in the same way as ther capital fl ws.

In my m del, the relati nship between migrant and family is characterized by
altruism, s  that the utility f the migrant depends n the utility f his family members
at h me. This implies that remittances will be sent in rder t  help the family av id

sses created by a p r ec my. In ther w rds, the m del implies that remittances
are c mpensat ry transfers.

Lucas and Stark write that «Certainly the m st bvi us m tive f r remitting is
pure altruism – the care f a migrant f r th se left behind. Indeed, this appears t  be
the single n ti n underlying much f the remittance literature» [3]. They g n t
specify an altruistic utility functi n in which the migrant’s utility includes the

nsumpti ns f the ther members f the family. Alth ugh the m tivati ns t  remit
are c mplex, altruism between family members appears t  be a g d basis t  use
when m deling the causes and effects f remittances.

My immediate g al is t  create a simple m del f remittances that pr duces a test
that can differentiate whether remittances functi n as capital fl ws r whether they
serve an ther ec mic purp se.

Here I f ll w the m del devel ped by R. Chami, C. Fullenkamp and S. Jahjah [1].
We assume a c untry made up f a large number f tw -pers n families in which ne
f the members has migrated (I). The family member wh  remains at h me c untry –

the recipient (R), rks in the d mestic lab r market. Assume that the recipient’s
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inc me is wR = wL with pr bability p and wR = wH with pr bability 1-p, where wL <
< wH.

The immigrant ch ses a transfer and remits it t  the recipient. The immigrant
uld like t  d  this because he is altruist. Thus the immigrant’s utility, UI, depends

n the recipient’s utility, UR:
EUI = u(cI) + EUR, (1)

where cI  =  yI  –  t is the immigrant’s c nsumpti n, yI is his inc me, and t is the
transfer t  his relative. If yI is small, the transfer is zer . As yI gr ws, the immigrant
can increase his utility by c nsuming ne d llar less himself and transferring that

llar t  his relative, in this way receiving the value f the relative’s marginal utility,
disc unted by .

The relative’s expected inc me is equal:
EwR = pwL + (1  p)wH. (2)

His budget is:
cR = wR + t(wR). (3)

Expected utility t  the recipient-w rker is:
EUR = p(e)uR(wL + t) + (1  p(e))uR(wH + t)  v(e),                 (4)

where v is a disutility f eff rt.
In this m del, inc me in the recipient’s c untry is uncertain, which reflects a high

risk. We first examine the w rker’s ch ice f eff rt. The ptimal level f eff rt:
(uRL  uRH)p  v  = 0. (5)

Thus, e* = e*(t, wL, wH).Using the fact that uRH > uRL s RH < RL, we have
e*t  < 0, e*RL  <  0, and e*RH  > 0. These c nditi ns say that transfers, thr ugh an
inc me effect, reduce eff rt.

In taking derivatives with respect t e*, it can sh w us that e*/ t = e*/ wL + +
e*/ wH, s  that an increase in the transfer is equivalent t  an increase in wages f

recipient. Given this equivalence, it is clear why the recipient reduces eff rt when
remittances increase: remittances are a substitute f r lab r inc me.

The immigrant’s utility c uld be defined as:
EUI t  = I  +  [p(e)u RL + (1 p(e)u RH] +  {[uRL  uRH]

 v (e)} e* t (6)
This expressi n is c mp sed f three parts: I , the decrease in the utility f

nsumpti n because f additi nal transfers;  [pu RL + (1  p)u RH], which is the
direct effect f the relative’s utility n his immigrant’s utility, and is p sitive; and
{[uRL + uRH] p v (e)} e*/ t, which reflects the effect f the m ral hazard pr blem

between the immigrant and the relative.
lving (6) f r t*, we find that:

t* = t(wL, wH, e*, ),                                                   (7)
where t*/ wH  <0, t*/ wL <0, while t*/  >0. The immigrant’s reacti n t

changes in the relative’s  wage inc me sh ws that  the immigrant  send remittances t
pr tect the recipient-w rker fr m negative inc me sh cks. This is a functi n f the

mpensat ry nature f altruistically-m tivated transfers. Thus, remittances are n n-
market substitutes f r wages. This sh ws that remittances are c mpensat ry in nature,
rising with the level f altruism and falling while the recipient’s wages rise. In
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additi n, this is als  the pp site relati nship fr m what ne w uld expect if
remittances functi ned as investment fl ws.

In rder t  test the implicati ns f ur m del, I c llected a panel f aggregate data
n remittances fr m the W rld Bank’s database. The entire data set includes

140 c untries f r which w rker remittances are rep rted ver the peri d from 2002 to
2009, including financial crisis.

