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1. INTRODUCTION

D
RIVEN by a rapid expansion in migration flows, international workers’
remittances have become one of the main sources of external financing for

developing countries.1 Remittances are now equivalent to about 90 per cent of
Foreign Direct Investment (FDI), and they surpass both official capital flows and
private non-FDI flows.2 The raising importance of remittances to developing
countries has been reflected in the increasing attention being devoted to the issue
by development practitioners both in academic and policy circles. This is parti-
cularly the case in Latin America, which receives more remittances than any
other region in the world: US$40 billion in 2004, or about 27 per cent of all
remittances to developing countries in that year.

At the academic level, a number of recent papers have explored the impact of
remittances on poverty (Adams, 2006; Adams and Page, 2005; Lopez-Cordova,
2005; Page and Plaza, 2005; Taylor et al., 2005; Acosta et al., 2006; and Yang
and Martinez, 2006); intertemporal consumption smoothing (Yang, 2006); edu-
cation (Taylor, 1992; Cox-Edwards and Ureta, 2003; and Yang and Martinez,
2006); health (Kanaiaupuni and Donato, 1999; and Frank and Hummer, 2002);
labour supply (Rodriguez and Tiongson, 2001); entrepreneurship (Massey and
Parrado, 1998; and Woodruf and Zenteno, 2004); growth (Ruiz-Arranz and
Giuliano, 2005; and Acosta et al., 2006); and exchange rates (Amuedo-Dorantes
and Pozo, 2004; and Rajan and Subramanian, 2005).
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At the policy level, both the International Monetary Fund (IMF) and the World
Bank have addressed the issue of the growing importance of migration and remit-
tances in some of their recent flagship publications. For example, the IMF’s 2005
World Economic Outlook devoted significant attention to the determinants and
implications of inflows of workers’ remittances, whereas the World Bank’s 2006
Global Economic Prospects has as its central topic the economic implications of
migration and remittances. The World Bank has also edited volumes on issues
related to migration and remittances (Maimbo and Ratha, 2005; and Ozden and
Schiff, 2006).

This paper adds to this literature along four main dimensions. First, it reviews
the evolution of remittances flows to Latin America, using Balance of Payments
(BOP) Statistics and explores the reliability of existing data on the subject by
comparing estimates of remittance flows obtained from BOP and Household
Survey data from ten Latin American countries.3 Second, the paper investigates
the varying economic and educational profile of the households that receive
remittances using Household Survey data from those ten countries. Third, the
paper reviews the existing empirical evidence (both macro and micro based) on
the estimated impact of remittances on poverty with a particular emphasis on the
Latin American context. Finally, the paper expands some of the existing works to
investigate the extent to which that impact is different in Latin America and
varies across countries in the region. In particular, we extend previous cross-
country studies to assess whether their results hold when one focuses on the Latin
American region and, at the micro level, we exploit the increasing number of
case studies on the topic to compare the impact of workers’ remittance flows in
countries with different migration patterns.

To anticipate some of the paper’s main results we find that remittance flows
to Latin America have increased twenty-fold since 1980, and are relatively most
important among Central American and Caribbean countries. We also find that
Balance of Payments (BOP) Statistics and Household Survey (HHS) data do
indeed produce dramatically different estimates of the importance of remittances
for receiving countries. However, the differences between those two data sources
appear to be somewhat predictable, which at least in our sample should ease
concerns about data quality.4 As for the characteristics of remittance-receiving
households, the analysis of Household Survey data indicates that their distribution

3 The ten countries are: Bolivia, Ecuador, El Salvador, Guatemala, Haiti, Honduras, Mexico, Nica-
ragua, Paraguay and Peru.
4 It is worth noting that given the different nature of BOP and HHS statistics we do not expect
them to yield similar estimates of the magnitude of those flows. This problem, however, is not
limited to remittances. For example, Perry et al. (2006) report that in Latin America, estimates of
per capita growth rates from national accounts tend to be on average almost one per cent higher
than those obtained from household data.
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by income and adult educational attainment varies considerably across Latin
American countries, with households with remittances income coming mainly
from the bottom of the distribution in some countries – e.g. Mexico – but an
opposite pattern being found in others – e.g. Haiti.

At least in our preferred estimates, however, the distribution of remittance
recipients does not affect their overall impact on poverty and inequality, which
seems to be driven to a greater extent by the size of remittances flows with
respect to the total income of the corresponding countries. In particular, we find
that at least in Latin America remittances tend to leave inequality unchanged but
have a higher poverty-reducing effect than in other regions of the world. Both
macro and micro studies suggest that on average every one per cent increase in
the remittances to GDP ratio causes a reduction in poverty headcounts of be-
tween 0.35 and 0.40 per cent.

The rest of the paper is structured as follows. In Section 2 we exploit informa-
tion from BOP statistics and ten Latin American Household Surveys to describe
the magnitude of remittance flows to the region, and check for major discrepan-
cies between estimates obtained from BOP and HHS statistics. Section 2 also
uses HHS data for the above-mentioned ten Latin American countries to investi-
gate the varying profile of the households that receive remittances from abroad.
Section 3 briefly reviews the findings of three works that have explored the impact
of remittances on poverty using a cross-country framework. It also assesses whether
the estimated impact of remittances on poverty is the same for Latin America and
for the rest of the world. Section 4 focuses on the microeconomic evidence on the
links between remittances and poverty. Section 5 offers concluding remarks.

2. THE MAGNITUDE OF REMITTANCES AND MIGRATION IN LATIN AMERICA

a. Remittances According to Balance of Payments Statistics

Flows of workers’ remittances to developing countries are estimated to have
reached about $160 billion in 2004. Of this total, about $40 billion would have
flowed to each of Latin America and East Asia, $20 billion to each of the Middle
East and North Africa, slightly above $30 billion to South Asia, and the remain-
der (about $8 billion) to Sub-Saharan Africa (Figure 1, Panel A). Thus, Latin
America and East Asia would be the top receiving regions of the world. These
two regions would also be those that have experienced the faster growth rate of
remittance flows since 1990. Panel B in Figure 1 indicates that between 1990
and 2004, the annual growth of remittances in East Asia and Latin America was
18 and 14 per cent respectively. However, the growth of remittances to Latin
America has accelerated in recent years, with growth rates of 19 per cent per year
after 2000.
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FIGURE 1
Remittances in the World

5 The 14 countries for which complete time series are available are: Mexico, Colombia, Brazil,
Guatemala, El Salvador, Dominican Republic, Haiti, Jamaica, Honduras, Argentina, Costa Rica,
Paraguay, Bolivia and Barbados, ordered descending according to the total value of remittances
received during 2003. Details on available BOP data coverage for each country can be found in the
Appendix.

Figure 2 reports the annual evolution of remittances corresponding to 31 Latin
American countries over the period 1980–2004. Although data on remittance
receipts are not available each year for all countries, it is possible to gather
complete time series over that period for 14 countries, which together were
responsible for 90 per cent of total remittances to Latin America in 2002.5

Assuming that this 90 per cent ratio has been constant over time, it is possible to
estimate the overall evolution of remittances to Latin America as a whole
(Figure 2). Inspection of this figure indicates that flows to the Latin American
region have increased twenty-fold since 1980, when remittances to the region
amounted to about $1.9 billion.

Source: World Bank (2006).
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FIGURE 2
Remittances in Latin America: 1980–2003

Source: Own calculations.

