
121

The impact of remittances 
on Albania’s GDP

Valentin Çela, MSc1

valentin.cela@uet.edu.al 
Department of Economics & Finance
European University of Tirana, Albania

Abstract

The article will discuss the impact of remittances on Albania’s GDP it is organized 
in four sections. The positive and negative theories of remittances, their distribution 
methods, kinds, and their theoretical link to GDP will be discussed in the first section. 
The second section will discuss the results of the VAR model ’s investigation of the influence 
of remittances on GDP, as well as a summary of their conclusions. The other segment will 
look at the micro impact of remittances, by conducting a survey of remittance’s recipients 
and summarizing their findings. The last part will discuss the study’s findings, as well 
as pertinent references. Official statistics is expected to record more remittances, even 
though the real number of remittances may drop, because digital transfers are better 
documented than cash remittances, especially those made by hand or transferred through 
other informal channels. Between 1992, when the first emigrant inflows began, until 
the end of 2019, some USD 29 billion in migrant inflows have entered the Albanian 
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economy. During the last ten years, the average yearly inflow has been around 10% of 
GDP. They have provided revenue for 13% of the family’s budget. The money was split 
half and half between food and education and other programs. As banks have curtailed 
services for migrants to 10 years, the current wave of migration has recovered the growth 
in remittances. What is the economic impact of remittances? 

Keywords: Remittances, Transfers. VAR model, Annual GDP.

1. The features of immigration and remittances

1.1 Immigration’s effect and hypotheses

There are several studies and ideas that explain and assess the consequences of 
immigration in either the nation of origin or the host country. As a result, there 
are theories that describe this phenomenon in a favorable light and theories that 
show it in a negative one.

1.1.1 Theories of optimism	
Optimistic theories on immigration are also those that perceive its influence on 
the global economy. Immigration alleviates unemployment, assists abandoned 
families, and offers a fresh energy to the country from more developed countries. 
Immigration also results in a transfer of capital investment and increases traditional 
societies’ exposure to liberal, rational, democratic principles and contemporary 
knowledge. From this vantage point, immigrants (particularly those returning 
home) are viewed as vital change agents, inventors of change, and prospective 
investors with immense potential.

Another good point in this regard is the influence of immigration on the public 
sector. There is a heated dispute about whether the money that the state receives 
through taxes is larger than the expense that the state incurs on them. Smith and 
Edmonton (1997) find that the net impact on the state budget is favorable based 
on research conducted in the United States.

1.1.2 Theories that are harmful
In addition to hopeful notions, there is widespread disagreement among academics 
about the detrimental consequences of immigration. The following are some of the 
hypotheses that are thought to be the most typical. The following are the negative 
repercussions of emigration to the nations of final destination (Meles, 2006):

•	 Increased criminality, as a result of growing population, diverse cultures, and 
beliefs.



ECONOMICUS 20/ 2021 123

•	 Overcrowding causes speculation in the real estate market.
•	 As a result of receiving free labor, companies have reduced their investment 

in technology and productivity.
•	 Increased unfair competition in the labor market, as well as the exclusion of 

a large number of immigrants from trade unions, etc.

Another detrimental consequence of migration on the nation of origin is 
the problem of “brain drain.” The Royal Society of London first mentioned this 
phenomenon after World War II. In addition to the phrase “brain drain,” there 
is also “brain abuse.”  This term refers to the situation in which highly qualified 
people in their home country are unable to adjust and find job with the same 
qualification status in the nation to which they emigrate. 

Rivera-Batiz makes an intriguing point on the detrimental impacts of 
immigration (1982). The issue with remittances in this regard is that if they are just 
utilized for consumption rather than investment or improving the manufacturing 
process, the economy may endure constant inflation. Remittance inflows, according 
to Barajas et al. (2016), are also a possible contribution to monetary transmission 
inefficiency. 

1.2 The connection between immigration and remittances

Most academics of the topic of economic emigration see it as a rather negative 
phenomena for the economy of the nation of origin. Scholars’ writings up till the 
early 1980s contain such a thought. We recall the research done by Grubel and 
Scott (1966), as well as the work of Bhagwati and Hamada in 1974 and Knock 
and Leland’s in 1980.  

