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Introduction  
 

 
International migration flows are a very sensitive subject in the public opinion. 

Simultaneously, migration plays a very decisive role in the insertion process of the less 

developed countries in globalisation. In fact, international migration flows, economic 

globalisation and regionalisation process are, at least in the short or middle run, complements 

rather than substitutes (Alba, Garson and Mouhoud (1998)). Migrant worker remittances 

constitute the second biggest source of foreign transfers to the developing world after Foreign 

Direct Investment (FDI) and are more important than the public aid and private capital 

transfers. Thus, international organisations (IMF, World Bank, etc.) or home and host country 

governments consider remittance flows as an engine of development. Some policy makers 

and academicians give a very important role, maybe more than their actual impact on 

development, to international migration and remittances. In some cases they are also used in 

macroeconomic financing by major receiving countries. For example, in Turkish case, in the 

second half of 1960s, the migrants’ transfers played an important role for the sustainability of 

the external deficit.  In 1969, remittances were about 18% of the imports. 

 

However, the economic impacts and determinants of remittances on the receiving 

countries is not enough documented in the existing literature. Recent economic research 

brings very amiguous responses to this phenomenon. The positive or negative impact of 

remittances on the countries of origin depends on the level of analysis on the one hand, and on 

the period (long term or short term) on the other hand1.  

 

In the first section we will analyse the remittance flows from Europe to the southern 

and eastern Mediterranean countries. And then, in a second section, we will investigate the 

existing literature on the effects of remittances on the countries of origin (effects on growth, 

convergence, and regional and household income distribution) both at the theoretical and 

empirical level.  In the third section, we are going to propose an econometric analysis of the 

determinants of remittances transferred by Turkish migrants from the main EU labour 

receiving countries to their home country. 

                                                 
1 It is also important to mention that the brain drain effect on the countries of origin of migrants and the 
competition between OECD developed countries for attracting the highly skilled personal are one another 
main issue of both the scientific discussion in recent economic research and the public political debate.   
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1. The remittances in the Mediterranean Basin  

1.1. Global trends in remittances 
 

There has been an important increase in the migrant remittances in the last decade.  

Because of their growing volume and their stable nature they have become an important topic 

of interest for most economists.  According to World Bank estimates (2005), developing 

countries received USD 126 billion in official remittances in 2004 which is USD 10 billion 

more than that received in 2003, and USD 73 billion more than that in 1995. 

 

Migrants’ remittances are started to be considered as important development tools for 

main labour exporting countries. Officially recorded remittances have become the second 

highest source of external funding for developing countries following the Foreign Direct 

Investments (FDI). More recently, remittances have attempted the same level as FDI (see 

graph 1). One of the most important properties of migrants’ remittances as an external 

funding is their private nature which means that they are not used in a way chosen by 

governments and the fact that they do not entail any interest to be paid and they are not 

repaid. The majority of remittances are sent by individuals directly to their families in their 

home country.   

 

Graph.1. Workers’ remittances and other inflows (1990-2005) 
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   Source: World Bank GEP 2006 
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However, there exist considerable disparities between the parts of the receiving 

countries in the total remittance flows.  For example, only the five countries (Mexico, 

Philippines, India, China, and Morocco) received more than 50% of all remittances in 2003 

(see Graph.2.a and Graph.2.b).  As we analyse the regions, the results do not change at all.  It 

is the poorest regions which receive fewer remittances than the middle income regions.  The 

analysis becomes more interesting in the country level.  An important part of the remittances 

is received by middle income countries against a negligible part for the poorest ones.   

Graph2.a. Workers’ remittances and other inflows by developing region 

 

 
 Source : Cogneau et Gubert, 2006 

  

Graph.2.b. Top countries with highest remittances in 2003 (billions $) 
 

 

Graphic 2b : Countries with highest 
remittances in 2003
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  Source: IMF, Balance of Payments, IADB  
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This difference between developing countries is related to the fact that the poorest 

countries have a very low expatriation rate, and thus receive fewer remittances. They are the 

middle revenue countries which have the highest the expatriation rate and as for the richest 

third world countries the expatriation rate is again very low (see the inversed U curve in the 

graph 3). The paradox is that for the poorest developing countries the high skilled personal 

expatriation rate is relatively much higher than the other developing countries (see map 1). 

 
 
 
 
 
 
Graphic 3: Expatriation rate in OECD function of relative GDP per capita in PPP of each third 
world country / US GDP 
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Source: see Annex 1, Secretariat calculations based on Cohen and Soto (2001) 
for highly skilled stocks in countries of origin.

Map 1.  Percentage of expatriates to OECD countries 
among all highly skilled born in the country

Source : Dumont and Le Maître (2005)

 

 

 

 

1.2. Remittances in the southern and Eastern Mediterranean Countries (SEMC’s) 
 

Remittances in the SEMC’s have been increasing for the three last decades but are also 
very fluctuating during the same period (see graph 4).  

 
In Algeria, the structural weakness of remittances can be explained by the importance 

of informal transfers. In the last few years the situation has started to change as a result of a 
convergence between the official and the unofficial exchange rates and the regulations that 
give the possibility of holding foreign currency bank accounts.  
 

