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The funds transferred or available for transfer home by households working
abroad appear in several items of the balance of payments, which often leads
to misunderstandings. This paper therefore attempts to define these concepts. It
is necessary to clarify and understand the concepts associated with remittances
because they may represent more stable sources of external funding compared
to other external sources, and may also shape economic growth, improve the
current account and thus contribute to reducing the risk premium and improving
investor sentiment on the country. After illustrating the economic significance of the
compensation of employees and transfers, we shed light on their trends in recent
years in Hungary. The United Kingdom’s referendum on EU membership in June
2016 lends particular relevance to the topic. We show that the compensation of
employees working temporarily abroad significantly exceeds the current personal
transfers of Hungarian households permanently living abroad, and these significantly
improve the current account. Hungarian workers in Germany and Austria received
the majority of wages, while the United Kingdom also plays a prominent role
alongside Germany in current personal transfers made by Hungarian households
living permanently abroad. At the scale of the European Union, the volume of
compensation of employees and current personal transfers decreases in parallel
with the level of economic development.
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1. Introduction

After Hungary joined the European Union, the number of Hungarian citizens working
abroad started rising as workers took advantage of the free movement of labour
and differences in wage levels. As the number of Hungarians working abroad has
increased, the value of compensation of employees and current personal transfers
has also risen. Although papers on the significance of working abroad (Bodndr —
Szabd 2014) and on the volume of worker remittances (Kajdi 2015) have already
been published, trends in the foreign compensation of employees and current
transfers in recent years have not been represented in a breakdown by country or
analysed in depth. The outcome of the United Kingdom’s referendum on European
Union membership held in June 2016 is what primarily shed light on the significance
of the matter from a Hungarian perspective.

In the second chapter of our paper, we define the concepts linked to remittances
and present the available data and constraints on obtaining data. Chapter 3 provides
an overview of the potential economic impacts of the compensation of employees
and transfers based on the literature. Chapter 4 gives an in-depth analysis of trends
in the compensation of employees and the current personal transfers of Hungarians
working abroad. Chapter 5 places Hungarian trends in an international context,
while Chapter 6 sums up the main findings of the study.

2. Defining the concepts related to remittances

The funds transferred or available for transfer home by workers living and working
abroad appear in several items of the balance of payments, and thus the following
chapter attempts to clarify these concepts. However, before we give an overview
of where the funds received from households working abroad appear in the
balance of payments statistics, it should be noted that the balance of payments
shows transactions between resident and non-resident households. In the balance
of payments, residence is not primarily defined based on the economic agent’s
citizenship, but on where its “fundamental economic interests” are tied to (MNB
2014). In other words, a Hungarian citizen can be a resident in either Hungary or
Germany. To put it simply, an economic agent is a resident in the country where
he or she lives habitually, over the long term. Residing abroad for more than one
year is generally regarded as long term, with a few exceptions such as exchange
students and diplomats (IMF 2009). The following section presents a structured
classification of the indicators that exist in relation to remittances, first presenting
the two indicators that can be directly observed in the balance of payments.

Studies



An Analysis of the Incomes and Current Personal Transfers of Hungarians Living Abroad

(1) Compensation of employees temporarily working abroad

Compensation of employees is recognised among primary incomes in the balance
of payments and shows the amount of gross labour income earned by workers
temporarily living abroad (working abroad for less than one year). As the balance of
payments records transactions between resident and non-resident agents, which is
the wage paid to the Hungarian worker by a foreign employer in case of short-term
work abroad, the balance of payments shows the gross wage. As a result, this time
series shows the amount of wages received from non-resident economic agents
instead of the amount of money transferred home by resident agents. As workers
then pay taxes on these wages in the country in question® and spend a portion of
their income on the cost of living, which is difficult to quantify, presumably only
a portion of employees’ income is actually transferred home. For this reason, it
would be misleading to call this indicator a remittance, as only a portion of it can
be transferred home.

(2) Current personal transfers of households permanently living abroad

The secondary incomes of the current account show the amount of money
transferred home to domestic households by households living permanently abroad.
When a household moves abroad for the long term (for more than one year) and
its economic interest shifts to the new country, it becomes a non-resident agent
and from this point on, the transaction of receiving wages from its non-resident
employer is no longer included in the original home country’s balance of payments
data (as the transaction takes place between two non-resident agents). At the same
time, as a household living abroad is now a non-resident agent, transfers by this
household to a household in Hungary give rise to a transaction between a resident
and a non-resident agent, which is thus recognised among the secondary incomes in
the balance of payments (called current transfers in the earlier balance of payments
methodology). This item of the balance of payments also contains other items that
are addressed in-depth later in this study.

