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DO REMITTANCES REDUCE POVERTY IN KOSOVO?
- A COUNTERFACTUAL ANALYSIS
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Abstract

Migration and remittances are argued to be an effective mechanism for mitigating poverty, as well as a cop-
ing mechanism for disadvantaged households with no or little employment and earning opportunities in
Kosovo. A considerable part is reported to be directed towards consumption and very little for investment or
enterpreneurship purposes. The high dependence of households on remittances suggests that poverty rates
would be much higher without the safety net provided through migration and remittances. The conventional
approach of empirically estimating determinants of remittances, including those focusing on Kosovo, treats
both remittance and migration behaviour as independent decisions. Empirically estimating determinants of
remittances while overlooking the importance of variables that influenced the decision to migrate will leave
out these determinants and also bias the results. Hence, this study treats migration and remittance decision
as a joint process and focuses on the household. More precisely, it analyses the impact that remittances and
migration have on the poverty in Kosovo, in a hypothetical case, without remittances and migration using
data from the Household Budget Survey 2011.

Due to the potential presence of selection bias, this study uses a two-stage Heckman-type selection procedure
which suggests that there is no selection bias. The study develops counterfactual consumption estimates for
remittance recipient households through the use of survey bootstrap procedure to predict the consumption
of households in the case of no remittances. The results support the hypothesis that remittances increase
the consumption of recipient households. The poverty rate would be higher for a considerable proportion
of households in the case of no remittances. The poverty rates would increase particularly in rural areas. The
novelty of this study lies on the methodological approach chosen to investigate the impact of remittances on
poverty in Kosovo. In contrast to previous analysis,
this study controls for potential selection bias and
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1. INTRODUCTION

During the last decade, Kosovo’s economic growth
has been solid, growing at double-digit rates during
the early years of the post-conflict period and an aver-
age of 3.4 percent since 2008. The growth was mainly
attributed to donor-funded reconstruction efforts and
international transfers (WB 2010). In 2017, 18 percent
of population is reported to live below the national
poverty line and 5.1 percent as extremely poor (KAS,
2018). Although the poverty rates have decreased
since 2011 (29.7% reported to be poor), Kosovo re-
mains one of the poorest countries in Europe and the
South-East Europe (SEE) region. Moreover, disparities
in poverty rates are evident amongst regions. The im-
pact of economic performance on the standard of liv-
ing is considered to have been small as households
are reported to spend the majority of their budget on
food (38 percent) and shelter (31 percent) (WB and
KAS 2011). At the same time, Kosovo has recorded
persistently high unemployment rates of above 40
percent during the last decade and 29.6 percent of
working age individuals (15-64) are reported to be un-
employed in 2018 (KAS 2019). In this context, migra-
tion and remittances have been an effective mecha-
nism for mitigating poverty in Kosovo, as well as a
coping mechanism for disadvantaged households
with no or little employment and earning opportuni-
ties. The high dependence of households on remit-
tances suggests that poverty rates would be much
higher without the safety net provided through mi-
gration and remittances (Loxha 2015).

Remittances are known for the potential important
role they can play in terms of supporting the develop-
ment efforts of recipient countries; however, their ef-
fect on development, to a large extent, depends on
the sending country’s context, migration selectivity
and the recipient’s use of such income (de Hass 2009).
In countries with high poverty—as is the case for
Kosovo—remittances have proven to alleviate poverty
amongst recipient households (UNDP 2012). However,
migrants may not come from the lowest quintiles of
the income distribution; therefore, remittances may
not flow towards the poorest. In such cases, it is not
expected that remittances would have a large effect
on poverty (Acosta et al 2007). Moreover, they can
increase inequality amongst households in different
regions, as migration may be only affordable to the
better-off households (UNDP 2012; Acosta et al 2007).
Remittances can contribute to higher investment in
human and physical capital, and thus may also have
a positive impact on sustainable human development
as they improve the earning prospect of the new
generation (Loxha 2015). However, remittances may
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create dependency and subsequently increase reser-
vation wages hence negatively affecting the labour
supply of recipients (UNDP 2012).

Considering the potential offsetting effects linked
with an increased flow in remittances, it may be quite
challenging to determine not only the magnitude of
the potential development impact of remittances but
also even the direction of such impact (Loxha 2015).
Therefore, empirical evidence is necessary to deter-
mine the signs and magnitude of the different eco-
nomic effects of the flow of remittances. The existing
empirical evidence on the various development im-
pacts of remittances is, however, still somewhat lim-
ited for Kosovo (Ibid). Owing to the high dependence
of Kosovo on remittances, it is of considerable impor-
tance for there to be a policy analysis studying the
welfare implications of these flows. The contribution
of this study is two-fold:

- First, it investigates the effect of remittances on

poverty by adopting a counterfactual approach.
This addresses a common limitation of the most
empirical studies in the migration and remit-
tances literature that treat both migration and
remittances separately.

- Second, it investigates whether the expecta-
tions on poverty reducing effect and survival
nature of remittances for the households in
Kosovo holds true. Different from other exist-
ing studies on Kosovo, this study accounts for
the counterfactual per consumption that the
household would have had if the migrant had
stayed at home.

The approach for the construction of counterfac-
tual scenario is to estimate equations that predict per
adult consumption levels of households that do not
receive remittances and apply the estimated coeffi-
cients to the households that do receive remittances.
This estimation enables comparison between the
observed and predicted poverty rates in Kosovo and
also across regions. The rest of the study is organised
as follows: Section 2 reviews the theoretical and em-
pirical work on relationship between migration, remit-
tances and poverty. Section 3 provides a background
on migration and remittances on Kosovo. Section 4
presents the data used in the study, as well as some
useful descriptive statistics of the variables to be used
in the empirical estimation. An explanation of the em-
pirical methodology and the stages of implementa-
tion and respective requirements, adjustments and
assumption are discussed in Section 5; the results of
the regression estimation are presented in Section 6
and finally Section 7 concludes.
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2. THEORETICAL AND EMPIRICAL REVIEW

Theory has discussed several motives to remit and
thus the impact of migration on poverty depends
upon such motives (Loxha 2016). According to altru-
istic model, the amount remitted is affected by the in-
come and size of the household whereby, the amount
remitted should increase in cases when the household
income decreases — due to adverse economic shocks
- and decrease otherwise. An increase in migrants’in-
come on the other hand is expected to increase remit-
tances (Nilsson 2005; Hagen-Zanker and Siegel 2008).
The remittances sent for altruism are more likely to
influence poverty directly, as they help households
smooth their consumption patterns and reduce the
household expenditure burden.