In Morocco and Tunisia, the remittances continue to increase and remain quite stable 
in time. In Tunisia, remittances have a stable level which is around 4 % of GDP.  For 
Moroccan expatriates, in recent years, it has become easier, cheaper, and more attractive to 
remit money to their country because of a government-encouraged expansion of Moroccan 
bank branches in Europe, the suppression of restrictions on foreign exchange, fiscal measures 
favouring migrants, and devaluations that increase the value of foreign currency. Since 2000, 
there has been a spectacular increase in official remittances, which reached $4.2 billion in 
2004. New labor migration flows to Spain and Italy and those countries' large-scale 
legalization programs in recent years also generated this increase. Morocco has been 
relatively successful in channelling remittances from unofficial channels to the official ones. 
Remittances are a crucial and relatively stable source of foreign exchange for the country. In 
2004, official remittances represented 8.4 percent of the Morocco’s GDP, and also exceeded 
the value of direct foreign investments (which are indeed much more unstable).The actual 
amount of remittances is estimated to be at least one-quarter to one-third higher because 
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money transfer is also made through informal channels or in the form of goods taken to 
Morocco. 
 

In contrast to the global trend in other southern and eastern Mediterranean countries, 
in Egypt, remittances have increased until 1992-1993 (golf war) and since then felt   
dramatically. Egypt is the only country to present such fluctuations in the remittance flows.  

 
As in the other countries of the region, worker remittance flows to Turkey has also an 
increasing trend until 1998.  However, since 1998, the remittance flows to Turkey have 
decreased dramatically.  First the 1999 recession, and then two economic crises in 2000 and 
2001 can be responsible for this sharp decrease.  It is possible that, in such an economic 
context, accompanied with an important decrease in the confidence of economic agents to the 
economy, migrants prefer to remit using unofficial channels rather than the official ones or 
simply not to remit at least for investment motives.  It is then important to measure also the 
unofficial remittances to better understand the decrease in the remittances after 1998 towards 
Turkey.  On the other hand, the decrease after 2003 largely reflects the change in the 
classification of workers’ remittances by the Central Bank of Turkey.  Before 2003, in Central 
Bank of Turkey’s calculations, workers’ remittances included foreign exchange remittances 
converted into Turkish Lira, Turkish lira conversion from their foreign exchange accounts and 
money spent during their visit in Turkey. Following the introduction of the new method the 
last two items were reclassified as tourism revenues. (FEMIP 2006)     

  
 
 
  
 
 

               

Graph 4. Workers remittances and compensation of employees, 
receveid, USD Currents prices
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 Graph 5. Workers remittances and compensation 
of employees, receveid (en % GDP)
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2. Determinants and impact of remittances on home countries 

 2.1. The impacts of remittances on the economy  
 

Remittances have micro and macroeconomic determinants.  The main microeconomic 

determinants of remittances are the ones such as the characteristics of migrants, their situation 

relative to the home country and relative to their families, income of their family, and 

education level of the migrants.  Macroeconomic determinants are composed of determinants 

such as wages in the host countries, inflation, exchange rates, economic conditions in both 

home and destination countries. The macroeconomic effects of migrants’ remittances became 

an important issue of analysis as a development tool.  On the other hand, the researchers 

started to analyse more and more the macroeconomic determinants of migrants’ remittances 

to see if countries of origin can use macroeconomic tools to attract more remittances. 

 

Remittances can have different levels of both positive and negative impacts on the 

development of a receiving country.  In this section, our analysis will first concentrate on the 

macroeconomic and microeconomic effects of remittances in the short term and the long term.   

And then, we will analyse the existing empirical literature on the macroeconomic 

determinants of migrant remittances and their possible impacts on the receiving countries.  
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Finally, we are going to make an econometric study to examine the determinants of 

remittance flows to Turkey. 

 

Table.1 provides a summary of the macroeconomic and microeconomic effects of 

migrants’ transfers in the short term and the long term.  We found it important to make the 

distinction between the short term and the long term because some short term positive 

(negative) effects can become negative (positive) in the long term.  

 
 
Table 1 Economic impacts of remittances on home countries: a theoretical approach 
 Short Term Long Term 
Microeconomic impacts -Moral hazard 

-Neglect of local production 
by families 
-Promotion of the access of 
the poorest population to the 
local goods and of the less 
poor ones to the imported 
goods  

-Reduction of moral hazard in 
time (better information) and 
emancipation (faster for the 
qualified workers, which also 
explains relatively less 
important remittances sent by 
qualified workers) 
- Opening up of opportunities 
for children’s education 
-Improvement of the 
productivity and the quality of 
goods  
- Augmentation in inequality 
between families who receive 
remittances and those who do 
not  

Macroeconomic impacts -Impact on consumption and 
investments 
-Impact on inflation (if the 
consumption is more 
important than the 
investment) 
-A stable source of foreign 
currency  
- A strengthening effect on 
balance of payments 
- Appreciation of local 
currency and deterioration of 
balance of trade by 
augmentation of import 
 
 

-Impact on investment 
(complementarily of  
remittances and FDIs) 
-Impact on health 
-Impact on education 
-Impact on infrastructure 
(transport, water…) 
-Impact on convergence 
between the country of origin 
and the host country (trade 
and FDI play a direct or 
indirect intermediate role) 
-Risk of Dutch disease and 
under-industrialisation 
-Diminution of 
structural/transitory poverty 
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In the microeconomic context of remittances, moral hazard plays an important role.  

Considering migration at the household (family) level, migration decision becomes a family 

strategy to raise income and to obtain an insurance against production and income risks.  In 

the short term, it is argued that the emigrants do not have complete information about the 

economic conditions of their families left behind and there exists informal contracts that tie 

migrants with their families (New Economics of Labour Migration, see Taylor (1999)).  

