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This paper aims to explore the dynamics of remittances in the countries of the Western Balkans (Macedonia,
Serbia, Montenegro, Bosnia and Herzegovina, Croatia, Kosovo and Albania) and their influence on
balances of payment. It provides an analysis on the magnitude of remittances, their volatility, their
relationship to Foreign Direct Investment (FDI) inflows and arguments whether remittances can help to
alleviate the current account reversals. The analysis has been based on available data from World Bank
database. Comparative analysis of the countries is provided, in purpose of distinguishing common features
and differences in the region with regards to the importance of the remittance inflows. The main outcome
of the paper indicates that that remittances serve as an important tool for reducing the current account
reversals in all Western Balkans due to their volume and greater stability compared to other private capital
flows. However, remittances are mostly related to consumption, which serves as an area of potential action
for policy-makers to enhance the effects from remittances through investment.
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Introduction
The importance of remittances as an economic category has been rising over the last two decades, owing
to the vast mobility of labour in the global economy. In most of the cases, emigration is driven by economic
factors, such as poverty and high unemployment. It often takes a form of partial family emigration, when
only one or two members of the family emigrate, while others remain in their home country, implying
increase of the workers’ remittances flows towards the country of their origin. Apart from the remittances’
role for ensuring sustainability of individual households, the remittances inflows have been used as a
powerful instrument by the authorities in mitigation of the current account problems. This role could be
very significant to small and open economies, such as Western Balkan countries, given the large-scale
emigration from these countries. This paper aims to explore whether remittances can help to alleviate the
current account reversals in the Western Balkan countries. In this context, the magnitude of remittances,
their volatility and their relationship to other capital flows are elaborated, as they serve as determinants to
the role of the remittances in the recipient country. The analysis has been based on available data from
World Bank database. Comparative analysis of the countries is provided, in purpose of distinguishing
common features and differences in the region with regards to the importance of the remittance inflows.

Remittances inflows in the Western Balkan countries
Remittances are among the most tangible link between migration and development. They are typically
perceived as international financial transfers by private persons, primarily associated with labour migration.
Most often, they refer to an income earned in the host country of migration that is sent or brought to the
home country. Implicitly, the remittances affect the economy of both parties (sending and receiving
country). The importance of remittances has been rapidly growing, evident through surge of the remittances
inflows from USD $126.5 billion in 2000 to USD $583 billion in 2014 (World Bank Statistics), out of
which USD $436 billion was received by developing countries.
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Remittances are also relevant for the Western Balkan countries, provided the large-scale emigration from
this region, particularly in the last two decades, the strong family ties that emigrant population maintains
with the country of origin, and the lowered cost of sending remittances. Table 1 shows the remittances
inflows in the Western Balkan countries, as a percentage of GDP in purpose of providing more realistic
overview of the significance of the remittances inflows for each individual country. In our analysis, we
have only focused on the remittances inflows, as remittances outflows from Western Balkans are rather
insignificant.
With regards to the data used for our research, we have to indicate that World Bank database has been used
as it contains comparable data on all analyzed countries for most of the years (with exception of Serbia,
Montenegro and Kosovo prior to their current status of separate countries) and it provided more
comprehensive base for the research compared to other approached sources (primarily National Banks of
the respective countries).
Table 1: Remittances inflows in Western Balkan countries (as % of GDP)

Albania

2000
16.21

2001
17.09

2002
16.49

2003
15.72

2004
15.55

2005
15.4

2006
14.89

2007
13.72

2008
11.61

2009
10.95

2010
9.69

2011
8.73

2012
8.32

2013
8.47

2014
8.54

B&H

29.19

26.52

22.94

20.89

20.67

18.69

17.12

17.4

14.52

12.32

10.82

10.69

10.92

10.8

11.24

Croatia

2.94

3.2

1.63

1.49

1.6

1.52

1.63

1.78

1.75

1.93

2.03

2.16

2.45

2.59

n.a

Kosovo

n.a

n.a

n.a

n.a

17.14

18.77

18.9

19.01

18.33

18.66

17.1

16.75

16.29

15.86

n.a

Macedonia

2.14

1.98

2.63

3.51

3.75

3.62

3.88

4.14

4.1

4.05

4.12

4.14

4.04

3.49

3.24

Montenegro

n.a

n.a

n.a

n.a

n.a

n.a

n.a

5.35

6.59

7.31

7.32

7.64

8.22

9.58

9.41

Serbia

n.a

n.a

n.a

n.a

n.a

n.a

n.a

7.6

5.5

9.23

8.49

7.04

8.7

8.84

n.a

Source: Author’s calculations based on World Bank database on Migration and Remittances1

