
The Response of Remittances to Home and Host Country Macroeconomic

Factors in Eastern Europe

Working Paper∗

Helena Glebocki Keefe†

October 13, 2014

Abstract

The purpose of this research is to determine the responsiveness of remittance flows into Eastern Europe

to economic conditions in the home country and four different host regions. Using a panel VAR model, I

find that remittances have a lagged, countercyclical response to shocks in home country unemployment rates,

and that the responsiveness may depend on ease of migration, geographical proximity or other ties to the

host region. The countercyclical response of remittances to home country shocks is due to two factors. First,

migrants already abroad send more remitted funds home, linking the response to the altruistic motive of

migrants. Second, new emigration in response to the higher unemployment rates establishes new sources of

remittances. With the lagged response of remittances to unemployment shocks, this study finds that the

second factor appears stronger in Eastern Europe.

1 Introduction

With the transition to a free market economy and integration into the European Union, new economic

opportunities have arisen for many migrants in Eastern Europe. The region has close economic, political and

historical ties to four key host regions: the Euro-area,1 Russia, United Kingdom, and United States. How

remittance flows are tied to home and host country economic fluctuations have important implications for

the domestic economy.

From 1990 to 2006, over forty percent of migration flows from Eastern Europe have been to Western

Europe. In the Commonwealth of Independent States (CIS)2 eighty percent of migration flows have been

within the region and primarily to Russia. Improvements in quality of life factors in the home country have

curbed outward migration, and provided incentives for assets accumulated abroad to be used in the home

country (Mansoor and Quillin, 2006).

Remittances into the region have been found to boost employment and productivity (Leon-Ledesma and

Piracha, 2001). They have also contributed to poverty reduction, but not as effectively as welfare transfers,

and their impact differs across countries (Giannetti, Federici and Raitano, 2009). Vargas-Silva and Huang
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(2006) and Barajas, Chami, Fullenkamp and Garg (2010) have found that host country economic conditions

are more important in determining remittance-sending trends than conditions in the home economy. Other

motives for sending remittances include altruism and familial ties to the home country, as well as financial

ties and coinsurance among the immigrant and home relatives, which have been studied by many authors

including Lucas and Stark (1985), Ruiz and Vargas-Silva (2009) and Aggarwal and Horowitz (2002).

Migrants motivated through the altruistic channel increase the income transmitted to families back home

to alleviate the economic hardships related to recessions or crises. Bougha-Hagbe (2006) finds that in times

of increased hardships in agricultural GDP, countries in the Middle East and Central Asia experienced an

increase in remittance inflows. Shimada (2011) indicates that the feeling of altruism depends on the migrant

and may differ across countries.

The self-serving motive to send remittances reflects the desire of migrants to invest in the home country

where the returns may be higher, or to eventually return and retire in the home country. Changes in

expected returns, inheritance or factors related to the migrant’s personal income upon their return will affect

the transfer of funds (Ruiz and Vargas-Silva, 2009). Coulibaly (2009) find remittance flows into Latin America

respond to the altruistic and self-serving motives as well as to host country business cycles.

With this research, I find that remittance flows into Eastern Europe respond positively to all four host

region economic cycles. Moreover, remittances have a lagged, countercyclical response to shocks in home

country unemployment rates, and the degree of responsiveness depends on the host region. This response

to home country shocks is due to two factors. First, migrants send more remitted funds home to alleviate

economic hardships, linking the response to the altruistic motive. Second, new migrants leave the home

country to set up new sources of remittances. The second factor appears stronger in Eastern Europe due to

the lagged response of remittances to unemployment shocks.

The remaining sections of the paper are structured as follows. Section two provides a review of the

literature on remittances. Section three presents the data and methodology used for analysis. Section four

discusses the results and section five concludes.

2 Literature Review

There are several benefits associated with remittance inflows that have not been witnessed in other types of

foreign currency inflows. Remittances work differently on a micro-level by providing supplemental income

directly to the household, allowing the individual household to adjust their consumption and investment

patterns (UNDP, 2011). Through increased spending, both in the form of consumption and investment,

the individual household contributes to a multiplier effect that reverberates through the entire economy

when there are greater remittance inflows (Durand, Parrado and Massey, 1996). Therefore, remittances are

a unique type of resource inflow that impacts the individual household much more so that other types of

inflows, but yet also present the same threats to resource reallocation as foreign direct investment, portfolio

equity investment and official development aid inflows.

