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Abstract. The migration of people from one country to another has become an
integral part of the modern world, affecting the economic, social, political and
cultural life of mankind. This process is beneficial both for the countries where
migrants arrive and for the countries of their origin and is an important factor in
socio-economic development. One of the obvious results of migration is the frequent,
albeit small, financial remittances sent by immigrants to their families back home.
This financial flow is currently one of the largest international financial flows,
comparable in size to international financial assistance and foreign direct
investment, and has an impact on household welfare as well as on macroeconomic
indicators at the national level. Recently, scholars have increasingly studied the
impact of these remittances on the economies of countries, especially developing
ones, as they begin to exceed other sources of financing, such as tranches from
international organizations and private foreign investment. The subject of the study
is international labor migration and migrant remittances in terms of their impact on
the economic development of Ukraine. The object of the study is the impact of
international labor migration and migrant remittances on the main indicators of
economic development of Ukraine. The results obtained will be used in the
development of applied solutions and theoretical substantiation of the processes of
migrant remittances in the context of their impact on the economic development of
Ukraine.

Keywords: cash flows, international labor migration, economic development,
migrant remittances, migration capital, labor resources, International Organization
for Migration (IOM), labor migration, labor market.
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Introduction

The purpose of the article is to study the impact of migrants' remittances on
the main indicators of economic development of Ukraine.

The goal of this research involves setting and solving the following tasks:

- to determine the impact of migration capital on economic development;

- to determine the impact of labor migrants' remittances on the main indicators
of economic development of Ukraine;

- to substantiate the problems of improving the mechanisms for managing
remittance flows in Ukraine.

The main research methods used in the study are the following: analysis and
synthesis, induction and deduction, statistical and graphical, and system analysis.

A significant contribution to the study of the impact of remittances on the
economy of the migrant donor country was made by such well-known scholars as
A. Barajas, A. Haidutsky, V. Gayets, G. Durand, V. O. Kupets, E. Libanova,
R. Lucas, I. Lunin, O. Malynovska, D. Masey, E. Parado, O. Pyatkovska,
V. Fedosov, R. Chami and others.

The need for further in-depth study of the theoretical foundations and
substantiation of methodological and practical approaches to determine the impact
of migrant remittances on the economic development of Ukraine led to my choice
of the topic of the article.

Research Outcomes

The close relationship between economic development and migration has
been recognized for some time. In recent years, however, there has been a shift in
thinking about the relationship between migration and economic development.
Traditionally, migration has been viewed as a problem with negative consequences
for development. Today, there is a growing realization that migration and migrants
can contribute to a country's economy. One of the factors contributing to this change
in thinking is the growing awareness of the importance of remittances.

To date, not enough attention has been paid to determining the impact of
remittances on the economy. Certain problems, such as attracting migrant capital as
a source of investment resources for the country's financial market, stimulating economic
growth in Ukraine and making it innovative as a basis for sustainable economic
development, are still to some extent ignored by scholars and practitioners [5].

Since Ukraine is known to occupy a prominent place in the global migration
system, primarily as a country of origin for a vast amount of migrants, and thus
receives significant amounts of private transfers from abroad (according to the
World Bank, in 2021 it was the largest recipient of remittances in the Europe and
Central Asia region), this research task seems extremely relevant. Remittances from
migrants have become very important for the Ukrainian economy.
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Private remittances, according to the balance of payments methodology, are
international transfers and resource flows to households, that come from other countries
and are mainly related to temporary or permanent migration (BPM6, A5.1).

Remittances can be made both through formal channels - through banks,
international money transfer systems, post offices - and informal channels - by
transferring available money and other material assets from one household to
another [3, 4].

In the structure of payment balance, two items are largely related to private
remittances: "compensation of employees” and "private transfers”. These standard
components are recorded in the current account.

Wages and salaries represent the income of seasonal and other short-term
workers who work abroad for less than 1 year, as well as the wages of Ukrainians
employed by non-resident companies. Net salary is equal to the difference between
the salary received by an employee from temporary employment abroad and his/her
expenses in the host country and taxes paid [3, 4].

Private transfers cover transactions between resident and non-resident
households. They consist of remittances from workers employed for more than a
year and other private transfers between residents and non-residents [3,4].

Large volumes of remittances from labor migrants mitigate the effects of
crises on labor donor countries. Unlike other financial flows, remittances are quite
stable, as labor migrants try to support their loved ones in difficult times. In addition,
such flows recover quickly after the crisis ends.

