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Abstract. The countries with a transition economy in the EU have experienced a rapid growth of labour
migration and remittance flows during the last two decades. Remittances are improving household economic
welfare, so it is important to evaluate how these financial flows may affect the poverty situation, as CEE
countries are facing levels of poverty and inequality above the EU average. The paper examines the impact of
remittances on poverty, using the panel of seven CEE countries conside red as advanced transition economies,
over the period of 2006-20185. Pooled OLS, fixed effects, random effects, and 3-stage least squared estimators
are used to estimate the poverty effects of remittances. The results show that remittances have a significant
impact on three out of four poverty measures. Taking into consideration the endogeneity problem, it is estimated
that a 10-per cent increase in remittances to GDP ratio will lead to a decline, on average, by 5.5 per cent in
poverty headcount, and also by 3.7 per cent in poverty gap and 0.6 per cent in therisk of poverty. These results
can be important for defining the policy measures on providing more efficient management of remittances.

Keywords: remittances, poverty, transition economies

1. Introduction

The socio-economic situation as a result of historical and political circumstances has
led to poverty and high emigration rates in transition economies. The United Nations
(UN) declares poverty reduction as the first objective of sustainable development, so
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the problem of poverty is relevant to the progress of transition economies. According to
the latest data of the World Bank (World Bank Group, 2018), the highest flow of remit-
tances was recorded in 2018. The inflow of remittances in 2018 amounted to 528 billion
USD, it increased by 10.8 per cent over the year and over 3 times exceeded the Official
Development Assistance (ODA). The remittance flows have attracted the attention of
scientists since the size of remittances is the second major external financial flow after
foreign direct investments in the balance of payments of the receiving countries. Re-
mittances are considered to have a significant, poverty-reducing effect in the countries
of origin. Similarly, remittances can mitigate or offset the negative effects of emigration
on the economy in the country of origin and stimulate its growth. Various international
organizations (World Bank (WB), International Monetary Fund (IMF), and UN) have
contributed to the research of the impact of remittances on poverty and developed the
guidelines of econometric modelling on this issue. According to Kakhkharov (2015),
when evaluating the impact of remittances on poverty, it is even more relevant to in-
vestigate this phenomenon by distinguishing between countries and grouping them
according to similar economic development.

Following the IMF’s and UN’s contributions on modelling the impact of remit-
tances on poverty, we are aiming to assess the impact of remittances on poverty in
advanced transition economies that have already joined the European Union and are
transiting from developing to developed economies. Undergoing a process to move
from a planned to a market economy, these countries have been experiencing a drastic
decline in the economy, which in turn has led to high levels of poverty and emigration.
Since the 1990s, poverty has been considerably decreasing in Central and Eastern Eu-
ropean countries, but it still remains at rather high levels, compared with the devel-
oped EU countries. At the same time, emigration flows remain considerably high and
show the trend of increase, bringing up the question of possible positive outcomes, at
least, on poverty.

In this paper, we are aiming to supplement the contributions that quantitatively
evaluate the impact of remittances on poverty in the emerging (transition) European
countries. We have contributed to the previous research in the following ways: (i) con-
trary to Mehedintu et al. (2019) and similarly to Pekovic (2017), we have applied a
model developed by IMF and UN with a 3-stage least squares estimator to address en-
dogeneity issue, but we have included advanced transition economies of the EU; (ii) we
have used not only Foster—Greer-Thorbecke family of poverty metrics which measure
absolute poverty, but also the risk of poverty index as a measure of relative poverty.

The rest of the paper is organized as follows: Section 2 presents a literature review
focusing on the impact of remittances. Section 3 discusses the model specification
based on the one developed by IMF and UN. Section 4 presents estimates of the effect
of remittances on four alternative variables to measure poverty. The last section con-

cludes the paper.
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2. Literature review