At the country level, Panel A of Figure 3 reports the remittances to GDP ratio
for a number of Latin American countries for 2002. The countries for which
remittances represent a higher share of GDP are Haiti, whose 35 per cent GDP
share is the second largest in the world (after Tonga’s 45 per cent), followed by
Jamaica, El Salvador and Honduras, with shares of respectively 16, 15 and
11 per cent. Also worthy of note is the large size of remittance flows in compari-
son with Foreign Direct Investment (FDI). Thus, in Guatemala, Honduras,
El Salvador and the Dominican Republic, remittances are equivalent to respec-
tively 14, 4, 3 and 2 times the flows of FDI. Even in Colombia and Ecuador,
where in relative terms remittances are lower than in several Central American
and Caribbean countries, remittances represent respectively 197 and 112 per cent
of FDI.

Overall, the country with the highest absolute remittance flows (Panel B of
Figure 3) is Mexico, which received $11.7 billion in 2002. This would represent
37 per cent of total flows to Latin America in that year ($29.4 billion) and would
make Mexico the largest world recipient in 2002, followed by India, the Philip-
pines and Pakistan, with respectively $8.2, $7.4, $3.6 and $3.5 billion. Colombia
and Brazil were also ranked among the top ten remittance-receiving countries in
the world, receiving respectively $2.5 and $2.4 billion in 2002. On a per capita
basis (Panel C of Figure 3) the country with the highest remittances would be
Jamaica with approximately $500 per capita, followed by Barbados with about
$400 per capita, and El Salvador with flows of approximately $350 per person.
The average for the 31 countries being considered here would be $102 per capita
per year.

The differential importance of remittance flows across various countries can
also be gauged using data on migration flows to the OECD, which is available
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FIGURE 3
Remittances to Latin America in 2002 (BOP)

Source: Own calculations using BOP data.
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FIGURE 4
Stock of LAC Migrants in OECD Countries, 2000

6 The OECD database on Immigrants and Expatriates is available at: http://www.oecd.org/
document/51/0,2340,en_2825_494553_34063091_1_1_1_1,00.html
7 Among the countries with migration rates close to or above 25 per cent are Grenada, Saint Kitts,
Guyana, Suriname, Dominica, Antigua, Barbados, Saint Vincent and Jamaica.

Source: Database on Immigrants and Expatriates, OECD.

for 2000.6 Figure 4 shows the stock of Latin American and Caribbean (LAC)
migrants to OECD countries as a share of the population of sender coun-
tries. According to these estimates of official migrants, the countries in the
region with highest South-to-North migration rates – in the order of 25 to
30 per cent – are from the Caribbean.7 Next in the ranking are El Salvador,
Mexico, Bahamas and the Dominican Republic, with around ten per cent of
their population recognised as official migrants in the OECD. These countries
are then followed by the remaining Central American countries and Ecuador,
where migration rates are close to five per cent. As for South American nations,
they tend to have relatively low migration rates, at least to OECD countries.
It must be noted, however, that these figures do not include illegal migrants and
South-to-South migration, which probably leads to a severe underestimation
of overall migration rates.
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b. How Reliable is the Remittances Data?

A potential concern in the present context has to do with the quality and
coverage of the existing data on remittances. As argued in the World Bank’s
2006 Global Economic Prospects, there are a number of reasons as to why BOP
statistics may not reveal the entire magnitude of remittance flows. To start with,
there is not a single definition of remittances. Should they just include current
transfers by migrants that are employed and resident in another country, or should
they also include compensation of employees (i.e. current transfers by non-
resident workers)? Similarly, what should be the treatment of migrants’ transfers
(i.e. financial items that arise from migration from one economy to another)? In
this regard, the most accepted practice – and the one followed in this paper – is
that of including workers’ remittances, compensation of employees and migrants’
transfers.8

Even when one agrees on a common definition there are still a number of
important issues that may affect the quality of remittances data. In addition to the
implicit difficulties of capturing flows through informal channels, weaknesses in
data collection may imply that many formal flows, especially if small, go un-
recorded or are misclassified as tourism receipts or non-resident deposits. Thus
a natural question that arises in this context regards the reliability of the re-
mittance statistics. To somewhat address it, we now proceed to compare the
BOP estimates with those resulting from Household Surveys of several Latin
American countries.

In principle, there a number of reasons that would justify the existence of
discrepancies between BOP and HHS data. First, some of the available house-
hold surveys are not nationally representative, at least for the purpose of estimat-
ing the size of the remittance-receiving population, which may lead to the
underestimation of remittance flows. This may be a problem even in cases
where the corresponding surveys are representative for the purposes of analysing
income levels, as optimal sample designs may vary depending on the surveys’
main purpose. A second issue is related to the possible presence of recall bias in
the reporting of remittance receipts: families usually decide to pool their in-
comes, regardless of their source, and therefore are presumably more likely to
remember whether they received financial aid from abroad or not, than to recall
the corresponding exact amount.

Finally, the timing of data collection may also have an impact. Anecdotal
evidence suggests that monthly remittance flows tend to be highly volatile, with
peaks at particular dates (e.g. Christmas, Mothers’ Day). If the survey instrument
does not ask about the remittances received over a period of at least one year –

8 This is also the definition adopted in the 2005 World Economic Outlook and the 2006 Global
Economic Prospects.
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i.e. the corresponding questions are formulated for a shorter period, as is the case
in Ecuador, Paraguay and Peru, for instance – it is possible that annual remit-
tances could be underestimated. Moreover, in countries with volatile exchange
rates, it is difficult to value (in dollars) the amounts remitted when they are
reported in local currency (as in the majority of household surveys).

Despite the above problems, however, if official BOP figures were reliable one
should expect them to be strongly correlated with HHS-based estimates. To
investigate whether this is the case, we use nationally representative household
survey data on remittances for ten Latin American countries.9 It is worth noting
that according to BOP statistics these countries are responsible for more than
two-thirds of all remittances to the region. As seen in Figure 5, our sample of
countries includes economies where remittances are extremely common and some
where few families report them. The countries with a higher share of the popula-
tion receiving remittances are Haiti, El Salvador and Nicaragua, with respectively
27, 19 and 16 per cent of households reporting that source of income. On the other
extreme, only three per cent of Peruvian households benefit from these flows.

Figure 6 compares estimates of the share of remittances in GDP obtained
using the two different sources of data. Inspection of this figure suggests a number
of interesting issues. First, BOP-based estimates tend to be larger than estimates
from household surveys. The only case where the latter are higher is Mexico and
the difference is only 0.1 percentage point. Second, the discrepancies can be very

FIGURE 5
Latin American Households Reporting Remittances

(Per cent of total)

Source: Own calculations using Household Survey data.

9 The countries are Haiti, El Salvador, Honduras, Nicaragua, Guatemala, Ecuador, Paraguay, Mexico,
Bolivia and Peru.
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Source: Own calculations using BOP and Household Survey data.

FIGURE 6
Remittances as a Share of GDP, BOP and Household Surveys

(Per cent)

10 All the household surveys analysed correspond to the period 2000–2004.

Source: Own calculations.