The self-interest motives to remit are driven by the
aspiration to inherit and/or future possibility of re-
turning home (Nilsson 2005). Therefore, remittances
sent for self-interest purposes increase with an in-
crease in household income or possibility to return
(Hagen- Zanker and Siegel 2008) as a result, such re-
mittances are not expected to decrease poverty given
they are more likely to be directed towards wealthier
households. In addition, the motives to remit may be
a mix of both altruism and self-interest known as the
‘tempered altruism’ (Nilsson 2005). According to this
theory the motives for remitting are seen as an agree-
ment between the migrant and the household aiming
to be beneficial for both parties as explained earlier
within the family framework of decision making and
NELM (Lucas and Stark 1985). Remittances sent under
this agreement are expected to decrease household
poverty as it is expected to help them smooth con-
sumption and also invest in projects with higher risk
thus improve household utility if altruism motives re-
mitting. If self-interest motive prevails then remittanc-
es are expected to flow towards wealthier households
hence are not expected to affect poverty.

During the last decades, the number of empirical
studies on the motivations to migrate and remit has
considerably increased (Loxha 2016). However, a num-
ber of studies share a set of limitations. The limitations
of the studies are two-fold:

First, the conventional empirical modelling strate-
gies in migration and remittances literature generally
treat migration and remittances as independent deci-
sions (Loxha 2016; Shehaj, 2012). Moreover, according
to Shehaj (2012), most studies focus in testing spe-
cific theoretical models of migration or remittances
(Adams 1991, 2006, 2004; Sorensen 2004; Zhu and Luo
2007; Brown and Jimenez 2007). Findings of research
suggest that none of the theories of migration alone
can explain all the dynamics of migration and receipt
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of remittances (Ibid). A number of studies concerned
with determinants of remittances use data from sur-
veys with migrants thus, in their estimations they only
include individual migrants (Niimi et al. 2008; Roman
2013; Goschin and Roman 2012; Emanuel et al. 2012;
Germenji et al. 2001; Amuedo-Dorantes and Pozo
2006). Some other studies that analyse decision to
remit, use household living standard measurement
surveys but base the analysis on a sample of migrant
households only (Agrawal and Horowitz 2002; Garip
2006; Gubert 2002).

There is no conclusive evidence on which of the
motives to remit prevails (Loxha 2016). Empirical stud-
ies find support for all the three motives: altruism
(Agrawal and Horowitz 2002; Vanwey 2004; Osili 2007;
Bouoiyour and Miftah 2014), self interest (Hagen-
Zanker and Siegel 2008; De Brauw et al. 2013; De la
Briere et al. 2002), and tempered altruism (Lucas and
Stark 1985; De Brauw et al. 2013; Amuedo-Dorantes
and Pozo 2006; Bouoiyour and Miftah 2014; Batista
and Umblijs 2014; De la Briere et al. 2002).

Garip (2006) argues that theoretical considerations
and empirical findings suggest that migration and re-
mittances could be interrelated. However, treatment
of these two phenomena as interrelated is almost
non-existent in the literature. The abovementioned
study investigates interrelation of migration with re-
mittances and findings support the need for jointly
modelling migration and remittance behaviour, while
taking into account potential endogeneity and sam-
ple selection biases. Shehaj (2012) on the other hand,
argues that it is more appropriate to analyze the two
phenomena as one decision as it would yield to more
accurate determinants of remittances. Focusing only
on the determinants of remittances thus omitting the
importance of factors that affected the migration de-
cision may bias the results in addition to leaving out
important factors. Moreover, the study argues that
linking both decisions can be argued to be more ap-
propriate empirically for two main reasons: First, it
makes it possible to control for potential endogene-
ity of the two decisions, considering the decision to
remit as an important determinant of migration itself.
According to Hagen-Zanker and Siegel (2007) most
of the migrants in Albania migrate in order to remit.
Second, it also allows modelling migration as a selec-
tion mechanism for remittances thus correcting for
the selection-bias of the estimates.

Most of the evidence from existing studies with
household data suggest that international migra-
tion and remittances have a significant effect on the
poverty headcount, depth, and severity, but also dis-
proportionately improve the income of the poorest
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poor (Adams 1991, 2004; Adams and Cuecuecha 2010;
Sorensen 2004; Zhu and Luo 2007; Acosta et al. 2008;
Gubert et al. 2010; Beyene 2011; Brown and Jimenez
2007; Shehaj 2012).

Research on the effect of remittances on poverty in
Kosovo is rather scarce and most of the studies share
the aforementioned limitations. Havolli (2009) analyze
the determinants of remittances in Kosovo using mi-
gration survey gathered by Riinvest in 2006. Findings
of this study suggest, amongst others, that the mo-
tive to invest and the various perceptions surround-
ing the business environment significantly determe
remittances. Shaorshadze and Miyata (2010) analyze
the effects of remittances and migration on consump-
tion, poverty and inequality amongst households in
Kosovo. Amongst others, the study finds that private
transfers have significant effects in terms of improv-
ing welfare in Kosovo, and were allocated predomi-
nantly towards individuals with a truly low welfare
level. Mollers and Meyer (2014) investigate the impact
of migration on rural poverty and inequality in Kosovo
based on a comparison with counterfactual migrant
household incomes derived from Propensity Score
Matching. The study finds that remittances have no
impact on the extremely poor, but lift around 40% of
migrant households above the vulnerability threshold.

