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Abstract

The Policy Research Working Paper Series disseminates the findings of work in progress to encourage the exchange of ideas about development 
issues. An objective of the series is to get the findings out quickly, even if the presentations are less than fully polished. The papers carry the 
names of the authors and should be cited accordingly. The findings, interpretations, and conclusions expressed in this paper are entirely those 
of the authors. They do not necessarily represent the views of the International Bank for Reconstruction and Development/World Bank and 
its affiliated organizations, or those of the Executive Directors of the World Bank or the governments they represent.
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to provide open access to its research and make a contribution to development policy discussions around the world. Policy 
Research Working Papers are also posted on the Web at http://www.worldbank.org/research. The author may be contacted 
at elartey@worldbank.org.

This paper presents an analysis of the effect of remittances 
on the current account in developing and emerging econ-
omies, incorporating an assessment of the extent to which 
exchange rate regimes impact the relationship. The main 
findings suggest there is a positive effect of remittances 
on the current account contemporaneously, but that the 
lagged effect is negative, which could be indicative of the 
existence of some underlying mechanisms characteristic of 

the Dutch disease phenomenon. In addition, the results 
show that a more flexible exchange regime dampens the 
contemporaneous positive effect that remittances have 
on the current account. The paper, therefore, asserts 
that policy makers face trade-offs pertaining to the use 
of exchange rate policy in managing the effects of remit-
tances on the current account, which should be given 
due consideration when such policy choices are made.
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1 Introduction

Remittances to developing countries have been growing in the last decade, reaching $431.6 billion

in 2015, which represents an increase of 0.4 percent over $430 billion in 2014 according to World

Bank records. Although the growth pace of remittances has diminished since the global financial

crises, remittances have become an important component in total international financial flows to

developing countries, and currently, are more than three times the size of official development

assistance and have become the second largest source of external finance behind foreign direct

investment (FDI). The magnitude of remittance flows, especially to developing countries has given

rise to questions pertaining to the potentially undesirable consequences they may be associated

with, as was the case during periods of massive capital inflows to emerging market economies in

the 1990s. For example, in spite of some of the documented benefits, remittances could cause a

real exchange rate appreciation and loss of international competitiveness, and eventually lead to

resource reallocation away from the tradable sector and toward real estate and other nontradables

that tend to experience rising prices in the face of capital inflow, which could potentially hurt

economic growth (Amuedo-Dorantes and Pozo, 2004; Lartey et al, 2012).

There is evidence to suggests that remittances, in general, have either financed the consumption

of goods and services or capital accumulation, directly through investments or indirectly through

savings. To this end, remittances should be expected to influence the behavior of the current account

in recipient countries, in the same fashion as private capital inflows did in the 1990s. There has,

however, been very limited research on the impact of remittances on the current account.

The aim of this paper, therefore, is to conduct an empirical analysis of the impact of remittances

on the current account balance. Remittances can improve the current account when directed toward

domestic investments, particularly in exporting firms in the manufacturing sector. Remittances can

also serve as additional source of foreign income that can go towards financing trade deficits, thereby

improving the current account. On the contrary, should remittances go toward financing an increase

in the consumption of imports, the current account will deteriorate. Other channels through which

remittances could affect the current account include the appreciation of the nominal exchange rate

following the inflow of foreign currency, and through the Dutch disease phenomenon, both of which

would serve to decrease demand for exports, increase imports and consequently worsen the current
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account balance.1

Singh (2014) notes that during part of the 2014 fiscal year, remittances to Nepal was 360 billion

rupees, and was associated with a decrease in the trade balance by about 271 billion rupees. In

the preceding fiscal year, remittance receipts amounted to 360 billion rupees, whereas exports

receipts and import payments were 72 billion and 462 billion rupees respectively. Remittances are

considered to have primarily financed the consumption of imports; 79 percent of remittances have

gone directly to consumption,3 percent toward capital formation, and the remainder has financed

education and existing debts. The publication also mentions that there is evidence for Dutch

disease effects caused by remittances, and that there is a strong correlation between remittances

and trade deficit in Nepal. In constrast, remittances have been a significant source of external

finance and contributed to the current account surplus in Bangladesh in recent years. Persistent

current account deficits can cause sharp declines in the current account, with potentially negative

consequences for long-run growth (Edwards, 2004). Moreover, current account reversals do cause

financial crises, which in turn increases poverty and worsens income inequality (Frankengerg et al.,

2003). To the extent that dynamics of the current account balance has important implications for

developing and emerging market economies, this study should be an important contribution to the

literature on the macroeconomic consequences of remittances.