It is therefore apparent that several items of the current account contain elements
that workers living abroad could transfer home; however, in our view, neither one
of these nor their sum should be referred to as remittances. In order to understand
and analyse the amount of money that domestic households working abroad may
be transferring home, new concepts should be defined. Using precise terminology
is rendered difficult by the diverging use of terminology in international statistics
and the fact that the international literature often fails to clarify the above
concepts. Amongst others, the World Bank refers to the sum of concepts (1) and
(2) as personal remittances. By contrast, the terminology used by Eurostat offers
a more accurate description of the concept used by the institution for its analyses

1 This is recognised among the secondary incomes of the current account.
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(“workers’ remittances and compensation of employees”), which also refer to the
sum of items (1) and (2). Besides these international organisations, numerous
other domestic and international authors proceed similarly, so this concept also
calls for definition. Figure 1 illustrates the relations between concepts related to
remittances.

Figure 1
Concepts regarding remittances
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(3) Compensation of employees and workers’ transfers

According to our definition, similarly to Eurostat and the World Bank, this item
contains the compensation of employees temporarily working abroad and transfers
of workers permanently living abroad [(1)+(2)]. However, this item contains the
tax burden on the compensation of employees and the portion of income used to
cover the cost of living, in other words the sum of (1)+(2) is not transferred home
in full. As a result, referring to the sum of items (1) and (2) as remittances would
be inaccurate in spite of the fact that this is the terminology often used by the
literature and the press.

(4) Compensation of employees available for transfer home

This concept refers to the value of compensation of employees (1) less taxes, social
contributions, costs of living and consumption expenditures. However, quantifying
these items is problematic? for several reasons that go beyond the scope of this
paper.

2 Taxes and social contributions are recognised among the secondary incomes of the current account. Although
data on the consumption expenditures abroad of domestic residents is available as it is considered a domestic
service import, there is uncertainty within this category on the portion represented by consumption of short-
term migrant workers and by domestic tourists traveling abroad.
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(5) Sum of current private transfers (2) and compensation of employees
available for transfer home (4)

In our opinion, this concept sums up all of the items that workers temporarily and
permanently living abroad could transfer home, and thus for the sake of simplicity,
we will refer to this concept in the rest of this paper as “remittances”. According
to our definition, remittances include transfers by households working abroad for
the long term (working abroad for more than one year) and the portion of the
compensation of employees working temporarily abroad (working abroad for less
than one year) less taxes, which has not been spent on consumption. However, as
highlighted in the previous section, because there is no accurate data on the latter
item, the precise volume of remittances is difficult to quantify, which is particularly
problematic because most analyses attempt to investigate the impacts of the
contents of these remittances.

3. Economic impacts of compensation of employees and transfers
based on the literature

This chapter presents the economic impacts of the compensation of employees
and current transfers from several aspects. Here again, we would stress that most
of the literature uses the term “remittances”, possibly stemming from the fact
that they attempt to analyse the impacts of remittances [(5)], which we have also
described, that make the most sense economically. By contrast, as highlighted
earlier, the term “remittances” most often refers to the sum of items (1) and (2),
i.e. compensation of employees and current personal transfers [(3)]. For the sake
of consistent terminology, we have no choice other than to use the cumbersome
but accurate expression “compensation of employees and transfers” as the majority
of the literature bases its analyses on World Bank data, which is consistent with
this expression [(3)]. Although the concepts of remittances and compensation
of employees and transfers are often used inaccurately in various analyses, their
qualitative economic impacts (on income distribution, welfare, growth and the
balance of payments) and broad trends are largely identical. The only significant
differences can be found in the degree of impact on individual variables, as
remittances form a subset of compensation of employees and current personal
transfers.

According to the World Bank data, compensation of employees and current
personal transfers as a percentage of GDP is typically the highest in the Asian and
African countries, while Hungary’s figure is considered moderate (but significant by
regional standards) (Figure 2). According to the World Bank’s data, compensation
of employees and current personal transfers exceed 20-30 per cent of GDP in many
Asian and African countries, so much of the literature tends to focus on developing,
lower-income countries when analysing these transactions. Compensation of
employees and current personal transfers as a percentage of GDP in Central and
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South-eastern Europe and the Baltic States amount to less than 10 per cent;
compared to this, Hungary’s figure of 3.3 per cent is moderate, but slightly exceeds
the regional average for Central and Eastern Europe. With this in mind, this paper
focuses mainly on the impacts of compensation of employees and current personal
transfers in the economies of the region and less so on the impacts of migration
and the trends exhibited in the poorest countries.
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=3 Workers transfers and compensation of employees in percent of GDP (2015)

Source: World Bank.?