3. MIGRATION AND REMITTANCES IN KOSOVO:
A BACKGROUND ANALYSIS

Migration and remittances have been of consider-
able importance to the economy of Kosovo since the
late 1960s. The literature on the Kosovar migration cul-
ture/history highlights four specific phases (Riinvest
2007):

a) Migration of Kosovar seasonal workers, un-
skilled, poorly educated/trained and from rural
areas, mainly towards Germany and Switzerland
based on special contracts on a temporary basis,
characterized the first phase of migration;

b) Migration of better educated and skilled young
men, from both urban and rural areas during
1989-1997 characterised the second phase of
migraiton. One of the main motive was to es-
cape the Yugoslav army services, specifically
during the 1992-1995 Balkan wars, whilst the
lay-off from jobs of many Kosovar citizens, re-
sulting from the abolition of the autonomous
status of Kosova in 1989, was recognised as an-
other driver to migration;

¢) The third phase of migration was the forced
migration as a result of the massive population
displacement with the 1998/99 war in Kosovo,
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during which time individuals mainly migrated
to the neighbouring countries, such as Albania,
Macedonia and Montenegro;

d) Finally, migration after 1999 characterises the
current phase of migration.

During the post-conflict period, immigration poli-
cies towards Kosovars were more restrictive given the
political stability recognised within Kosovo; therefore,
migration during this period was mainly characterised
by: a) asylum-seeking/illegal migration driven mainly
by the motives of finding better economic and em-
ployment opportunities given the post-conflict socio-
economic situation in Kosovo; b) migration for family
reunification purposes; and c) the legal migration of
highly skilled and highly educated individuals for tem-
porary study or work arrangements.

It is recognised widely that the Kosovo economy
relies heavily on remittance flows from migrants, on
average with more than 22 percent of households
reporting reliance on remittances (UNDP 2014; KAS
2013). The report particularly notes that remittances
are considered to represent the second largest source
of income for remittance-receiving households, high-
lighting the crucial role they have had in helping a
significant number of households to meet their basic
consumption needs. The Diaspora is of key impor-
tance for stimulating growth and reducing macroeco-
nomic imbalances in Kosovo. Kosovo ranked in top-10
percent of countries with high share of migrant re-
mittances as a share of GDP, with remittances in 2011
accounting for 18 percent of GDP; whereas in 2017 is
reported to account for 15.3 percent (WB 2012, 2019).
Remittances have been one of the most important
components of the balance of payments of Kosovo,
and by December 2018 amounted to 800.5 million
Euro (Table 1), marking an annual increase of 5.4 per-
cent (CBK 2019).

Remittance use is largely geared towards basic
consumption amongst recipients, with more than
90 percent spent on basic items, such as food, cloth-
ing, housing, durable goods, health and education
(UNDP 2012). According to CBK (2013), remittances
are acknowledged as one of the most important
components in the financing of consumption in the
country; however, government authorities report only
limited direct investments by Diaspora. Regardless of
the earned income of recipients or the profile of mi-
grants, it is important to mention that remittances
increase the gross income level of recipients, which
subsequently increases the demand for consumption
of products and services, normally resulting in an in-
crease in the demand for local labour. Nevertheless,
remittances can spoil recipient households, thus
negatively affecting the labour market supply by
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Table 1: Remittances during period 2010-2018

Year (mil €)
2010 584.3
2011 584.8
2012 605.6
2013 620.8
2014 622.3
2015 665.5
2016 691.0
2017 759.2
2018 800.5

Source: Central Bank of Kosovo, 2012; 2019; Kosovo Agency
of Statistics, 2018

increasing reservation wages. This may be one factor,
amongst other reasons, explaining the large percent-
age of inactive individuals within the Kosovo popula-
tion (Rodrigues and Tiongson 2001).

4. DATA AND DESCRIPTIVE STATISTICS

This study utilised data from the 2011 Household
Budget Survey (HBS). HBS collects household con-
sumption data, as well as household and individual
characteristics. The survey is representative of the pop-
ulation of Kosovo, with the sample stratified on seven
main regions, urban and rural areas. A total of 2,267
households (13,172 individuals) were interviewed.

However, only a total of 2,214 households have
reported income more precisely, 2.6 percent did not
respond on this question. Therefore, it is not clear
whether they did not receive any of the specified

sources of income or that they refused to respond.
Around 32 percent of such households are classified
as poor, thus given this study is concerned with pov-
erty, in order to avoid dropping these observations it
assumes that such households did not receive remit-
tances. 16.4 percent of households in the sample re-
ceived in-kind and/or cash remittances from members
and non-members of the household during the last
month before the survey.

This section aims to provide descriptive statistics
of the variables used in the empirical analysis and
accordingly to test for differences in these variables
between the remittance recipient and non-recipient
households. Figure 1 shows the share of households
that receive remittances by regions. In two regions,
Gjakova and Peja, the share is close to 20 percent,
while in other regions it varies around 12 percent.

It is largely households with 10 or less members
that receive remittances (95%) and despite the fact
that there are only about 0.4 percent of households
with 20 or more members, none of them receives re-
mittances. Moreover, it is generally households with
1 to 3 members that consist for the highest share of
recipient households. More precisely, 36.4, 42.4 and
22.5 percent of households with 1, 2 and 3 members,
respectively, received remittances. This could be due
to these households being composed of (single) par-
ents of the migrant and thus they may send remit-
tances for altruism but also for inheritance motives.
The amount of remittances generally ranges from 45
to 400 Euros and in most cases they amount for a rela-
tively large share of total income and in particular if
remittances are high. An examination of the incidence
of remittance by age shows that around 29 percent of
households with older heads (65 years old and over)
received international remittances.