During the global financial crisis of 2009, the volume of remittances to other
countries decreased by 6%, and to Ukraine by 12%. Over the past five years,
remittances to Ukraine have doubled and have become a very powerful and stable
source of foreign exchange for the country [7, p.325].

The previous crises of 2008 and 2014-2015 led to a sharp decline in trade and
capital inflows to Ukraine. At the same time, remittance inflows are less dependent
on the economic cycle and less prone to sudden stops. Thus, remittances are
becoming a kind of financial buffer during economic crises.

Ukraine is among the leaders in the world in terms of the relative level of
remittances. According to the World Bank, in 2019 Ukraine was among the top 30
countries in terms of remittances to GDP. At the same time, the World Bank's data
reflects remittances on a gross basis, while the National Bank calculates net
remittances, i.e., excluding expenses and taxes in the host country [5].

The growth in remittances is driven by an increase in wage income. Both the
economic situation in the country and in the world have a decisive impact on the
volume of remittances: a large wage differential stimulates labor migration. The
growth in remittances to Ukraine is driven by both the increase in the number of
labor migrants and the growth in wages of Ukrainian workers abroad as their skills
improve.
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The reorientation of labor migrants to EU countries after 2014 led to changes
in the structure of remittance channels. In 2014, Russia was the main destination
country for Ukrainian migrants. Due to a developed system of payment systems with
low fees, most remittances from there came through official channels.

Russia's armed aggression has led to a significant redistribution of labor
migrants by country: the share of EU countries has increased and the share of Russia
has decreased. At the same time, the share of informal channels has significantly
increased due to the higher price of payment system services, ease of transportation
and geographical proximity of countries [6].

In order to improve the calculation of remittances, data on informal channels
was updated. The reorientation of short-term migrants from Russia to Poland after
2014 led to a significant underestimation of private remittances due to the extremely
low share of official remittances from Poland.

The publication of survey results by the central banks of Poland and Russia
necessitated a revision of the methodology for calculating Ukrainian data on
remittances from these countries. Based on mirror statistics, the numbers have
significantly increased. However, the consolidated balance of payments account did
not change due to the corresponding changes in the financial account [6].

The reorientation of short-term migrants from Russia to Poland after 2014
led to a significant underestimation of private remittances due to the extremely low
share of official remittances from Poland. The publication of survey results by the
central banks of Poland and Russia necessitated a revision of the methodology for
calculating Ukrainian data on remittances from these countries. Based on mirror
statistics, the numbers have significantly increased. However, the consolidated
balance of payments account remained unchanged due to the corresponding changes
in the financial account.

The incomes of labor migrants abroad will decline depending on the area of
employment, with the decline being uneven. Those working in the service sector
will be most affected: the hotel and restaurant business, cultural and artistic
institutions, as well education. However, while the impact on construction and
manufacturing activities will be relatively less severe, the decline in incomes in these
sectors will have a decisive impact due to the large number of migrants involved.

More than two-thirds of migrants send remittances to Ukraine annually,
averaging $4,800. With remittance receipts from abroad amounting to around USD
14-15 hillion, equivalent to 7-8% of gross domestic product (GDP), remittances are
an extremely important issue for Ukraine [13].

In recent years, migrant remittances have become a relatively stable source
of funding, especially for developing economies. Global statistics show that
remittances from migrants are constantly growing on a global scale, changing the
living standards of the population of recipient countries and affecting the socio-
economic situation.
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The number of remittances to Ukraine from abroad has been steadily
increasing in 2014-2021. In 2014, there were $6.489 billion in remittances. The
following year, this amount increased by 7.2%, and in 2016 it amounted to $7.535
billion (+8.3%).

The largest increase in remittances was in 2017, when Ukraine received 9.287
billion USD. This is almost a quarter more than in 2016. In 2018, remittances
amounted to 11.111 billion USD (+19.6%), in 2019 they increased to USD 11.921
billion [2].

In Ukraine, according to the National Bank of Ukraine (NBU), in 2020, the
volume of remittances from labor migrants increased by 1.7% or 59 million USD to
11.98 billion USD.