2 Related Literature

Bugamelli and Paterno (2009) analyze the impact of remittances and current account reversals, and

find that remittances increase financial stability in emerging and developing economies by decreasing

the likelihood of current account reversals. Hassan and Holmes (2014) study the relationship

between remittances and the sustainability of the current account, rather than the size of the

current account balance. They find that more remittances facilitate a weakly sustainable current

account balance, and that higher levels of remittances lead to a faster speed of adjustment or lower

persistence of the current account following shocks. Milesi-Ferretti and Razin (1998), in a broader

discussion on external imbalances, note that the size of the export sector, the level of international

competitiveness and the degree of exchange rate flexibility and exchange rate policy, among others,

1See Acosta et al. (2009) and Lartey et al. (2012) for details on how remittances affect the nominal exchange

rate, as well as how they generate dynamics that result in the Dutch disease phenomenon.
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are important factors that can be linked to current account sustainability. Gnimassoun (2015)

examines whether exchange rate regimes affect the magnitude of external imbalances in sub-Saharan

Africa, and shows that a flexible exchange rate regime is the best at preventing absolute external

imbalances, and also, that remittances represent one of the main determinants of the current

account position in sub-Saharan Africa.

Following in the tradition of the extensive literature on the extent to which exchange rate

policies influence the macroeconomic effects of capital inflows, there has been some research on

how macroeconomic dynamics following the inflow of remittances vary under different exchange

rate regimes. Mandelman (2012) shows that in a small open economy that is subject to remittances

fluctuations, a fixed exchange regime provides a better outcome for households facing rising trend

in remittances, while a flexible regime does better when unanticipated shocks over the business

cycle are considered. Lartey (2016) presents results to suggest that an increase in remittances

leads to an increase in nontradable inflation under a fixed exchange rate regime, whereas for an

inflation targeting regime, an increase in remittances generates dynamics that result in a decrease

in nontradable inflation. Furthermore, Lartey (2017) shows that the current account dynamics

generated by inflow of remittances depends on both the end-use of remittances and exchange rate

policy. The combination of the findings from these theoretical analyses, and the extant literature

on capital inflows suggest that exchange rate policy should carry implications for movements in the

current acoount following the inflow of remittances.

Thus, this paper addresses two main questions as follows. Firstly, what is the nature of the

relationship between remittances and the current account in developing and transition countries,

and secondly, does exchange rate policy influence how remittances affect the current account? This

represents the foremost attempt to conduct an empirical analysis of the effect of the interaction

between exchange rate regimes and remittances on the current account.

The next section discusses the specification of the model, presents the empirical methodology for

the analysis and comments on the data set. Section 4 discusses the results, and section 5 presents

some concluding remarks.
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3 Data and methodology

3.1 Description of the data

The data set consists of an unbalanced panel of annual observations for a group of developing and

transition countries, covering the period, 1970-2014.2 The data for exchange rate regimes is based

on the Reinhart and Rogoff de-facto exchange rate regime (COARSE) classification, the current

account data is from UNCTADStat database, eurodollar deposit rate is from the Federal Reserve

System database, and the dataset for remittances and all other variables is from the World Bank’s

World Development Indicators (WDI) database.3 Table 1 presents a description of the exchange

rate regime classification scheme. The applicable exchange rate regimes for this analysis vary

between categories 1 and 5, with an increase in the index indicating a movement towards a more

flexible exchange rate regime.

Table 2 shows descriptive statistics for the data on the main variables used in the analysis. As

pertains to the variables of interest, current account as a percentage of GDP has a mean value of

-4, but ranges between -44.7 and 50. Remittance receipts amounted to about 3.5 percent of GDP

on average, and GDP per capita varies across countries over the sample period, ranging between

US$219 and US$5665, with a mean of about US$1680. Table 3 presents correlation coefficients

for remittances and the current account across the five exchange rate regime classes. Each regime

class, with the exception of regime 3, shows a negative correlation between remittances and the

current account. The estimates further show that when the regime classes are categorized into two

groups only, as well as when the entire sample is considered, the correlation coefficient is negative

in all cases.

Figure 1 presents a plot of the variation in remittances (% of GDP) and current account (% of

GDP) in the Philippines and El Salvador between 1980 and 2013. Remittances as a percentage of

GDP reached a peak of 13% in 2005 for Philippines, whereas the peak is 19% in 2006 for El Salvador.

The current account as a percentage of GDP was at its lowest, -8%, in 1982 for Philippines, and

-22% in 1981 for El Salvador. For both countries, there is not a clear pattern on how remittances

relate to the current account. However, the graph shows that between 1999 and 2005, remittances

2The selection of countries in the sample and the coverage period was on the basis of data availability.
3Trade openness is measured as the sum of exports and imports expressed as a share of GDP.
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are associated positively with the current account in Philippines. Figure 2 plots mean estimates of

remittances (% of GDP) and current account (% of GDP) for a randomly selected set of countries

that are among the top recipients of remittances: Nigeria, Bangladesh and Philippines (remittances

in US$); Lesotho and Nepal (remittances as percentage of GDP). The top panel shows a plot of

mean estimates covering the period 1995 to 2011, and the bottom panel plots mean estimates for

the period, 1980 to 2013.4 For the period averages, a clear pattern emerges between remittances

and the current account; the country with the highest average value for remittances (% of GDP)

is associated with the lowest average current account balance (% of GDP) and vice versa.