Figure 1: Share of households in the sample that receive remittances across regions (%).
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Figure 2: Distribution of households that receive remittances across per adult equivalent consumption quintiles (%)
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Table 2 shows the distribution of remittances on to-
tal household income of recipient households accord-
ing to region. On average, remittances are 71.1 per-
cent of recipient households’ income at the national
level. The share of remittances in total income shows a
pattern similar for the seven regions, with Peja show-
ing the lowest share of 68 percent and Gjakova the
highest with 74.5 percent. The figures indicate that
the remittance recipient households have a relatively

Table 2: Share of remittances* in total household income
in 2011 (%)

Region Mean
Gjakova 745
Gjilan 723
Mitrovica 71.1
Peja 68.1
Prizreni 714
Prishtina 70.5
Ferizaj 69.9
Totali 71.1

Source: Household Budget Survey 2011 and authors
calculations

*Remittances = Sent in cash and/or in kind by family and
non family members
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high dependence on remittances; however, it should
be noted that the income sent home by migrants is
likely to over-estimate the real contribution of remit-
tances as some migrants if they had stayed at home
would have had a job. Figure 2 presents the distribu-
tion of households that receive remittances across the
10 consumption quintiles. The graph suggests that
most of the households that receive remittances be-
long to the highest quintiles.

Table 3: Comparisons of weighted means of household
characteristics between recipient (yes) and non-recipient
(no) households

Variables Mean Std. Deviation
Annual consumption Yes 952.5 608.9
per adult equivalent No 899.7 538.5
Size of the household Yes 7.07 37
No 7.5 3.8
Median age of adult Yes 374 12.2
members No 35.1 9.7
Share of adult Yes 71.96 20.7
members No 729 19.3
Dependency Ratio Yes 65.8 52.2
No 59.2 525
Male ratio Yes 384 19.1
No 445 16.3
Share of employed Yes 10.7 14.3
shousehold members No 284 20.0

Source: Housholds Budget Survey 2011 and author’s
computations
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With regard to the composition of households,
Table 3 and 4 suggest that the recipient households
have a lower adults and children, as well as a lower de-
pendency ratio, when compared with non-recipients.
The proportion of female-headed households is high-
er amongst recipient households, which may be the
result of higher male migration. The number of full-
time employed members is higher among the non-
recipient households. Regarding the highest level of
education in the family, the percentage of households
with lower levels of education is higher among house-
holds that receive remittances, while the percentage
of those with a higher level of education is higher
among those households who do not receive remit-
tances. This suggests that less educated household

heads are more likely to receive remittances or to send
someone abroad.

The Chi-square test was used to test for differences
in the proportions of the binary variables between
the groups of recipient and non-recipient households,
and shows statistically significant differences, except
for primary maximum level of education (Table 5). For
continuous variables, a t-test of differences between
the means of recipient and non-recipient households
is significant for every variable, except for dependency
ratio variable (Table 6). These results indicate that the
households receiving remittances on average display
significantly different characteristics from those that
do not receive remittances.

It should be noted that across regions, the poverty

Table 4: Proportion of categorical variables for recipient (yes) and non-recipient (no) households

Variables Recipient Households (%) Non-recipient Households (%)

Dependent variable

Remittance Receipt 16.4 ‘ 83.6

Maximun level in education in a household

Less than primary 245 11.4

Primary 15.9 14.7

Secondary 47.8 47.8

Tertiary 11.8 21.0

Household characteristics

Female Headed Households 20.2 ‘ 7.2

Location

Household resides in rural areas 427 ‘ 57.1

Region

gﬁz?\va 19.9 12.5

Mitrovica 121 13.61

Peja 134 14.1

Prizren 189 12.6

Prishtina 126 16.0

Ferizaj 12.1 17.8
11.0 13.4

Source: Housholds Budget Survey 2011 and author’s computations

Table 5: Comparison and tests of proportions of categorical variables between recipient and non-recipient of remittance

households

Variables Nong:;?ﬁgmg A;;;I?Iti'ensg Prob>Chi2
Female headed households 0.202 0.072 0.000
Maximum level of education in the household in less than primary 0.245 0.114 0.000
Maximum level of education in the household is primary 0.159 0.147 0.555
Maximum level of education in the household is secondary 0.478 0.529 0.075
Maximum level of education in the household is tertiary 0.118 0.210 0.000
Households resides in rural area 0.427 0.571 0.000

Source: Housholds Budget Survey 2011 and author’s computations
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Table 6: T-test for comparison of means between recipient and non-recipient households

Variables t df Signif. Dif,\fAeerZEce grfc:efgrrzre 95% Conf. Interval
Icons 3.943 2272 0.000 0.117 0.029 0.059 Icons
hhsize -5.699 2272 0.000 -0.933 0.164 -1.254 hhsize
meadianage 7.105 2272 0.000 4.876 0.686 3.530 meadianage
shareAdults 3.398 2272 0.000 3.949 1.162 1.670 shareAdults
dependencyr -0.062 2272 0.950 -0.182 2.930 -5.928 dependencyr
maleratio -7.853 2272 0.000 -8.619 1.098 -10.772 maleratio

Source: Housholds Budget Survey 2011 and author’s computations

Table 7: Distribution of the poor among recipient and non-
recipient households across regions (%)

Region Non-recipient Recipient
Gjakova 38.9 373
Gjilan 223 4.1
Mitrovica 44.5 384
Peja 31.9 241
Prizren 26.7 20.7
Prishtina 15.2 15.6
Ferizaj 534 42.1
Total 30.3 25.9

Source: Housholds Budget Survey 2011 and author’s
computations

rates observed amongst households receiving remit-
tances tend to be lower than those found in the gen-
eral population, with the exception of Prishtina—al-
though only slightly higher (Table 7).

5. METHODOLOGY

This section discusses the methodology used in
this study in terms of performing a counterfactual
analysis of the impact of remittances on poverty in
Kosovo. The Heckman model can be estimated in
two-ways: The Heckman’s Two-Step Procedure and
the Maximum Likelihood Estimation (MLE). Both have
their advantages and drawbacks and there is no clear-
cut choice. The Heckman MLE estimator is consist-
ent, efficient and has asymptotic normal distribution.
“However it requires making a stronger assumption

than in the two-step estimator, namely that u; and ¢;
are distributed bivariate normal with mean zero, that

u; ~N (0, 1), &~N (0, 02), and corr(u;, &) = p, and the
selection and outcome equations are simultaneously
estimated by maximum likelihood” (Shehaj 2012, p.7).
Moreover, the full MLE is considered to be less robust
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than the two-step procedure due to it relying more
heavily on the functional form assumption, and in
some cases due to difficulties in getting it to converge
(Ibid; Wooldridge 2002). On the other hand, in cases
when data are problematic, the two-step model is ex-
pected to be more stable (Stata manual 2011; Shehaj
2012). This said, this study utilizes Heckman Two-Step
Procedure.