From a theoretical perspective, emigrant remittances are viewed as controversial as
they can have both positive and negative consequences for the economy of the country
of origin. Their effects can be analysed from the microeconomic and macroeconomic
perspective. On the positive side, emigrant remittances alleviate poverty by increasing
household income and raising their quality of life (Adams & Page, 2005a; Slddiqui &
Kemal, 2006; Gupta et al.,, 2009; Iheke, 2012). Cattaneo (2005) points out that emi-
grant remittance reduces poverty by creating a mechanism of divergence that occurs
when the benefits of migration come not only for migrant families but also for the com-
munity not directly involved in the migration process. In the short term, remittances
sent back to the country of origin could stimulate the economy through a multiplier of
consumption. As household consumption increases, boosting demand for local goods
and services encourages small business start-ups, creating new jobs. The multiplier ef-
fect ensures that the income increases not only in households receiving remittances but
also in non-emigrant households. As household incomes increase, part of the funds
goes to saving and investing. Families receiving remittances can undertake activities
that were previously inaccessible due to lack of financial resources, increasing demand
for financial instruments for savings and investment, and transfer funds can be used
as start-up capital to start a business. At the macroeconomic level, the development
of the financial sector is stimulated, the real estate market becomes more active, and
small and medium-sized business initiatives increase. Investments can have a long-term
impact on a country’s economy. Kaginskis (2009) notes that a country benefits when
emigrant remittances are used to finance higher education. Moreover, emigrant remit-
tances finance the creation of new businesses and other areas with high added value.
Cattaneo (2005) adds that the increase in financial resources for investment reduces
poverty in the country. Kakhkharov (2016) observes that the situation where wealth-
ier households reach more emigrant remittances than poorer ones is characteristic of
Eastern Europe and other countries of the former Soviet Union. Emigrant remittances
do not function as a means of poverty alleviation when they are received by wealthier
households (Cattaneo, 2005).

The research identifies different channels of negative remittance impact. It may oc-
cur if most of the emigrant remittances are spent on consumption rather than on invest-
ment, creating a potentially risky economic situation. When emigrant remittances are
spent on consumer goods, services and speculations in real estate market, price levels
and inflation may rise. Consumption promotes GDP growth only in the short term,
which artificially inflates the country’s economy (Matuzeviciute & Balciunas, 2012).
There is evidence in Latin America suggesting that remittances have negative impact on
exchange rate, which can cause “Dutch Disease” (Bourdet & Falck, 2006). Maimbo &
Ratha’s (2005) analysis of the remittance in developing countries implied that econom-
ic dependency on remittances promotes economic stagnation, which does not lead to
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long-term poverty reduction. Javid et al. (2012) and Vacaflores (2018) confirmed the
negative impact of remittances on poverty. Chami et al. (2003) emphasized the moral
hazard problem of remittances, which leads to reduced labour effort, and increased in-
vestment risk leading to reducing economic growth. Chami et al. (2008) explored the
problem of higher future debt levels, which are associated with increased government
spending in remittance dependent countries.

The results of empirical research on the impact of remittances on poverty point to-
wards positive outcomes. However, the estimated impact scale differs, and this could be
caused by data quality, used research sample, and applied methods, as well as economic,
social and cultural differences in the analysed regions or countries that can lead to dif-
terent effects of remittances on poverty and other macroeconomic factors.

TABLE 1. The research results of the impact of emigrants’ remittances on poverty

Research sample The poverty | The poverty
Reference Geographical bzl Linelinll ratein P:l): e:l:y fe‘:;erri:y
region Period PPP perday | the country P v
Adams & 74 developing 1980- o o % ok
Page, 2005b  |countries 1998 OLS $1 1.16% 205% 214%
Guptaetal,, |76 developing 1980- o xr py. 0
2007 countries 2006 35LS $1 1.5% L.1% 0.8%
Anyanwu & .
Erhijakpor, i 2 ftrrlc:sn 12%%(: GMM $1 2.99% 2.9% 2,89
2010 o
Dasetal, 77 developing 1980- o ko 5
2011a countries 2008 35LS $125 09% 0.9% ’
21 developing
United country, when 1980- ok o
Nations, 2011 |remittance share| 2008 3SLS $1.25 31% 1% i
is > 5% /GDP
9 transition 2002
Pekovic, 2017 |economy 2013 LSDV $3.1 4.7%*** 5.2%*** 5.8%***
countries
. . Asi ) .
ggsl};‘“" etal, tlr?es stan coun 12%8114 POLS $1.90 8.5% 22.6%"* 16.0%**

Note: *, **, **indicate statistical significance at the 10%, 5%, and 1% levels, respectively.