3.2 Model specification and estimation

A number of empirical studies have examined the determinants and the sustainability of the current

account using different approaches, and have featured a wide range of variables. Milesi-Feretti and

Razin (1996) examine a number of indicators of current account sustainability for a group of

industrial and emerging market economies, and identify variables including exchange rate policy,

levels of savings and investment, trade openness and world variables like interest rate and GDP

in industrial countries. Calderon et al. (2002) highlight variables like national savings, exports,

debt, terms of trade and the real exchange rate. Chinn and Prasad (2003) specify a model that

incorporates relative per capita income (to the U.S.), trade openness, government budget balance,

financial deepening and net foreign assets.

In line with the literature, the set of control variables employed in this analysis include govern-

ment spending, real exchange rate, gross domestic product (GDP) per capita, exchange rate regime,

savings, investment and the eurodollar rate and GDP for OECD countries as a proxy for variables

representing the state of the economy of the rest of the world. Net exports, net foreign assets

and relative GDP (to OECD countries) are also subsequently introduced into the specifications as

explanatory variables, to assess the robustness of the results.5

The relationship between remittances and the current account balance is formally analyzed by

specifying a static panel model that is estimated using fixed effects estimator, as well as a dynamic

panel model that is estimated using a generalized method of moments (GMM) system estimator,

4Nepal and Lesotho drop out of the bottom panel because of data limitation.
5The choice of explanatory variables is determined by data availability.
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tailored to deal with potential endogeneity in all explanatory variables and particularly with the

introduction of the lagged dependent variable as an explanatory variable.6 The static panel model

is given by

 = 0 +  +  (1)

The dynamic equation is represented by an autoregressive-distributed lag model of the form,

 = −1 + 0() +  +  (2)

This is a dynamic model for , where −1 is the one period lag of ,  is a vector of other

explanatory variables, () is a vector of associated polynomials in the lag operator,  is a country

specific effect which is unobserved, and  is an error term. The dependent variable for the analysis

is the current account expressed as a percentage of GDP, and the main explanatory variables

include remittances as a percentage of GDP, exchange rate regime, investment as a percentage of

GDP, government spending as a percentage of GDP and an interaction term for remittances and

exchange rate regimes. The interaction term is introduced to analyze the extent to which exchange

rate flexibility influences the impact of remittances on the current account.7

4 Results

4.1 Preliminary estimates: static model specifications

The first set of estimates are based on the fixed effects estimator and the model specification given

in equation (1), with a focus on the relationship between remittances and the current account, and

a consideration for the role of exchange rate regimes. The existing literature provides some evidence

for the variable impact of remittances on macroeconomic variables under different exchange rate

regimes (Lartey et al., 2012; Lartey, 2015). The estimations, therefore, explore the hypothesis that

exchange rate regimes and changes in exchange rate policy do generate variable effects of remittances

on the current account. The approach adopted is to introduce the exchange rate regime as a control

6The GMM system estimator has been applied extensively and discussed in a number of studies. See Blundell and

Bond (1998) for details on the system GMM estimators.
7For all estimations, I use a logarithmic tranformation of all variables, with the exception of the exchange rate

regime index, remittances and the current account.
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variable, and an interaction term for remittances and exchange rate regime in the specifications. The

results are given in Table 4. Remittances are shown to have a positive relationship with the current

account contemporaneously, with estimates being statistically significant across all columns. The

interaction of remittances and exchange rate regime is negative and statistically significant across

the different model specifications as well. The initial regressions, therefore, indicate that flexible

exchange rate regimes, in general, allow for dynamics that dampen the positive effect of remittances

on the current account. The signs on the coefficient estimates for the control variables are consistent

with what theory suggests in general. Of particular interest are the real exchange rate (negative),

government spending (negative), savings (positive) and investment (negative).

4.2 Robustness checks

4.2.1 Comparing static and dynamic model specifications

A dynamic model is estimated based on the model specification in equation (2) to account for

any potential persistence in the current account. In addition, the specification allows for the use

of instruments to deal with any endogenous relationship between the current account and control

variables like GDP per capita and the real exchange rate. Moreover, this set of regressions considers

the sample without outlier observations for both remittances and GDP per capita.8 The estimates

are presented in Table 5, comparing estimates from the static model to those from the dynamic

specification. Columns 1 through 3 feature estimates based on the fixed effects estimator, and 4

through 7 show results from the GMM system estimator.

These estimates are supportive of the preliminary results, and indicate that remittances are

positively associated with the current account balance contemporaneously. However, the dynamic

model estimates reveal that remittances have a negative impact on the current account with a

lag. Moreover, the interaction term bears a negative and statistically significant coefficient based

on the fixed effect estimates whereas the estimates for the dynamic model are not statistically

significant.9 This further signals a potentially weakening effect of exchange rate flexibility on the

positive contemporaneous impact of remittances on the current account. The nonlinear combination

8This accounts for high GDP per capita and remittance observations for some countries in the sample including

China, India and Mexico to assess the impact on the estimates.
9The one-period lag of the interaction term is included in the specifications in columns 6 and 7 of Table 5 but not

reported. The coefficients are not statistically significant in both cases.
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of the coefficient on remittances and the interaction term, however, is positive, as reflected in

columns 6 and 7. This suggests that impact of remittances on the current account is positive at

the mean level of exchange rate regime (≈ 2).