Table 1 shows three groups of countries according to the volume and trend of their remittances inflows
since 2000 onwards. The first group, consisting of Bosnia and Herzegovina (B&H), Albania and Kosovo,
has been characterized with significantly higher inflow of remittances as percentage of GDP, compared to
other countries. Hence, B&H and Albania have experienced a sharp declining trend over 2000-2014. The
second group, composed of Macedonia and Croatia, had much lower remittances (2-4% of GDP) over the
period, although with a slightly rising trend over the years. In the third group, consisting of Serbia and
Montenegro, remittances surged up to around 9% of the GDP in 2013.
These differences could be discussed from the perspective of political and socio-economic conditions in
the Western Balkan countries. Political factors have been crucial for the first group, due to the war in B&H
(1992-1995), the opening of the Albanian border in 1990 after a long period of isolation, as well as Kosovo’s
conflict with Serbia and implicitly, the refugee crisis of 1999. The political instability and wars reflected
into socio-economic hardship, causing massive outflow of citizens from these countries in the 1990s. These
countries were also characterized by a very low GDP, implying that remittances inflows in these countries
were substantial. Therefore, the discussion below would be focused on these three countries.
1
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As an outcome of emigration waves (mostly during the war and afterwards), the World Bank estimates that
over 37.7% of the Bosnian population lived abroad in 2005 and that B&H was among the four largest
recipients of remittances per capita in the world at the start of new millennium (World Bank, 2006) and
among the top six in terms of the share of remittances in GDP (IOM, 2007). Implicitly, the remittances in
B&H were equal to 29.2% of GDP in 2000. The remittances inflows in B&H were downsized to 10.8% of
GDP in 2010 (Table 1). Afterwards, remittances in B&H have stabilized to around 11% of GDP. However,
it has to be stressed out that the remittances in B&H have not experienced significant changes in absolute
terms, i.e. they have increased from USD 1.6 billions in 2000 to USD 1.9 billions in 2014 (Chart 2).2
Implicitly, it could be argued that the decline into the remittances inflows in relative terms (as percentage
of GDP) has been largely attributable to a poor post-war GDP in B&H and a certain revival of the Bosnian
economy over the last decade. However, emigration is still a serious issue in B&H, with low income,
absence of prospects and lack of economic development serving as main push factors, while existence of
substantial social networks abroad, attraction of living in economically developed societies and better and
higher educational and professional opportunities serve as main pull factors (Bosnia and Herzegovina
Council of Ministers, 2008). At present, the emigration flows are subject to substantially tighter
immigration policies of the attractive countries (primarily EU, USA, Canada), implying that possibility for
massive outflows from B&H is narrowed. In this context, it is unlikely to expect significant changes into
the B&H remittances inflows in relative terms in the forthcoming future, given also the modest GDP growth
of the country.
As noted above, Albania has been significant recipient of remittances, owing to the extremely high
emigration in 1990s. More specifically, more than 300,000 Albanians (Carletto et al., 2004:2) left the
country in 1991 and 1992, while the total number of Albanians leaving abroad in 1999 has been estimated
to 800,000 persons, out of which 500,000 in Greece and 200,000 in Italy. Although the use of informal
channels for the transmission of remittances prevailed (IOM/ILO, 2007), the remittances sent via formal
channels reached 17% of GDP in 2001. However, recent years witnessed a decline in emigration numbers,
in part owing to a more realistic perception by prospective Albanian migrants of opportunities in Europe,
partly because of tighter admission policies and border controls and the often unfriendly attitudes in host
countries (IOM, 2006). In addition, the crisis in Greece and Italy have significantly affected the migration
flows, as well as remittances inflows. In relative terms, Albania has experienced halving of its remittances
over the first decade of 21st century, from 16.2% of GDP in 2000 down to 8.7% in 2011. On the other hand,
the amount of annual remittances in absolute terms rose from USD 0.6 billion in 2000 up to uppermost
USD 1.5 billion in 2008 and USD 1.1 billion in 2014 (Chart 2). In this context, the decrease of the relative
share of remittances as percentage of GDP has been attributable to the GDP growth in the country. It could
be argued that the remittances contribute to the fueling of the Albanian economy, mainly through the
injection of finances received by the emigrants’ families.
While B&H and Albania experienced a decrease of remittances inflows as a percentage of GDP in B&H
and Albania, Kosovo has been characterized with high and stable remittances. According to IMF estimation,
around 1/5 of the Kosovo population resided outside the country in 2003, while another research finds that
one in five Kosovar households received remittances at the start of 2000s (Mustafa et al. (2007). This
resulted in significant remittances in Kosovo, around 16% of the GDP. In addition to the low FDI in the
country (Chart 2), it could be argued that remittances in Kosovo serve as the main instrument for boosting
the economy (mainly on the consumption side). Other Western Balkan countries have also experienced
substantial emigration mostly due to economic reasons, which reflects their remittances inflows (Chart 2),
as presented in the following sections.
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Impact of remittances inflows on current accounts in the Western Balkan countries
As international financial transfers, the remittances have been recorded in the current account of the balance
of payment,3 along with the balance of trade. If the country is coping with trade deficit, the remittances
could play an important role in mitigating the current account problems. High and steady inflows of net
remittances could offset the trade deficit (completely or partially), helping to restore or alleviate the current
account balance. Remittances have more positive effects on the balance of payments than other monetary
inflows (foreign investments, loans, financial aid, etc.), as they are not related to particular investment