The first attempt to analyse the relationship between remittance and poverty was
conducted by Adams and Page (2003a; 2003b; 2005a; 2005b), including data from
74 developing countries from around the world. The results show that a 10 per cent
increase in per capita remittances reduces the share of people living below the poverty
line of 1 § per day by 1.6 per cent, and that the depth and severity of poverty declines
by 2 per cent. Similar results were found by a number of researchers (Gupta et al., 2007,
2009; Vargas-Silva et al., 2009; Anyanwu & Erhijakpor, 2010; Ratha et al., 2011; Das et
al.,, 2011; Ratha, 2013; Imai et al., 2014; Akobeng, 2016; Inoue & Hamori, 2016; Azam
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et al,, 2016; Huay & Bani, 2018; Wagle & Devkota, 2018; Shirazi et al., 2018; Inoue,
2018; Bouoiyour & Miftah, 2018; Mehedintu et al., 2019; Ali et al., 2019; Azizi, 2019).
Some authors, on the contrary, found no impact (Cattaneo, 2005) or even negative
impact on poverty (Javid et al., 2012; Vacaflores, 2018).

Remittances have a greater impact on poverty investigating the effect in individual
regions rather than globally. For example, in 33 African countries, Anyanwu and Erhi-
jakpor (2010) found that if remittances increased up to 10 per cent as a share of GDP,
poverty depth and severity would decrease by 2.9 and 2.8 per cent, respectively. The
estimations by Pekovic (2017), who studied the impact of remittances in 9 transition
economies from the CIS and the Balkan region, suggest that increase in remittances’
flow per capita by 10 per cent would result in a 4.7 per cent reduction in poverty head-
count (the poverty threshold of 3.1 $ PPP per day), the depth of poverty would be
reduced by 5.2 per cent, and the poverty severity by 5.8 per cent. By examining Asian
countries, Yoshino et al. (2017) found that with a 10 per cent increase in emigrants’
money transfers, the spread of poverty in the Asian region would decrease by 8.5 per
cent, the poverty gap by 22.5 per cent, and the poverty severity by 16 per cent.

The majority of previous studies analyse developing countries in Africa (Bouoi-
your & Miftah, 2014; Shirazi et al., 2018; Tolorunju et al., 2018 among others), Asia
(Yoshino et al., 2018; Wagle & Devkota, 2018; Kumar, 2019 among others), and only
the studies by Pekovic (2017) and Mehedintu et al. (2019) analyse emerging (transi-
tion) countries in Europe. With the development of globalization and integration pro-
cesses, transition countries in the EU have faced the rapid growth of labour migration,
which was the consequence of lower development, compared with old EU member
states. As a result of growing labour migration, remittance flows tend to increase in
origin countries, and their outcomes on receiving countries have attracted the interest
of researchers.

We can conclude that the impact of remittances on poverty and its significance de-
pends on the socio-economic conditions of each country. Empirical research shows
that with an increase of remittances by 10 per cent, global poverty is reduced, on aver-
age, by 1-2 per cent, with individual regions being more affected. However, Maimbo
and Ratha (2005) state that remittances are not a panacea because the poverty-reduc-
ing effect must be treated with caution, as the above-mentioned research does not take
into account the impact on the countries’ economies if emigrants stay in their destina-
tion country forever.

3. Model

In this section, we introduce the data and the model of our research. The data for the re-
search was extracted from Eurostat, WB’s specialized database on poverty — PovcalNet,
and World Development Indicators. The panel data on CEE countries cover the period
0f 2006-2015, i.e. ten years for which the most recent data on poverty is available. We
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included seven CEE countries — Bulgaria, Estonia, Lithuania, Latvia, Poland, Romania,
and Slovakia. These countries along with Slovenia, Hungary, Czechia and Croatia (for
which balanced and uniform? data on poverty is not available) are considered as ad-
vanced transition economies. We assume that seven out of eleven countries will allow
generalizing on poverty effects of remittances in CEE transition economies.

Based on models proposed by IMF (Chami et al., 2008) and UN (Das et al., 2011),
to analyse remittances” effect on poverty, the general econometric specification of
Cobb-Douglas function relating remittances and poverty for panel data can be written
as:

ln(Pi,t) =By + ﬁyln(Yi,t) + ﬂaln(Gi,t) + ﬁRln(Ri,t) T U TVt Eits (1)

where the subscript i stands for the country, subscript ¢ is the year, u. stands for time-
fixed, i.e. country-specific effects, y, - for time-varying effects common to all countries,
¢, is idiosyncratic error term. P, , is the poverty indicator.