As a result, it happened that suffered a revenue loss. In reality, such a loss of 
revenue is only temporary, because once migrants begin working in the host nation, 
they usually begin sending money back to their home country. This monetary flow, 
which included remittances as well as the effect of so-called technological transfer, 
outweighed the initial negative impact on the Labour market of the nation of 
origin.

The initial revenue pinch in the origin nations was also resolved. Only the 
relative contraction of the economy in the nations of origin was detected by these 
researchers, not the beneficial benefits of remittances at a later stage. In many 
situations, the remittance effect was accompanied with technological transfer. In 
many cases, the remittance impact was accompanied by technological transfers 
from the host nation to the emigrants’ home countries.
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1.3 Remittance types and the factors that impact 
them throughout the world

•	 Potential remittance, which reflects the emigrant’s total savings. This can be 
estimated by subtracting the emigrant’s essential personal costs in the nation 
of departure from his or her income.

•	 Constant remittance, which is the minimal amount of money that an 
emigrant sends home to support the family’s basic necessities.

•	 Increased remittance, which represents the emigrant’s additional income in 
addition to the constant amount sent. It is supposed to be utilized to invest 
in productive or financial activities rather than to support the family’s basic 
requirements.

•	 Funds remittance, which indicates the amount of savings that the emigrant 
wants to invest in the nation of emigration rather than send as remittances.

Marking with: 

•	 Y = income of the emigrant in the country of migration; 
•	 C = necessary emigrant consumption; 
•	 c = essential needs of the immigrant family; 
•	 S = emigrant savings We can write: Y = C + c + S

The quantity of remittances sent by immigrants to their home country is 
governed by a number of variables, including:

(1)	 The number of employees who have travelled to and worked in other 
countries.

(2)	 The organization of emigrants according to age groups, civil status and 
family reunification, degree of qualification, proximity to the location of 
migration, legality, and so on.

(3)	 Working circumstances have a significant influence on remittances. The 
key factors influencing this issue are the amount of income, which differs 
according to migratory nations, the nature of employment, the facilities 
offered by local businesses for migrant employees, and so on.

(4)	 The volume of remittances also depends on the security, speed, and ease 
with which monetary values are sent to the place of origin.

(5)	 Political, economic, and social developments in both the origin and 
destination countries have a significant influence on the volume of 
remittances transmitted.
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1.4 Channels for transferring remittances

1.4.1 Banks	
The majority of remittances entering Albania are directed through unofficial 
physical routes, such as family or acquaintances. Because of the enormous volume 
of remittances flowing through informal channels, effort is needed to make 
official routes more appealing in terms of efficiency, cost, and anonymity. Despite 
the geographical development of commercial banks in recent years, immigrant 
households utilize banks at a suboptimal level.

High charges for money transfers charged by banks are sometimes used as a 
disincentive for individuals to avoid using this service. 

Microcredit schemes, as well as upgrades to the bank’s infrastructure and the 
launch of new financial products, will assist to attract additional remittances. 
Microfinance institutions currently make modest loans to the low-income 
population.

1.4.2 Money transfer operators
Western Union (WU) and Money Gram are the two biggest OTPs in Albania, 
with a total of 800 locations. WU has the benefit of an extensive network, 
which includes post offices. WU also has arrangements with banks to provide a 
competitive service to the banks’ own transfer services.

There are three key reasons to assess OTPs’ performance in conquering such a 
vast market:

(1)	 Quick service. In many circumstances, the time it takes to transfer money 
from overseas to Albania is less than an hour.

(2)	 Usability. The OTP service is considered as simple to use, especially for 
those who have little experience with the official banking system. Working 
with papers is restricted and straightforward.

(3)	 For undocumented immigrants, it is sometimes the sole option for personal 
money transit. Documents are frequently required by banks to facilitate the 
transfer. OTPs, on the other hand, do not require any papers for modest 
sums.

1.4.3 Personal Transfer
Personal transportation accounts for 60% of all transmitted remittances. Because 
the two host nations are so close, most legal migrants may visit them once or twice 
a year, allowing them to convey the money themselves in cash.