Migrants remit to overcome liquidity constraints and increase income security of their 

families left behind.   This context brings out many moral hazard problems.  But in the long 

term, it is possible that the emigrant possesses better information on the actual situation of his 

family and the moral hazard problem reduces.  The time to have the complete information is 

shorter for the qualified workers which can partly explain why the qualified migrants send 

relatively less remittances compared to the non-qualified migrants (One other explication for 

this phenomenon can be the fact that, for the poor countries, the qualified population comes in 

general from relatively rich population.  So the migration decision can be in most cases not a 

family strategy to raise income but an individual decision).  Azam and Guber (2005) analyse 

the labour migration from Kayes area (Western Mali).  They find evidence that the moral 

hazard problem exists for this region.  Their econometric study shows that although migration 

contributes to the application of improved agricultural technology, remittance receiving 

families do not show better agricultural performance than the non-receiving ones, and they 

find that the relation is quite the inverse.  This shows that the unofficial insurance contract 

between the migrant and his family is subject to moral hazard problems. 

 

In the short term, the remittance receiving families can neglect the agricultural and 

local production.  In other terms, the receiving families will be less constrained by 

participating to the local production to guaranty a minimum income.  But this diminution of 

the participation of receiving families to the local production can also be a result of openning 

up opportunities for children’s education.  In most of the cases, the poor families in the rural 

areas, on the one hand can not afford the education costs of their children after a certain age, 

and on the other hand the children are, after a certain age, constrained with participation to 

family income.  As a result of this, instead of continuing to their education, they start working 

with their family.  From this point of view, remittances, which seem to decrease the 

participation ratio of active population to the production, can in turn, give the opportunity to 

families to afford the education costs of their children.  (It is also important to analyse 

 10



carefully if the diminution of the participation of the active population to the local production 

is a result of remittances or simply a result of emigration itself)   

 

In the short term, the migrants’ transfers can promote the access of the poorest 

population to the local goods, and of the less poor ones to the imported goods.  This is a result 

of the direct effect of the remittances on the incomes of the receiving families.  This short 

term effect can, in the long term, contribute to the improvement of the productivity and the 

quality of production.  Taylor, Rozelle and DeBrauw (1999) use the New Economics of Labor 

Migration framework to analyse the relationship between migration, remittances and 

agricultural productivity for Northeast China.  They use a survey of 787 farm households 

from 31 villages in the Northeast part of China.  They test the impact of migration or 

remittances on productivity. A positive impact suggests that migration complements 

productivity growth by relaxing credit or risk constraints, while a negative impact suggests 

that increased migration causes labour shortages which in turn decrease productivity. They 

find that, at least in the short run, migration generates a statistically significant negative 

effect.  However, they find evidence that the negative effect from less labour is in part 

compensated by access to capital through increased remittances.  On the other hand, they 

control for wealth variable and they find that it has a negative effect on migration which 

means that wealthy households are more capable to overcome liquidity and risk constraints on 

production without participating in migration compared to less wealthy households.  

 
The fact that the migrant sending families are not the poorest ones but the middle 

income families is an important point.  This is due to the high migration costs.  Adams and 

Page (2003) examine the impact of international migration and remittances on poverty.  They 

use a data set of 74 low-and middle –income developing countries. They have four key 

findings.  First, they find that international migration has a strong, statistical impact on 

reducing poverty in developing countries.  Second, the geographic distance to a major labour 

receiving country has an important effect on international migration.  Third, an inverted U-

shaped curve exists between the level of country per capita income and international 

migration which means that the poorest people can not migrate because of the high travel 

costs and the people from higher-income developing countries lack the incentive to go work 

abroad.  International migrants are mostly the ones who come from income groups above the 

poverty line in middle-income developing countries.  Their final finding concerning  
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international remittances is that they have a negative and statistically significant effect on 

poverty.   In this context, the increased demand in the imported goods can be more important.  

In other words, a part of the population consuming locally produced goods, after an 

exogenous increase in their income, can start to consume the imported goods, which in turn 

can have negative effects on the local production.   

 
Another important point that we are going to explain in the microeconomics effects of 

remittances is the possibility of a potential increase in inequality between families who 

receive remittances and those who do not.  If the receiving families are the poorest ones, the 

result would be the inverse and the remittances would have a positive effect on the 

distribution of the household income and on the inequalities.  But as we have discussed 

above, the existing literature shows that this is not the case.  In general, the poorest families 

aren’t the ones who send migrants but they are the middle income families who participate to 

the international migration.  In this case, remittances, in the long term, would have a negative 

effect on the inequalities of the migrant sending region. Stark, Taylor and Yitzhaki (1986) 

argue the role of net remittances in village income inequality.  They use household data from 

two Mexican villages, one village with a relatively little Mexico-US migration experience and 

the other with a long history of migration.  They find that the variables of interest are the 

village’s migration history, the diffusion of information on migration opportunities across 

village households and the distribution of the remittance enhancing skills and education.  

Emphasise is put on the network effect.  As we have discussed above, migration has high 

costs and for a village with a little migration experience, the first ones to migrate are the ones 

from a relatively higher income group of the region.  If remittances to these households are 

significant, they can have a negative impact on the village income in the short term.  If the 

early migrants provide direct information to the new ones, the cost of migration decreases and 

the households at the lower end of the income distribution can also participate to the 

migration.  In this case, remittances can start to have a positive impact on the distribution of 

income. 