The impacts of compensation of employees and current personal transfers are
typically classified in three groups by the literature (OECD 2006). The first topic is
the impact of compensation of employees and current personal transfers on income
distribution, poverty alleviation and individual welfare, the second topic is the
impact on growth, employment and productivity, and the third topic is the impact
on the balance of payments. That said, other classifications for analysing the impacts
are also possible, such as the one used in a European Parliament analysis (European
Parliament 2014) which distinguishes micro-level and macro-level impacts. As this
paper relies on aggregate data, we essentially adhere to the OECD classification.

3 http://www.worldbank.org/en/topic/migrationremittancesdiasporaissues/brief/migration-remittances-data.
p g P g p 8

Studies


http://www.worldbank.org/en/topic/migrationremittancesdiasporaissues/brief/migration-remittances-data

An Analysis of the Incomes and Current Personal Transfers of Hungarians Living Abroad

3.1. Impacts on income distribution and welfare

The impact of compensation of employees and current personal transfers on income
distribution is unclear based on empirical studies, while it may alleviate the risks
associated with poverty. They may either decrease (Ahlburg 1996; Taylor 1999) or
increase the Gini coefficient that measures social inequality (Adams 1991). The
impact on income distribution may be influenced by the stage of the migration
wave that a country is currently experiencing. During the initial phase of migration,
typically wealthier families may seek work abroad, which may increase inequalities
(World Bank 2011; Stark et al. 1988). In later stages of migration, poorer groups
may also seek work abroad to a greater extent, and thus their compensation and
current personal transfers may also alleviate social inequalities in the longer run
(Stark — Taylor — Yitzhaki 1988). Many empirical studies reveal a rise in consumption
expenditures among households that are recipients of incoming transfers, which
face lower chances of sinking into poverty compared to those which receive no
funding from abroad (Ratha 2013). In addition, compensation of employees and
current personal transfers shield households from external shocks and act as a form
of social insurance in countries plagued by frequent political or economic turmoil
(Kapur 2004).

Compensation of employees and current personal transfers may boost economic and
household welfare by generating higher income available for education spending.
Some studies point out that migration and compensation of employees and current
personal transfers have a positive impact on the host country’s human capital (de
Haas 2007). It is also possible that the funds received following emigration do not
compensate for the loss generated by the brain drain of highly skilled labour, but
this exceeds the scope of our paper’s objectives. The IMF (2016) study shows that
in CESEE* countries, the qualification and education of emigrants is significantly
higher than the national average.

Several studies show that compensation of employees and current personal
transfers may play a pronounced social role beyond their financial and economic
significance. While the bulk of analyses focused on the monetary and financial
impacts of inflowing funds, their non-financial and in-kind forms are just as
significant. Levitt’s (1998) paper shed light on the significance of the cultural and
social impacts of migration. The “transfer” of non-financial and in-kind benefits may
have a significant impact on social development through numerous areas such as
education, healthcare, gender equality or the brain gain.

4Albania, Belarus, Bosnia and Herzegovina, Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Kosovo,
Latvia, Lithuania, Macedonia, Moldova, Montenegro, Poland, Romania, Russia, Serbia, Slovak Republic,
Slovenia, Turkey, and Ukraine.
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3.2. Growth impacts

Compensation of employees and current personal transfers may stimulate
economic growth through various channels. Numerous studies have shown that
the continuous influx of compensation of employees and current personal transfers
mitigates the volatility of output (IMF 2005; World Bank 2006; Chami et al. 2008),
while several empirical analyses have shown that they have a positive impact on
the host country’s economic growth (Solimano 2003, World Bank 2006). That said,
several authors stressed that the impact on growth depends on numerous factors
(such as its absorption). Compensation of employees and transfers stimulate
consumption and investment and may thereby mitigate the degree of recession and
foster a pickup in the host country’s economic growth. In addition, absorption by
consumption or investment also has secondary or multiplier effects. Such multiplier
effects include expanding retail sales, which boosts demand and ultimately, output
and employment as well (Lowell — de la Garza 2000; Ratha 2003). Indirect impacts
may also be generated by the fact that incoming compensation of employees and
current personal transfers free up funds that can thus be used for investment,
which has a positive impact on employment and growth. Léon-Ledesma — Piracha
(2001) estimate that in 11 Central and Eastern European countries, compensation
of employees and current personal transfers significantly increase the economy’s
funds available for investments.