projects and repayment schemes. Furthermore, net remittances could be added to the stock of international
reserves and used to repay foreign debt. In this respect, the remittances are a highly appreciated financial
instrument by the monetary policy makers, as they provide effective and prompt cushion against external
shocks on the domestic economy.
The role of the remittances in the Western Balkan countries is highlighted by the analysis of their current
accounts. Chart 1 includes data on the current account deficit with and without remittances’ participation,
which stresses the role of the remittances in offsetting the current account deficits in each country. The
trend of the remittances per country is also presented on the sub-Charts.
All Western Balkan countries cope with current account deficits over the period 2005-2014, although in
different magnitudes. As Chart 1 shows, there is a common pattern for all the countries. Remittances inflows
regularly offset part of countries’ trade deficit and led to a significant decrease of their current account
deficits. Complete offset of the current account deficit has been recorded only once: in Croatia in 2013.
Otherwise, the remittances have covered at least half of the current account deficit. So the ratio of coverage
of the trade balance with remittances inflows is quite stable, despite different effects of external shocks to
the economies. For instance, all the countries have experienced deepening of the current account deficit in
2008, as the crisis has affected the exports of these countries and led to a widening of the trade deficit. On
the other hand, in general, remittances have not been negatively affected in 2008. On the contrary, they
experienced an increase in most of the countries. Afterwards, a certain decline of the remittances occurred,
followed by their recovery, but mostly in the same line as the trade balance. In other words, the widening
of the trade balance has been accompanied by rising remittances and vice versa. As a result, the remittances
had offset trade deficits in the Western Balkan countries in the post-crises period in the same manner as
prior to 2008.
In this context, it should be noted that remittances are not always following the external economic trends
due to the “personal” dimension of migration. More specifically, the size of the remittances usually do not
represent a big part of the migrant total income, and, therefore, migrants are able to continue sending money
to their relatives in their country of origin, even with a decreased income reflecting the economic crisis in
the recipient country. Furthermore, if migrants decide to return to their country, they usually take back their
total accumulated savings which are also counted in the total remittances in their home country. This
“personal” dimension of migration reflects into greater stability of remittances compared to other private
capital flows.
Chart 1: Current accounts in Western Balkan countries, with and without remittances’ participation (in
US$ million)
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Funds sent by migrants to their country of origin to purchase real estate or invest in local business are recorded not
as remittances, but as foreign investment transactions.
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Summarized, the data in Chart 1 shows that the current account deficits without remittances are much higher
than those with remittances. More specifically, over the analyzed period, the current account deficit without
remittances would be 1.9 times higher in Albania on average, 3.4 times in B&H, 1.54 times in Croatia, 2.7
times in Kosovo, 1.7 times in Macedonia, 1.7 times in Serbia and 1.3 times in Montenegro. Apparently, the
remittances in Western Balkan countries play important role in offsetting the balance of payments problems.
They improve the negative balance of payment and cover the trade deficit, thus financing imports.
However, another important impact of remittances, this time negative, could occur. It refers to the
appreciation of the national currency due to the remittances increase of the total amount of money in the
national economy. This appreciation makes exports more expensive and therefore, the international
competitiveness of the domestic companies could deteriorate. Thus, the economy would face decrease in
exports and increase in imports. This may further lead to a pressure on the balance, a slower growth of
employment opportunities and consequently to a further rise in the incentive of the citizens to emigrate.
Although the empirical evidence of negative effects from remittances on terms of trade and growth are
limited, usually these negative effects exist in cases of small and open economies, which are, at the same
time, large remittance receiving countries. However, such risk in the Western Balkan economies is rather
low, as these countries pursue monetary policy of pegged currency to the euro, which implies that
remittances are mostly related to euro-currency risks instead of domestic currency risks. Therefore, the role
of remittances is positive as a whole. It provides to the monetary authorities in these countries the feeling
that stability of the remittances is instrument for maintaining the sustainability of the balance of payment.
Remittances versus Foreign Direct Investments (FDI) in the Western Balkan countries
The impact of remittances in the national economy could be more clearly understood through their
comparison to other sources of external financing, such as foreign direct investments, portfolio investments
and official aid for development. In this context, it is important to underline that remittance flows are much
more stable and less volatile than foreign direct investments and portfolio investments. Portfolio inflows
are the least stable source of external funding, due to their high volatility over different economic cycles
and high dependency on the current situation in the particular country of interest. In the Western Balkan
region, portfolio investments are not well spread, due to a high level of underdevelopment of the secondary
stock exchange markets. Official aid for development represents capital flows without any obligation for
future repayments and with a certain degree of stability over the years. The Western Balkan countries have
already received substantial amounts of foreign aid over the last two decades, but the current trend is
declining. Therefore, we’ll only focus on the comparison of the remittance inflows with the FDI, as external
7