This compares to 11.921 billion USD in 2019 (both through formal and
informal channels). In 2021, 14.019 million USD was transferred to Ukraine, which
is 2.039 billion more than last year (11.98 billion USD), [2], (Fig.7.5.1):

It is worth noting that a sharp increase in remittances occurred during the
years of crisis, especially in 2008 and 2014, which were decisive for the Ukrainian
economy. Unlike in 2008-2009, when a decline occurred immediately after the
surge, after the Revolution of

Dignity in 2014, the decline occurred only in 2019 and only because of the
growth of the total GDP from which the percentage is calculated, as in real terms it
amounted to USD 11,111 million and USD 11,921 million. USD and 11,921 million
USD in real terms. USD for 2018 and 2019, respectively.

There was a doubling of the percentage of remittances as a percentage of
GDP in 2015 compared to the more or less stable dynamics of previous years [1].
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Fig.7.5.1. Dynamics of private remittances to Ukraine
in 2000-2021 (USD million)
Source: Compiled by the authors based on data from the National Bank of Ukraine

431



Contemporary International Relations: Topical Highlights of Theory and Practice — 2023

Due to the COVID-19 pandemic and closed borders, the National Bank
predicted a 6% decline in GDP in October 2020, but we have seen a significant
increase in remittances from abroad. The 2019 figure is a positive sign. Although
the number of remittances received from migrants continued to grow, the percentage
of GDP decreased by 0.7% compared to 2018 (Fig.7.5.2):

Remittances from Ukrainian labor migrants or foreign relatives to Ukraine
are one of the largest sources of foreign currency inflows into our country's
economy, and the share of these inflows in GDP is significant. Thus, in 2008, it was
only 3.4%, while in 2019 it was already 8.5%, which is 2.5 times higher. Under the
influence of the COVID-19 pandemic, the share of remittances from labor migrants
decreased and amounted to 7.7% of Ukraine's GDP in 2019-2020. In 2021, due to
the coronavirus, cash flows changed slightly and amounted to 7% of the country's
GDP [1].
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Fig.7.5.2. Volumes of private remittances to Ukraine
in 2011-2021, (USD million; %)
Source: Compiled by the author based on data from the National Bank of Ukraine.

Ukraine is known to occupy a prominent place in the global migration
system, primarily as a country of origin for numerous migrants, and thus receives
significant amounts of private transfers from abroad. Ukrainian labor migrants
remain the largest investors in the Ukrainian economy. As noted earlier, the global
trend for many countries is that emigrant remittances are the second largest after
foreign direct investment, but in the case of Ukraine, the value of emigrant remittances
has recently far exceeded the amount of foreign direct investment [10, p.74].

Since 2014, the average inflow of remittances to Ukraine has been more than
twice as high as FDI inflows, more than four times as high as portfolio capital
inflows, and more than eight times as high as official development assistance
inflows. Furthermore, while FDI and portfolio investment inflows have been highly
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volatile, declining sharply in 2014-2015 and more recently in 2020 following the
COVID crisis, migrant remittances have remained remarkably stable.

According to the National Bank of Ukraine, the volume of private
remittances to Ukraine in 2014 amounted to 6.489 billion USD. This is 24% less
than in 2013. Despite the sharp decline in private remittances, labor migrants
contribute more to the Ukrainian economy than foreign investors. According to the
State Statistics Service of Ukraine, in 2014, foreign investors invested 410 million
USD of direct investment in Ukraine's economy [1].

The graph above shows that foreign direct investment in Ukraine had a sharp
downward trend from 11 billion to 4 billion USD in 2008 as a result of the global
financial crisis, and from 8 billion to 1 billion in 2013-2014. This is due to the
economic crisis and political events that took place in Ukraine during this period.

However, the graph shows that remittances from emigrants are more resilient
to economic shifts, which suggests that they are a more stable source of financial
income and may become a more reliable tool for supporting households and for
attracting them as investments in the future. Between 2005 and 2021, the annual
amount of migrant remittances grew almost constantly, increasing from USD 2
billion to USD 15 hillion [14].

Global studies show that remittances from migrants to low-income countries
account for a larger share of GDP than imports, and are also larger than the share of
remittances as a percentage of GDP for middle-income countries. In Ukraine,
incoming remittance flows are several times larger than outgoing remittance flows,
which may indicate that Ukrainian immigrants do not send money abroad, or that
their number is smaller than the number of emigrants.

The NBU specifies that migrants' remittances can be made both officially
(international money transfer systems, banks, post office) and unofficially (hand-to-
hand transfers between households).