 

The use of remittances has an important place in the remittances literature especially 

in determining the macroeconomic impacts of remittances.  It is argued that the remittances 

have different impacts depending on their use, for consumption and/or for investment, and 

contribute or not to the economic development.  There are two decision mechanisms  
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determining the use of remittances.  First one is the decision to remit taken by migrants.  The 

migrants can remit with altruistic motives, to contribute to the income of their family left 

behind, or they can remit with investment motive, simply to invest their savings in their 

country of origin which can be a preparation for their return or not.  The altruistic or 

investment motivation to remit determines initially the use of remittances.  The second 

decision concerns the use of remittances by the receiving families.  They can use remittances 

for their primary consumption needs, to overcome the liquidity constraint or a negative shock 

in their income, or for investment, to overcome a credit constraint.  In both cases, remittances 

have positive effects either on consumption or on investment, or on both of them at the same 

time.  For example Chami, Fullenkamp, Jahjah (2003) proposes a unified framework for 

modelling the causes of remittances and tracing their effects through the economy, in order to 

examine whether remittances are now or could be a source of capital for economic 

development.  They find that remittances are compensatory transfers and negatively 

associated with economic growth.  They also find that remittances are subject to significant 

moral hazard problems.  Gubert (2002) tests whether the migrants’ remittance behaviour is a 

result of the insurance hypothesis, in which remittances are a part of an insurance contract 

between the migrant and his family, an insurance that compensates households in 

macroeconomic crisis periods or in market imperfections.  She uses detailed data collected 

during interviews with 305 randomly selected rural households of western Mali.  She finds 

evidence that, at least partly, the remittances are insurence motivated.   

 

An increasing effect of remittances on consumption can put a pressure on the inflation 

in the shot term.  This would be a result of an increase in the local demand which is promoted 

by an exogenous increase in the household income.  If the elasticity of supply of the local 

production activities is sufficiently high, this increase in local demand can have multiplier 

effects on investment.  At the same time, in the long term, remittances can become 

complementary to the FDIs for certain countries like China.  In the Chinese case, emigrants’ 

remittances take an important place in FDIs.  After a certain time period, Chinese migrants’ 

prefer to invest in their country of origin.  Remittances can also contribute to a convergence in 

terms of development between the host countries and the countries of origin. Many factors, 

generated by remittances, can contribute to this convergence like education, health etc.  But it  
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is generally international trade and FDI who play the intermediate role.  Remittances 

contribute to an increased international trade and FDI, which in turn contribute to the 

economic development.  

 
In the macroeconomic context, remittances constitute a stable source of foreign 

exchange for labour exporting countries.  On one hand, they are more stable than FDIs, and 

on the other hand, they do not have to be repaid like ODAs (Official Development 

Assistance) and they are for private use.  This is also one of the reasons why labour exporting 

country governments are very interested in attracting more remittances especially by official 

ways and direct them to long term investment projects like health, education and basic 

infrastructure for some regions.  This can also result in diminution of the structural poverty in 

the long term.  But we should note that this is not always evident.  For example especially 

Malian and Senegalese expatriates living in France finance infrastructures in their home 

countries like schools, health centres and electricity infrastructures.  Loup (2005) points out 

that these communal activities are sometimes put in danger if the governments do not provide 

the necessary supply for the functioning of these investments.  For example a village can wait 

two years for a nurse to come to its dispensary.  

 

In the short term, remittances have a strengthening effect on the balance of payments.  

They can help governments to finance their balance of payments deficits.  But in a balance of 

payment crisis, they can also cause a late application of the necessary measures to avoid the 

crisis by the authorities.  Another short term macroeconomic effect of remittances creates an 

opposite mechanism which is the appreciation of the local currency and the deterioration of 

the balance of trade by increased imports.  As we have discussed above, this increase in 

imports has also microeconomic effects on the local economies, but in the macroeconomic 

context, remittances increase imports on one hand which augments the balance of payment 

deficit, and strengthens it on the other hand by an entry of foreign currency to the economy.  

 

It is argued that the appreciation of the local currency and the increase in imports 

generated by migrants’ remittances can in the long term cause a Dutch Disease effect on the 

economy.  Bourdet and Falck (2005) analyse the impact of remittances on the competitiveness 

of the economy of Cape Verde within the Dutch Disease theoretical framework.  They find 

that the emigrants’ remittances to Cape Verde have an appreciative effect on the real 
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exchange rate and that official foreign assistance contributes to limiting the negative impact 

of emigrants’ remittances on the real exchange rate.  The authors propose a more growth-

oriented aid policy to limit the negative impact of remittances on the country’s 

competitiveness.  They also propose the suppression of the better-remunerated deposit 

accounts for emigrants’ remittances in order to improve the competitiveness of the trading 

sector.  At this point, it is important to note that if altruistic motives are dominant in the 

remitting decision, these precautions wouldn’t be sufficient to improve the competitiveness of 

the economy.    
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2.2. Review of literature on the econometric studies: macroeconomic impact 
 

Table.2 provides a comparison between the most commonly used explanatory 

variables in the literature to explain the macroeconomic determinants of migrant remittances 

in the light of six articles. In Table.2, we see that the most commonly used and the most 

important variable in the literature is the income level in the host country.  In all articles, this 

variable has a significantly positive effect on the remittances.  Straubhaar (1986) does not use 

directly the host country income as explanatory variable but he uses the wages available and 

the possibility to become active in the host country.  These two variables, which are 

significant and positive in his study also shows the importance of the income level in the host 

country.  He examines the determinants of flows of remittances from Germany towards 

Turkey in the period 1963-1982.  The author does not investigate directly the determinants of 

workers’ remittances, but the question he asks is what determines the emigrants’ propensity to 

invest his savings either in his home country or abroad.  Putting the investment motive of 

remittances as hypotheses, he then questions what part of these savings will be remitted and 

what are the factors determining this decision.  Although the paper covers the period before 

the financial liberalisation of Turkey, the results show that investment motive had always a 

place in the remittance decision of Turkish migrants. He finds that, first, the wage level and 

the possibility to become active determine the potential flow of remittances and then the 

political stability dummy determines what part of it has really been remitted.  The confidence 

the Turkish emigrants felt in the safety and liquidity of their investments in Turkey has an 

important impact on their decision to remit.   