The next set of regressions provides an additional check for the robustness of the preceding

results by considering the sample excluding outlier observations for GDP per capita only, the

results of which are presented in Table 6. The estimates from the dynamic model specification

are consistent with respect to the contemporaneous standalone effect of remittances on the current

account but mixed when considering the effect at one-period lag. There is still some evidence to

suggest that exchange rate flexibility diminishes the positive contemporaneous effect of remittances

on the current account, given the negative and statistically significant coefficients on the interaction

term, particularly in column 6, where the non-linear combination of the coefficients on remittances

and the interaction term is also positive and statistically signficant, but smaller in magnitude

relative to the standalone effect of remittances. In terms of the impact of remittances with a lag,

the coefficient is negative and statistically significant when the interaction variable does not enter

the regression. The impact is positive, however, when the one-period lag of the interaction variable

is included. The evidence, therefore, is inconclusive when considering the standalone effect as well

as the interaction with exchange rate regime at one-period lag.

4.2.2 Introducing variant control variables

In order to account for other control variables that have been utilized in the extant literature,

a variant specification of the model introduces relative GDP (to OECD countries), net exports

and net foreign assets.10 The results, as shown in Table 7, are generally supportive of the prior

findings. Specifically, coefficient estimates for remittances are positive and statistically significant

in all cases. Moreover, while the interaction of remittances and exchange rate regime is negative

but not statistically significant across all columns, the nonlinear combination of the coefficient

estimates for remittances, and the interaction of remittances and exchange rate regime is positive

and statistically significant in all specifications, with the coefficient for the interaction being less

than that for remittances in each specification.11 Thus, the introduction of the variant control

10Net foreign assets is proxied by the difference between savings and investment.
11The introduction of the variant control variables causes a reduction in the number of observations due to missing

observations for variables across different years, as well as the unbalanced nature of the panel.
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variables does not change the main finding, that the positive impact of remittances on the current

account diminishes as exchange rate flexibility increases. It is noteworthy that each of the variant

control variables that was introducted into the specifications bears the expected sign; relative

GDP (negative), net exports (positive) and net foreign assets (negative) but only net exports is

statistically significant across all specifications.

4.2.3 Accounting for cross-sectional dependence in errors

Panel-data models are likely to exhibit substantial cross-sectional dependence in the errors. The

final set of estimations account for any potential cross-sectional dependence in the errors. A set

of model specifications using the original explanatory variables as well as the variant ones are

estimated and the results are given in Table 8. The estimates, for the most part, are consistent with

the main results that an increase in remittances is positively associated with the current account

contemporaneously, but when interacted with exchange rate regime, the coefficient estimate is

negative and significant. The average effect of remittances on the current account when taking

into consideration flexibility of the exchange rate, therefore, is lower than the standalone impact of

remittances.

4.3 Quantitative implications of the estimates

The main quantitative implications of these results can be summarized as follows. When remit-

tances expressed as a percentage GDP increases by 1, it will be associated, on average, with an

improvement in the current account (as a percentage of GDP) contemporaneously by, between 0.6

and 1.1. This effect, however, decreases by, between 0.2 and 0.3 for a unit increase in the flexibility

of the exchange rate regime (Table 4). Based on the estimations that exclude outliers for both GDP

per capita and remittances (Table 5), an increase in remittances (% of GDP) by 1 will increase the

current account (% of GDP) by, between 0.3 and 1.1. when considering the standalone effect. A

focus on column (7) of Table 5 shows that the standalone effect of remittances is 0.7, but the effect

at the mean level of exchange rate flexibility is about 0.5. Thus, although the interaction term

coefficient is not statistically significant in this case, to the extent that the nonlinear combination

of the standalone coefficient and the interaction term is found to be statistically significant, this

can be considered as evidence to suggest that a unit increase in exchange rate flexibility diminishes

10



the contemporaneous positive effect of remittances on the current account balance by about 0.2.

The statistical significance of the coefficient estimate for remittances (0.3), the interaction term,

as well as the parameter estimate for the nonlinear combination of the standalone coefficient and

the interaction term (0.1) in column 6 of Table 6 lend credence to this assertion. In addition, the

estimates in Tables 7 and 8 indicate that the magnitude of the dampening effect of exchange rate

flexibility on the positive impact of remittances on the current account could be larger. Still and

all the results in Table 7 suggest on average, exchange rate flexibility would decrease this effect by,

between 0.2 and 0.5.12

4.4 Discussion of the main results

One main finding of this study suggests that an increase in remittances will have a positive effect on

the current account contemporaneously, which is consistent with the finding in Hassan and Holmes

(2014) that more remittances facilitate a weakly sustainable current account balance. The results,

however, also suggests on the contrary, that the lagged impact of remittances is negative, which is

indicative of the existence of some underlying mechanisms that may cause the current account to

deteriorate in subsequent periods, potentially the Dutch disease phenomenon.