That said, compensation of employees and current personal transfers may also have
adverse impacts on growth. The impacts on employment, inflation and imports
depend on the flexibility with which the supply side of the economy is able to
react to higher demand in the wake of the compensation of employees and current
personal transfers received. For instance, if supply is unable to adequately adjust
to increased demand, it may result in inflationary effects (Adams 1991; Barajas
et al. 2011; El-Sakka 1999). There is a high likelihood that the funding received
is spent by the recipient households on consumption goods (generally imported
goods), instead being used for domestic investments or savings. In line with this,
several authors (Alper — Neyapti 2006; de Haas 2007) found that compensation
of employees and current personal transfers may only foster investments and
economic growth over the longer run. Meanwhile, the receipt of compensation
of employees and current personal transfers and constant reliance on such may
decrease labour market participation and the number of hours worked (Buch et
al. 2002; Chami et al. 2003). Rising inactivity may also increase the wage level and
the inflow of funds may lead to appreciation of the real exchange rate (Chami et al.
2008; Bourdet — Falck, 2006; Barajas et al. 2011). The IMF (2016) demonstrates that
the influx of compensation of employees and current personal transfers significantly
increases labour market inactivity by increasing reservation wages. In extreme cases,
reliance on incoming funds may be a unique source of contagion: if the country
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sending the funds is affected by a crisis, the recipient countries will also feel an
adverse effect (Alvarez—Tinajera 2010).

Compensation of employees and current personal transfers may have a positive
impact on economic prospects through financial deepening. According to the IMF’s
(2016) calculations, in countries where reliance on compensation of employees
and transfers is high (remittances exceed 10 per cent as a percentage of GDP),
they may foster deepening of the financial system, which is generally measured
through private sector credit and deposits as a percentage of GDP. The funds
received may increase private sector bank deposits and thus the stock of extended
credit, which may ultimately stimulate investments (Aggarwal et al. 2006; Giuliano
and Ruiz-Arranz 2005, 2009; Gupta et al. 2009; Ratha 2013). Compensation of
employees and current personal transfers received may enable the accumulation
of financial and non-financial assets, which in turn improves access to financial
services and investment opportunities (Orozco et al. 2005; IMF 2005). Yasseen
(2012) demonstrates a positive correlation between compensation of employees
and current personal transfers and the level of financial system development in
emerging countries. That said, these positive impacts may wane as migration
becomes permanent or increases.

In light of these findings, the link between compensation of employees and current
personal transfers and economic growth is not clear, and the potential positive
impacts are not a silver bullet in and of themselves and cannot replace adequate
economic policy for any country (Stratan et al. 2013). The right economic policy and
development strategies are best able to ensure that the compensation of employees
and transfers received by developing countries exert a positive impact on growth.
In addition, the adverse effects of emigration and reliance on compensation of
employees and current personal transfers can be mitigated with economic policy
measures that create an economic and institutional environment that does not
promote additional emigration or supports the return of emigrants, that fosters
greater labour market activity of those who remain in the country and supports the
allocation of the funds received to investments rather than consumption (IMF 2016).

3.3. Impact on the balance of payments

Compensation of employees and current personal transfers have a positive impact
on and foster the achievement of a sustainable current account over the long run.
The fact that compensation of employees and current personal transfers have
turned out to be a more stable source of funding and are less cyclical compared to
other external funding (such as international aid, FDI or credit, see below for more
details), has numerous positive consequences for the balance of payments and
its sustainability (IMF 2005; Ratha et al. 2009). The advantage of compensation
of employees and current personal transfers is that their utilisation is not tied to
the use of high import-content investment projects, they do not have to be repaid

13
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and are not subject to any interest. Most research also emphasises that higher
demand for imports is the result of economic development, structural changes
in consumption and capital goods production or changes in international labour
distribution (Glytsos 1993; Straubhaar 1988).

The stability of compensation of employees and current personal transfers
contributes to the economic stability of the recipient country. Maintaining the
current account at a level that does not jeopardise the sustainability of external debt
is essential for open economies (Holmes 2006). Buch and Kuckulenz (2010)°> showed
that by positively impacting the current account, compensation of employees
and current personal transfers decrease a country’s risk premium and improve
investor sentiment by reducing external debt; ultimately, these factors result in
better financing conditions which fosters investment and economic growth. Hassan
and Holmes (2015) showed that compensation of employees and current personal
transfers result in less persistent shocks affecting the current account and quicker
ensuing adjustment. Furthermore, Bugamelli and Paterno (2009) demonstrated that
compensation of employees and current personal transfers decrease the likelihood
of current account crises and thus the likelihood of financial crises. By contrast,
certain studies point out that the funds received may push property prices up in
the recipient country, which may lead to the misallocation of funds and pose a risk
for financial stability (Stepanyan — Poghosyan — Bibolov 2010).