 

 Real overvaluation, or the exchange rate variable is non significant in the three of the 

papers which uses them as an explanatory variables.  But on the other hand, black market 

premium variable has always a significant negative effect on the remittances.  Here, we 

should note that all the papers use the "official" remittances as dependant variable.  As the 

difference between the official and black market exchange rates increase, migrants would 

prefer to remit using unofficial ways.  As long as we do not provide data on the volume of 

unofficial remittances, it is hard to test the effect of exchange rate changes on the remittances.         
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Table.2: A comparison of common explanatory variables used in some of the econometric studies on the 

macroeconomic determinants of official remittance flows in the literature  

 El-Sakka, 

Mcnabb 

(1999) 

Straubhaar 

(1986) 

Huang, 

Silva 

(2005)2

Aydas,Neyapti 

Ozcan (2003)3

Elbadawi, 

Rocha 

(1992) 

Gupta 

(2005) 

Explanatory variables:       

Stock of workers  

Abroad 

    

NS4

 

+ 

 

Income level  

in the home country 

   

NS 

 

- 

  

Income level 

in the host country 

   

+ 

 

+ 

 

+ 

 

+ 

Domestic inflation +  NS - -  

Possibility to become 

active in the host 

country 

  

+ 

 

+ 

   

 

Real overvaluation  

of the domestic  

currency 

  

NS 

 

NS  

 

NS 

  

Interest rate  

differential5

-  

NS 

 +   

Wage available in the  

host country 

 

NS6

 

+ 

    

Black market premium 

of the home country 

 

- 

   

- 

 

- 

 

Political instability 

Variable 

 - 

 

 - 

 

  

                                                 
2 The reported results are for Mexican remittances inflows as the dependant variable 
3 The reported results are for the estimation of the remittance flows for the 1979-1993 periods. 
4   "NS" for not significant, "-" for significantly negative and "+" for significantly positive  
5 Indicates the difference between home and host country interest rates respectively 
6 The lagged variable for the wage available in the host country is significantly positive 
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El-Sakka, Mcnabb (1999) estimate the macroeconomic determinants of worker 

remittances and the income elasticity of imports financed by remittances for Egypt.  They find 

that remittance flows are highly responsive to the differential between the official and black 

market exchange rates. The differential between domestic and foreign interest rates has a 

negative and significant impact on the inflow of remittances through official channels and 

domestic inflation is found to have a positive and significant impact on the inflow of 

remittances.  They also find that imports financed through remittance earnings have a very 

high income elasticity which suggests either that these imports are consumer durables and 

luxury goods or that they are undertaken by higher income groups.  This is the only paper 

who finds a positive relationship between the domestic inflation and the remittances.  This 

means that for the Egyptian case, the altruistic motives are dominant in the remitting decision.  

Inflation increase has a negative effect on the real income of households.  To offset this 

income effect, emigrants prefer to remit more.   

 

In most of the cases, host country effects are much more significant than the home 

country effects.  This finding has many important policy implication especially for the 

migrant exporting countries for which remittances are the main foreign exchange funding.  

For example, Huang, Vargas-Silva (2005) tries to determine whether the host and/or home 

country macroeconomic conditions are the ones affecting remittances and they find that host 

country economic conditions seem to be the most important factor driving remittances.  They 

find no significant effect of home country economic conditions on remittances.  They first 

develop a model (Box.1) and then use a vector error correction model (VECM) to study this 

relationship.  They argue that they use VECM because these models can solve the 

endogeneity problem between remittances and other macroeconomic variables.  Another 

important point in their paper is that they use unemployment as a proxy of host country 

income because they say that unemployment rate can be a better reflection of the income 

generating opportunities of emigrants than the GDP (Higgins et al. 2004)   
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BOX.1. A Model for Macroeconomic Determinants of Remittances 
Huang and Vargas-Silva (2005) develop a theoretical model in which they establish 

explicitly the relationship of remittances with home and host country macroeconomic 
conditions.  We will present their model and its main implication very generally.   

They use a two period model I which remittances are sent in the first period.  They 
assume that they have an individual (emigrant) living in a foreign (host) country and his 
utility depends on his consumption in the host country and the consumption of the 
household in the home country .  The utility function of the emigrant in the first period is 

  with

)( 1c
)( *c

),( *1 ccU 0,0,0,0 222111 <><> UUUU .  The consumption of the household in the 
home country depends on income and remittances received )( rα where α is the cost 
associated with sending remittances )1( ≤α .   

The household income is  where )( ** Yy π+ π reflects the relationship between the 
economic conditions of home country and household income.  The household consumption is 
given by . The emigrant’s income is where )),(( *** rYyc απ+ )( 11 Yy ν+ ν reflects the 
relationship between the economic conditions of host country and emigrant’s income.   