The findings also suggest that when the exchange rate regime moves towards greater flexibil-

ity, the contemporaneous positive effect of remittances decreases. In comparison, based on the

dynamics within a theoretical model, Lartey (2017) finds that a fixed exchange rate regime facil-

itates a current account deficit in the short-run, irrespective of whether remittances are allocated

to consumption or investment, and that a monetary regime that combines inflation targeting with

some flexibility in the nominal exchange rate delivers a current account surplus. These outcomes

are observed because of the resource reallocation and movement in the price of nontradables that

are generated by remittances, which tend to occur beyond the immediate aftermath of remittance

inflow. Gnimassoun (2015) also shows that a flexible exchange rate regime performs better in

terms of preventing absolute external imbalances, lending support to a policy stance that promotes

exchange rate flexibility.

In spite of these differences, the dampening effect of exchange rate flexibility on the impact of

12Notably, the number of observations used in the regressions featured in Tables 7 and 8 represent a subset of the

sample used in the other regressions.
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remittances on the current account is quite plausible, to the extent that remittances have been

documented to generate real exchange rate appreciation with consequences for the external com-

petitiveness of recipient countries. The following are potential mechanisms that underlie such an

outcome. Foremost, the inflow of remittances causes a nominal appreciation, and consequently a

real appreciation that decreases exports. Secondly, this is attributable to a nominal depreciation as

remittances are allocated to imports which increases the value of imports. Notably, the diminishing

effect of exchange rate flexibility is also observed at a one-period lag.

5 Conclusion

This paper examined the effect of remittances on the current account in developing and emerging

economies, with analysis of the extent to which exchange rate flexibility influences the dynamics

of the relationship. Although the paper shows a positive contemporaneous effect of remittances

on the current account, it also suggests the existence of the Dutch disease phenomenon. The

results also show that an increase in exchange rate flexibility dampens the observed positive effect

of remittances on the current account. It is noteworthy, however, that the moderating impact of

exchange rate flexibility likely highlights the more immediate effects of remittances on the current

account, potentially through the appreciation of the nominal exchange rate.

These findings suggest that policy makers face trade-offs as pertains to the use of exchange rate

policy in managing the effects of remittances on the current account, in that while exchange rate

appreciation following the inflow of remittances could either reduce surpluses or increase deficits in

the current account, the results from existing studies are generally supportive of flexible exchange

rate policies in dealing with some of the unfavorable effects of remittances beyond the short-run,

particularly the Dutch disease phenomenon. Moreover, it is arguable that limiting exchange rate

flexibility as a policy option would likely lead to currency overvaluation, if adopted for an extended

period, and would potentially trigger a sharp depreciation and decline in the current account

subsequently, with potentially disastrous consequences for these economies.

Policy makers, therefore, should give consideration to these trade-offs associated with exchange

rate policy choices aimed at addressing the potential dynamics in the current account precipitated

by an increase in remittances.
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Table 1 Exchange Rate Regimes - Coarse Classification

Regime Class Description

1 No separate legal tender

1 Pre announced peg or currency board arrangement

1 Pre announced horizontal band that is narrower than or equal to +/-2%

1 De facto peg

2 Pre announced crawling peg

2 Pre announced crawling band that is narrower than or equal to +/-2%

2 De factor crawling peg

2 De facto crawling band that is narrower than or equal to +/-2%

3 Pre announced crawling band that is wider than or equal to +/-2%

3 De facto crawling band that is narrower than or equal to +/-5%

3 Moving band that is narrower than or equal to +/-2% (i.e., allows for both

appreciation and depreciation overtime

3 Managed floating

4 Freely floating

5 Freely falling

6 Dual market in which parallel market data is missing

Source: www.reinhartandrogoff.com
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Table 2 Descriptive Statistics

MEAN SD MIN MAX

Current account (% of GDP) -4 7.6 -44.7 50

Remittances (% of GDP) 3.5 4.2 .02 19.5

Real exchange rate 128.4 111.5 51 2092

Exchange rate regime 2.2 1.2 1 5

GDP per capita (US$) 1680 1377 219 5665

Savings (% of GDP) 15.2 12.8 -53.7 61.1

Eurodollar interest rate 6.2 3.3 1.1 16.8

OECD GDP (US$ Trillion) 2.17 1.03 2.36 4.2

Exports (% of GDP) 32.8 19.4 2.8 127.6

Trade openness 73.5 38 6.3 280

Investment (% of GDP) 21.6 7.6 -2.4 92.4

Table 3 Correlation - Remittances and Current Account
Regime Class Coefficient P-value