The basic comparison of actual poverty rates in-
cluding remittances with the rates calculated by sub-
tracting the amount of remittances from household
income is considered a naive approach. This approach
suffers from an important shortcoming, as remittanc-
es are unlikely to be exogenous transfers of income
but rather a substitute for pre-migration earnings of
migrant. Therefore, actual household non-remittance
income cannot be considered a good representation
of the situation of the household prior to migration.
Hence, it is important to consider the possibility that
the migrant was employed and generated income in
the home country. This means that remittances are
more likely to be a substitute for home earnings had
the migrant stayed at home. Normally, surveys do not
provide information about the income of the house-
hold prior to the household member migrating. Thus,
estimating the effects of migration and remittances on
poverty requires taking into consideration the coun-
terfactual consumption that the household would
have had if the migrant had stayed at home; other-
wise, the results would overestimate the real impact
of migration and remittances on poverty reduction.

This study follows a three-step approach. First, it
estimates household per adult equivalent consump-
tion equations from observed values (initially esti-
mating the probability of not being a remittance re-
cipient which is then used to construct the Inverse
Mill's Ratio). Second, it uses the consumption equa-
tions to simulate what the household consumption
would have been if the household did not receive
remittances. Third, using predicted consumption it
calculates predicted poverty rates, which are then
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compared with observed ones. Accordingly, the analy-
sis aims to test the significance of the following given
hypotheses:

1) The total household consumption of the re-
mittance-recipient households is higher when
receiving remittances compared with the coun-
terfactual scenario if the migrant stayed and
worked in Kosovo.

2) The additional income from remittances de-
creases the incidence of poverty in Kosovo and
across its regions.

The general approach for the construction of these
counterfactuals would be to impute the prior-migra-
tion consumption using the coefficients from the es-
timation of the determinants of annual consumption
per adult equivalent of households that do not receive
remittances and apply the estimated coefficients to
the households that do receive remittances. In line
with the Statistical Office of Kosovo, which produces
poverty figures on regular basis, annual consump-
tion per adult equivalent in household (henceforth
consumption) are used in regressions compared to
per capita consumption, which is mainly used in oth-
er studies. The adult equivalences reflect the lower
needs of children and also accounts for economies of
scale. However, wide ranges of adult equivalence in-
dicators exist in literature and all weights are arbitrary
to a degree (Deaton 1997). Another drawback of this
approach relates to the consumption of non-food
items being not closely linked with age or gender.
A drawback of per capita consumption on the other
hand is the assumption that the needs of everyone
in the household are the same and everyone receives
an equal allocation of items consumed irrespective
of age or gender. In addition, it ignores economies
of scale. The steps involved in the estimation of the
counterfactual consumption are presented below. If
these two groups of households are selected random-
ly from the population, OLS estimation then may be
used to establish the estimates, but it is expected that
this is not the case.

5.1 Estimation of per adult equivalent
consumption of non-recipient households

Considering that information on the characteris-
tics of migrants is not available in the data utilised in
this study, it is necessary to make some basic assump-
tions concerning the number and demographics of
migrants. The per adult equivalent consumption in
the no-remittance scenario is calculated by subtract-
ing the reported monthly amount of per adult equiva-
lent international remittances from the observed per
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capita consumption. Schiff (2006) argues that the con-
struction of the counterfactual consumption should
take into account the change in the household size
due to migration. If data on the number of migrants
are not available, Acosta et al. (2007) assumes that re-
mittances are sent by a single adult family member
employed in the home country. Moreover, it is as-
sumed that education of the migrant is equal to the
maximum level of education in the household.

If non-recipient households are not selected ran-
domly from the pool of households but rather are self-
selected, estimates based on the sample of house-
holds without migrants could suffer from selection
bias unless corrected (Acosta et al 2007; Shehaj 2012)).
This could be the case if the sub-sample of non-re-
cipient households are not randomly drawn from the
population but rather are self-selected on the basis
of the identified determinants of non-remittance in-
come/consumption. This leads to a non-zero mean of
the error term of the outcome equation; thus, incon-
sistent estimates. In order to control for the poten-
tial selection bias, following Acosta et al. (2007), the
Heckman two-step estimation is adopted.

This approach is similar to the case of addressing
sample selection bias when the dependent variable
is observed only for a restricted non-random sample.
Although the consumption levels of the households
are observed for all households in the sample, to es-
timate the counterfactual of the situation without re-
mittances, only households that do not receive remit-
tances are used.

Heckman’s Two-Step Procedure (Heckman
1979): This process involves an estimation of two
equations: the selection equation (Equation 1) and
the outcome equation (Equation 2). The first stage of
the approach is the specification of a selection equa-
tion that estimates the probability that a household
does not receive remittances. Thus, in this equation,
the dependent variable is a binary variable indicating
whether or not the household does not receive remit-
tances, estimated by probit regression.

M;* =a; + B Xj+y Hij+w, Zi+vi* (1)

(no-remittances selection rule)

LogYi=a, + B, X;+y,H;+0A; +£,(2)

(outcome equation for non-recipient households)

The identification of this model requires at least
one variable Zi, which is related to the migration
and remittances choice but which does not directly
affect the consumption/earnings for non-recipient
households. It is usual practice to include all the other
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variables (the Xs and Hs) that are in the outcome equa-
tion in the selection equation to reduce the possibility
of misspecification.

This estimation of the probability of being a non-
recipient is then followed by the construction of the
inverse Mill’s ratio (Ai), derived from estimates of the
probit regression. In the second step this ratio is in-
cluded as an independent variable in the outcome
Equation 2, which is estimated by OLS, thus allowing
the remaining unexplained component €i to have
the usual independently identically distributed (i.i.d.)
properties. Assuming that the selection equation is
specified correctly, the non-significance of this coef-
ficient indicates there is no evidence that selection
bias would have been present in straightforward

Table 8: Description of variables used in regressions

one-stage OLS estimates.

