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THE IMPACT OF REMITTANCE FLOWS ON THE LABOUR MARKET OF
ROMANIA AND THE EU COUNTRIES
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ABSTRACT: Remittance flows have become a very important external source of financial flows for
numerous countries, with visible effects on the economic growth and the increased financial stability
of these countries. The labour force of Romania can be described as significantly diminishing, as a
consequence of the workers’ migration abroad and due to the increasing demographic aging of the
population. The lack of well-trained labour resources leads to the decreased competitiveness
throughout the European Union. The purpose of this paper is to analyse the effects of migration
through remittance flows on the labour market, by using the data base of the World Bank and of the
European Commission, for the period 2000-2013.
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1. Introduction

According to Eurostat, workers’ remittances are defined as the transfers made by overseas
resident workers to their relatives in their country of origin.

The relationship between remittances and economic growth has been and still is a topical
subject among researchers in economics (Fayissa, F., Nsiah, C., 2010). The influence of migration
and migration flows both on the sending as well as on the receiving country has already been
acknowledged (Feraru, D. P., 2011). The research conducted on the effects of migration and
remittances on the rural areas of Moldova has revealed that important remittance flows are directed
towards younger and more skilled individuals, thus presuming that they should have a positive
influence on an individual’s ability to become employed (Walewski, M. et. al., 2008).

Money transfers to households are considered to encourage consumption, thus leading to at
least a temporary alleviation of poverty (Roman, M., et. al., 2012). If these money transfers are being
made with a certain frequency and in sufficient quantities to meet the consumption needs of the
recipients, the effects could be negative on the labour market, as individuals no longer actively seek
employment (Cox-Edwards, A., Rodriguez-Oreggia, E., 2006).

The objective of this paper is to identify the impact of remittances on the labour market, by
analysing the relationship between the employment rate and the volume of remittance flows. In this
respect, the first part of the paper focuses on presenting Romania’s position among other EU countries
in terms of the two variables under analysis.

2. The main recipient countries of remittances
The main European Union destination that Romanian immigrants prefer are Italy, Spain and
Great Britain. Leaving for work abroad towards a certain destination is highly influenced by regional
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and historical factors. Thus, workers from Walachia particularly leave for Spain (38%), while those
from Moldavia will mostly prefer Italy (28%). Those who intend to leave for Great Britain are mostly
from the north-east of the country. The three above mentioned destinations are preferred by
individuals aged between 23 and 40 years, but Great Britain in particular attracts a younger segment
of the population (44% of the Romanians arriving in the UK are aged between 23 and 30 years), while
Italy is significantly preferred by people aged above 50 years.

Romania has long been one of the countries where the sheer volume of remittance flows
amounts to rather high values, also being an important and increasing part of the growth of financial
flows.

If we were to make an international level comparison in terms of the total remittance flows,
in 2007, Romania was just below India, China, Mexico, Philippines, France, Germany, Poland,
Spain and Nigeria — thus ranking among the top 10 remittance recipient countries. This consistent
rise of remittances in Romania during years of constant economic growth seems to provide an
additional reason why the Romanians’ standard of living hasn’t risen at the same time as economic
growth; if it had, remittance shouldn’t have risen as well during that same period.

Relative to the current account, remittances accounted for up to 90% for Romania (in 2002)
or over 60% (in 2003 and 2005), thus justifying the logic according to which they are an important
source for reducing external deficit (Voinea, 1., 2009).

In 2013, Romania ranked 8" among EU countries in terms of the value of remittances, the
first three positions going to France, Germany and Belgium. The lowest values have been recorded

in countries like Cyprus or Malta.
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Fig.no.1 Migrant remittance inflows to EU countries in 2013 (mill. $)
Source: developed based on the data available on http://data.worldbank.org/

Due to the financial crisis that has shaken the world in the past few years, Europe has
undergone a dramatic decline in employment. Relative to the Gross Domestic Product, Europe is
doing worse than the United States in terms of employment, while the European experience is highly
unequal in each country. If Germany seems relatively unharmed, the countries on the outskirts of the
EU are facing total disaster: in Italy, the unemployment rate among the young population amounts to
28%, in Ireland up to 30%, while in Spain, the worst case of all, the unemployment rate has reached
43%. A great advantage for Europe would be that European states have stronger safety nets that in
other parts of the world, and, thus, the consequences of unemployment are less serious. The universal
nature of medical care prevents the loss of employment in EU countries from leading to the loss of
health insurance (Krugman, P, 2012).
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The economic decline in Europe has had a differentiated impact on the component regions,
since those EU countries that had the largest speculative bubbles before the crisis are confronted with
the most serious economic decline and a high rate of unemployment.