Some researchers have found that host country economic conditions tend to be more important determi-

nants of remittance-sending trends than conditions in the domestic economy. Vargas-Silva and Huang (2006)

find that countries such as Brazil, Dominican Republic, El Salvador and Mexico respond more to changes in

macroeconomic conditions in the US than to changing domestic conditions. Barajas et al. (2010) analyze the

impact of the financial crisis on African economies through the remittance channel, finding that remittance-

dependent countries were affected more severely by the global economic crisis than those with less remittance

inflows.

Other motives for sending remittances have been studied by many authors in the literature including Lucas
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and Stark (1985), Ruiz and Vargas-Silva (2009) and Aggarwal and Horowitz (2002). The main determinants

include altruism and familial ties to the home country, financial ties with home country, and coinsurance

among the immigrant and home relatives. Which motive dominates in a particular country or region has

important economic implications for the domestic economy. In times of economic downturns or crises, if

altruism is the dominant motivation for immigrants, then the remittance inflows into the home country will

exhibit countercyclical characteristics. In contrast, under self-serving motives, the flow of remittances may

exhibit pro-cyclical qualities that would exacerbate periods of crises related to shortages in foreign currency.

The altruistic motive to send remittances has been linked to their stability. Bougha-Hagbe (2006) finds

that in times of increased hardships in agricultural GDP, countries in the Middle East and Central Asia

experienced an increase in remittance inflows. Immigrants motivated through this channel increase the

income transmitted to families back home to alleviate the economic hardships related to recessions or crises.

Shimada (2011) indicates that the feeling of altruism depends on the migrant, that this motive may differ

across countries, which in turn explains why some countries receiving large remittance inflows do not have

large investment spending to match.

During the transition from the former Soviet bloc to a free market economy, migration flows from East-

ern Europe to Western Europe, United Kingdom and United States increased notably, resulting in greater

remittance flows into the region. Not only has there been outward migration during recent times, but many

migrants have moved across borders within the regions. The motivation to migrate has been driven by eco-

nomic opportunities, and therefore resulted in migration within the region from poorer economies to richer

ones.

For many economies in the region, such as Moldova, Bosnia, Serbia, and Albania, remittances are the main

source of external funding. Official numbers of remittance inflows tend to be understated, since as much as

forty percent of the inflow has occurred through informal channels (Mansoor and Quillin, 2006). Additionally,

a larger share of remittance-receiving households tend to be richer households, which is consistent across the

whole region. Mansoor offers a few reasons for this trend. First, international migration is costly and very

poor, rural households have little resources to spare to make the move. Secondly, once the migration occurs,

the individual must be self-sufficient for the first few months until they secure employment. Richer households

tend to have better access to information about economic opportunities abroad as well as networks to connect

with in the host country. Lastly, remittances supplement the current household income, and therefore richer

households are richer because they receive remittances.

3 Data and Methodology

For this analysis, I study remittance inflows into thirteen Eastern European economies over the period of

1995 to 2007. The countries in the dataset have not adopted the euro to date. Some accessioned into the

European Union during the time frame of analysis, such as Poland and Lithuania. Others have accessioned at

a later date, such as Croatia, Bulgaria and Romania, and some are not part of EU membership negotiations,

such as Ukraine, Armenia and Moldova.

Data restrictions on remittance flows and other economic indicators in the region prevent analysis using

data before 1995. As can be seen in Table (1), remittance inflows into the region have been growing steadily

and are the second largest external funding source behind foreign direct investment. They are also a more

stable inflow than foreign direct and portfolio investment flows. Many economies in this region experienced

an increase in remittance inflows from formal or official channels since 2003, as seen in Figure (1). It is

difficult to distinguish between a surge from new flows or a switching to formal channels.

As seen in Table (2), the source of remittance varies across the region. On average, over thirty percent
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of remittances come from Euro area economies, whereas 22, 7 and 4 percent come from Russia, US and UK

respectively, and 12 percent come from other Eastern European countries.