The variable included in the non-remittances se-
lection equation but excluded from the outcome
equation in this study is the migrant network. Since
it is not possible to calculate county level indicators,
a measure of the percentage of households with mi-
grants is included and is measured at the regional
level. More precisely, it is defined as the percentage of
households that receive remittances in the respective
region in 2009 (a proxy for the presence of migrant
networks), interacted with the number of adult males
(15-34 years), as it is found to be most likely to mi-
grate (would like to permanently settle in EU) by the
EUPK 2012 survey and also will ensure variability at
the household level. The HBS provides information on

Variable Description of variables

Dependent Variables

Lcons Natural logarithm of annual consumption per adult equivalent

Recipient 1 if household does not receive in cash or in kind remittances from anyone; 0 otherwise
Independent variables

Households Charachteristics

hhsize Number of members in household

Hhsize2 Squared term of the household size

shareAdults Share of members in household 15 years and older in total household members
Medianage Median age of adult members of the household

Medianage2 Squared term of the median age

Dependencyr Dependency ratio (share of children and elderly in total household size)
Femalehead 1 if household head is female; 0 if male

Education

LessPrimary 1 if household head has less than primary education; 0 otherwise

Primary 1 if household head has primary education; 0 otherwise

Secondary 1 if household head has secondary education; 0 otherwise

Tertiary 1 if household head has tertiary education; 0 otherwise.

Labour market

shareofEmpl Share of employed members in total household size

Maleratio Percentage of male members in total adults (Number of adult males/adults)*100
Identification variable

Networkproxy Percentage of migrants in the region*the number of males in the household aged 15-65 years
Location/Region

UrbanRural 1 if the household head resides in urban area, and 0 if in rural

Gjakova 1 if the household head resides in Gjakova; 0 otherwise

Gjilan 1 if the household head resides in Gjilan; 0 otherwise

Mitrovica 1 if the household head resides in Mitrovica; 0 otherwise

Peja 1 if the household head resides in Peja; 0 otherwise

Prizren 1 if the household head resides in Prizren; 0 otherwise
Prishtina 1 if the household head resides in Prishtina; 0 otherwise
Ferizaj 1 if the household head resides in Ferizaj; 0 otherwise

Source: Housholds Budget Survey 2011 and author’s computations
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several assets purchased during the last 12 months,
however, the information is available only for a small
number of households. Therefore, it is more appropri-
ate to interact the migrant network with the number
of adult males in the household. The use of network
proxy draws from migration network theory. The inter-
action between migrant networks with household as-
sets or the number of adult males is used to allow for
a different effect of migrant networks on households
with different predispositions to migrate. In this re-
spect, households with a larger number of adult males
are more likely to send members abroad whereas the
same holds true for those with more assets, who have
a higher likelihood to afford the costs of migration.
The estimated coefficients and the set of character-
istics of the remittance non-recipient households are
used to calculate the counterfactual non-remittance
per adult equivalent consumption for the recipient
households. These estimates and the actual values for
non-remittance receiving households are used to cal-
culate the levels of poverty that would have prevailed
had no household received remittances in Kosovo.The
descriptions of the variables to be used in the analysis
are presented in Table 8.

Following Barham and Boucher (1998) a simu-
lated error component is added to adjust the artifi-
cially lower variance for migrant families due to the
use of predicted values. Authors proposed drawing
a random error component with the same mean and
standard deviation with the actual residuals of the
model and add it to the predicted household income.
In this study a survey bootstrap procedure is followed,
and estimations take into account the population
weights therefore the design of the survey and draw-
ing 500 times. More precisely, the open source mod-
ule bsweights (see Kolenikov, 2010 for details on the
use of command) is used given the bootstrap Stata
command does not include a weighting variable. The
unobserved components are taken into account and
included in the imputation of consumption counter-
factuals, consequently providing a more appropriate
non-remittance income (Shehaj 2012). Lastly, to pre-
dict consumption from this model the procedure giv-
en in Cameron and Trivedi (2010) for the prediction of
y when the dependent variable is log(y) in a Heckman
or OLS model is followed.

6. RESULTS

This section presents the estimates of the counter-
factual scenario with no remittances. This section is in-
itiated by reviewing the estimates corresponding with
the two-step model described in equations 1 and 2,
as reported in Table 9. The study finds that A (lambda)
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Table 9: Heckman Two Step Selection Model estimation results

Outcome Equation Selection
(real monthly consump- Equation
tion per adult equivalent) | (non-reciptient)
Coeficent
Variables (BooCt(s)rzﬁpcg?dt.Err) (Boot;?)p Std.
hhsize 0.001** 0.113%**
(0.015) (0.038)
hhsize2 0.000 -0.004**
(0.007) (0.002)
femalehead -0.016 -0.459%**
(0.053) (0.129)
medianage 0.014** 0.001
(0.006) (0.015)
medianage2 -0.000 -0.000
(0.000) (0.000)
shareAdults 0.0024* 0.015%**
(0.001) (0.0044)
dependencyr -0.001 0.006***
(0.001) (0.002)
maleratio -0.001 0.004*
(0.001) (0.002)
primaryM 0.160*** 0.127
(0.054) (0.135)
secondaryM 0.227%** 0.000
(0.048) (0.113)
tertiaryM 0.418%** -0.054
(0.050) (0.133)
shareofEmpl 0.009*** 0.029***
(0.001) (0.002)
urbanrural -0.022 0.212%*
(0.033) (0.083)
Gjilan 0.133** 0.446%**
(0.055) (0.139)
Mitrovica -0.084 0.4871%**
(0.067) (0.137)
Peja 0.060 0.027
(0.051) (0.118)
Prizren 0.006 0.413%**
(0.053) (0.115)
Prishtina 0.160%** 0.452%**
(0.056) (0.146)
Ferizaj 0.149** 0.482%***
(0.071) (0.155)
Networkprox -0.019**
(0.009)
Lambda 0.008
(0.136)
Constant 5.771%%* -1.183%**
(0.281) (0.632)
Observation Number 2274
Censored Observations 1902

¥*x *¥¥ * Significant at 1%, 5% and 10%, respectively
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is positive and insignificant — an indication that the
sub-sample of remittance recipient households can
be considered as a random draw from the population.
These results suggest that the use of the Heckman
model with selection controls is inappropriate and
that OLS estimation will provide unbiased coefficients.
Also, overall the results establish that this seems an
appropriate model. The presence of migrant networks
also seems to be negatively and significantly correlat-
ed with the likelihood of being a non-remittance re-
cipient at convenient significant levels. The result and
diagnostics of the estimation of the OLS regression
are presented in Table 10.