FIGURE 7
Remittances to Latin America, BOP vs. Household Surveys

important for some countries. For example, in the cases of Haiti and El Salvador
BOP statistics produce estimates that are ten percentage points of GDP higher
than Household Survey data. In Nicaragua, the differences are smaller but still of
a substantial magnitude (about six per cent of GDP). The median remittances to
GDP ratio for the ten countries under analysis would be 4.7 per cent on the basis
of the BOP data and 2.7 per cent on the basis of HHS data.10

It is worth noting, however, that the discrepancies between both data sources
appear to be quite systematic and may be more predictable than they appear. This
is illustrated in Figure 7, which reports the scatter plot of the two alternative
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series of the share of remittances to GDP in logarithmic form, together with the
corresponding regression line. The figure indicates that after the logarithmic trans-
formation the BOP- and HHS-based series of remittances are strongly correlated.
In fact, the estimated ‘R-squared’ of a simple OLS regression of one series on the
other is about 0.80, indicating that most of the variance in the observed BOP-
based figures can be explained with the help of HHS data. These results, which
are virtually unchanged when Haiti is eliminated from the sample to control for
extreme values, would suggest that a good rule of thumb relating remittances
from these two sources would be given by:

BOP Remittances = 1.72 × (HH Remittances)0.95.

In other words, ignoring the exponential adjustment, BOP-based remittance
statistics tend to be on average about 70 per cent larger than the corresponding
figures calculated from HHS data. On the whole, the previous analysis indicates
that despite the apparent differences in the shares of remittances in GDP calcu-
lated from BOP and HHS data, the two sets of estimates are largely consistent
with each other: given an HHS estimate one could approximate quite well the
BOP estimate using a simple rule of thumb.

c. Who Receives Remittances in Latin America?

Table 1 explores the economic impact of remittances in recipient families
across the national income distribution in the ten Latin American and Caribbean
countries for which remittances micro-data are available. The table shows the
relative position of recipient families according to income quintiles for both non-
remittances income and total income (including remittances). In general, when
comparing the position of recipient families according to non-remittances income
with their position along the distribution of total income, we observe that recipi-
ents experience substantial upward shifts along the income distribution. For
instance, 61 per cent of the Mexican households that receive remittances are in
the first quintile of the distribution of observed non-remittances income, but that
fraction falls to 26 per cent after accounting for remittances. In Ecuador, about
32 per cent of recipient families are in the top two quintiles of the distribution of
non-remittances income, but more than 63 per cent are in the top two quintiles
when remittances are taken into account. Similar results of an upward shift in
recipient families’ income ranking are found across all countries.

Table 1 also serves as a characterisation of the socioeconomic status of recipi-
ent families. Understanding the selectivity process of migration is important in
order to evaluate the overall impact of migration on poverty and inequality in
sending countries. From Table 1 it is clear that migrants and recipient families
tend to come from definite socioeconomic segments of society, but that those
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TABLE 1
Remittances, Income and Education Patterns

Per Cent HHs Recipient of Remittances by Non-remittances Income Deciles
NR Income Mexico Guatemala El Salvador Paraguay Honduras Bolivia Ecuador Haiti Peru Nicaragua
Deciles (2002) (2000) (2000) (2003) (2002) (2002) (2004) (2001) (2002) (2001)

1 60.66 31.77 33.96 42.09 26.76 28.79 34.70 22.65 5.79 12.05
2 14.86 15.25 19.35 16.64 16.02 16.79 18.49 16.76 13.17 14.51
3 12.43 19.55 15.37 18.08 18.76 13.61 14.65 17.37 17.31 18.30
4 7.89 15.87 16.59 14.86 21.09 17.20 15.89 18.26 24.22 22.63
5 4.05 17.58 14.66 8.32 17.42 23.59 16.24 24.79 39.35 32.58

Per Cent HHs Recipient of Remittances by Total Income (including remittances) Deciles
Total Income Mexico Guatemala El Salvador Paraguay Honduras Bolivia Ecuador Haiti Peru Nicaragua
Deciles (2002) (2000) (2000) (2003) (2002) (2002) (2004) (2001) (2002) (2001)

1 26.38 8.77 12.43 18.90 3.95 12.28 6.93 6.12 0.38 8.40
2 23.42 14.23 21.70 20.32 13.17 15.16 13.10 13.83 6.06 12.16
3 21.73 25.77 21.76 20.45 21.65 16.65 17.65 19.74 15.67 18.26
4 16.39 26.76 22.90 21.30 29.45 19.89 27.78 24.08 26.10 24.71
5 11.85 24.20 21.19 19.11 31.87 36.07 35.49 36.26 51.63 36.54

Per Cent HHs Recipient of Remittances by Average Years of Education of Adults (16–65 years old) in the HH
Years of Mexico Guatemala El Salvador Paraguay Honduras Bolivia Ecuador Haiti Peru Nicaragua
Education (2002) (2000) (2000) (2003) (2002) (2002) (2004) (2001) (2002) (2001)

0 10.88 8.24 23.16 7.65 7.96 6.88 5.87 18.59 1.76 10.87
1–4 13.11 6.42 18.00 4.79 6.97 2.08 2.34 25.17 0.65 8.17
5–7 6.46 6.29 19.77 4.20 12.66 2.35 3.09 37.99 0.89 14.34
8–11 3.09 6.32 19.68 3.19 16.11 3.34 3.77 44.89 3.48 24.19
12+ 2.06 4.54 17.52 2.80 12.72 4.71 5.23 57.12 5.35 29.46

All HHs 5.82 6.56 19.32 3.83 10.88 3.47 3.97 27.21 2.82 15.64
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segments vary considerably across Latin American countries. For instance,
according to the distribution of non-remittances income, in five out of ten cases
a higher proportion of migrants tend to come from the bottom of the income
distribution (Mexico, Guatemala, El Salvador, Paraguay, Honduras and Ecua-
dor). In contrast, in Haiti, Peru, Nicaragua and to a lesser extent Honduras and
Bolivia, the evidence suggests the opposite conclusion, namely that migrants are
‘positively selected’, in the sense that they tend to come from the upper quintiles
of the income distribution.

A second presumably more reliable dimension of the selection process into
migration is related to the patterns of educational attainment in the households
with migrants. Ideally, we would like to compare the educational attainment of
migrants and non-migrants. Unfortunately, the only survey that contains informa-
tion on migrants’ education is Nicaragua. According to that survey, the average
education of adult migrants is 6.83 years, while non-migrant adults have on
average 5.61 years of education, which reinforces the idea that migrants are
positively selected in Nicaragua. For the rest of the countries, the only relevant
information available relates to the schooling of migrants’ family members. How-
ever, the evidence for Nicaragua suggests that the level of education of migrants
closely resembles that of non-migrant adult members in the same households.11

Thus, one can get a good approximation of the patterns of educational selection
into migration using data on adult family members left behind by migrants.

With this motivation, the last panel of Table 1 presents the incidence of
remittance-recipient households throughout the distribution of the average years
of schooling of adults aged 16 to 65. Similarly, Table 2 shows the proportion of
households with migrants across the educational distribution of the four countries
(El Salvador, Haiti, Honduras and Nicaragua) for which information is available
not only on households with remittance receipts but also on households with
members who have migrated abroad.12 Overall the results indicate the presence
of negative educational selection into migration in Mexico, Guatemala, El
Salvador and Paraguay, and of positive educational selection in Haiti, Peru, Hon-
duras and Nicaragua.13 The evidence is less conclusive for Bolivia and Ecuador,
where migrants are likely to be drawn from several segments of the educational
distribution.