The income restriction of the emigrant in the first period is: 

srcYy ++=+ 111 ν                              0≥ν  

Where s is the percentage of emigrant’s income which he saves in the host country. 
In the second period the household migrates to the host country and joins the emigrant 

(assuming that the emigrant returns to the home country and joins the household does not 
change results).  The maximization problem is then: 

          
}{

)(),( 2*1

,,
cVccUMax

src
β+

s.t       srcYy ++=+ 111 ν

                      and 

            siYyc )1(222 +++= ν

Where is the utility from second period consumption, )( 2cV β is a discount factor. 

The main implications of the model are: 

⇒≥
∂
∂ 01Y
r An improvement in the economic conditions of the host country has a 

positive effect on remittances 

⇒≤
∂
∂ 0*Y
r An improvement in the economic conditions of the home coutry will be 

accompanied by a decrease in remittances. 
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Gupta (2005) analyse the macroeconomic factors that might explain the dynamics of 

remittances to India.  His econometric analysis shows that most of the macroeconomic factors 

are insignificant in explaining the behaviour of remittances around the trend over time.  One 

of the variables found to have an effect on remittances behaviour is the earning of migrants.  

On the other hand, the source country economic activity also has an effect on remittances.  

For the Indian case, remittances are higher during periods of low economic growth in India.    

 

Another paper analysing the macroeconomic determinants of remittances is that of 

Elbadawi and Rocha (1992).  They estimate a model using data from five major labour-

exporting countries of North Africa and Europe: Morocco, Portugal, Tunisia, Turkey and 

Yugoslavia in order to find the determinants of worker remittances. They find evidence that 

stock of migrant labour has a positive and significant effect on remittances.  In spite of this 

positive relationship, they find that the length of stay and the share of females in total migrant 

population have a negative and significant effect which shows the importance of weakening 

of ties with the home country.  With regard to the macroeconomic determinants of migrant 

remittances, the authors first find that the real income in the host country has a positive and 

significant effect with en elasticity ranging between 0.6 and 0.8.  Second, they find that 

official remittances are negatively affected by a rising black market premium in the country of 

origin.  The domestic rate of inflation is also found to have a negative and significant effect 

on remittances.       

 

Aydas et al. investigate the effect of macroeconomic variables on workers remittances 

flows to Turkey.  Their study is based on time series analysis using data for the period 1964-

1993.  The regression results for worker remittances flows with the control of stock of 

migrants abroad indicate that stock of migrants appears to affect remittance flows for the 

1965-1993 periods but not for the 1979-1993 periods.  The authors consider this as a result of 

the weakening of the family ties of workers living abroad with Turkey over time.  This can 

also be due to the increased family unification which decreases the number of person that the 

migrant worker is responsible for in his country of origin. The significance of black market 

premium and per capita income of Turkey disappears in the 1965-1993 period.  On the other 

hand, both domestic inflation and domestic growth become significant in the 1979-1993 

periods with negative and positive signs respectively.  The authors conclude that the 

significance of these two variables, as indicators of economic stability, in explaining total  
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remittance flows, combined with earlier observations, indicates that in the period after 1979, 

investment becomes an effective motive for the remittance flows in Turkey besides the 

consumption smoothing motive. 

 

.3. An estimation of the macroeconomic determinants of remittance flows to Turkey 
 
 In this section, we are going to make a case study for Turkey in order to analyze the 

macroeconomic determinants of migrant remittance flows.  Our aim in this study is to 

determine which motive (altruistic or investment) dominates the remitting decision of Turkish 

migrants and to analyze if the home country macroeconomic conditions have an impact on the 

remittances or not.   

 

The estimation covers the 1974-2003 periods.  The variables employed in this study 

are: official cash remittances (REM), real income of Turkey (PIBTR), black market premium 

of Turkey (BMP), a dummy variable that takes the value of 1 in years after economic crisis 

(DUM)7, civilian male employment as percentage of population between the ages 15-64 

(EMPHOST) as a proxy of migrants’ income level in the host country, domestic inflation rate 

(INF) and the interest rate differential between Turkey and the host country (TIDIF)8.  To 

minimize the effect of using aggregated data on the estimation results, host country variables 

(interest rate and civilian male employment as percentage of population between the ages 15-

64) are recalculated by using indexes which are constructed with respect to main Turkish 

migrant receiving countries.  We have used LFS datasets to determine the main Turkish labor 

receiving countries and their relative importance.  The countries used are Germany, Belgium, 

France, Netherlands, Austria and United Kingdom.  We gave weights (W) to these countries 

based on their share of Turkish migrant stock (MS) in the total Turkish migrant stock of these 

six countries(1) and Table 2 contains the results of this calculation: 

 

 

                                                 
7 The dummy variable is equal to 1 for 1980, 1995, 2002 and 2003, and equal to 0 for other years 
8 The official cash remittances, domestic inflation rate and the interest rate variables are from IMF 
Financial Statistics database, The real income of Turkey (in USD dollars), and the Black market premium 
are from World Bank Database, and the civilian male employment rates as a percentage of population 
between the ages 15-64 are taken from OECD database.  
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MSiWi .         i = 1,2,3,4,5,6                                                     (1) 

  
 
          Table.2.Percentage weight of countries 

Germany 81% 

Belgium 3% 

France 6% 

Netherlands 4% 

Austria 5% 

United Kingdom 2% 

 
 

Most of the studies in the literature use the ordinary least squares to estimate the 

relationship between remittances and macroeconomic variables (see for example El-Sakka, 

Mcnabb (1999), Straubhaar (1986), Aydas,Neyapti Ozcan (2003)).  One of the most important 

methodological problems in the remittances literature is the non-stationnarity problem. Also, 

if two series are non-stationary, we may experience the problem of “spurious” regression. 