1 -0.045 0.224

2 -0.304 0.060

3 0.036 0.411

≤ 3 -0.029 0.306

 3 -0.056 0.059

4 -0.079 0.161

5 -0.140 0.910

1− 5 -0.054 0.018
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Table 4 Remittances and Current Account: Preliminary Regressions

Regressors (1) (2) (3) (4) (5) (6)

Remittances 0.620** 0.760*** 1.134*** 0.599** 0.703*** 1.139***

(.004) (0.000) (0.000) (0.010) (0.000) (0.000)

Exchange rate regime -0.443* -0.318 -0.687 -0.515 -0.409 -0.142

(0.094) (0.212) (0.761) (0.069) (0.098) (0.546)

Remittances*regime -0.172** -0.202*** -0.293*** -0.131 -0.205*** -0.274***

(0.009) (0.001) (0.000) (0.060) (0.001) (0.000)

GDP per capita -19.732*** -3.578 * -12.279*** -12.046*** -4.809*** -6.395***

(0.000) (0.021) (0.000) (0.000) (0.001) (0.000)

Government spending 1.610 -1.534 1.154 2.177 -1.217 1.669

(0.172) (0.165) (0.246) (0.085) (0.238) (0.105)

Real exchange rate -12.270*** -4.562*** -10.054*** -8.425*** -3.960*** -6.608***

(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Exports 8.883*** 1.257 7.338***

(0.000) (0.054) (0.000)

Savings 2.290*** 3.524*** 3.565*** 4.245*** 3.838*** 5.293***

(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Investment -14.043*** -15.001*** -14.987*** -16.845***

(0.000) (0.000) (0.000) (0.000)

Eurodollar rate 1.134*** 0.385 1.047***

(0.000) (0.299) (0.001)

Trade Openness 4.928*** 5.941*** 6.342***

(0.000) (0.000) (0.000)

OECD GDP -9.666*** -11.277*** -3.188*** -6.068***

(0.000) (0.000) (0.000) (0.000)

Observations 649 648 648 649 648 648

Countries 43 43 43 43 43 43

Notes: Dependent variable is current account; (1) - (6) are fixed effect estimates; ***Significant at 1%

level, **5% level, *10% level
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Table 5 Remittances and Current Account: Excluding outliers for remittances and GDP per capita

Regressors (1) (2) (3) (4) (5) (6) (7)

Current account (-1) 0.555*** 0.610*** 0.503*** 0.597***

(.000) (.000) (.000) (.000)

Remittances 0.755*** 0.669*** 1.051*** 0.333*** 0.466* 0.999 0.737**

(.000) (.001) (.000) (.044) (.065) (.107) (.036)

Remittances (-1) -0.598*** -0.559*** -0.701 -0.366

(.000) (.004) (.395) (.193)

Exchange rate regime -0.246 -0.315 -0.099 0.348* 0.414 1.038 .789

(.372) (.233) (.697) (.074) (.420) (.294) (.288)

Remittances*regime -0.195*** -0.200*** -0.261*** -0.192 -0.122

(.002) (.001) (.000) (.243) (.306)

GDP per capita -1.063 -2.874* -3.584** 1.713 -0.354 3.420 -0.017

(.537) (.061) (.015) (.608) (.776) (.579) (.990)

Government spending -2.337** -2.238** -0.210 -2.978*** -1.232*** -2.797* -0.227

(.047) (.038) (.846) (.005) (.007) (.075) (.828)

Real exchange rate -4.274*** -3.611*** -6.194*** -5.889 -4.932*** -6.738** -4.521**

(.000) (.000) (.000) (.126) (.007) (.041) (.021)

Exports 0.962 2.522 -0.290 4.308*** 1.354

(.169) (.126) (.809) (.007) (.226)

Savings 3.048*** 3.229*** 4.309*** 1.791** 2.289***

(.000) (.000) (.000) (.027) (.001)

Investment -12.895*** -13.782*** -15.407***

(.000) (.000) (.000)

Eurodollar rate 0.823*** 0.748** 0.217 0.032

(.011) (.015) (.564) (.930)

OECD GDP -5.133***

(.000)

[Remit + Remit*Regime]1 0.581* 0.473**

(.078) (.047)

Observations 542 542 542 516 516 544 544

Countries 36 36 36 36 36 37 37

Sargan test (.998) (.997)

Serial correlation test (.218) (.257) (.797) (.584)

Notes: Dependent variable is current account; p-values are in parenthesis; ***Significant at 1% level,

**5% level, *10% level; (1)-(3) are Fixed Effects estimates, (4)-(7) are GMM (system) estimates; (4) and

(6) are two-step with maximum 2 period lags of instruments (total of 87); (5) and (7) are one-step (robust)

with maximum 2 period lags of instruments (total of 87). Control variables that not reported here are

tradeopenness in (2) and (3), and lag of remittances*regime in (6) and (7). 1Estimated at the mean value

of regime (=1.97)
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Table 6 Remittances and Current Account - Excluding outliers for GDP per capita