11 In Nicaragua, the average years of schooling of adults in households with migrants is 6.66,
compared to 6.83 for migrants, and 5.61 for adults in non-migrant households.
12 In El Salvador, 14.5 per cent of the surveyed families reported having international migrant
members, while 19.3 per cent of them receive remittances – including money received from distant
family members and friends abroad. The equivalent figures for Haiti, Honduras and Nicaragua
show that respectively 29.9, 10 and 12 per cent of the families have migrants, but respectively 27.2,
10.9 and 15.6 per cent receive remittances.
13 Our finding for Mexico is consistent with Ibarraran and Lubotsky (2005), who show that Mexi-
can migrant families tend to be less educated than their non-migrant counterparts.
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TABLE 2
Migration and Education

Per Cent HHs with Migrants by Average Years of Education of Adults (16–65 years old)
in the HH
Years of El Salvador Honduras Haiti Nicaragua
Education (2000) (2002) (2001) (2001)

0 18.37 6.85 21.08 11.37
1–4 14.09 7.28 29.74 7.49
5–7 14.24 11.42 38.94 12.34
8–11 14.27 13.89 43.52 17.89
12+ 12.87 11.81 62.54 12.90

All HHs 14.46 10.04 29.92 12.04

Avg. Educ. Non- 6.28** 5.17*** 2.27*** 5.39***
Migrants HHs

Avg. Educ. 5.93** 6.09*** 3.91*** 6.36***
Migrant HHs

Note:
** Significant difference at the 5 per cent level. *** Significant difference at the 1 per cent level.

The above results beg the question of why the economic status of remittance
recipients varies so much across countries. Potential explanations include differ-
ences in migration costs, the density of migrants’ networks, and different degrees
of access to credit and returns to skills in both home and destination countries.
Stark et al. (1986), in particular, suggest the hypothesis that migration and remit-
tances can be analysed as a diffusion process. The idea is that initially only a few
and relatively well-off households can afford to migrate. As a result, when migra-
tion is just beginning international remittances are likely to flow to upper-income
families. When access to international migration diffuses downward through the
income distribution – thanks to reductions in the costs and uncertainty associated
to migration – remittances tend to reach poorer families as well. An implication
of this theory is that while remittances may reduce poverty and inequality in
regions with high migration rates, the corresponding effects could be much smaller
in regions where international migrants are rare and tend to come from among
the better off. Section 4 below investigates whether this hypothesis is or is not
favoured by the evidence from Latin America and the Caribbean.

3. REMITTANCES AND POVERTY: CROSS-NATIONAL EVIDENCE

Have the large remittance flows received by Latin America contributed to
reduce poverty in the region? In principle, given that in many cases remittances
go to poor households and they directly increase their level of income, a positive
answer should be expected. However, since we have shown that the position of
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migrants in the distribution of income and education varies considerably across
countries, the impact of remittances on poverty reduction should also be expected
to vary by country and region.

a. The Approach Proposed by Adams and Page (2005)

One simple way to empirically estimate the impact of remittances on poverty
is to use cross-country regression analysis to relate selected poverty indicators
with a measure of the incidence of remittances. This is the approach taken by
Adams and Page (2005), who estimate the following model:

log Pit = α + β1 log Yit + β2 log Git + β3 log Rit + uit, (1)

where P is a poverty measure of the FGT family (i.e. headcount, poverty gap or
squared poverty gap), Y is a measure of per capita income (either GDP or house-
hold mean income), G is the Gini coefficient, R stands for remittances measured
on a per capita basis, u is an error term, and i and t identify countries and time
periods, respectively.

The previous equation can be easily modified as follows, to allow for some
degree of regional heterogeneity or, in other words, to allow remittances to affect
Latin American poverty levels in a way that differs from the one estimated at the
global level:

log Pit = α + β1 log Yit + β2 log Git + β3 log Rit + β4 log Rit × laci + uit, (2)

where lac is a dummy variable that takes a value of 1 if country i is in the Latin
American region and 0 otherwise. With this set-up, a priori one could expect β1

to be negative (i.e. other things being equal, higher income levels would lead to
lower poverty); and β2 to be positive (i.e. higher inequality levels would lead to
higher poverty). In this framework, β3 and β4 would be our main parameters of
interest. A negative value of β3 would indicate that remittances lead to lower
poverty at the global level, while the sign of (β3 + β4) would determine the
direction of the poverty impact of remittances in Latin America.

The first column of Table 3 reports the results of estimating model (2) by OLS,
using 100 observations corresponding to 43 developing countries (see Adams and
Page, 2005, for a detailed description of the data). As expected β1 is negative and
β2 is positive, and their magnitudes are in line with those reported by other
studies: a one per cent increase in per capita income levels would lead to a
poverty decline of about 1.2 per cent, whereas a one per cent increase in the Gini
coefficient would lead to an increase in poverty of almost 2.5 per cent.

As for the impact of remittances on poverty, Table 3 suggests that remittances
do lead to lower poverty at the global level. The negative and statistically
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TABLE 3
The Impact of Per Capita Remittances on Poverty

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

OLS IV IV IV IV IV

Y −1.22 −0.78 −1.06 −1.21 −0.59 −1.62
t-stat. −8.43 −5.26 −1.01 −4.51 −0.62 −4.98

Gini 2.51 0.56 1.87 2.10 0.69 2.73
t-stat. 4.57 2.17 0.91 2.77 0.79 2.70

Remitt. per capita −0.20 −1.11 −1.01 −0.75 −2.05 0.50
t-stat. −3.08 −4.77 −0.48 −1.53 −0.97 0.90

Remitt. per 0.23 1.69 0.54 0.46 0.85 0.25
capita × lac
t-stat. 2.68 3.37 1.02 3.16 1.30 1.12

Instrument Instrument Instrument Instrument Instrument
Dist. Educ. Gov. Stab. Growth-dist. Growth-mig.

Ho: No impact 0.76 0.21 0.78 0.52 0.45 0.09
in LAC (p-val.)

No. Observations 100 100 90 90 100 100

Notes:
The table reports the results of regressing the lagged headcount poverty rate (using a $1 PPP poverty line), on
log per capita income (Y), log gini (Gini), lagged remittances per capita, and lagged remittances per capita
interacted with a regional dummy for Latin America. IV headings indicate that the equation has been estimated
using instrumental variables. Instruments considered in the different specifications are Distance to the main
sending area (Dist.), Secondary Education (Educ.), Government Stability (Gov. Stab.), Growth of sender coun-
tries weighted by distance (Growth-dist.) and Growth of sender countries weighted by stock of migrants of
receiving country (Growth-mig.).

significant estimate for β3 indicates that on average a ten per cent increase in per
capita remittances would be accompanied by a two per cent decline in poverty.
This finding is to a large extent consistent with the findings of Adams and Page
(2005). Yet, at the Latin American level our estimates indicate that remittances
may have no impact on poverty. The point estimate for β3 + β4 is positive (0.03)
but fails to be significant (the probability value is 0.76).

One potential problem with the above estimates is that the remittances variable
is likely to be endogenous. There are two potential reasons for this. First, remit-
tances may positively react to increases in poverty if the welfare of receivers
ranks high among the reasons that motivate senders to remit. Second, high
poverty levels can be one of the reasons why the migrants migrated to start with.
In other words, if migrants move abroad to escape poverty and send back remit-
tances to those members of the family that stayed behind, then it is also plausible
that poverty may lead to higher remittances.