We used four alternative variables to measure poverty. The first three are indices
from the Foster-Greer-Thorbecke family of poverty metrics? (Foster et al., 1984).
FGT,), or the poverty headcount ratio (PHCR), simply shows the part of a society that
lives below the poverty line. FGT |, or the poverty gap index (PGI), measures how in-
tense poverty is. The poverty gap index has an advantage over the headcount ratio. The
latter simply counts all the people below the poverty line, in a given society, considering
them as equally poor. Meanwhile, the poverty gap index shows the depth of poverty by
estimating how far, on the average, the poor are from the poverty line. The third one is
FGT,, or the squared poverty gap index (SPGI) used to measure the severity of pover-
ty. Squaring the poverty gap for each household or individual, this index allows giving
greater weight to those that are far below the poverty line compared with those that are
closer to it. All three indices use 1.9 (PPP, current international $) per day poverty line
and are considered as the measures of the absolute extreme poverty. The fourth one is
a risk of poverty index (RPI), which measures the proportion of persons whose equal-
ised disposable income after social transfers fell below the risk-of-poverty threshold
(60 % of the national median equalised disposable income). This index is considered as
a measure of relative poverty.

Y, , stands for per capita gross national income, previously known as gross nation-
al product, (PPP, constant international $). Per capita gross national income in WB’s
World Development Indicators database is provided in constant LCU. For compara-
bility, this variable is adjusted, using PPP conversion factor (LCU per international $).

Besides missing observations, for some countries poverty is estimated using consumption instead of income
and household welfare indicators.

These poverty metrics can be estimated using data on consumption or on income and household welfare
indicators. In our research we used the Foster—Greer—Thorbecke indices based on income and household
welfare.
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G, is the Gini index that measures income inequality. R, stands for remittances (% of
GDP) , which is the sum of two items defined in the 51xth edition of the IMF’s Balance
of Payments Manual: (i) personal transfers (all current transfers between resident and
non-resident individuals) and (ii) compensation of employees (income of border, sea-
sonal, and other short-term workers who are employed in an economy where they are
not residents and of residents employed by non-resident entities).

Eq. (1) is likely to suffer from endogeneity problem since remittances and poverty
are linked by bidirectional relation. Considering remittances as an endogenous variable,
we can assume that increasing remittances could have a negative effect on poverty, at
the same time poverty could positively affect remittances by encouraging emigration,
which is followed by remittances. Following Gupta et al. (2007) and Das et al. (2011),
we can address the problem of remittances endogeneity by using external instrumental
variables and three-stage least squares (3SLS) approach. This approach combines sys-
tem equation, known as seemingly unrelated regression, with two-stage least squares
(2SLS) estimation. Econometric specification of the second equation used to explain
remittances for panel data can be written as:

In(Ry) = Bo + Bpin(Pyr) + Bsin(Sie) + Buln(Uie) + Brieym(Rie—1) + mi + ve + e, (2)

where S, stands for schooling, which in our case is measured by a percentage of the
populatlon with higher education, U,, - for the unemployment rate, and R, | islagged
remittances included in the equatlon assuming that previous remittances positively
affect future remittances, i.e. if previously emigrants were inclined to send a lot/little
remittances, they will act the same in the near future with no major changes in their
behaviour. All variables and their summary statistics are presented in Table 2.

TABLE 2. Variables and summary statistics

M

Variable Description eas;:;ietment Mean |(Std. dev. Min. Max. Source

pHCR |bovertyheadcountratioat o o tion| 168 | 196 0.230 7.96
$1.90 a day (2011 PPP) 0 otpop : ‘ : :
Poverty gap at $1.90 a da World Banks

PGI Vgap a3 7 % 070 | 070 0.06 2.86 PovcalNet
(2011 PPP)
S i 3190 database

quared poverty gap at $1. o

SPGI aday (2011 PPP) % 0.44 0.39 0.01 1.75
Risk of poverty index. Below

RPI 60 % of the national median % 42.60 4.18 35.90 51.40 Eurostat
equalised disposable income

v .Per capita gross national 'PPP, co'nstant 20363 | 4.568 11.100 29.420 World Bank’s
income international $ World Devel-

opment Indica-

Remittances % of GDP 2.63 1.39 0.38 6.07 tors database
The Gini index % 33.70 3.48 24.70 39.60
Share of population (25-64)

S with higher education (Ter- % 21.30 6.57 9.60 33.30 Eurostat
tiary education (levels 5-8))

9] Unemployment rate % 10.20 3.53 4.25 18.70
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Unlike the 2SLS approach for a system of equations, which would estimate the coef-
ficients of each structural equation separately, the 3SLS estimates all coeflicients simul-
taneously. It also allows the correlation of the structural disturbances across equations,
thus improving the efficiency of equation-by-equation estimation, but at the same time,
it assumes that within each structural equation the disturbances are both homoscedas-
tic and serially uncorrelated, and thus implies that the disturbance covariance matrix
within each equation is diagonal. Testing whether we hold these assumptions is crucial
while estimating the model.