The Ramsey'’s test of functional form indicates that
the null hypothesis of correct functional form specifi-
cation can not be rejected. Heteroscedasticity-robust
standard errors are used instead of the usual standard
errors. The normality test indicates that the errors are
not normally distributed. Since the sample is relatively
large, the study appeals to the Central Limit Theorem
which states that OLS estimators satisfy asymptotic
normality in large samples which enables us to use the
t and F statistics (Wooldridge 2009). Moreover, using
positively skewed variables such as consumption or
wages and use of the natural logarithm of consump-
tion helps in normalizing such variables. The reported
R-squared is 0.31 which can be considered reasonable
for cross-sectional survey data.

6.1 OLS results

In the consumption equation most of the variables
are significant and have the expected sign. The hu-
man capital variables, indicating the maximum level
of education of the adults, have the expected sign and
are highly significant. This is in line with human capi-
tal theory as well as salary figures in Kosovo according
to education attainment; the average salary increas-
es for higher attained levels of education, particu-
larly for tertiary education attainment (UNDP 2012).
More precisely, holding other variables constant, the
higher the maximum level of education attained in
the household, the higher is the effect on the level of
consumption.

The median age variable is significant and has the
expected sign however the squared term appears as
insignificant. The share of the adults in the household
is found to have a significant positive effect on the
household consumption. Other things being equal, a
1 percentage point increase in the former is expected
to increase consumption by 0.2 percent. The results
also suggest that improved employment of household
members significantly increases consumption per
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Table 10: OLS regression results for estimation of per
adult equivalent consumption on the sub-sample of non-

recipient households

OLS
(real consumption per
adult equivalent)
Variables Coeficent
(Robust Std.Err)
hhsize -0.001
(0.012)
hhsize2 -0.000
(0.000)
femalehead -0.014
(0.046)
medianage 0.014**
(0.005)
medianage2 -0.000
(0.000)
ShareAdults 0.0024**
(0.001)
Dependencyr -0.001
(0.0004)
maleratio -0.001
(0.000)
primary 0.159%**
(0.047)
secondary 0.226%**
(0.035)
tertiary 0.418***
(0.041)
ShareofEmpl 0.009%**
(0.006)
urbanrural -0.022
(0.022)
Gjilan 0.132%**
(0.0471)
Mitrovica -0.085**
(0.042)
Peja 0.060
(0.043)
Prizren 0.000
(0.038)
Prishtina 0.159%**
(0.039)
Ferizaj -0.149%**
(0.05)
Constant 5.727%%*
(0.192)

No. of Observations 1902
Ramsey RESET Jarque Bera Normality test
F(3,1879)=1.22 Prob > chi2 =0.000

Prob > F =0.3001 Pr(Skewness)=0.000
Pr(Kurtosis)=0.000

**% ¥% * Significant at 1%, 5% and 10% respectively
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additional working member. Most of the region dum-
mies appear significant. Ceteris paribus, compared to
those in Gjakova, households residing in Gjilan and
Prishtina have a higher level of consumption. The op-
posite holds for those residing in Mitrovica and Ferizaj,
as households residing in these regions. Location (ur-
ban/rural area), the dependency ratio, male ratio, fe-
male head and household size variables are not sig-
nificant predictors of household consumption.

Having reviewed the results of the estimated re-
gressions, we are now in a position to present the re-
sults of our poverty simulations, as reported in Table
11 and 12. The OLS regression of the logarithm of
per annual consumption per adult equivalent is esti-
mated with the use of the sub-sample of non-remit-
tance recipient households, where the coefficients
estimated are used to predict the consumption lev-
els of the recipient households. In general, it is found

that remittances tend to reduce the poverty levels of
households
Table 11 and 12 present the poverty rates, both
observed and predicted, for the poverty headcount
and poverty gap measures using a poverty line set
at 1.72€ per adult equivalent per day. Poverty head-
count is a measure of the percentage of households
which are classified as poor. The households are clas-
sified as poor if their real monthly per adult equiva-
lent consumption falls below the poverty line. In the
scenario without migration and remittances, the es-
timations indicate that, if the recipient households
in Kosovo did not receive remittances, poverty rates
would be considerably higher for this group. The pov-
erty headcount for the recipient households is esti-
mated to have changed from around 26 percent ob-
served to around 52 percent, which is an increase of
100 percent. In general, compared with the observed
situation, the poverty rates would be higher in
both rural and urban areas, but more so the case
of the former. More precisely, the poverty rates in
the rural areas would have been roughly 27 per-
centage points higher, representing an increase

of around 105 percent in the poverty headcount
rate, highlighting the dependence of many rural

households on remittances.

The poverty gap is the percentage increase
in consumption necessary for households to go

out of poverty. The poverty gap would increase

by 2.2 percentage points for the recipient house-
holds, but for all households the rate is estimated

to only marginally increase. For recipient house-
holds, the poverty gap would increase in rural

and urban areas although the increase would be

more pronounced in the former area, more pre-
cisely in absence of remittances the rate would be

41.7 percent higher. Moreover, contrary to the ob-

served rates, the poverty gap rate would be simi-
lar in both areas which tends to suggest that the

impact of remittances is particularly high in rural
areas.