Under these circumstances the estimates of the parameters of remittances will
be biased. One way to address this problem is through the use of instrumental
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variables (IV) estimation techniques. There are a number of potential instruments
that one can consider in this context. For example, Adams and Page (2005)
consider three alternative instruments: (i) distance between the remittance send-
ing area (US, Europe or the Persian Gulf ) and the receiving country; (ii) the per
cent of the population over age 25 that have completed secondary education in
the receiving country; and (iii) government stability in the receiving country.
Distance between sender and receiving country has been found to negatively
affect migration (Hatton and Williamson, 2003), whereas education may posi-
tively affect migration, other things being equal, because more educated people
may find better employment opportunities. Finally, lack of government stability
is likely to result in higher migration (although not necessarily leading to more
remittances).

Two alternative IV approaches are proposed by Aggarwal et al. (2005), in
their study of the impact of remittances on financial development. Their instru-
ments for remittances are based on observed growth rates in remittance-sending
countries. In one case, they weight country growth rates by using distances
between sender and receiving countries, while in the other they weight those growth
rates by the stock of migrants from the receiving country into each of the sending
countries. Intuitively, if economic conditions improve in the countries that are
important destinations for the migrants of a given country, then one could also
expect remittances to that country to increase.

Columns (2) to (6) of Table 3 report the results of IV estimation of equation
(2) using the five instruments described in the previous two paragraphs. The
results now offer an even more mixed picture. While β1 and β2 continue to carry
the expected signs and in a majority of cases be significant, the impact of remit-
tances on poverty is only significant in one case at the global level (when using
distance as an instrument, column (2)). As for the Latin American dummy, we
find it to be positive in all cases, and significant in two of them (columns (2) and
(4)). Considering that the global effect is found to be close to zero, these results
suggest once again that in the case of Latin America, remittances do not reduce
poverty.

b. Extending Adams and Page’s Approach

There are a number of potential reasons that may explain these somewhat
disappointing results. One is the choice of variable used to proxy for remittance
flows. For example, the World Economic Outlook (IMF, 2005) relies on a similar
framework but rather than relating poverty to remittances on a per capita basis it
uses remittances as a percentage of GDP. Table 4 explores whether this is an
issue and replicates the exercise in Table 3 with the new remittances variable.
Column (1) reports OLS results and columns (2) to (6) IV results using the five
instruments introduced above.
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TABLE 4
The Impact of Remittances as a Share of GDP on Poverty

(1) (2) (3) (4) (5) (6)
OLS IV IV IV IV IV

Y −1.17 −1.36 −1.23 −1.31 −3.03 −1.17
t-stat. −12.41 −9.78 −11.26 −9.72 −0.63 −8.01

Gini 3.34 2.71 2.85 2.73 −2.33 3.28
t-stat. 8.98 5.07 2.29 5.05 −0.16 6.18

Remitt. share −0.08 −0.28 −0.10 −0.12 −3.29 0.05
of GDP
t-stat. −3.35 −4.14 −0.17 −1.31 −0.40 0.48

Remitt. share 0.08 0.60 0.39 0.48 1.75 0.40
of GDP × lac
t-stat. 1.29 2.62 2.07 3.10 0.42 2.07

Instrument Instrument Instrument Instrument Instrument
Dist. Educ. Gov. Stab. Growth-dist. Growth-mig.

Ho: No impact in 0.99 0.10 0.59 0.03 0.74 0.01
LAC ( p-val.)

No. Observations 100 100 90 90 100 100

Notes:
The table reports the results of regressing the lagged headcount poverty rate (using a $1 PPP poverty line), on
log per capita income (Y), log gini (Gini), remittances as a share of GDP, and remittances as a share of GDP
interacted with a regional dummy for Latin America. IV headings indicate that the equation has been estimated
using instrumental variables. Instruments considered in the different specifications are Distance to the main
sending area (Dist.), Secondary Education (Educ.), Government Stability (Gov. Stab.), Growth of sender coun-
tries weighted by distance (Growth-dist.) and Growth of sender countries weighted by stock of migrants of
receiving country (Growth-mig.).

Inspection of Table 4 indicates that, scale effects apart, in the parameter of
remittances the qualitative results in Table 3 are maintained. The first column
suggests that a ten percentage point increase in the remittances to GDP ratio
would lead to a decline in poverty of 0.8 per cent at the global level, but would
have no effect on Latin America’s poverty levels. The second column, which
reports the IV corresponding to the ‘Distance’ instrument, also indicates that
remittances lower poverty at the global level, but β3 + β4 is not significant (i.e.
remittances have no impact on Latin America’s poverty levels). As in Table 3,
columns (3) to (6) do not lend much support to the idea that remittances lower
poverty either in Latin America or elsewhere.

A second reason for these disappointing results could be related to the
specification of the model per se. For example, as noted in the World Economic

Outlook (2005) the results obtained from models like (1) or (2) are likely to be
substantially biased. The reason is that in principle one could expect remittances
to affect poverty by changing either average income or inequality. Thus, it is
difficult to interpret the parameter of remittances in a regression model that
controls for the two main potential drivers of poverty reduction.
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This last shortcoming of models (1) and (2) has led other authors to adopt a
different approach. For example, Acosta et al. (2006) assume that per capita
income levels follow a log-normal distribution, so that poverty can be related to
average per capita income Y and the Gini coefficient G:

P = P(Y, G), (3)

from where it would follow:
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Equation (5) reads that the impact that a change in remittances R will have on
poverty will depend on: (i) the impact that R has on growth; (ii) how growth is
translated into poverty reduction; (iii) the simultaneous impact that R has on
inequality (as measured by the Gini coefficient), and finally (iv) how inequality
changes are translated into poverty reduction. Under fairly general conditions it is
possible to derive theoretical values of γ and φ (see Lopez and Serven, 2006) and
hence the empirical problem becomes one of estimating the impact of remit-
tances on income growth and inequality.

The results in Acosta et al. (2006) would indicate (Table 5) that remittances
tend to be good for growth (i.e. a higher remittances to GDP ratio tends to be
associated with higher growth) both at the global level and in Latin America. In
fact, we cannot reject the hypothesis that the impact of remittances on growth is
the same in Latin America and in the rest of the world. On the other hand,
remittances seem to lead to higher income inequality at the global level but to
leave inequality unchanged in Latin America (something to be welcomed given
the high inequality levels of the region). These basic messages are robust to the
use of different instruments.