financial sources which have an impact on growth as well as on trade. Chart 2 represents the trend of
remittances and FDI flows in each country of the Western Balkan region. The periods differ in accordance
to the availability of the data (World Bank Database).
As Chart 2 shows there is specific relation between remittances and FDI for each Western Balkan country
due to uneven disperse of the FDI over the region. Croatia and Montenegro have been largest recipients of
FDI in the first decade of the 21st century, implying significantly higher FDI compared to the remittances
inflows. The trend changed after the crisis, as FDI declined (globally, as well as in the region) while
remittances experienced a continuous upward trend in both countries over the period. Thus, it could be
argued that FDI inflows were of outmost importance in these two countries over the period. On the other
hand, remittances in B&H, Kosovo, Serbia and Albania (up to 2009) have been a more significant source
of external capital compared to FDI, which is also confirmed by the relatively high share of remittances as
a percentage of GDP in these countries, as shown in the Table 1. In Macedonia, although the remittances
played an important role, they represented a considerably lower amount compared to other Western Balkan
countries (in per capita terms), which explains the higher impact of any larger FDI inflow. As a
consequence, both sources - remittances and FDI - have played an equally important role in Macedonia
over the period, although their relatively small size must be stressed out.
Chart 2. Remittance inflows and FDI in Western Balkan countries (in US$ million)
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In short, Chart 2 shows that the remittance flows are more important sources of external financing for some
Western Balkan countries compared to FDI flows, while the general finding is that remittances are certainly
a more stable source in all countries, compared to FDI. Nevertheless, the recent global financial crisis has
shown that remittance flows are volatile, too, although the trends of remittances are often affected by the
so-called “social” dimension. In addition, the analysis focuses on the formal flows of remittances, while
there are also informal remittances that do not contribute to the mitigation of the current account problems,
but are also a very important source for fueling the domestic economies. However, no estimate of these
informal flows is available.
However, the discussion about remittances and FDI should also focus on the impact of both financial
sources on migration. FDI are expected to generate growth and increase of the competitiveness of the
recipient economic branches, with positive effects on trade and job creation. In this context, the incentives
for migration should decrease. On the other side, remittances are primarily related to household
consumption, rather than investment. They also provide certain boosts to the economy, but the long-term
effects on the home country are primarily of social nature. Implicitly, this is an area of potential action for
policy-makers who might be looking for higher benefits from the remittances.
9

Conclusion
The importance of remittances for the Western Balkans has been growing over the last two decades, given
that the breakdown of the socialist system in these countries led to large-scale emigration. The main role of
remittances for national economies is perceived through their impact on current account. The research has
shown that there is a common pattern for all Western Balkan countries that remittances inflows regularly
offset large part of their trade deficit and led to a significant decrease of their current account deficit.
Furthermore, remittances have been stable source of external financing to all analyzed countries, with lower
volatility compared to other private capital flows. In this respect, the remittances represent an important
source of financial resources and have traditionally provided a cushion against external shocks in Western
Balkan countries. However, the recent global financial crisis has shown that remittance inflows are volatile,
too. This implies necessity for more serious approach by the policy-makers on the prospects for remittances’
further trends and their impact on the current account on the balance of payment, as well as tailoring policyactions for channeling remittances to boost the real economy through investment.
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