Personal transportation is thought to be more dependable and less expensive 
than bank transfers. Illegal immigrants who are unable to travel alone charge 
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others to act as couriers, bringing their money home. Personal transportation, on 
the other hand, is neither safe nor inexpensive.

Furthermore, there is anecdotal evidence that money delivered by couriers did 
not arrive at its destination. Personal transportation, on the other hand, is the only 
alternative for illegal migrants. Banks in both Italy and Greece need documents to 
complete the transfer, preventing illegal immigrants from efficiently using banks 
for these services.

1.5 Annual remittances, equal to one-tenth of GDP

According to the World Bank, remittances have a significant impact on the 
Albanian economy. According to their projections, remittances totaled $ 1.47 
billion in 2019, equivalent to 9.6 percent of GDP.

Although it has increased in value, the ratio with BP has increased owing to the 
rise of the economy. Prior to 2011, remittances exceeded 13-14 percent of GDP. 
This proportion peaked in 1993, when remittances accounted for 28% of GDP. 
They have contributed significantly to world economic riches, accounting for over 
13-16 percent of BP.

1.6 Food consumes half of the money, accounting 
for 13% of the family’s budget

The majority of remittances are spent on “food and non-alcoholic drinks” as well 
as “housing, water, and electricity.” According to the Bank of Albania’s statistics, 
food and non-alcoholic drinks account for about half of all emigrant inflows, 
accounting for around 48 percent of all emigrant inflows. 3 percent of the inputs 
are anticipated to be spent on furnishing and renovating residences, 4.5 percent on 
tires to purchase garments, and 5 percent on health services, 4.8 percent on sports, 
3.3 percent on education, and 3.2 percent in bars and restaurants from relatives in 
Albania.

According to Bank of Albania studies, remittances account for around 13% 
of the yearly household budget in Albania. A portion of the tire is given to the 
beneficiary family, which varies according on where you live in the country. 
Furthermore, remittances sent to rural regions may have a higher impact than 
those sent to metropolitan areas since they are more likely to be spent on local 
products and services.

1.7 Unrestricted streams account for 39% of all streams.

Albania is primarily a recipient of remittances. According to the Bank of Albania’s 
research of the sending method, 39 percent of the flows are directed through 
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unregulated channels, 57 percent through non-bank financial institutions, and just 
4 percent through banks. It has also been observed that remittances in Albania, 
even when funnelled through formal delivery channels, are given in cash, adding 
to the promotion of cash use in the Albanian economy. Cash is a costly tool for the 
Albanian economy, according to Bank of Albania measurements, costing payment 
service providers roughly 0.68 percent of GDP, while payment service customers 
pay up to 0.8 percent of GDP.

1.8 Formalization and Its Consequences.

Remittances are projected to have a direct influence on the population’s level of 
financial inclusion. Despite considerable remittance inflows, Albania’s financial 
inclusion percentage is assessed at 40%, a low level compared to the worldwide 
average of 69 percent, according to the Bank of Albania.

Using official channels for remittances, for example, boosts the intermediary 
activity of financial institutions, which contributes to the country’s financial 
development. According to the Bank of Albania, promoting the use of the financial 
system for remittances has been a focus of attention in the context of minimizing 
the usage of cash in the economy. In 2017, the Bank of Albania, in collaboration 
with the World Bank, conducted a comprehensive assessment of the remittance 
industry with the goal of finding infrastructural and regulatory shortcomings in 
comparison to best practices.

Remittances must be channeled through formal channels in order for host 
families of emigrants to have access to basic banking services. Establishing such 
a connection with banks and non-bank financial organizations allows access to 
even more complex finance and investment solutions, while also assisting in the 
development of a client history.