On the whole, contrary to the analysis based on equation (2), when we empiri-
cally model the transmission channels from remittances to poverty, we find that
(i) remittances lead to lower poverty; and (ii) this effect is more marked in Latin
America than elsewhere. Overall, the results in Acosta et al. (2006) would sug-
gest that in the LAC region migration and remittances may have reduced poverty
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TABLE 5
The Impact of Remittances on Growth and Changes in Inequality

(1) (2) (3) (4) (5) (6) (7)
Distance Distance Migration Migration Distance Migration
Level Growth Level Growth Level, Growth Level, Growth

Impact of Remittances on Growth
Remittances 0.005** 0.012 0.012 0.008* 0.013* 0.011* 0.009*

(t − 1) (1.75) (3.48) (4.57) (3.45) (3.16) (4.46) (4.64)
Remittances 0.000 0.002 −0.003 0.002 −0.008 0.000 0.003

(t − 1) × LAC (−0.05) (0.43) (−0.66) (0.49) (−1.39) (−0.22) (1.10)
Remittances in 0.005* 0.014* 0.009* 0.010* 0.006** 0.011* 0.012*

LAC 
p-val. 0 0 0.005 0.001 0.07 0 0

Impact of Remittances on Inequality
Remittances 0.007* 0.010* 0.011* 0.008* 0.009* 0.005* 0.008*

(t − 1) (5.43) (5.61) (9.92) (6.59) (6.51) (5.99) (6.10)
Remittances −0.014* −0.012* −0.011* −0.011* −0.012* −0.011* −0.013*

(t − 1) × LAC (−10.80) (−3.03) (−9.41) (−5.61) (−11.01) (−13.49) (−7.73)
Remittances in −0.007 −0.001 0.000 −0.003 −0.003 −0.006 −0.006

LAC
p-val. 0.000 0.600 0.950 0.030 0.140 0.000 0.000

Notes:
The table reports the estimated impact of remittances on growth and on changes in the log gini as in Acosta et al. (2006). Different columns report results for different
instruments.
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headcounts by between 0.35 and 0.4 per cent for each percentage point increase
in the remittances to GDP ratio.

4. MICROECONOMETRIC EVIDENCE ON REMITTANCES AND POVERTY

As shown in the previous section, the impact of remittances on poverty varies
across regions of the world, with the evidence favouring a higher impact in the
case of the LAC region. This section explores whether at least in the case of the
LAC region this cross-country variation could in fact be driven by differences in
the segments of the income distribution from which migrants are drawn. To that
end, we review the results of the few papers that have explored the impact of
remittances on poverty and inequality using microeconomic data taken from
LAC household surveys. In particular, we review studies on Mexico by Stark et
al. (1986), Taylor (1992) and Taylor et al. (2005); on Nicaragua, by Barham and
Boucher (1998); on Guatemala, by Adams (2006); and our own previous research
on ten Latin American and Caribbean countries (Acosta et al., 2006).

a. Methodological Issues

When analysing the impact of remittances on inequality, most studies have
followed the approach pioneered by Stark et al. (1986). The idea is to express the
Gini coefficient for total income as a function of inequality in remittances and
non-remittances income, the share of each income source in total income, and the
extent to which remittances and other sources of income are correlated with total
income. Through this method it is possible to estimate the effects of discrete and
marginal changes in remittances income on overall income inequality. This is the
approach adopted by Taylor (1992), Barham and Boucher (1998), Adams (2006),
Taylor et al. (2005) and Acosta et al. (2006).

One concern with the above methodology is that it implicitly makes the un-
realistic assumption that remittances can be treated as exogenous transfers by
migrants. Indeed, it is reasonable to believe that in many cases migration also
entails potential losses of income, associated with the migrants’ absence from their
families and communities. Moreover, migration and remittances are likely to depend
on and to respond to changes in household conditions. In order to consider these
effects when calculating the impact of remittances on poverty and inequality, one
possibility is to estimate the value that household income would have taken had
migrants stayed in their households. This counterfactual non-remittances income
variable can then be used to calculate poverty and inequality indexes, which can
be compared with those obtained when using the observed income variable.

This is the approach adopted by Adams (2006), Barham and Boucher (1998) and
Acosta et al. (2006). While specific estimation strategies vary across those papers,
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all of them start by predicting per capita income levels for households with

remittances (or migrants, in the case of Barham and Boucher, 1998) on the basis
of a reduced-form specification for the determinants of income among households
not receiving remittances (or not having migrants). The typical estimated model is:

Yi = α + βXi + γHi + µi, (6)

where Yi represents per capita non-remittances income (or expenditure, in the
case of Adams, 2006), Xi is a vector of household characteristics, Hi is a set of
characteristics of the household head, and µi is unobserved heterogeneity in in-
come generation. The estimated coefficients allow predicting the counterfactual
non-migration income for remittances-recipient households.

Studies differ in the choice of control variables, and the treatment of the
unobserved heterogeneity component. While Adams (2006) assumes that µi is an
independent and identically distributed error component and estimates equation
(6) using OLS, Barham and Boucher (1998) and Acosta et al. (2006) attempt
to control for selection into the sample of households that do not receive re-
mittances (or do not experience migration), using Heckman’s (1979) two-step
estimation framework.14

A further methodological difference between the above-mentioned papers is
related to the calculation of non-remittances income in the counterfactual sce-
nario of no migration. Indeed, Adams (2006) uses fitted values from equation (6)
while both Barham and Boucher (1998) and Acosta et al. (2006) add to this
predicted income a random error component drawn from a distribution with the
same mean and variance of the actual estimated error component. The reason for
employing the second procedure is that the alternative of using just fitted values

14 They add to (6) a variable that represents the ‘propensity to not receive remittances’. In parti-
cular, both studies adopt specifications of the following type:

Mi* = α1 + β1Xi + γ1Hi + ωZi + µi (7)

(no-migration or no-remittances selection rule)

log Yi = α2 + β2Xi + γ2Hi + θλi + εi (8)

(earnings equation for no-migrants or non-recipient families).
The variable Mi* represents the selection rule for not receiving remittances and its sign is

observed. Identification of such a model requires exclusion restrictions: variables (Zi) that are
related to the migration and remittances choice but which do not directly affect earnings for
households with non-migrants. The term λi is the selection inverse Mill’s ratio, representing the
‘propensity to not receive remittances’. Controlling for λi now allows the remaining unexplained
component εi to have the usual desirable i.i.d. properties. If λi is a significant predictor of earnings,
it suggests that the selection into the non-migration status is indeed correlated with factors that
affect household earnings, so that OLS estimates of equation (8) would be inconsistent.
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from (6) would artificially lower the variance of the resulting non-remittances
income variable, especially in comparison with observed household income. This
would be especially worrisome considering that in regressions such as (6) only
about 40 per cent of the variance in income is actually explained by observed
factors. By repeating this process 1,000 times, Barham and Boucher (1998) and
Acosta et al. (2006) are able to calculate confidence intervals for the estimated
effects of remittances on poverty and inequality.

b. Empirical Results

Table 6 summarises the results of papers that have performed Gini coefficient
decompositions using Stark et al.’s (1986) approach.15 For each study, the first
two columns present Gini coefficients associated respectively with reported non-
remittances income and total income (including remittances). The third column
shows the Gini correlation of international remittance flows with total income –
high values for this correlation indicate that remittances tend to be concentrated
among high-income households. The last column of the table presents the effects
on total income inequality of marginal increases in remittances income.

The first way to determine whether remittances increase or decrease income
inequality is by comparing the Gini coefficient in the absence of remittances with
the one obtained for total income. While in the majority of cases remittances are
found to decrease inequality, the magnitude of the corresponding impact varies
considerably across studies and countries. For instance, remittance flows reduce
inequality by as much as 13.2 and 9.4 per cent in rural Mexico (Stark et al., 1986;
and Taylor, 1992, respectively), by 8.5 per cent in Bluefields, Nicaragua (Barham
and Boucher, 1998), and by 5.4 per cent in El Salvador (Acosta et al., 2006). In
contrast, much lower effects, generally under two per cent, are obtained for other
countries – e.g. 0.6 per cent in Southeast Mexico (Taylor et al., 2005) and 0.4 per
cent in Bolivia (Acosta et al., 2006).