As far as the employment rate is concerned, note that in 2013, Romania had one of the lowest
values of this rate (63,9%), as opposed to other EU countries. Countries such as Spain and Italy, with
a high volume of remittances, have a rather low employment rate.
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Fig. no. 2 Employment rate in EU countries in 2013 (%)
Source: developed based on the data available on http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home/

A comparative analysis based on the data concerning the employment rate and the volume of
remittances in EU countries in 2013, reveals the fact that Sweden has the highest employment rate
but has a very low volume of remittances.

The extended weakening of the economy, caused by the financial crisis, affects a country’s
long term development potential. The prolonged economic decline affects the world through multiple
channels, the most visible being the long term corrosive effect of unemployment: if people who have
been out of employment for a long time start to seem insignificant, this leads to a long term decline
of the active labour force and of the production capacity of the economy.

3. Analysis of the relationship between the volume of remittances and the employment
rate in Romania during 2000-2013

The value of remittance inlfows in Romania in the period between 2000-2013 has had an
ascending value until 2008, subsequently dropping to approximately to a half, according to the data
available on the World Bank website. Going back to the year 2007, the amount of remittances
relevant to the GDP in the top 10 states, except for Nigeria, was lower than the 5,1% weight
recorded in Romania. Many other states have a higher value, relevant to the GDP, with Tadjikistan
(45%) and Tonga (39%) among the top ranking, and Moldova (34%), Bosnia and Herzegovina
(18%), Serbia and Albania (14%) in Europe. However, in the European Union, Romania ranks
second, after Bulgaria (5,6%). A higher weight of the remittances relevant to the GDP shows a
dependency on this type of capital flows and a relative setback in the local economy. In 2013, the
value of remittance inflows to Romania amounted to $ 862 million, according to the data presented
in Table 1.

As the volume of remittance inflows increased, their weight in the current account was
declining; thus, the growth rate of remittances was slower than the augmentation of the trade
imbalance, that it covered to an increasingly lower extent. Therefore, it is rather appropriate to
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wonder what is the destination of remittances and how beneficial such a highlevel of remittances
actually is.

Years Migrant remittance inflows Employment rate
(US$ million) (%)

2000 96 69,1

2001 116 68,3

2002 143 63,3

2003 124 63,7

2004 132 63,5

2005 4708 63,6

2006 6673 64,8

2007 8461 64,4

2008 9285 64,4

2009 4881 63,5

2010 3879 63,3

2011 3889 62,8

2012 3674 63,8

2013 3862 63,9

Table no. 1 The evolution of remittance inflows to Romania and the employment rate of the population during 2000-
2013

Source: http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home/
http://data.worldbank.org/

The employment rate of the population in Romania has declined from 69,1% in 2000, to
63,9% in 2013. In order to identify a connection between the volume of remittance inflows and the
employment rate of the population, we have used the Pearson correlation coefficient. The obtained
results were summarised in Table no. 2.

Migrant Employment rate
remittance inflows

Migrant remittance inflows  Pearson Correlation 1 -0,292

Sig. (2-tailed) 0,311

N 14 14
Employment rate Pearson Correlation -0,292 1

Sig. (2-tailed) 0,311

N 14 14

Table no. 2 The Pearson correlation coefficient
Source: calculations based on the data from Table no. 1, by means of the SPSS 17 programme

The value arrived at for the Pearson correlation coefficient shows the presence of an indirect
and insignificant relationship between the employment rate and migrant remittance inflows to
Romania. The lack of well paid jobs and the difficulties related to ensuring a decent standard of living
urges a segment of the population to migrate to EU countries where they can find adequate conditions
for personal and professional development. Their remittances to their families leads to increased
consumption and investments, but have, in certain cases, some negative effects, as they do not
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encourage employment. We can ascertain that a low rate of employment leads to increased migration,
thus engaging a large volume of migrant remittances. At the same time, the high volume of
remittances has certain negative effects on the domestic labour market, as the population refuses to
accept insufficiently paid jobs.

Among the advantages of remittances, we can mention: they reduce currency restrictions in
the economy, are autonomous, are a potential source of savings and investments, increase the standard
of living of the recipients, augment the national revenue, improve the distribution of income (if the
migration is stronger among the poorer and less skilled population), create a social safety net that
reduces the unemployment and inequality related tensions. And, from the standpoint of the balance
of payments, remittances enable the financing of imports and the reduction of the current account
deficit.

There are opinions according to which remittances do not influence the level of economic
development since they are mainly used for consumption. For instance, the World Bank calculated
that 20% of the household consumption in Albania of Moldova is accounted for from remittances,
while UNCTAD estimated that remittances account for over 30% of household consumption. In
practice, there is a strong correlation between remittances and trade deficit, which is explained by
the very fact that remittances are used for financing consumption and the consumer goods mainly
come from imports; households that receive remittances particularly spend more than 60% more
on clothing and footwear that households with no such sources of income.

Another reason for the strong correlation between remittances and the trade deficit is that,
since they are capital inflows, remittances increase the value of the national currency and thus
imports become cheaper and exports become more expensive.

