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IMPACT OF GLOBAL TRADE AND MIGRATION

Home country business cycles and
remittance fluctuations

Serdar Sayan

Growing Importance of remittances

The nomiral value of official remittance receipts by developing
countries increased by almost 50 percent in just thres years after
2001 iMaimbo and Ratha, 2005'), nearly doubling in the next
three to reach 5250 killion in 2007 by the World Bank estimates.
Thanks to this rapid growth, these amounts now compare favor-
ably, not only to official development assistance (ODA] receipts
of developing countries, but also to foreign direct investmeant
(FO!li, and private capital flowing into thess countries in the form
of private debt and portfolio equity from abread. Remittances
favorably compare to FOI and non-FOl flows (except GODA) also
because they are unilateral transfers that do not create such
future liabilities as dabt servicing or profit transfers, and ane typi-
cally less volatile than private capital flows and FDI (Ratha,
20033,

Despite this relative stability, remittance receipts also go upand
dioeen cover time in many countries. While the literature on the
determinants of remittances has failed to produce a consa nsus
on the reasons behind these fluctuations in different recipient
countries, these receipts were generally expected to inaeass in
response to a contraction in economic activity (ora driopin
GOP) in migrant workers” home countries. Given migrant work-
ers’ altruistic desire to smooth consumption spending of family
rrembers they might have left behind, this expactation was
intuitively appealing. Plus, there was ample cross-country evi-
dence ifrom large samples of developing countries) suggesting
a negative relationship between GDP and remittance receipts.
Still, @ nurnber of studies starting with Sayan 2004%) have
recently challenged the generality of this argurment for all coun-
tries individually4.

Home country business cycles and remittances

Sayan R2004) observed that remittances are essentially transfars
out of the savings of migrant workers: Aworker who eams more
than enough to cover his own living expenses abroad, plus the
expenditures required to maintain living standards of family merm-
bers back home (if anyd decides what fraction of the mmaining
income to transfer to his home country based on varicus family
characterstics®; the intensity of his altruistic desire to kel p main-
tainfimprove living standards of his family; the duration of his stay
abroad; and any other variable that affects his savings capadity
plus his risk-return preferences.
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In other words, how much to =it is a complex decision invalv-
ing rmany other factors than simply an altruistic motivation to
support household income of family members at home. Sayan
noted in a follow up 2006 study: many of these factors could
directly or indirectly affect how the remitting behavior of
rnigrants wiould respond to fluctuations of GOP over different
phases of home country business oydes # possibly producing
pro-cyclical irather than counter-cydical} oo-movernents
between GOP and remittance receipts. While migrant workers
would indeed b2 inclined to remit more during down opcles of
economic activity back home (to balance lost family income due
to recassion), there might be other cases where an investrment or
partfolic-diversification motive dominates the altruistic rationale
for the majority of migrant workers from a certain country
Bayan, 20067). In such cases, remittance receipts of the country
in question may actually decline during a recession there, due to
res ulting changes inthe differe noe beteeen horme and host
country returns to savings or increasing riskiness of financial
assets at home.

KEnowing whether remittances respond to cydical movwements of
home country GOP in the same or oppasite direction (ie, pro-
oyclically ar counter-cyclically) for different recipient countries is
impzrtant for two reasons. First, remittance fluctuations with
opposite cyclical characteristics have opposite implications for
the macroeconomic stability of the home economy. When they
fluctuate counter-cydically, remittances would serve as a macro-
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econamic stabilizer that helps smooth out large swings in GOP
owver different phasss of home business oycles, proving particu-
larly useful with their dampening effects on a recession/crisis.
When they are pro-cyclical, on the other hand, remittances

am plify cydical luctuations in GDP and hence, act as a destabi-
lizing force. In such a case, increased remittance receipts would
further boost household incomes, allowing for greater econormic
prosperity during a boom. However any reductions in remit-
tances after sharp drops in GOP would deepen the roession
even further, adding to macroeconomic instability and the coun-
try risk of recipient economies at times of greater need for exter-
nal funding.

Figure. Cyclical companents of GDP and remittances serles (Top:
Mexico, Bottom: Turkey)

Secandly, from a microeconomic perspective, counter-cyclical and
pro-cyclical rermittances are likely to have opposite implications
for powverty. In the case of the former, increased remittance
receipts of housshalds during pericds of economic hardship may
help curtail further increasas in poverty due to recessions, where-
as the latter has no such potential, and could even lead to more

porverty.