This occurs when we regress one non-stationary variable on a completely unrelated non-

stationary variable, but yield a reasonably high value of R2, apparently indicating that the 

model fits well.  

In this paper we are going to use an error correction model (ECM).  We use ECM 

models because, on one hand, our time series are integrated of order 1 and order 2, and on the 

other hand, this dynamic model, in which the movement of the variables in any periods is 

related to the previous period's gap from long-run equilibrium, give us the possibility to 

calculate the short and the long run relationships. If two or more series are cointegrated, in 

intuitive terms this implies that they have a long run equilibrium relationship that they may 

deviate from in the short run, but which will always be returned to in the long run. 
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Table.3. Integration order of variables 
Variables Integration Order

REM I(2) 

PIBTR I(1) 

BMP I(1) 

EMPHOST I(2) 

INF I(1) 

TIDIF I(1) 

 
 
Table 3 presents the integration order of variables used in the estimation specification 

(See Annexe.2 for Augmented Dickey Fuller Test Results).  It shows that PIBTR, BMP, INF 

and TIDIF are integrated of order 1, and REM add EMPHOST are integrated of order 2.  In 

the short term analyses, the variables of interest are PIBTR and BMP.  For the long term 

relationship, we are going to analyze PIBTR, EMPHOST, INF and TIDIF variables.  The 

cointegration test results are reported in Table.4 for the long term relation variables: 

 
 
Table.4. Cointegration test results 

Series9:  LOGREM LOGPIBTR LOGEMPHOST LOGTIDIF LOGINF  
Lags interval: 1 to 1 

 Likelihood 5 Percent 1 Percent Hypothesized 
Eigenvalue Ratio Critical Value Critical Value No. of CE(s) 

0.81 89.28  59.46  66.52       None ** 
0.62 47.69  39.89  45.58    At most 1 ** 
0.34 23.42  24.31  29.75    At most 2 
0.29 12.87  12.53  16.31    At most 3 * 
0.14 4.006   3.84   6.51    At most 4 * 
 *(**) denotes rejection of the hypothesis at 5%(1%) significance level 
 L.R. test indicates 2 cointegrating equation(s) at 5% significance level 

 
 

The results confirm the existence of cointegration between our explicative variables.  .  

As most of our variables are integrated of order 1, we are interested with the 1st order 

cointegration.  Table 5 gives the ECM estimation results for Turkey: 

 
 
 

                                                 
9 ∆ and LOG indicate the first difference and logarithm of the variables of interest 
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Table.5.Regresion results (Dependent variable LOGREM∆ )10

.  
  

Variables Coefficient 

∆LOGPIBTR(-2) 1.888 

(3.11)** 

∆LOGBMP(-1) 1.634 

(4.58)** 

DUM -0.256 

(-3.049)** 

LOGREM(-1) -0,285 

(-2.256)* 

LOGPIBTR(-1) -0.632 

(-4.02)** 

LOGEMPHOST(-1) 1.422 

(4.77)** 

LOGINF(-1) 0.811 

(7.83)** 

LOGTIDIF(-1) 0.07 

(3.14)** 

R-Squared 

F statistic 

DW 

0.862 

16.16 

1.84 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Before starting to analyze the main findings of our estimation, we would like to 

mention that the results presented in Table.5 are the very preliminary results of our work.  For 

the macroeconomic determinants of migrant remittances to Turkey, the estimation results give 

us the following error correction model for the short term and the long term relationship. 

 
 
∆LOGREM=1,888*∆LOGPIBTR(-2)+1,634*∆LOGBMP(-1)-0,256*DUM 
  -0,285[LOGREM(-1)+2,217*LOGPIBTR(-1)-4,98*LOGEMPHOST(-1) 
  -2,84LOGINF(-1)-0,24LOGTIDIF(-1)] 
 
 

The convergence term to the long run equilibrium is negative (-0,285) which also 

confirms our error correction model specification.  Our short term variables, LOGPIBTR and 

                                                 
10 t-statistics are shown in parentheses 

* Significant at 5% level 

** Significant at 1% level 

 

 24



LOGBMP are significant and positive.  In contrast with El-Sakka and McNabb(1999), Aydas 

et al. (2003) and Elbadawi and Rocha (1992), our black market premium variable, which is 

the difference between the black market and the official rates of exchange, has a positive 

effect on remittances in the short term.  Considering a high black market premium as a result 

of an inconsistent macroeconomic policy, we can say that in the short term, the migrant 

remittances are probably responding to negative macroeconomic shocks in the home country 

in order to guaranty the minimum income of those staying behind. A second explanation is a 

microeconomic one: migrants anticipate a decrease of the unofficial exchange rate and prefer 

to remit a larger part of their savings and thus accelerate their investment projects in their 

home countries. However, as a consequence, it is also possible that at the medium or long run 

migrants reduce the amount of their remittances. The two other short term variables, 

LOGPIBTR and the dummy variable for the years after economic crises, can of course be 

interpreted as a result of an investment motivation in the remitting behaviour of Turkish 

migrants.  But we should mention that the negative coefficient of the dummy variable can also 

be a result of a decrease in the officially sent remittances only.  Our data on remittances, like 

most of the data on remittances used in the literature, are taken from the Balance of Payment 

Statistics reported by the IMF.  The problem with the IMF remittances data is that only the 

officially transferred remittances are reported.  It is clear that the Balance of Payment 

Statistics of IMF underestimate the volume of money remitted to families staying behind 

especially for the countries with insufficient financial institutions.  It is probable that the 

migrants prefer to remit using unofficial ways instead of official ones as a result of the 

decreased confidence on the banking system and on its institutions in an inconsistent 

macroeconomic policy context. 