1.9 Remittances and their Economic Impact.

According to the Bank of Albania, remittances contributed around 11.8 percent of 
Albania’s GDP throughout the study period (2008-2017). Estimates, on the other 
hand, suggest that the extent of this contribution has been gradually falling, from 
14.4 percent in 2008 to under 10 percent in 2017. A similar pattern may be seen in 
the contribution of remittances to Albania’s nominal economic development. The 
contribution was negative in 2010-2013, averaging -0.3 percentage points, due to 
a decline in inflows, but it increased in subsequent years. According to the Bank of 
Albania, the impact of remittances on economic development was 0.2 percentage 
points from 2014 to 2017. In 2014, a considerable impact (0.7 percentage points) 
was found, while in 2015, a little contribution was observed (0.2 percentage points). 
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The nominal rate of economic growth in 2014 was reported to be 3.4 percent, with 
remittances accounting for around 20 percentage points of this pace. Cases when 
remittances have had a negative contribution correspond to periods when flows 
have been declining.

Remittances are a significant component of Albania’s balance of payments data. 
This is reflected in the relative importance of this item in terms of GDP and 
other macroeconomic metrics. In recent years, the remittances-to-GDP ratio has 
averaged 9.1 percent. This weight has only marginally diminished since the global 
crisis, without jeopardizing the item’s considerable contribution to the country’s 
macroeconomic framework.

The Table shows that expenditures are concentrated in the categories of “food 
and non-alcoholic drinks” and “housing, water, energy, and so on.” Remittances 
in Albania have increased household spending, causing the country’s economy to 
thrive in the near term. Despite having an influence on GDP, remittances would 
have a bigger impact if families had spent more on capital investment or education. 

1.9.1 Microeconomics contributions
Remittances have a huge influence in Albania since they provide an additional 
source of income for host families. According to a World Bank study11 on families 
receiving remittances, remittances account for around 13% of the yearly household 
budget in Albania. The influence of remittances is seen not just at the home level; 
a sizable portion of them is sent to recipient families residing in rural regions. 
Furthermore, remittances sent to rural regions may have a higher impact than 
those sent to metropolitan areas since they are more likely to be spent on local 
products and services. 

According to the Living Standards Measurement Survey (the Kuks area has the 
greatest poverty rate at 22.5 percent, and remittances have a beneficial impact on 
poverty reduction in this region. The accurate identification of the use of additional 
family income in a remittance, as well as the ban of other revenue, is a difficulty. 
However, when wages rise, remittances in their homes shift toward investment 
and savings. Measuring empirically (INSTAT, Household Budget Survey, 2016).

2. Methodology

This portion of the study will go through the empirical analysis that was utilized 
and how it was applied. This part attempts to address the research issues posed at 
the beginning of the study about the relationship between remittances and GDP. 
The literature review is a crucial aspect of any study since it familiarizes you with 
the most widely used analyses and helps you identify the most accurate approach 
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to apply them. The analysis of the VAR (vector auto regressive) model will be 
employed in this study. This analysis will be used to determine if there is a positive, 
negative, or no link between remittances given to Albania and the country’s GDP. 

For statistical reasons such as heteroskedasticity, serial correlation, parameter 
stability, and establishing the model’s normal residual distribution, both variables 
will be changed to logarithmic form. The return in logarithmic form of variables, 
according to Sims, the professor who envisioned the formation of VAR-VECM 
models, does not impact the outcomes of a research but provides a stable VAR-
VECM model for its statistical side (Sims 1980). This section will be separated 
into two sections, with the first dealing with the Granger test of causality between 
variables, the second with the test for selecting acceptable lag-delays of the 
model, and the third with stability tests (graphic test-AR Root and graphical test 
- CUSUM of parameter stability). The VAR model will be generated with the 
corresponding lag-delays in the second part, the generation of probability values 
for each coefficient of variables will be treated through OLS to determine their 
importance, and the statistical consistency of the equation that is the focus of this 
paper will be examined (because two equations will be generated). 

2.1 Granger causality of selection of lag-delay

The following are the two assumptions that emerge:

•	 GDP is caused by remittances.
•	 H0: Remittances have no effect on GDP.

We can see the probability value, where prob = 0.0035 is less than 5%, implying 
that H0 holds, implying that the variable Remittances drives GDP.

The selection of lag-delays based on AIC, FPE, SC, and HQ criteria is another 
critical step before developing the VAR model. Table 4 shows the outcomes for 
two lag-delays for each metric. Based on the criterion answers, AIC and HQ 
recommend using two lag-delays for the VAR model, hence two lag-delays will be 
utilized to produce the VAR model.