4. Estimations

Tables 3 and 4 report our initial estimates of Eq. (1), using classical estimators in the
panel data context. A low p-value of test for differing group intercepts suggests that
time-constant country-specific factors, i.e. 4, cannot be ignored but rather modelled as
differing intercepts using least squares dummy variable estimator or omitted (as in our
case) after demeaned transformation. Hausman’s test results count against the hypoth-
esis that random effects estimates are consistent in favour of fixed effects estimates. This
could be because correlates with some of the independent variables cause endogeneity
problem.

TABLE 3. Pooled ordinary least squares, fixed and random effects estimates.
Dependent variables - poverty headcount ratio and poverty gap index

. Dependent variable - In(PHCR, ) Dependent variable - In(PGI, )
Variable Parameter
POLS FE RE POLS FE RE
Int " 8 13.31 11.23 -2.84 -3.26 4.14 -5.16
niereep 0 (1173) | (1240) | (6.06) (11.96) | (10.20) (6.37)
2.45% -1.60 -0.53 -1.14 -1.11 -0.48
In(Y,,) By
g (0.99) (1.20) (0.41) (0.96) (1.30) (0.40)
In(G.) g 3.08* 1.21 2.23* 3.95% 1.64 2.52**
M ¢ (1.33) (1.58) (0.88) (1.48) (1.54) (0.92)
-0.31 0.34* 0.34** -0.17 0.37** 0.37*
In(R,,) Br
' (0.34) (0.17) (0.14) (0.37) (0.13) (0.12)
Bobust tei'i)for differing group [<0.01] [<0.01]
intercepts
Breusch-Pagan test(?) [<0.01] [<0.01]
Hausman test(3) [0.01] [0.02]
Pesaran CD test for cross-
sectional dependence(®) [013] [012]
Sample size 70 70 70 70 70 70
R? 0.47 0.27 0.27 0.33 0.32 0.22

Notes: Robust (using HCCME) standard errors are presented in parentheses. All estimates include time dummies. %,
¥, ** indicate statistical significance at the 10%, $%, and 1% levels, respectively. POLS refers to pooled ordinary least
squares (OLS), FE to fixed effects, and RE to random effects estimates. Adjusted R-squared and within R-squared is re-
ported for pooled OLS and fixed effects estimates, respectively, and for the random effects — squared correlation between
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observed and estimated values of the dependent variable is presented. P-values are presented in the brackets. (1) A low p-
value counts against the null hypothesis that the pooled OLS model is adequate, in favour of the fixed effects alternative.
@) A low p-value counts against the null hypothesis that the pooled OLS model is adequate, in favour of the random
effects alternative. ®) A low p-value counts against the null hypothesis that the random-effects model is consistent, in
favour of the fixed-effects model. ¥ A low p-value counts against the null hypothesis: cross-sectional independence.

TABLE 4. Pooled ordinary least squares, fixed and random effects estimates. Dependent
variables — squared poverty gap index (severity of poverty) and risk of poverty index

. Dependent variable - In(SPGI, ) Dependent variable - In(RPI, )
Variable Parameter
POLS FE RE POLS FE RE
Intercept 8 -15.67 -0.16 -7.82 3.44 7.39%* 2,74
0 (1265) | (1234) | (7.59) (1.97) (1.64) (0.64)
In(Y.) 8 -0.18 -0.63 -0.32 -0.11 -0.35 0.03
it Y (0.98) (1.60) (0.47) (0.16) (0.22) (0.04)
In(G.) 8. 4.71** 1.41 2.68** 0.40** -0.10 0.20
it G (1.64) (2.10) (1.16) (0.13) (0.18) (0.20)
In(R.) g -0.03 0.41* 0.42** -0.05 0.03 0.02
it R (0.43) (0.17) (0.16) (0.03) (0.03) (0.04)
ili(:laiitp tfss(tlt;or differing group [<0.01] [<0.01]
Breusch-Pagan test(?) [<0.01] [<0.01]
Hausman test(3) [0.01] [<0.01]
Pesaran CD test for cross-
sectional dependence(®) [0.14] [013]
Sample size 70 70 70 70 70 70
R? 0.47 0.27 0.19 0.33 0.32 0.09