Table 1: Foreign Currency Inflows into Developing Economies

Eastern Europe

Remittances Foreign Direct Investment Portfolio Investment

Standard Deviation
1995-2012 25.5% 58.1% 95.8%
2000-2012 26.8% 66.3% 109.7%
2005-2010 29.9% 81.7% 149.1%

Average Annual Growth
1995-2011 20.4% 21.7% -22.0%
2000-2011 22.8% 23.1% -28.8%
2005-2010 18.2% 32.3% -55.6%

Total Flows (USD Billion)
Mean (2000 - 2012) $ 29.3 $ 49.6 $ -25.7

Total (2012) $ 35.4 $ 44.7 $ -37.3

Table 2: Bilateral Remittance Flows

Home Country

Host Region Albania Armenia Belarus Bulgaria Croatia Czech Rep. Georgia

Euro Area 85.3% 6.9% 2.6% 32.7% 63.3% 38.8% 7.9%
United States 6.4% 10.9% 2.0% 3.1% 6.4% 9.0% 3.1%
UK 0.2% 0.1% 0.1% 3.1% 1.2% 6.8% 0.1%
Russia 0.0% 57.0% 54.7% 0.0% 0.0% 0.0% 62.5%
Other EE 0.0% 13.4% 27.4% 6.1% 0.7% 19.5% 13.2%
Other Non-EE 1.7% 3.1% 3.7% 47.6% 20.7% 21.8% 3.8%

Home Country

Host Region Hungary Lithuania Moldova Poland Romania Ukraine Mean

Euro Area 36.4% 20.0% 20.9% 37.9% 70.5% 8.7% 33.2%
United States 18.2% 6.9% 4.4% 16.0% 6.5% 6.1% 7.6%
UK 5.4% 16.5% 0.1% 16.5% 1.9% 0.4% 4.0%
Russia 0.0% 19.9% 37.9% 0.0% 0.0% 55.8% 22.1%
Other EE 5.6% 23.3% 24.9% 8.8% 7.1% 15.3% 12.7%
Other Non-EE 29.0% 9.1% 4.7% 16.7% 13.3% 5.8% 13.9%

Table represent remittances sent from host region as a percent to total remittances received in 2012. Other EE countries include
remittances sent from Eastern European countries. Other Non-EE countries include Australia, Canada, Denmark, Israel, Sweden,
Switzerland and Turkey.

The main objective of research is to compare the response of remittances to economic fluctuations in the

home country, the United States, Euro area, United Kingdom and Russia. Such an analysis will identify how

remittances respond to business cycles in the home versus host country, and determine whether remittance

flows into Eastern Europe respond more strongly to cycles in any one host region. To conduct the empirical

analysis, I employ a panel vector autoregressive model (VAR) based on Holtz-Eakin, Newy and Rosen (1988)

and Love and Ziccino (2006). The panel VAR combines the traditional VAR model, which treats each variable

in the system as endogenous, with estimation methods for panel data, which control for country and time

specific factors. I use annual data for thirteen Eastern European economies from 1995 to 2007.

The panel VAR model is appropriate to analyze the nature of remittance flows into Eastern European

countries for a number of reason. First, the time series data for each country is limited. Most data collection
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Figure 1: Remittance Inflows in Eastern European Economies

Inflows of remittances into Eastern European countries since 1995 show that official remittances have been increasing
steadily across the region. The greatest increases have been in Poland, Romania, and Ukraine. Data from World Bank.

begins around 1995. In addition, though there are many similarities across the region, some trends are unique

to each country, such as migration flows and admittance into the European Union. The panel VAR overcomes

the data restriction problem and controls for unique factors in each country. I use the Hodrick-Prescott filter

to eliminate the growth and cyclical components in income, unemployment and remittance variables. To

determine the long run relationship between the variables, it is optimal to adjust for sensitivities in the series

to short run fluctuations by applying this filter, and I ensure stationarity of all variables.