2.2 CUSUM test and model stability

Model stability tests are highly significant since they demonstrate whether or not 
the stated model is stable. This is the graphical representation-AR of unitary roots, 
where all points of the graph must be situated within the circle (+1: -1) and the 
test-CUSUM, which offers the graphical representation of the parameters used 
with a 5% significance to determine whether or not this model holds. According 
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to the graph’s presentation, all points are positioned within the circle with values 
+1, -1, showing that the model is stable and fully describe. 

Observing graph 8 of the CUSUM test with 5% significance, the blue 
line representing the VAR model is positioned inside the two red lines of 5% 
significance, suggesting that the parameters are stable and the VAR model may be 
constructed 

2.3 Development of VAR models.

GDP and remittances will be the two variables in the VAR model that will be 
constructed. Each variable will be designated as a dependent variable, while the 
other will be designated as an independent variable. So, with GDP as a dependent 
variable and remittances as an independent variable, the first equation, which is 
the equation of interest in this research, may be used to examine the influence of 
remittances on GDP. 

Then the second equation will be generated, with Remittances as the dependent 
variable and GDP as the independent variable; however, this equation is irrelevant 
to this paper because it is not the purpose of this paper to examine the impact of 
GDP on Remittances, so the analysis will focus on the first equation.

So the two equations that will be generated are:

(1)	 GDP = C(1) *GDP(-1) + C(2)*GDP(-2) + C(3)*R(-1) + C(4)*R(-2) b+ 
C(5)

(2)	 R = C(6) *GDP(-1) + C(7)*GDP(-2) + C(8) *R(-1) + C(9)*R(-2) + C(10)

The coefficients, standard deviation, and t-statistical value for each dependent 
variable are shown.

The explanatory value (R2) and other statistical statistics for each equation are 
provided. According to Table 5, the first equation relevant to this study is created in 
the first column, with the dependent variable GDP and the independent variable 
Remittances with two lag-delays. It has a solubility of 96.52 percent, however each 
of the variable coefficients must be considered for its relevance, as well as for the 
model as a whole. The significance of each dependent variable, followed by the 
overall significance of the model, will be addressed first. 

Because the findings derived by the OLS technique yield for both equations, 
the OLS method described in Table 5 will create the probability values of the 
VAR model and then execute the WALT test for the individual significance of the 
coefficients and the model as a whole.

 As observed in the table 6 presentation, they are connected with one another. 
Table 6 displays the ten coefficients of the VAR model, where the WALT test is 
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done for the first five coefficients (C (1), C (2), C (3), C (4), C (5)) of equation (1) 
to determine their significance using the two hypotheses shown in the table.

H0: C (1) = C (2) = 0 
Ha: The coefficients are not equal to zero.

The value of Chi-square where prob = 0.0026 0.05 indicates that hypothesis 
H0 fails, indicating that the coefficients C (1), C (2) deviate from zero. This 
demonstrates that GDP (-1) and GDP (-2) have a positive effect on GDP of 23.44 
and 28.25 percent, respectively. Given that Albania had only positive economic 
growth from 2008 to 2017, this can potentially act as a control variable for the 
model.

Similarly, we can observe the significance of the coefficients C (3) and C (4) for 
the independent variable Remittances in table 8.

H0: C (3) = C (4) = 0 
Ha: The coefficients are not equal to zero.

Table 8 shows that Prob=0.0001<0.05, indicating that hypothesis H0 fails, 
and that the coefficients C (3) and C (4) deviate from zero. demonstrating that 
remittances from a prior period and remittances from two previous periods may 
have an influence on GDP, with a positive effect of 16.25 percent and 7.85 percent, 
respectively. 

Through the WALT test the global significance of equation (1) can be seen by 
raising again the following two hypotheses

H0: C (1) = C (2) = C (3) = C (4) = C (5) = 0 statistically insignificant
Ha: statistically significant

From table 9 the chi-square value of the probability is probb = 0.0000 <0.05 
which means that H0 falls down and equation (1) of VAR stands. 