Cyclical characteristics of Mexican and Turkish remittances

A recent analysis of remittances reeived by Mexico from the U5,
and Turkey from Germany by Sayan and Tekin-Koru revealed
countercyclical and pro-cpclical patterns for these two major
recipients, respectively. The panel, left abowve, inthe figure shows
cyclical components of remittances sent home by Mexican work-
ars in the U5 togetherwith business oycles in the Medcan econo-
rriy friom 1980 to 2005 whereas the panel keft below, shows opdi-
cal components of the Turkish GOP and remittances Turkish work-
ars in Germany have ransferred beteeen 1987 and 2003,

Itis clear even to the naked eye that remittance receipts of Mexico
frarm the LS move counter to the Mexican business cycles: The
armcunts rernitted appear to increass concurrenty with, or shartly
after, each dipin the Mexican GDR This observation is further con-
firmed by the analysis of cross-correlation coefficients batweean
cyclical components of GOP and remittances series for Mexioo, as
discussed in detail by Sayan and Tekin-Koru (200957, The results
reportad by the authors indicate that migrant Mexican wiorkers in
the LIS quickly respond to cydical drops inthe Mexican GOP and
startincreasing the amounts they remit during the same quartsr
50 as to help family members recover lost income during a reces-
sion. This implies that the counter-cyclical rature of Mexican

workers' remittances give them a potential ok in curtailing reces-
sion-induced increases in poverty?,

By contrast, itis difficult to identify the oyclical nature of Turkish
rermittances from Germany through visual inspection alone. Dips
inthe dashed line clkarly mark drops in GDP including the teio
rmajor crises that hit the Turkish econormy in 1994 and 2001, as
well as the smaller one in 19980 Sharp drops inremittance
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receipts observed in 1994, and in the aftermath of the 1999 and
X001 recessions hint at pro-cyclical behavior, whereas the signifi-
cant decline in the early 19905 point to counter-cyclicality. Cross-
correlation results obtained to resalve this uncertainty suggest-
ed a strong and positive co-movernent betwesn remittances
Turkey receives from Germany and the Turkish GDP with remit-
tances foll swing the business oycle in the same direction but
with a lag of one quarter (Sayan, 200&; Sayan and Tekin-Koru,
2008:31%. Thus, Turkish workers in Germany respond to the
changes in the level of economic activity in Turkey by adjusting
the amounts transfermad within the nextquarter in the s=ame
direction. Remittances increase whenever the Turkish GDP goss
up, further boosting the income increase. Yet, this pattarn
becomeas a challenge to cope with at times of deenturns, since
the fall in remittances to follow the decline in GOP would deep-
& @ MeCcession.

Concluding remarks

Zayan and Tekin-Koru {20093) offer teeo most plausible explana-
tions for the pro-cyclicality of Turkish remittances. The stagnation
of Turkish rmigration to Germany in the 19805 due to restrictions
on the inflows of new migrants, and amendments introduced to
the German immigration law to allow for reunification of migrant
workers with their immediate family mermbers in Germany as the
rmiost plausible explanaton for the pro-oyclicality of Turkish remit-
tanees. Such family reunification let migrants extend their dura-
tion of stay in Germany, kading to grad ually weakening ties with
ather relatives back home This, in turn, caussd the altruism
motive for sending money home to lose its strength and prompt-
ed Turkish rigrants to start behaving as prudent investors, seek-
ing the right balance betwean risks and returns for their savings.
For Mexico, onthe other hand, the altruistic maotive to support
families left behind must rermain strong, since waves of Medcan
warkers ssarching for better pay continue to cross the border to
the LI5, even if mostly illzgally.

Whatever the underlying reasons, differences in the cyclical char-
acteristics of Mexicanand Turkish remittances frorm the LIS and
Germany affect their potential to contribute to poverty alleviation
Gayan and Tekin-Koru, 20093) and to macroeconomic stability in
opposite directions. As shown in a recent study by Durdu and
Sayan (2008 |, the divergent cydical patterns of remittance
receipts of Mexico and Turkey affect the capacity of their respec-
tive economies to cope with recessions and “Sudden Stops™in an
opposite and significant way. In light of the discussion so far, it
seems that the govermments in Meaxico could use policies to
attract even more remittances (varying from tax breaks on house-
hald income from abroad or measures to lower wiring fess to
exchange rate policies) in dealing with domestic recessions and
their possible consequences for poverty, whersas such palicies
would be of little help in the case of domestic recessions in Turkey.
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Furthermaore, Mexioo could usa future remittance receipts as col-
lateral whilke borrowing from abroad at better rates, but this
wiolld not b= a smart rmioee for Turkey,
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