The model that is used for analysis is characterized as

zi,t = Γ0 + Γ1zi,t−1 + ei,t (1)

where zi,t is an mx1 vector comprised of first

zi,t = [Yhost Yhome ∆i Remit] (2)

zi,t = [Yhost Uhome ∆i Remit] (3)

where Yhost is the real GDP per capita of the host country, Yhome is the real GDP per capita of the home

country, and Uhome is the unemployment rate in the home country. ∆i is the interest rate differential between

the home and host country, specifically ihome,t − ihost,t. Remit is the remittance inflow per capita into the

home country. Γ1 is an mxm matrix of coefficients, and ei,t is the vector of error terms.
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4 Results

In Table (3), the variance-covariance decomposition presents the percentage of innovations in each variable

that are explained by one lag of the other variables.3 Remittance flows into Eastern Europe respond to

innovations in each of the four host regions. The strongest response is to business cycles in the United

Kingdom and United States, both of which have established diaspora from the region.

Variations in UK real GDP explain approximately 5.8-6.8 percent of the innovations in remittance flows

to the group Eastern European economies, whereas the US, Euro area, and Russian GDP variations explain

approximately 5.1-5.2, 1.2-1.8, and 0.6-0.8 percent of the innovations in remittances respectively, as can be

seen in Tables (3) and 4). The responsiveness of remittances to home country economic fluctuations depends

on the variable that is being considered. Comparing responsiveness to home country real GDP and home

country unemployment rate fluctuations, innovations in remittance flows are explained more strongly by

home country unemployment rates. Innovations in remittances explained by home country GDP fluctuations

is relatively weak.

Comparing Table (3) to Table (4), it is evident that the flows respond to innovations in the home country

unemployment rates more strongly than to home country real GDP fluctuations. When controlling for

innovations in the host country real GDP in the Euro-area, United Kingdom, and Russia, approximately 3.4

to 4.4 percent of the change in remittance flows respond to a change in the home country unemployment

rates. Because it is relatively easier in terms of proximity to migrate from Eastern Europe to the Euro-area,

United Kingdom or Russia than to the United States, we see a larger response when controlling for economic

fluctuations in these regions. Remittances respond the least to interest rate differentials between home and

host regions, indicative of a weak self-serving motive.

Table 3: Variance-Covariance Decomposition with Home Real GDP per capita

Percentage of Innovation Explained by:

United States Euro-Area
Yhost Yhome ∆i Rem Yhost Yhome ∆i Rem

Yhost 99.11 0.62 0.23 0.04 Yhost 95.44 1.13 1.95 1.48
Yhome 0.65 97.32 1.15 0.89 Yhome 0.04 97.95 1.02 0.99
∆i 0.12 3.27 96.44 0.17 ∆i 0.34 3.41 95.92 0.34
Rem 5.18 1.36 0.41 93.05 Rem 1.82 1.25 0.70 96.23

Percentage of Innovation Explained by:

United Kingdom Russia
Yhost Yhome ∆i Rem Yhost Yhome ∆i Rem

Yhost 98.88 0.72 0.01 0.39 Yhost 98.32 0.06 1.59 0.03
Yhome 0.79 97.18 1.07 0.96 Yhome 2.78 96.50 0.21 0.51
∆i 0.32 3.36 95.98 0.34 ∆i 18.11 0.36 81.48 0.05
Rem 6.81 1.19 0.69 91.30 Rem 0.63 0.49 0.03 98.86

Percent of variation in the row variable explained by column variable.

The impulse response analysis in Figure (2) illustrates the reaction of remittance inflows into Eastern

European economies to one standard-deviation shock in each variable. Remittances respond positively to

shocks to Euro-area, UK, and US real GDP, indicating that during boom cycles, immigrants tend to send

more remittances. The response of remittances to this shock lasts 2 to 4 years. The height of the response

to the US and UK shocks is lagged one year. In contrast, the initial response of remittances to a shock in

Russian real GDP is negative, but then turns positive in the subsequent period. Such a response indicates

that the increase in remittance flows in expansionary periods in Russia may be only temporary.