Regressors (1) (2) (3) (4) (5) (6) (7)

Current account (-1) 0.544*** 0.539*** 0.472*** 0.502***

(.000) (.000) (.000) (.000)

Remittances 0.754*** 0.681 1.066 0.475*** 0.434* 0.253*** 0.221***

(.000) (.000) (.000) (.002) (.092) (.000) (.012)

Remittances (-1) -0.589*** -0.518*** 0.063* 0.071

(.000) (.005) (.082) (.341)

Exchange rate regime -0.208 -0.273 -0.071 -0.736 -0.211 1.005** 0.807*

(.416) (.265) (.763) (.337) (.634) (.011) (.055)

Remittances*regime -0.202*** -0.205*** -0.265*** -0.071*** -0.047

(.001) (.000) (.000) (.001) (.197)

Remittances*regime (-1) -0.096*** -0.098***

(.000) (.014)

GDP per capita -2.754* -4.519*** -5.555** -3.327 -1.228 0.724 1.106

(.082) (.002) (.015) (.500) (.312) (.673) (.712)

Government spending -1.860* -1.495 -1.087 -2.325** -1.929 -2.132* -0.777

(.102) (.147) (.300) (..016) (.131) (.064) (.362)

Real exchange rate -3.811*** -2.979*** -5.398*** -3.613* -5.748*** -9.362*** -6.542***

(.000) (.000) (.000) (.066) (.004) (.000) (.002)

Exports 1.331* 1.409 1.211 3.458*** 2.036*

(.057) (.411) (.398) (.006) (.094)

Savings 3.156*** 3.478*** 4.543*** 1.418** 2.006***

(.000) (.000) (.000) (.032) (.005)

Trade openness 7.210*** 7.016***

(.000) (.000)

Eurodollar rate 0.736** 0.615** 0.263

(.022) (.043) (.601)

[Remit + Remit*Regime]1 0.112*** 0.126

(.000) (.107)

Observations 567 568 567 538 538 601 601

Countries 38 38 38 37 37 41 41

Sargan test (.998) (.996)

Serial correlation test (.228) (.239) (.211) (.144)

Notes: Dependent variable is current account; p-values are in parenthesis; ***Significant at 1% level,

**5% level, *10% level; (1)-(3) are Fixed Effects estimates, (4)-(7) are GMM (system) estimates; (4) and

(6) are two-step with maximum 2 period lags of instruments (total of 87); (5) and (7) are one-step (robust)

with maximum 2 period lags of instruments (total of 87). Control variables that are not reported here are

investment and OECD GDP in (2) and (3), and lag of remittances*regime in (6) and (7). 1Estimated at the

mean value of regime (=1.97)
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Table 7 Remittances and Current Account - Variant control variables
Regressors (1) (2) (3) (4) (5) (6)

Current account (-1) 0.157** 0.150*** 0.209*** 0.181*** 0.245*** 0.206***

(0.016) (0.009) (0.001) (0.000) (0.000) (0.000)

Remittances 1.363** 1.113* 1.673** 1.613** 1.824*** 1.804***

(0.028) (0.059) (0.013) (0.011) (0.005) (0.003)

Remittances (-1) -0.126 -0.073 -0.163 -0.108 -0.171 0.010

(0.720) (0.838) (0.682) (0.789) (0.630) (0.975)

Exchange rate regime 0.361 0.350 0.532 0.502 0.714* 0.753*

(0.274) (0.311) (0.144) (0.213) (0.085) (0.085)

Remittances*regime -0.171 -0.108 -0.211 -0.190 -0.229 -0.219

(0.354) (0.488) (0.374) (0.376) (0.359) (0.349)

Relative GDP -0.690 -0.143 -0.154

(0.371) (0.121) (0.145)

GDP per capita -1.128 -0.906 -1.955

(0.146) (0.348) (0.159)

Government spending 1.336** 1.350** 1.871*** 1.864*** 2.223*** 2.479***

(0.023) (0.012) (0.000) (0.001) (0.000) (0.003)

Real exchange rate 1.177 0.928 -0.588 -0.059 0.561 1.562

(0.345) (0.496) (0.725) (0.971) (0.753) (0.357)

Net exports 0.835*** 0.854*** 0.779*** 0.807*** 0.790*** 0.843***

(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Net foreign assets -0.169 -0.113 -0.412* -0.348* -0.448* -0.445**

(0.347) (0.513) (0.085) (0.081) (0.061) (0.049)

Eurodollar rate 0.402 0.343 0.504

(0.316) (0.455) (0.310)

[Remit + Remit*Regime]1 1.025** 0.899* 1.256*** 1.237*** 1.373*** 1.372***

(0.008) (0.022) (0.000) (0.000) (0.000) (0.000)

Observations 276 276 220 220 206 206

Countries 24 24 21 21 21 21

Serial correlation test (0.395) (0.474) (0.718) (0.878) (0.669) (0.882)

Notes: Dependent variable is current account; p-values are in parenthesis; ***Significant at 1% level,