Even though they apparently finance the trade deficit and help reduce the current account
deficit, the reality is that most remittances that are used for consumption create a trade deficit and
deepen the current account deficit. They do not engage the economy, since they enter the country
on the one hand and exit the country on the other hand through the payment of imports, and a part
of remittances that does goes to investments is actually spent on counterproductive or personal
investments, particularly in the real estate industry. Mintchev and Boshnakov (2006), have
conducted a study on Bulgaria and have found that remittances are spent on consumer goods,
personal car purchases and real estate purchases.

In aresearch analysis published under the aegis of the IMF (Chami et al., 2008) the influence
of remittances on economic growth is denied, due to the very fact that they are not directed towards
investments: “Remittances are not necessarily associated with an increase in domestic investments
or with a more efficient allocation of domestic investments. The remittance beneficiaries replace
their employment related revenues with these transfers and, since labour and capital are
complementary factors of production, this has a negative effect on the capital accumulation rate.
Analyses show that remittances do not have a statistically significant effect on economic growth.”
Grigorian and Melkonyan (2008) confirm, with data for Armenia, that the remittance beneficiaries
choose to work less.

Moreover, the remittance beneficiaries choose to maintain a subsistence mentality. In
theory, several studies start from the principle that an increase in remittances enables the alleviation
of public expenses for social assistance, since remittances improve the standard of living of the
recipients and they no longer require the same level of government assistance (Orozco, M., Gay
Ellis, C., 2013). This theory hasn’t been proved in Romania yet, since social security expenses
have quickly increased as remittances have boomed.

Another unfortunate consequence of remittances is the reduction of incentives for structural
reforms, due to the safety net they provide for recipients. Additionally, remittances increase the
government’s proneness to borrow, which is not always a good thing. Thus, the government fends
social pressures and postpones structural reforms until the emergence of an economic crisis renders
such pressures and reforms imminent.
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One should not overlook either the medium and long term negative effect on the GDP, as
the brain drain (migration of the highly qualified work force) prevents the contribution of this
category to the augmentation of the gross added value to the economy.

Remittances not only create external deficit in their turn, but the remittance capital inflows
are much less predictable and much more volatile than was anticipated. Remittances practically
stalled in 2008 in Romania, as compared to 2007, and, in 2009 they have dropped to one third
(during the first seven months of the year). The unfavourable external circumstances have affected
the migrants’ ability to save and to send money back home. Under such circumstances, we identify
the similarity between remittances and speculative capital: both are external savings financing
domestic demand and causing the current account deficit to augment. Remittances are
unpredictable, as they depend on exogenous factors that are often rather difficult to control.

4. Conclusions

Migrant remittances consist of labour related revenues that are part of the net factor income,
and of current transfers that are part of the net cash transfers. The net factor income and the net
cash transfers are part of the current account. Migrant remittances enable the reduction of the
current account deficit but do not “finance” it.

Even though Romania has long been one of the countries where the amount of remittances
reaches rather high values, the employment rate of the population is one of the lowest as compared
to other countries of the European Union.

The analysis of the volume of remittances inflows in Romania for the period 2000-2013 has
revealed an important increase until 2008, and a subsequent reduction to almost one half of such
inflows, according to the data available on the World Bank website. During the same period, the
employment rate of the population in Romania has declined from 69,1% in 2000, to 63,9% in 2013.
In order to identify a connection between the volume of remittances and the employment rate of the
population, we have used the Pearson correlation coefficient. The findings have revealed a reversed
connection that is statistically irrelevant, between the employment rate and the migrant remittance
inflows in Romania. One possible cause that has been identified is the lack of sufficiently paid jobs
and the difficulties related to ensuring a decent standard of living, thus leading to the migration of the
workforce to more developed countries of the European Union. The remittance inflows to their
families leads to increased consumption and investments, but may sometimes also have a negative
influence since they lead to a lack of employment on the domestic labour market.

Based on the results obtained after using the Pearson correlation coefficient, we can conclude
that there is a certain negative correlation between the employment rate and the volume of remittance
inflows in Romania. In other words, a low employment rate leads to an increased migration rate, thus
triggering a high level of remittance inflows. At the same time, the high remittance inflows have
certain negative effects on the domestic labour market as the population refuses employment in
insufficiently paid jobs.

The economic depression in Europe has led to fiscal crises of unforeseen proportions. The
reaction to these fiscal crises has boosted unemployment to alarming rates throughout Europe.

The strange mixture of unity and lack thereof that is currently identified in Europe — as most
countries adopt common currencies without having created the type of political and economic union
that such a currency unit requires, thus leading to prolonged frailness and crises — greatly endanger
the fate of people without employment.

In terms of demographics, the consequences of migration are rather significant. The
migrants’ tendency to reside permanently in their destination countries is well known and this
creates considerable losses in demographics. This loss subsequently results in a decline of economic
growth and, in certain situations, can even lead to a decline in economic activities.
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