Representing results f the m del (equation 7) I build a regressi n. In the
regressi n equati n an am unt f immigrant remittances (REM) will be dependent
variable, while a level f n minal GDP per capita (GDP), an inflati n level (INF) and
unempl yment level (UNEMPL) will be independent variables. Assuming that past
year indicat rs have m re significant impact n ur m del than the present nes, I will
use a m del with lags.

The estimated equati n is:
G(REM(t)) = C(1) + C(2)*L G(GDP(t-1)) + C(3)*INF(t) +

+ C(4)*UNEMPL(t) + e(t).
My hyp thesis contains the fact that remittances are altruistically m tivated, that

is why C(1) < 0.
I used LS t  estimate the equati n. The results are the f ll wing:

G(REM(ti)) = - 0,72*L G(GDP(ti-1)) - 0,02*INF(ti) + 0,02*UNEMPL(ti)
         (0,26)                              (0,01)               (0,03)

R-squared = 0,84, Durbin-Wats n = 1,34.
Inflati n and unempl yment variables are n t statistically significant. My g al is

 see what c rrelati ns exist in the data, particularly between remittances and GDP
gr wth. The main result f interest is that there is a r bust negative c rrelati n
between the gr wth rate f immigrant remittances and per capita GDP gr wth. This

efficient is negative and indicates that, generally, remittances increase by
0,72 percent when inc me in the h me c untry falls by 1 percent. This evidence
supp rts the idea that a primary functi n f remittances is t  c mpensate their
recipients f r bad ec mic utc mes, such as l w inc me in recipient c untry.

The m del f R. Chami,  C.  Fullenkamp  and  S.  Jahjah c nfirmed the same
negative c rrelati n between remittances and GDP gr wth. They defined

mpensati n as the main functi n f remittances based n altruism.
The c ntrast between the negative c rrelati n f remittances with GDP gr wth

and the p sitive c rrelati n f f reign direct investment with GDP gr wth is str ng
evidence that remittances sh uld n t be c nsidered equivalent t  capital fl ws.
Remittances d  n t appear t  be intended t  serve as capital f r ec mic
devel pment, but as c mpensati n f r p r ec mic perf rmance.

The  further  questi ns  that  ur  findings  raise  are,  what  are  the  effects  f
remittances n ec mies that receive large remittance transfers and what p licy
sh uld be implemented in recipient c untries t  use these fl ws as a t l f r the
ec mic gr wth?

Remittances  tend  t  be  m re  stable  than  private  capital  fl ws.  They  tend  t  rise
when the recipient ec my suffers a d wnturn in activity, an ec mic crisis, natural
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disaster, r p litical c nflict, as migrants may send m re funds during hard times t
help their families and friends.

My research indicates that immigrant remittances all w s ften the ec mic
nditi ns in the times f recessi ns. Th ugh, g vernment f the recipient c untries

ught t  stimulate the ec mic gr wth than get accust med t  the large infl ws f
remittances.

vernments in destinati n and rigin c untries can facilitate remittance fl ws
and enhance their devel pment impacts thr ugh the applicati n f appr priate

licies. P licy initiatives by the g vernment and banking instituti ns has t  achieve
tw  significant results. First, m st remittances sh uld fl w thr ugh f rmal channels.
Sec nd, an increasing number f remitters have t  m ve fr m being pure «savers» t
«invest rs» [5]. The g vernment f Ukraine sh uld have a remittance p licy t
maximize the impact f these fl ws n gr wth and devel pment. It has t  establish
mechanisms aimed at m bilizing remittances f r investment thr ugh higher interest
rates n term dep sits and f reign currency den minated banking acc unts.
Enc uraging remittances thr ugh banking channels can impr ve the devel pment
impact f remittances by enc uraging m re saving and enabling better matching f
saving with investment pp rtunities. Future fl ws f remittances can be used as a
credit charge f r immigrant w rkers’ families.

 be effective, p licy pti ns t  increase the v lume f remittances t  Ukraine
thr ugh fficial channels sh uld have a direct effect n issues relating t  reducing
transacti n c sts.

r the state remittances meet a demand in f reign currency, increase f reign
exchange reserves and stimulate c nsumpti n. They are an instrument f p verty
reducti n and als  c ntribute t  the trade gr wth, including d mestic pr ducts.

Scientists with a pessimistic view claim that remittances sh uld n t be
enc uraged, as they are resp nsible f r «excessive» c nsumpti n and imp rt
dependency f a recipient c untry.

n my pini n just remittances helped devel ping c untries accumulate en ugh
reign exchange reserves t  c pe with the financial crisis.

There is a need f r m re inn vative ideas t  generate m re f reign currency fr m
ther s urces t  help Ukraine ut fr m the financial and p litical clutches f the

internati nal financial instituti ns.
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