**5% level, *10% level; (1) - (6) are GMM (system) one-step (robust) estimates with maximum 2 period

lags of instruments (total of 87). 1Estimated at the mean value of regime (=1.97)

(3) and (4) drop outliers for GDP per capita; (5) and (6) drop outliers for both GDP per capita and

remittances.
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Table 8 Remittances and Current Account - Accounting for cross-sectional dependence

Regressors (1) (2) (3) (4) (5) (6)

Remittances 2.391 1.509 3.266* 3.439*** 3.726*** 4.063***

(0.208) (0.181) (0.013) (0.001) (0.001) (0.000)

Remittances (-1) 0.191 0.204 -0.205 -0.371 -0.100 -0.302

(0.842) (0.744) (0.545) (0.336) (0.780) (0.412)

Exchange rate regime 0.122 -0.861* 0.267 0.447 0.739 0.928

(0.818) (0.098) (0.593) (0.328) (0.204) (0.059)

Remittances*regime -0.547 -0.039 -0.596* -0.631** -0.668** -0.717***

(0.142) (0.836) (0.074) (0.021) (0.020) (0.003)

Relative GDP 0.155 0.048 0.052

(0.170) (0.639) (0.611)

GDP per capita -0.006 -2.268** -1.925**

(0.995) (0.024) (0.025)

Government spending 1.804*** 2.252*** 2.707*** 2.945*** 2.508*** 2.716***

(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Real exchange rate 2.341* -3.303 2.215 2.648** 2.405 3.139

(0.088) (0.108) (0.189) (0.040) (0.342) (0.157)

Net exports 0.959*** 0.938*** 0.876*** 0.959*** 0.947*** 1.033***

(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Net foreign assets 0.243 0.384 0.455 0.247 -0.179 -0.431

(0.401) (0.293) (0.235) (0.463) (0.547) (0.101)

Eurodollar rate -0.734 -0.896* -0.208

(0.237) (0.055) (0.628)

[Remit + Remit*Regime]1 1.311 1.431 2.081*** 2.183*** 2.288*** 2.518***

(0.336) (0.145) (0.008) (0.001) (0.001) (0.000)

Observations 282 282 224 224 209 209

Countries 24 24 21 21 21 21

Hansen test (0.998) (0.996) (0.999) (0.999) (0.999) (0.999)

Serial correlation test (0.745) (0.509) (0.960) (0.974) (0.719) (0.701)

Notes: Dependent variable is current account; p-values are in parenthesis; ***Significant at 1% level,

**5% level, *10% level; (1) - (6) are GMM (system) one-step (robust) estimates with maximum of 51

instruments. 1Estimated at the mean value of regime (=1.97).

(3) and (4) drop outliers for GDP per capita; (5) and (6) drop outliers for both GDP per capita and

remittances.
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A Appendix

A.1 List of Countries

Albania, Algeria, Angola, Argentina, Armenia, Azerbaijan, Bangladesh, Belarus, Belize, Benin,

Bhutan, Bolivia, Bosnia Herzeg, Botswana, Brazil, Bulgaria, Burkina Faso, Burundi, Central

African Republic, Cambodia, Cameroon, Cape Verde, Chad, China, Colombia, Comoros, Congo,

Dem Rep Congo, Costa Rica, Cote d’Ivoire, Djibouti, Dominica, Dominican Rep, Ecuador, Egypt,

El Salvador, Eritrea, Ethiopia, Fiji, Gabon, Gambia, Georgia, Ghana, Grenada, Guatemala, Guinea,

Guinea-Bissau, Guyana, Haiti, Honduras, India, Indonesia, Iran, Iraq, Jamaica, Jordan, Kaza-

khstan, Kenya, Kiribati, Kyrgyz Rep, Laos, Lesotho, Liberia, Macedonia, Madagascar, Malawi,

Malaysia, Maldives, Mali, Mauritania, Mauritius, Mexico, Moldova, Mongolia, Montenegro, Mo-

rocco, Mozambique, Myanmar, Namibia, Nepal, Nicaragua, Niger, Nigeria, Pakistan, Palau, Panama,

Papua New Guinea, Paraguay, Peru, Philippines, Romania, Rwanda, Samoa, Sao Tome Principe,

Senegal, Seychelles, Sierra Leone, Solomon Is, Somalia, South Africa, Sri Lanka, St Lucia, St.

Vincent & Grenadines, Sudan, Suriname, Swaziland, Syria, Tajikistan, Tanzania, Thailand, Togo,

Tonga, Tunisia, Turkey, Turkmenistan, Uganda, Ukraine, Vanuatu, Venezuela, Vietnam, West

Bank Gaza, Yemen, Zambia, Zimbabwe.
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Figure 1. Remittances and Current Account-El Salvador and The Philippines 
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Figure 2. Remittances and Current account: Period Averages 

 

 

 

 

 

 

Notes: Top panel: Mean estimates (1995-2011); Bottom panel: Mean estimates (1980-2013) 
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