Equation (1) conclusions:

(1)	 GDP from the previous period (GDP-1) and GDP from the two preceding 
periods (GDP-2) are statistically significant, with positive effects on GDP 
of +23.44 percent and +28.25 percent, respectively.

(2)	 The preceding period’s remittances (R-1) and two previous periods’ 
remittances (R-2) are statistically significant, having positive effects on 
GDP of + 16.25 percent and + 7.85 percent, respectively.



ECONOMICUS 20/ 2021132

2.4 Additional VAR model testing

Other tests used to determine whether the model is valid include normal waste 
distribution and heteroskedasticity.

Waste analysis, which shows us whether or not the VAR approach is effective. 
Because, according to this technique, the residues must be white noise, or their 
sum of squares must be equal to zero, or their average must be equal to zero.

In graph 9, we can examine the histogram result to illustrate the normal 
distribution of waste.

Again, in this test there are two hypotheses that arise:

H0: Waste has normal distribution
Ha: Waste has no normal distribution

From the histogram data we see that prob = 0.680307> 0.05, which means that 
hypothesis H0 stands and the residues have normal distribution. Other indicators 
such as Skewness = -0.2, Kurtosis = 1.71 can also be seen around the values 0, 2 
while the indicator JB = 0.77 is located away from the value 0 explaining why the 
histograms do not give a completely perfect normal presentation.

One of the VAR model’s assumptions is that the residual variance is a limited 
number. The heteroskedasticity assumption is another name for this assumption. 
The  Breusch-Pegan-Godfrey test is used to put this assumption to the test in 
practice. We get the following result from the model’s data:

The following are the two assumptions that emerge:

H0: The residual variance has a fixed value.
Ha: Waste variance is not a fixed number.

From the data in Table 10 we see that prob Chi-Square = 0.1703> 0.05, which 
means that H0 stands, which means that the variance is a finite number and the 
model does not suffer from heteroskedasticity.

3. Remittance’s survey

In addition to the macroeconomic examination of GDP, I did a brief survey on 
the micro impact on household budgets. The poll is aimed at family members who 
have at least one emigrant relative who gives you monetary money at least once a 
year. The survey was performed online using Google forms, but in order to cover as 
many age groups as possible, a field survey was undertaken, mostly for those over 
the age of 35.
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3.1. Empirical analysis of results.

(1)	 The age of the respondents prevails from the age of 18-24 years with 35% 
and less <18 years with 5%.

(2)	 100% of respondents have at least one individual in emigration who sends 
you money at least once a year.

(3)	 The question regarding the years in emigration and how long they have 
been receiving money from emigrants is presented as follows:

According to the findings, immigrants transmit money for at least a year after 
they arrive in the place of emigration. This is due to factors such as a change in 
lifestyle, difficulty at work or with their employment contract if they have one (if 
they are legal), debt payback for illegal immigrants who have been unemployed for 
a long time, and so on.

Looking at the two figures above, we can see that the UK has a high proportion 
of transfers and that OTP, along with personal transportation, accounts for 
80 percent of the delivery channels. This is due to the fact that the majority of 
immigrants to this nation are illegal, and these two methods of sending are simpler, 
and the work with paperwork is restricted and straightforward.

3.1.1 Individuals who gain from remittances 
and their relationships with emigrants.
According to the study results, the bulk of remittances (70 percent) provide money 
for 3-5 persons for each emigrant. In addition, 70 percent of them have a girl/boy 
or sister/brother relationship with immigrants. This demonstrates that the major 
source of remittances is youth, which not only contributes to an aging population, 
but also demonstrates the extent of unemployment for young people who have no 
alternative but to emigrate.

This is corroborated by the other question about the reasons for leaving 
Albania, in which 75% departed for a better job and only 15% for school. This 15% 
represents 15–22-year-olds, when young people go for school while both working 
and sending money home to their family with the following data:

•	 25% of them claim they put money aside for their children’s education, and 
these are the examples where remittances assist 3-5 persons per emigrant.