Data presented in Table 12 confirm the hy-

pothesis that remittances decrease poverty in all
regions; however, the effects are considerably dif-

ferent between them. The poverty results across
regions indicate that the poverty levels would

be considerably higher in most regions, if house-

holds were not to receive remittances or send
someone abroad. The highest rise is estimated

to be in Mitrovica and Gjilan where the poverty

headcount would respectively increase from 38.4
percent to 74.6 percent and 4.1 percent to 41.9

Table 11: Observed vs. predicted poverty headcount and
poverty gap in urban and rural areas in percentages
subsample | (TEY | adeount | Gop
Observed 29.7 7.6
Population | Predicted 335 7.9
Difference* AN 38 A 03
Observed 26.8 7.6
Urban Predicted 28.7 7.2
Difference* A 1.9 Vv 04
Observed 31.5 7.9
Rural Predicted 364 83
Difference* A 59 A 04
Observed 259 6.4
EF accepted | Predicted 51.5 8.6
Difference* AN 256 "N 22
Observed 27.6 7.6
Urban Predicted 49.2 8.8
Difference* N 216 N 1.2
Observed 254 6.0
Rural Predicted 52.2 8.5
Difference* N 268 N 25

percent for recipient households. Gjilan has the
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second lowest proportion of remittance recipient
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Table 12: Observed vs. Predicted poverty headcount, extreme poverty and poverty gap across regions in percentages

Poverty Poverty Gap
Region Poverty Rate All Recipient All Recipient
Observed 38.5 373 10.8 11.7
. Predicted 455 66.7 10.6 11.4
Gjakova
Difference* A 7.0 A 294 Vv 0.2 v 03
Observed 20.3 4.1 48 1.5
I Predicted 255 412 5.3 6.5
Gjilani
Difference* AN 5.2 A 37.1 A 05 A 5.0
Observed 437 384 12.5 9.5
L Predicted 48.8 74.6 13.1 13.2
Mitrovica
Difference* A 5.1 A 36.2 A 14 A~ 97
Observed 30.4 24.1 8.4 45
) Predicted 333 41.1 8.5 5.7
Peja
Difference* A 29 A 23.0 A 0.1 A 12
Observed 26.1 20.7 5.3 4.2
L Predicted 29.9 52.2 5.9 10.7
Prizreni
Difference* A 3.8 A 325 A 06 A 65
Observed 15.2 15.6 3.5 3.0
Predicted
Prishtina 18.0 33.2 3.7 3.9
Difference* A 3.2 A 176 A 0.2 A 09
Observed 51.7 42.1 13.9 11.6
. Predicted 53.2 59.2 13.6 11.7
Ferizaj
Difference* A 25 A 174 ¥ 03 A 0.1

* Difference in percentage points between observed and predicted poverty rates

households, with the majority of them belonging to
the two highest consumption quintiles.

However, the results are not surprising considering
the large share of remittances on total household in-
come (more than 60 percent). In Prizren and Gjakova
the poverty headcount amongst remittance receiv-
ers is considerably higher in the scenario without re-
mittances, by around 52 and 67 percentage points
respectively. The findings show that the receiving
of remittances widened the poverty gap amongst
households in all regions except Gjakova where in fact
it decreased. In the scenario with no remittances the
poverty gap would increase the most in Mitrovica (9.7
percentage points) followed by Prizren (6.5 percent-
age points).
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7. CONCLUSIONS

This study estimates the impact of remittances
and migration on poverty rates in the hypothetical
case with no migration and remittances in Kosovo
using data from the Household Budget Survey 2011.
The study develops counterfactual consumption es-
timates for remittance recipient households through
the use of econometric estimations to predict the con-
sumption of households in the case of no remittances.
A counterfactual scenario is constructed for the ob-
served recipient households by using the estimated
coefficients of the determinants of per adult equiva-
lent annual consumption of the households that do
not receive remittances from abroad. This estimation
enables comparison of poverty rates, observed and
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predicted, in Kosovo and also across the regions. Due
to the potential presence of selection bias, the study
uses a two-stage Heckman-type selection procedure
which suggests that there is no selection bias. This
means that the subsample of non-migrant households
in Kosovo is randomly selected from the population.

The descriptive statistics on the dependence of
households on remittances (share of remittances on
total household income) provides a solid basis on the
assumption that remittances considerably decrease
the poverty risk of recipient households. Whilst on
average, household poverty levels increased in the
case of no remittances, the descriptive statistics indi-
cate that most of the recipient households belong to
households in the middle- or high-income categories.
Although the effect is expected to be lower, one pos-
sible explanation for this could be the large depend-
ence of these households on remittances (at least 60
percent of total income).

The results of the impact of remittances to house-
holds’ consumption support the expectations that
remittances increase the consumption of recipient
households. The poverty rate would be higher for a
considerable proportion of households in the case of
no remittances. The poverty rates would increase par-
ticularly in rural areas. Results also suggest that the
poverty gap would increase in the case of no remit-
tances in rural areas, whereas in urban areas it would
experience a decrease. From a regional perspective, in
the case of no remittances, the poverty gap would be
higher for most but not all of the regions. The figures
suggest that although it decreases the poverty levels,
dependence on remittance income alone is not always
sufficient to alleviate a poor household from poverty.
On the other hand, policy-makers still face enormous
challenges in terms of finding alternative means for
addressing the persisting high levels of poverty.

Given the results of this study provides evidence
on the positive effect of remittances and migration in
reducing poverty in Kosovo, it is of high importance
to ensure long-term sustainability of this effect. The
impact of remittances on reducing poverty depends
mainly on who receives remittances and how they are
used. Hence, it is of the upmost importance that remit-
tances are not used only to fund personal consump-
tion but also are directed towards useful investments,
ensuring the sustainable income generation of these
households. This could be a potential way of maximis-
ing the benefits of remittances whilst decreasing the
dependence of households on remittances. Therefore,
in order for the effect of remittances to be sustainable
even in the long-run, the government must refine pol-
icy choices in an attempt to leverage remittances for
economic and investment-led development.
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