According to the National Bank of Ukraine (NBU), the volume of private
remittances in Ukraine in 2021 amounted to USD 14.019 billion. (in 2020 - USD
11.98 billion). At the same time, private remittances amounted to USD 8.134 billion
through official channels (in 2020 - USD 7.409 billion), and USD 5.885 bhillion
through informal channels (in 2020 - USD 4.571 billion), [2], (Fig.7.5.3):
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Fig.7.5.3. Distribution of remittances from abroad by channels of inflow in 2011-
2021, (USD million).
Source. Compiled by the author based on data from the National Bank of Ukraine
(NBU).

A positive trend in 2020 is the gradual decrease in the volume of private
migrant remittances through informal channels compared to 2019 - from USD 5,881
to USD 4,571 million and a significant increase in remittances through official
channels - from 6,040 USD to 7,409 million USD. However, in 2021, the volume
through informal channels again recovered to the level of 2019, while through
official channels there was a steady increase to 8134 million USD.

In 2021, the volume of remittances to Ukraine through the banking system
increased by 11%, and the volume of funds received from abroad using money
transfer systems increased by 26%. According to the National Bank of Ukraine, the
amount of funds that entered the country through informal channels (by transferring
cash or material assets from one household to another) in 2020 amounted to more
than $4 million [14, 15].

Among migrants, bank transfers and transfers through the IPU are the second
and third most popular options for transferring funds (after cash, including in-kind
and informal channels). Such transfer channels are secure, but there is a possibility
of making a mistake when entering a bank account number.

As for cash transportation, there is a high level of risk, no guarantees, and no
traceability. Nevertheless, almost half of the total volume of remittances to Ukraine
is carried out through cash transportation (including in-kind and informal channels).
Each transfer channel has its own mechanism and special features [11].
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Fig.7.5.4. Distribution of the volume of remittances from abroad by main
categories in 2008-2021, (million USD)
Source. Built by the authors based on the data of the State Statistics Service of
Ukraine and the National Bank of Ukraine.

It is worth noting that not all remittances are made by Ukrainians working
abroad; some of the currency comes to Ukraine through private transfers. Compared
to the data for 2019, in 2020, remittances increased by USD 461 million. (from USD
3.014 billion to USD 3.475 billion And in 2021, they grew even further to USD
4.469 billion, which is USD 0.994 billion more than in the previous year, i.e. almost
USD one hillion (see Figure 4).

Over the past ten years, the issue of migration has attracted more and more
attention and has become increasingly important for Ukraine.

According to the World Bank, Ukraine is the fifth largest supplier of labor
migrants in the world and the first among Central and Eastern European countries.
Overall, Ukraine is considered the largest supplier of labor migrants in Europe.
Almost 25% of the country's economically active population temporarily or
permanently works abroad [14].

The largest volumes of remittances to Ukraine in 2021 came from seven
countries: Poland, the United States, the United Kingdom, the Czech Republic,
Russia, Germany, and Italy (in 2021, the share of these countries was 70.5% or USD
9.878 billion). The EU countries received USD 8.602 billion in 2021. This is 30%
more than in the previous year (61.4% of total remittances to Ukraine), [1].

The three most popular countries of destination for remittances of labor
migrants from Ukraine are Poland, the Czech Republic, and the Germany.

It should be noted that there is a gradual redirection of Ukrainian migrants
from east to west. For example, the downward trend for Russia is from 26% in 2015
to 5.5% in 2021. The reason for this was not only restrictions on entry into the
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country, but also the fall of the ruble, which made wages less competitive than before
(a decrease by 2 times).

Poland has taken the place of Russia and for the sixth year in a row has been
the leading country in terms of private remittances to Ukraine through informal
channels. Its share in 2021 is 33.1% or one third of all remittances to Ukraine.

The United States ranks second with $1.491 billion in remittances to Ukraine,
or a share of 10.6%. The UK ranks third in terms of unofficial remittance channels with
a share of 7% of the total amount of remittances and almost USD 1 billion. The Czech
Republic ranks fourth with USD 0.877 billion or a share of 6.3%. Germany took the sixth
place and eased the employment procedure for Ukrainian labor migrants in 2016, but
this did not bring an increase in percentage terms and its share in 2021 is 4.3%.