•	 They spend 30% in small businesses and 25% in purchasing a home or land 
on which to build a home, which is also considered an investment because 
the property’s value never decreases.
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4. Conclusions 

Immigrant families and the economy benefit directly and immediately from 
remittances.

Immigration alleviates unemployment, assists abandoned families, and instills 
a new spirit in the country by bringing people from more developed countries. 
Immigration also facilitates the transfer of money and increases traditional cultures’ 
exposure to liberal, rational, democratic beliefs and modern knowledge.

Immigration has both positive and bad effects, in addition to positive ideas. As 
the population grows, so does the diversity of cultures and beliefs, resulting in an 
increase in crime. 

There are 4 types of remittances: Potential Remittances, Constant Remittances, 
Additional and Savings Remittances.

Banks, Money Transfer Operators (OTPs), and Personal Transport are the 
three types of remittance procedures.

Remittances have decreased, especially as the Eurozone’s economic crisis has 
worsened. 2008 was the best year for remittances, with $ 1867 million. Remittances 
into the Albanian economy have begun to climb again in the previous two years, 
2016 and 2017, when compared to 2015.

For the study period, 2008-2019, the value of FDI has always been higher 
than the value of remittances. The gap between FDI and remittances, which was 
relatively minor in the first five years, has grown due to increased investment on 
the one hand and decreased remittances on the other.

Remittances have been crucial in financing imports and bridging the trade deficit. 
They have played a crucial role in preserving the national currency’s exchange rate 
as well as the rapid development of the construction and service sectors. As a result, 
they have had a favorable impact on the country’s macroeconomic stabilization.

The Bank of Albania estimates that during the analysis period, remittances 
have contributed to about 11.8% of Albania’s GDP. On the other hand, estimates 
show that the size of this contribution has been slightly declining from 14.4% in 
2008, to about 10% in 2017. However, remittance contributions have increased in 
recent years, compared to performance during 2010-2013. 

The impact of remittances in Albania is significant because they constitute an 
additional source of income for host families. 

Remittances represent about 13% of the annual family budget in Albania. The 
impact of remittances is not only felt at the household level, a significant part of 
them goes to beneficiary families living in rural areas. Moreover, remittances spent 
in rural areas may have a greater effect than those spent in urban areas, as they tend 
more towards the consumption of local goods and services.
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5. Conclusions on VAR Analysis 

•	 GDP from the preceding period (GDP-1) and the two prior periods (GDP-
2) had statistically significant positive effects on GDP of +23.44 percent and 
+28.25 percent, respectively.

•	 The preceding period’s remittances (R-1) and two previous periods’ 
remittances (R-2) are statistically significant, having positive effects on 
GDP of + 16.25 percent and + 7.85 percent, respectively.
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Extension (List of Graphs and Tables)	

GRAPH 1. Structure of Remittance expenses (In%/total)

GRAPH 7. Stability of the VAR model

GRAPH 8. CUSUM stability test with 5% of parameters



ECONOMICUS 20/ 2021138

GRAPH 9. Graphic presentation of the histogram

GRAPH 5. Weight of remittances in GDP in the years 2008-2017

GRAPH 6. Monthly expenses of households that receive  
and those that do not receive remittances
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TABLE 2. Consumer expenditure by remittance-receiving families is segmented.

TABLE 3. Granger causality test

TABLE 4. Lag-delay selection test.
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TABLE 6. OLS I VAR generation.

TABLE 5. VAR generation
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TABLE 7. WALT test for coefficients C (1), C (2)

TABLE 8. WALT test for coefficients C (3), C (4)

TABLE 9. WALT test of equation (1)
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TABLE 10. Breusch-Pegan-Godfrey test of heteroskedasticity

TABLE 11. Time period of receiving remittances and years in emigration

Years in emigration Time period for receiving remittances
4-5 years 45% 4-5 years 20%
>5 years 35% >5 years 20%

1-3 years 15% 1-3 years 50%

<1 year 5% <1 year 5%

TABLE 12. Source country where remittances come from

United Kingdom 40% Greece 10%
Italy 25% USA 10%

TABLE 13. How to receive remittances

OTP (Money Transfer Operators) 65%
Banks 10%

Personal Transport / Courier 15%