Note: see the notes under Table 3

The fixed effects estimates suggest that the development level, i.e. per capita gross
national income, negatively correlates with absolute as well as relative poverty. This di-
rection of the relationship is logical since more developed countries deal better with
pulling out people from poverty (especially extreme poverty), but the estimated effect
is not statistically significant. Income inequality appeared to be positively correlated
with all three indicators used to measure absolute poverty, and negatively with relative
poverty. In all cases, correlation is statistically insignificant. Considering remittances,
correlation with poverty is positive, and in the case of absolute poverty, this correlation
is statistically significant. These findings contradict theoretical insights and empirical
evidence in many countries that remittances are an important source of income for
households in the lowest income group, helping them to escape extreme poverty. From
the econometric point of view, this evidence might be biased, since poverty and remit-
tances, as previously discussed, could be interrelated. Table S reports 3SLS estimates,
i.e. when 2SLS estimation is combined with system equation, one of which is used to
explain endogenous variable, i.e. remittances.
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TABLE S. Three-stage least squares estimates

v Poverty Poverty Squared Risk of
Variable meter headcount ratio gap poverty gap poverty index
ln(PHCRM) ln(Rl,t) ln(PGIM) In (Rl,t) ln(SPGIm) ln(Ri,t) l”(RPIw) ln(RM)
W(x,) 8, —2.21%% -0.93 -0.04 -0.11*
’ (0.58) (0.63) (0.77) (0.06)
3475 424 4,927+ 041
In(G,,) Be (0.91) (0.99) (1.20) (0.09)
n(r,) g —0.55*** -0.37** -0.20 -0.06***
‘- R (0.15) (0.16) (0.20) (0.02)
In(PHCR;,)) | Bpricr (282)
0.06
ln(PGIM) ﬂPGl (0.07)
In(SPGL,,) | Bsper (g:gi)
0.33
ln(RPIW) Brer (0.58)
n(s,) g 0.65*** 0.58** 0.53%* 0.57**
i $ (0.16) (0.15) (0.14) (0.16)
() g 0.47** 0.44** 0.42** 0.37**
" v (0.17) (0.17) (0.17) (0.16)
(xR, ) B, 0.55*** 0.57** 0.58** 0.59***
D (0.08) (0.08) (0.08) 0.08
Intercept | 9.81 —2.40%** -6.07 | -2.11*** -17.64* | -1.91** 3.35% -3.28
0 (8.02) | (0.67) (8.69) | (0.60) (10.62) | (0.55) (0.83) | 254
Breusch-Pagan test for
diagonal covariance [0.11] [0.08] [0.42] [0.49]
matrix(1)
Hansen-Sargan over-
identification test(®) [026] [041] [0.68] [0.08]
Sample size 70 70 70 70 70 70 70 70
Adj. R? 0.45 0.72 0.31 0.72 0.19 0.72 0.44 0.70

Notes: Standard errors are presented in parentheses. *, **, *** indicate statistical significance at the 10%, 5%, and 1%
levels, respectively. All estimates include time dummies. P-values are presented in the brackets. (' A low p-value counts
against the null hypothesis that the disturbance covariance matrix within each equation is diagonal. @) A low p-value
counts against the null hypothesis that the over-identifying restrictions are valid.

Breusch-Pagan and Hansen-Sargan tests indicate that all 3SLS estimates are ho-
moscedastic, serially uncorrelated, and with valid over-identifying restrictions. More-
over, Adjusted R-squared suggests that selected variables explain a major part (over 70
per cent) of the remittances’ variation. Estimates of Eq. (1) provide evidence that the
development level negatively correlates with poverty, and there is especially statistically
significant correlation with the proportion of a population that exists, or lives, below
the poverty line. It means that in more developed countries, there is a lower proportion
of extremely poor people, but the depth and the severity of the poverty within this
proportion are not very related (at least in CEE countries) with the development level.
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Income inequality is positively related with poverty, and in the case of absolute pover-
ty, estimated coefficients of elasticity are very high, suggesting that absolute poverty is
very sensitive to income inequality changes, which is not the case considering relative
poverty.