In countries with sound economic policies, remittances are often used as
investments. By strengthening financial sector infrastructure and facilitating
international travel, countries can increase remittance flows by raising funds through
formal channels. The large number of shadow transfers is due to the fact that
transaction costs for remittances often exceed 20% of their value; reducing them by
even 5 percentage points in global terms could result in savings of $3.5 billion. This
could result in savings of $3.5 billion for workers sending money home.

Figure 7.5.5 shows the geographical structure of remittances coming to
Ukraine in 2021 by major countries and informal channels:
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Fig.7.5.5. The share of private remittances to Ukraine by main countries and
unofficial channels of receipt in 2021, (%)

Source. Built by the authors based on the data of the State Statistics Service of
Ukraine and the National Bank of Ukraine.
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As for the distribution of private remittances to Ukraine by major countries
and official channels of receipt in 2021, the top five countries are: The United States,
the United Kingdom, Germany, Cyprus, and Israel.

Developing countries are worried about a “brain drain,” although any
productivity losses from the emigration of skilled workers may be more than offset
by remittances and the positive effects of the network on trade and investment. One
positive, albeit somewhat limited, step toward greater international labor mobility is
the so-called Mode-4 proposal for services being considered in the current round of
the General Agreement on Trade in Services [3].

Remittances from migrants are a significant source of foreign exchange
earnings for Ukraine. Unlike other capital flows, remittances are a more stable
source of foreign exchange earnings, which are less affected by financial and
economic crises. The growth of remittances is driven by an increase in wage income
due to the steady increase in the number of Ukrainian labor migrants and their
income growth amid continuous professional development.

After 2014, the geographical structure of the countries of destination of
Ukrainian workers changed significantly: the share of Russia decreased and the
share of EU countries increased. As a result, the share of informal channels as a
source of remittances has increased significantly. Using mirror statistics, the data on
remittances were revised upward [11].

Thus, remittances are cash or in-kind transfers made by migrants directly to
families or communities in their countries of origin. Remittances are a steady source
of foreign exchange earnings for Ukraine. In terms of the relative level of
remittances, Ukraine is among the leaders in the world.

The NBU took into account both official and unofficial channels of money
flows to Ukraine. In 2021, USD 8.134 billion was transferred to Ukraine through
informal channels, which is USD 2.039 billion more than last year (USD 11.98
billion). Even in the face of the economic crisis caused by the quarantine,
remittances from abroad grew by 7% in 2019 and remained at the same level in
2020, creating new incentives to support the situation. In terms of countries, most
cross-border remittances to Ukraine come from Poland, the United States, the United
Kingdom, the Czech Republic, Russia, Germany, and Italy [13, 14].

It Is also worth noting that the average Inflow of remittances to Ukraine since
2011 has been more than twice as high as the inflow of foreign direct investment,
more than four times as high as the inflow of portfolio capital, and more than eight
times as high as the inflow of official development assistance. Moreover, while FDI
and portfolio investment inflows have been highly volatile and declined sharply in
2014-2015 and as recently as 2020, following the coronavirus crisis, migrant
remittances have remained remarkably stable [8, p.11].
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Conclusions

In the era of global labor markets, the demand for foreign workers as low-
wage labor in labor-importing countries is the main driver of international labor
migration. However, international labor migration involves not only the
unemployed, but also a part of the employed population. In the latter case, the
driving motive for migration is the search for more favorable working conditions.
The labor force moves from countries with low living standards and wages to
countries with higher levels of them. National differences in wages are the objective
basis for labor migration.

As a result of the significant intensification of international migration,
remittances sent by migrants to their families in their home countries are constantly
growing and have become one of the most powerful international financial flows.
They play a significant role in reducing poverty, improving the well-being of the
population of countries of origin, and contribute to the accumulation of human
capital by spending a significant share on education and health care. Migrant
remittances can have a positive impact on the development of the economy of the
country of origin, stabilizing its finances, increasing investment, creating new jobs
and expanding production.

However, international experience shows that in order to utilize the potential
of remittances, it is necessary to create favorable conditions for business
development and channel them through official channels. Such tasks are obviously
relevant for Ukraine, where many citizens go abroad to work, while the volume of
foreign exchange earnings from them is growing rapidly. The government is taking
all the necessary steps to facilitate and digitalize the process of receiving and sending
remittances, as their increase helps to stimulate domestic consumption and reduce
the poverty threshold in the country. On the other hand, there is the problem of
unemployment and brain drain, which increases competition in the Ukrainian labor
market, which in turn helps to raise wages.
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