The high cross-country variation in the effects of remittances on inequality is
partly due to the fact that the degree to which remittances are concentrated in the
lower segments of the income distribution varies considerably across countries.
In Table 6 this is reflected in the large variation in the correlation between
remittances and total income (column 3). Thus, in countries in which remittances
are more likely to go to low-income households – e.g. Mexico and El Salvador –
their inequality-reducing effects tend to be larger. In contrast, in cases where

15 It is worth noting that the studies do differ in some of the income variables on which they focus.
Taylor et al. (2005) and Acosta et al. (2006) present results using per capita income, while Stark
et al. (1986) and Taylor (1992) use total household income, Barham and Boucher (1998) use
both total household income and income per adult equivalent, and Adams’s (2006) results are for
total household expenditure.
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remittances are more highly correlated with total income (i.e. recipient house-
holds are located mainly in the upper deciles of the income distribution) remit-
tances tend to generate relatively small reductions or even enhance inequality.

This is most clear for the effects of marginal increases in remittances income,
for which the disparities found across different studies are even larger, with
elasticities varying from −0.10 to 0.14. Once again, the cases where remittances
are found to have the largest inequality-reducing effects correspond to countries

TABLE 6
Impact of Remittances on Inequality – Reported Non-remittances Income

Study – Country – Year Gini Coefficient Gini Correlation of Change in Gini

Remittances with from a 1 Per Cent

Non-remittances Total Income Total Income Increase in

Income (Including Remit) Remittances

Stark et al. (1986)

Mexico – Village 1 0.430 0.400 0.860 0.140
– 1982
Mexico – Village 2 0.530 0.460 0.360 −0.100
– 1982

Taylor (1992)1

Rural Mexico – 1982 0.530 0.480 0.770 0.030
Rural Mexico – 1988 0.520 0.520 0.790 0.010

Barham and Boucher (1998)

Bluefields (Nicaragua) 0.470 0.430 0.580 − 0.050
– 1991

Adams (2006)

Guatemala – 2000 0.484 0.477 – –

Taylor et al. (2005)2

Mexico – West/ 0.537 0.520 0.500 −0.026
Centre Region
– 2003
Mexico – South/ 0.626 0.630 0.870 0.022
Southeast Region
– 2003

Acosta et al. (2006)

Bolivia – 2002 0.557 0.555 0.728 0.004
Ecuador – 2004 0.505 0.499 0.620 0.007
El Salvador – 2000 0.514 0.486 0.303 −0.026
Guatemala – 2000 0.596 0.586 0.541 −0.004
Haiti – 2001 0.670 0.669 0.937 0.058
Honduras – 2002 0.572 0.559 0.634 0.006
Mexico – 2002 0.491 0.481 0.289 −0.008
Nicaragua – 2001 0.517 0.518 0.773 0.010
Paraguay – 2003 0.520 0.516 0.437 −0.002
Peru – 2002 0.476 0.476 0.865 0.009

Notes:
Only international remittances are considered. Non-remittances income does not include internal remittances.
1 Non-remittances income includes farm income only.
2 Gini coefficients for non-remittances income are presented separately for government transfers, family production, agricultural
wages and non-agricultural wages.
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TABLE 7
Impact of Remittances on Inequality – Imputed Non-remittances Income

Study – Country – Year Gini Coefficient

Non-Remittances Income Total Income

Reported Imputed
(Including Remit.)

Barham and Boucher (1998)
Bluefields (Nicaragua) – 1991 0.470 (0.380; 0.420) 0.430

Adams (2006)
Guatemala – 2000 0.484 0.500 0.477

Acosta et al. (2006)
Bolivia – 2002 0.557 (0.553; 0.561) 0.555
Ecuador – 2004 0.505 (0.500; 0.503) 0.499
El Salvador – 2000 0.514 (0.494; 0.501) 0.486
Guatemala – 2000 0.596 (0.596; 0.615) 0.586
Haiti – 2001 0.670 (0.703; 0.756) 0.669
Honduras – 2002 0.572 (0.564; 0.567) 0.559
Mexico – 2002 0.491 (0.477; 0.478) 0.481
Nicaragua – 2001 0.517 (0.519; 0.539) 0.518
Paraguay – 2003 0.520 (0.514; 0.517) 0.516
Peru – 2002 0.476 (0.476; 0.481) 0.476

Note:
Estimates of Gini for imputed non-remittance income are reported in 95 per cent confidence intervals.

and regions in which remittances are concentrated among poorer households –
e.g. Mexico (except certain regions), El Salvador, Guatemala and Paraguay. In
contrast, in countries where remittances are more likely to be found among
higher income families – such as in Haiti, Peru, Nicaragua and Honduras –
marginal increases in remittances are found to increase income inequality.

It must be noted, however, that these findings are based on the assumption that
remittances operate as exogenous transfers to recipients, which as argued above
may bias the estimation of their effects on poverty and inequality. To account for
this criticism, Table 7 reports results obtained by Barham and Bouchard (1998),
Adams (2006) and Acosta et al. (2006) using the previously described imputation
techniques for calculating non-remittances income of households that report
remittances. All in all, the results suggest that the direction of the bias introduced
by the assumption that remittances do not affect other sources of income varies
across countries. Barham and Bouchard (1998), for instance, find that their previous
‘naïve’ estimates had overestimated the inequality-reducing effect of remittances,
and conclude that at least in Bluefields, Nicaragua, remittances actually lead to an
increase in the Gini coefficient. However, the opposite conclusion is reached by
Adams (2006) for Guatemala, as he finds that remittances have a greater negative
effect on income inequality once the appropriate corrections are made for their
endogeneity.



982 P. ACOSTA, C. CALDERÓN, P. FAJNZYLBER AND H. LÓPEZ

© 2006 The Authors
Journal compilation © Blackwell Publishing Ltd. 2006

The results of Acosta et al. (2006) tend to be consistent with Adams’s (2006)
in the cases of Honduras, Nicaragua, Peru and Guatemala, but they are in the
same direction of Barham and Bouchard’s (1998) for the remaining countries.
Overall, regardless of the direction of the bias corrections, the magnitude of the
estimated inequality-reducing effects of remittances is found to be relatively
small. Moreover, differently from what had been suggested when using the
approach pioneered by Stark et al. (1986), those effects are found to be unrelated
with whether remittances are concentrated among the relatively poor or the better
off. Rather, it appears that comparatively larger reductions in the Gini coefficient
are obtained for countries where remittances represent a higher share of income,
regardless of their distribution – e.g. in Haiti, El Salvador, Honduras, Nicaragua
and Guatemala.

As for the estimated effects on poverty, Table 8 summarises results from studies
that have looked at the impact of workers’ remittances on the three most com-
monly used poverty indicators: the poverty headcount ratio, the poverty gap and
the squared poverty gap. For the former, Acosta et al. (2006) find that the average
estimated impact of remittances on poverty headcounts is such that a one percent-
age point increase in the remittances to GDP ratio reduces moderate and extreme
poverty by respectively 0.37 and 0.40 per cent, which is fully in line with our
preferred cross-country results. Lopez Cordova (2005) and Taylor et al. (2005) also
find that remittances significantly reduce poverty among Mexican households.