Emigrants’ remittances are negatively correlated with poverty in CEE countries.
One per cent increase in remittances to GDP ratio is estimated to reduce the propor-
tion of a population that exists, or lives, below the poverty line by 0.55 per cent, the
depth of poverty by 0.37 per cent, and the risk of poverty by 0.06 per cent. It is esti-
mated that the severity of poverty is negatively but statistically insignificantly related to
remittances. These results support the statement that emigration from CEE countries,
followed by remittances to families back home, helps to reduce their poverty, which
might be considered as a positive outcome of emigration.

Estimates of Eq. (2) show that poverty has a positive but statistically not signifi-
cant effect on remittances. A bigger share of the population with tertiary education is
positively and statistically significantly related to remittances. This positive correlation
could be explained in two ways. First, the bigger proportion of the population with
higher education increases the probability that there will also be more educated people
among emigrants, which could lead to higher earning abroad and thus bigger remit-
tances to their families back home. Second, higher education increases probability for
emigrants to be more financially literate and to perceive how important remittances for
their families are. Thus, emigrants’ income probably will be directed not for consump-
tion in the destination country but for remittances to their families back home. It is
estimated that unemployment positively correlates with remittances. This relationship
could be due to the fact that unemployment in the home country is one of the major
reasons for emigration followed by remittances. In addition, higher unemployment and
lower-income level in the home country increase the need and importance of remit-
tances as a source of income. We also found a positive correlation between current and
lagged remittances. It shows that emigrants’ remittances are quite persistent and not
subject to cyclical fluctuation, contrary to other forms of international money flows.

Conclusion

Poverty in CEE economies is associated with a difficult transition period. The transi-
tion economies have experienced a sudden outbreak of poverty as their economic sys-
tem has changed. As a response to poverty, a wave of emigration has risen, accompanied
by remittances. The poverty-reducing effect of remittances is the result of a series of
economic factors, as emigrants’ money transfers increase household income. Increased
income increases consumption, savings and investment. The share of remittances for
consumption and investment has an impact on the country’s economy. If most of the
remittances are spent on consumption, there is a potential risk of inflation, while invest-
ing in value-added areas brings long-term, persistent, and poverty-reducing effects on
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the country’s economy. Despite the poverty-reducing effect, the benefits of remittances
are a source of debate, as they can increase income inequality and create economic de-
pendence.

The results of the research prove that remittances reduce poverty. Our estimations
show that a 10-per cent increase in remittances to GDP ratio will lead to a decline, on
average, by 5.5 per cent in poverty headcount, and also by 3.7 per cent in poverty depth
and 0.6 per cent in the risk of poverty in CEE countries. Our results, in terms of the ef-
fect’s direction, are in line with the findings of Pekovic (2017), who examined poverty
in the CIS and Balkan countries, but much smaller in terms of estimated magnitude
of the effect. The greater effect was found by Yoshino et al. (2017) in the Asian region
(the spread of poverty would decrease by 8.5 per cent, the poverty gap by 22.5 per
cent, and the poverty severity by 16 per cent). Authors (Gupta et al.,, 2009; Anyanwu
& Erhijakpor, 2010; Das et al.,, 2011; Akobeng, 2016; Azizi, 2019) have determined
remittance-poverty reduction effect, but the impact is smaller while analysing African
countries as well as in Latin America (Vacaflores, 2018).

Remittances, however, should not be the main measure of poverty-reduction pol-
icy in transition economies, as not all residents receive remittances, nor is the impact
of labour loss due to emigration assessed while analysing remittance poverty-reducing
effect. In terms of policy recommendations: firstly, the countries should manage the
transaction costs as high transaction cost encourages migrants to remit through infor-
mal channels. Secondly, it is important to know the remittance recipients and the remit-
tance spending behaviour as remittances could become productive investment if they
are transmitted to business activities, savings or dwellings. Improving remittance data at
household level would provide better insight in characteristics of remittance recipients,
remittance spending behaviour and real volume of remittances because they would also
include informal flows.

The main limitations of the research are related to available data on poverty indices.
A short period of available data does not allow estimating lagged poverty effects of re-
mittances within the framework of the applied model. We might assume that long-term
effects could differ from the short-term effects estimated in our research. Longer-term
effects could be bigger or smaller, depending on how remittances are used. Including
data for the more recent period, i.e. 2016 — 2018, could lead to finding stronger poverty
effects of remittances since the intra-EU mobility rates along with the remittances are
increasing after the Financial Crisis.
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