 

Another interesting finding of the paper is the short term positive and long term 

negative impact of home country domestic income on remittances. According to these 

findings, we can assume that in the short term, as we have explained above, the anticipations 

of migrants dominate their remitting decisions, specifically for investment reasons (business, 

housing...).  However in the long term, the impact of the domestic income in the home 

country becomes negative as a consequence of a potential amelioration of the living standards 

of the migrant’s family.   

On the other hand, these results, with the positive sign of black market premium in the 

short term, can be evidence to the moral hazard problem. In the short term, because of the 

incomplete information and the contractual relationship between the migrant and his family, 
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or because of a strong demand coming from families in an instable macroeconomic situation, 

the remittances are subject to moral hazard problems.  But in the long term, with better 

information and emancipation, we can say that the remittances follow better the real income 

needs of families left behind. 

 

Last three long term variables have positive impacts on the remittance flows to 

Turkey.  The positive coefficient of host country income proxy supports the findings of all 

studies we have examined above.  It is evident from the literature that, both in papers which 

find investment or family support as principle motivation to remit, any increase in the 

available income of migrants has a positive impact on remittances.  The positive coefficient of 

the domestic inflation variable can be analyzed as follows: a high inflation rate which 

decreases the real domestic income has a positive effect on remittances because migrants 

remit more in order to compensate the income loss of the family members left behind.  

Although our findings affirm that the altruistic motivation to remit, especially in the long run, 

is dominant for the Turkish migrants, the interest rate differentials have a positive impact in 

the long run.  This result can be due to the Foreign Currency Deposit Accounts and the Super 

FX accounts offered by the Central Bank of Turkey to the migrants.   

 

Conclusion 

We have shown in this paper that remittances constitute a large source of foreign 

transfers to the developing world and are stronger than the public aid and private capital 

transfers. Thus, international organizations or home and host country governments consider 

remittance flows as an engine of development. Concerning the determinants and the impact of 

remittances, the theoretical literature presents very heterogeneous results both at the micro 

and at the macroeconomic level. Concerning the empirical literature, this heterogeneity of 

results does not change . 

 

  In the light of these findings, we have made an econometric analysis of the 

macroeconomic determinants of migrant remittances using an error correction model. Our 

main findings are the short term positive and long term negative impact of the home country 

domestic income, and the short run positive effect of the black market premium on the 

remittances.  Our conclusion is that the anticipations of migrants dominate their remitting 

decisions, specifically for investment reasons.  In the further research, we are going to try to 
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separate the two motives of remitting decision in order to analyze their impact on the home 

country performances. 
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Annexes 

Annexe 2 Nationalités des migrants non-européens les plus nombreux (en % de l'immigration 
totale et de la population totale)
France %flux 90-99 %pop 99 Belgique %flux 90-99 %pop 99
Maroc 15% 16% Maroc 15% 14%
Algérie 14% 15% Rep Youg 5% 1%
Turquie 7% 6% Turquie 5% 8%
Tunisie 4% 5% Etats-Unis 5% 1%

   
Allemagne %flux 90-99 %pop 99 Pays-Bas %flux 90-99 %pop 99
Pologne 11% 4% Turquie 10% 18%
Rep Youg 9% 10% Maroc 7% 17%
Turquie 8% 29% Surinam 6% 20%
Russie 5% 1% Etats-Unis 4% 2%

   
Italie %flux 90-99 %pop 99 Portugal %flux 90-99 %pop 99
Albanie 14% 3% Brésil 16% 12%
Maroc 9% 12% Angola 12% 9%
Rep Youg 9% 8% Cap-Vert 9% 22%
Roumanie 8% 3% Guinée 7% 7%
Tunisie  4%  

   
Grèce %flux 99 %pop 99 Espagne %flux 90-99 %pop 99
Russie 13% Maroc  20%
Bulgarie 8% Pérou  3%
Albanie 7% Dominique  3%
Egypte 5% Chine  3%
Roumanie 5% Etats-Unis  2%
sources : Sopemi-OCDE  
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Annexe 2. Principal European host countries 
Origin of immigrants  European host countries 

Moroccans  Spain, Italy, France, Belgium, Netherlands 

Turks Germany, Austria, Belgium, Netherlands 

France 

Algerians France, Greece 

Tunisians Italy, France 

Egyptians Greece, Germany,  Italy, (Arabic Golf 

Countries) 

CEEC 1 (Poland, Central Europe, Russia) Germany, Finland, Austria 

CEEC 2 (Rumania, Bulgaria, Ukraine) Greece, Italy, Portugal, Turkey  

 
Annexe 3.  Stock of PSEM migrants qualifications in main European host countries  
(Source : LFS data base) 
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Annexe 4. Augmented Dickey Fuller Test Results 
 
Variables Level 1st difference 2nd difference

REM -1.67 -1.80 -4.93*** 

PIBTR 0.45 

 

-4.07*** 

 

 

BMP -1.98 

 

-3.78*** 

 

 

EMPHOST -1.38 

 

-1.10 

 

-1.93* 

 

INF -2.39 

 

-4.9*** 

 

 

TIDIF -1.63 

 

-3.5** 

 

 

***indicates significance at 1% level, ** at 5% level and * at 10% level 
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