Adams (2006) and Acosta et al. (2006), however, show that the failure to
correct for the reduction in income associated with the absence of migrants from
their households may lead to overestimating the poverty-reducing effect of remit-
tances. In particular, Adams (2006) finds that once that correction is made in the
case of Guatemala, remittances continue to reduce poverty gaps but they are
found to actually increase poverty headcounts. Acosta et al. (2006), on the other
hand, find that the effects on both poverty headcounts and gaps are considerably
reduced when the appropriate corrections are made to account for the endogeneity
of remittances. Thus, their preferred estimates indicate that remittances reduce
poverty headcounts in only six out of the ten countries for which they have data
– the exceptions being Mexico, Nicaragua, Paraguay and Peru – and they reduce
poverty gaps in only three cases – Ecuador, Guatemala and Haiti. Interestingly,
the countries for which we find the largest poverty-reducing effects are not those
where remittances are to a larger extent concentrated in lower income groups, but
rather they tend to be those where remittances are highest with respect to GDP.

5. CONCLUDING REMARKS

This paper has shown that, despite observed differences in the share of
remittances in total income estimated from Balance of Payments statistics and
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TABLE 8
Impact of Remittances on Poverty – Microeconomic Studies

Study – Country – Year Per Cent Change After Remittances
– Poverty Line

Poverty Headcount Poverty Gap Squared Poverty Gap

Actual NRI Imputed NRI Actual NRI Imputed NRI Actual NRI Imputed NRI

Adams (2006)
Guatemala

World Bank −2.31 1.06 −5.82 −5.93 −13.59 −19.80

Lopez-Cordova (2005)1

Mexico – 2000
Less than one minimum wage −5.81 – – – – –
Less than two minimum wages −3.86 – – – – –

Taylor et al. (2005)2

Rural Mexico – 2003
National Statistical Office −0.77 – −0.53 – −0.53 –

Acosta et al. (2006)3

Bolivia – 2002
Less than US$1 (PPP) a day −3.46 (−2.31; −0.44) −0.83 (−0.37; 0.75) −1.48 (−0.27; 1.08)
Less than US$2 (PPP) a day −1.66 (−1.72; −0.43) −1.12 (−0.39; 0.39) −1.88 (−0.56; 0.57)

Ecuador – 2004
Less than US$1 (PPP) a day −10.64 (−4.63; −3.42) −9.31 (−1.21; −0.49) −18.42 (−2.89; −1.67)
Less than US$2 (PPP) a day −5.90 (−3.81; −2.91) −4.17 (−0.91; −0.23) −8.55 (−1.52; −0.77)

El Salvador – 2000
Less than US$1 (PPP) a day −36.45 (−8.06; −4.67) −16.56 (1.36; 3.94) −36.44 (2.59; 5.73)
Less than US$2 (PPP) a day −21.63 (−8.39; −6.14) −15.64 (−0.07; 0.67) −26.74 (0.74; 3.04)

Guatemala – 2000
Less than US$1 (PPP) a day −11.61 (−9.83; −7.53) −6.24 (−4.05; −2.43) −11.60 (−6.98; −4.76)
Less than US$2 (PPP) a day −6.30 (−6.29; −4.79) −4.41 (−2.91; −1.84) −8.19 (−5.39; −3.66)
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TABLE 8 Continued

Study – Country – Year Per Cent Change After Remittances
– Poverty Line

Poverty Headcount Poverty Gap Squared Poverty Gap

Actual NRI Imputed NRI Actual NRI Imputed NRI Actual NRI Imputed NRI

Haiti – 2001
Less than US$1 (PPP) a day −11.30 (−8.11; −6.16) −5.29 (−3.39; −1.96) −9.24 (−5.28; −3.36)
Less than US$2 (PPP) a day −6.46 (−4.77; −3.22) −4.99 (−3.46; −2.48) −8.02 (−5.31; −3.72)

Honduras – 2002
Less than US$1 (PPP) a day −13.52 (−3.95; −2.73) −10.64 (0.24; 1.23) −21.55 (0.44; 1.79)
Less than US$2 (PPP) a day −8.75 (−4.73; −3.83) −4.97 (0.20; 1.03) −9.86 (0.33; 1.33)

Mexico – 2002
Less than US$1 (PPP) a day −39.92 (0.64; 4.84) −45.68 (−0.84; 2.17) −72.54 (−1.19; 2.47)
Less than US$2 (PPP) a day −15.53 (−0.28; 1.72) −19.08 (−0.30; 1.54) −36.48 (−0.11; 2.55)

Nicaragua – 2001
Less than US$1 (PPP) a day −5.74 (−3.14; 3.10) −3.88 (−0.91; 3.31) −8.58 (−0.19; 5.03)
Less than US$2 (PPP) a day −3.31 (−3.40; 0.56) −1.31 (−0.70; 1.92) −3.47 (−0.40; 3.31)

Paraguay – 2003
Less than US$1 (PPP) a day −11.43 (−1.43; 0.97) −9.11 (−1.57; 0.27) −18.74 (−1.98; 0.51)
Less than US$2 (PPP) a day −5.28 (−1.21; 0.51) −4.59 (−0.71; 0.48) −9.07 (−0.82; 0.83)

Peru – 2002
Less than US$1 (PPP) a day −0.19 (−0.17; −0.02) −0.23 (0.00; 0.12) −0.59 (0.00; 0.15)
Less than US$2 (PPP) a day −0.67 (−2.20; 0.04) 0.08 (−0.08; 0.16) 0.16 (−0.07; 0.23)

Notes:
Only international remittances are considered. Non-remittances income does not include internal remittances.
1 Coefficients of remittance receipts on poverty measures’ regressions.
2 Per cent change resulting from a 10 per cent increase in remittance flows.
3 Ninety-five per cent confidence intervals resulting from different calculation of imputed non-remittances income.
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Household Surveys, both series exhibit a relatively high correlation. Moreover,
while estimates of the impact of remittances on poverty and inequality are quite
sensitive to the empirical strategies employed by researchers, our preferred
cross-country and micro-based methodologies tend to converge towards the
same overall conclusion, namely that at least in LAC remittances do not have
a significant inequality-reducing effect, but they do appear to reduce poverty
headcounts significantly. The magnitude of the later effects are such that for
each percentage point increase in the share of remittances to GDP, the fraction
of the population leaving in poverty is reduced by about 0.4 per cent.

APPENDIX
Remittances’ Balance of Payments Data Coverage by Country

(Latin America and the Caribbean)

Country Data Coverage

Antigua and Barbuda 1977–2002
Argentina 1976–2003
Barbados 1970–2003
Belize 1984–2002
Bolivia 1976–2003
Brazil 1975–2003
Chile 1983–1990; 2000–2003
Colombia 1970–2003
Costa Rica 1977–2003
Dominica 1976–2002
Dominican Republic 1970–2003
Ecuador 1976; 1990–2003
El Salvador 1977–2003
Grenada 1977–2002
Guatemala 1977–2003
Guyana 1982–1984; 1992–2003
Haiti 1971–2003
Honduras 1974–2003
Jamaica 1976–2003
Mexico 1979–2003
Nicaragua 1977–1979; 1992–2003
Panama 1980–1983; 1985–2003
Paraguay 1975–2003
Peru: 1990 1990–2003
Saint Kitts and Nevis 1980–2002
Saint Lucia 1976–2002
Saint Vincent and the Grenadines 1978–2002
Suriname 1977–1994; 1997; 1999; 2001–2003
Trinidad and Tobago 1975–2002
Uruguay 1979; 2002–2003
Venezuela 1997–2003
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