3One lag length is selected for the panel VAR, which is sufficient to eliminate any serial correlation among the residuals.
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Table 4: Variance-Covariance Decomposition with Home Unemployment Rates

Percentage of Innovation Explained by:

United States Euro-Area
Yhost Uhome ∆i Rem Yhost Uhome ∆i Rem

Yhost 99.62 0.01 0.31 0.06 Yhost 92.78 3.79 2.54 0.89
Uhome 4.07 95.11 0.16 0.66 Uhome 0.79 98.57 0.16 0.48
∆i 0.13 0.49 99.16 0.22 ∆i 0.44 0.57 98.64 0.34
Rem 5.10 2.11 0.34 92.45 Rem 1.24 3.36 0.57 94.83

Percentage of Innovation Explained by:

United Kingdom Russia
Yhost Uhome ∆i Rem Yhost Uhome ∆i Rem

Yhost 96.80 2.57 0.01 0.62 Yhost 93.42 6.35 0.12 0.11
Uhome 0.89 98.38 0.15 0.58 Uhome 7.20 92.00 0.02 0.78
∆i 0.46 0.48 98.73 0.34 ∆i 9.82 0.07 89.42 0.68
Rem 5.81 4.41 0.51 89.27 Rem 0.84 3.84 0.04 95.28

Percent of variation in the row variable explained by column variable.

When there is a shock to home country GDP, across all four variations of the model, remittances initially

increase and then diminish in the subsequent periods. The lagged negative relationship between home country

shocks and remittance flows in the Euro-area and Russia may be indicative of a slight altruistic motive to

send remittances if recessionary pressures continue.

The presence of an altruistic motive to send remittances is captured most strongly by the reaction of

remittances to a shock in the unemployment rate in the home country. With an increase in unemployment,

migrants react by sending more remittances. This represents the incentive to send remittances in times of

economic slowdowns or lack of economic opportunities at home. Although it cannot be strongly stated that

remittances are are countercyclical, in Eastern Europe the flows do react to adverse economic conditions in

the home country as captured by a higher rate of unemployment. The one period lag in the response may

also indicate that not only are established migrants sending more remittances home, but new sources may

be set up by new migrants moving abroad to seek economic opportunities not present in the home country.

Higher unemployment rates in the home country may prompt migration flows that result in new remittance

sources once the migrants are established in the host region.

The self-serving motive to send remittances in the impulse responses is positive and persistent, but weak.

When home country interest rates increase or host country interest rates fall, increasing the interest rate

spread between the two, remittance inflows to the home country increase. This indicates that migrants

are motivated to send remittances to the home country to take advantage of higher interest rates. From

the previous tables detailing the variance-covariance decomposition and the impulse response functions, it

appears this motive is weak relative to the other motivating factors.

5 Conclusion

The unique approach of this research has been to segment the responsiveness of remittances based on four

host regions: Euro-area, Russia, United Kingdom and United States. The strength of the response depends on

which host region is considered, with United Kingdom and United States business cycles having the largest

influence on remittance flows into Eastern Europe. While controlling for the business cycles of each host

region, I find that remittance flows respond to shocks in home country unemployment rates in addition to

host region business cycles.

Out of the four main host regions, remittance flows into Eastern Europe respond most significantly to the

UK and US economic fluctuations. During the same period of time, the motive to send remittances to the
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Figure 2: Impulse Responses of Remittances

The 95 percent confidence bands of the impulse response functions are generated through Monte Carlo simulations and
are depicted as the dashed lines. Shocks are one standard deviation. GDP shocks are to real GDP per capita.
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region has also been driven by the reaction to poor economic opportunities in the home country, captured

by a higher rate of unemployment. With higher rates of unemployment, migrants send more remittances to

supplement their families’ incomes back home, and some may choose to migrate and set up new sources of

remittances. In contrast, the response to an economic slowdown or crisis in the home country that is captured

by a decrease in real GDP per capita is weaker and is lagged by one period.

In Eastern Europe, the motive to send remittances during economic downturns that prompt an increase

in unemployment rates in the home country comes from two factors. The first can be linked to the increase

the amount of remitted funds sent to the home country by the established diaspora in host regions. The

increase in remittance flows supplements the family income when the home country is experiencing adverse

economic conditions. Secondly, in response to higher unemployment rates, an increase in outward migration

builds a new source for remittances. Therefore, what has been previously explained as the altruistic motive

may only be partly due to the altruism of migrants, and may also be driven by an increase in remittance

flows from new sources.

A self-serving motive exists as well and is seen by the positive response of remittances to a shock in

interest rate spreads between home country and host country. With an increase in the spread, indicating an

increase in home interest rates or decrease in host interest rates, remittance flows into the home country rise.

Such a response implies migrants from the region are responding to the opportunity for higher returns on

investment projects and financial assets in the home country, though the response is relatively weak.
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