4. Trends in the compensation of employees and current personal
transfers in Hungary

As we have demonstrated so far, compensation of employees and current
personal transfers may have various macroeconomic impacts, and thus an in-
depth investigation of their trends in Hungary is warranted. As shown in Chapter
2, referring to the sum of the two items as remittances would be misleading, as
households working temporarily abroad can actually only transfer a portion of their
gross wages back to Hungary, as the remainder is used to pay taxes and cover the
cost of living.® This chapter and paper do not attempt to give an estimate of the
value of remittances by Hungarian working abroad, but instead strive to provide an
overview of data included in the balance of payments, i.e. of the trends in Hungarian
households working abroad temporarily [(1) in our list above] and transfers by
Hungarian households working abroad over the longer term (2). The following
chapter presents these items in-depth.

® Similarly, several empirical studies emphasise that remittances decrease the current account deficit (Buch
et al. 2002; Buch — Kuckulenz 2004; Nayyar 1994).

%1t should also be mentioned that these two items are also included in balance of payments data, as tax
payments are recognised among transfers (for instance, the value of income spent abroad on consumption
in the value of import) while the saved portion of income is reflected in the increase of financial assets.
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4.1. Where are compensation of employees and transfers reported among
data?

Compensation of employees is included in the income balance (among primary
incomes) and its balance has decreased the income balance deficit more and more
in recent years. Gross compensation of employees (including taxes) is included in
the income balance. The balance of this item (that is, the difference between the
revenues and expenses) has decreased the income balance deficit by nearly 3 per
cent of GDP in recent quarters and has increased the current account surplus (Figure
3). Nevertheless, the income balance deficit amounted to 5-6 per cent of GDP, as
the profit of corporations in non-resident ownership and interest paid on foreign
loans significantly exceeded this item.

Figure 3
Developments in the items of the income balance
(four-quarter values as a percentage of GDP)
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Current transfers by households working permanently abroad are recognised
among the secondary incomes of the current account. Households working
permanently abroad are classified as non-resident for the reasons described earlier.
Unrequited transfers by non-residents to domestic agents are recognised among
other current and capital transfers, a subset of secondary incomes. Similarly to
the MNB's analyses, we refer to these as the transfer balance along with other
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primary incomes and the items of the capital account (Figure 4). That said, other
current transfers also include other items such as taxes on wages paid to the host
country of households working temporarily abroad. Therefore, the fact that the
balance of other current transfers besides EU transfers broadly exhibits net payment
means that taxes paid by households working temporarily abroad exceed current
private transfers by households living permanently abroad. That said, current private
transfers by households working permanently abroad can be studied based on other
data reporting entities (such as Eurostat, which publishes data supplied to national
statistical bodies). Based on this, their value in recent years was around 0.5 per
cent of GDP, which fell far short of the wages of households working temporarily
abroad. In terms of trends in the transfer balance surplus, the absorption of EU
transfers is a dominant factor.

Figure 4
Developments in the items of the transfer balance
(four-quarter, GDP proportionate transactions)
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Source: MNB, HCSO.

It is worth noting that while so far we have relied on data from the balance of
payments, the following part of our paper presents the data on compensation of
employees and current private transfers published by Eurostat (among balance of
payments data), in the context of which we provide an overview of transfers of
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households working permanently abroad alongside compensation of employees,
which partly contain actual remittances. Eurostat allows for an in-depth analysis of
data on the compensation of employees and transfers in a breakdown by country.

4.2. Compensation of employees by households working temporarily abroad

Compensation of employees decreased following the crisis, in part due to rising
unemployment, but has increased gradually as growth stabilised and the last
restrictions on work within the European Union were lifted. Compensation from
temporary work abroad amounted to around EUR 1.2-1.5 billion prior to the crisis,
before dipping significantly in 2009. The fact that the crisis affected neighbouring
countries and that rising unemployment presumably affected migrant workers
to a greater extent (which confirms the hypothesis presented in the chapter on
theory whereby remittances may also be a channel of contagion) may have played
a pivotal role in this. At the same time, the influx of external funds in Hungary
(meaning the influx of debt liabilities and net FDI) contracted to a far greater degree
after the crisis because — as mentioned in the chapter on theory — foreign wages
decreased to a smaller extent, in other words they were a source of more stable
funding for economic agents. Compensation of employees subsequently started
climbing gradually and amounted to nearly EUR 3 billion by 2013; however, as
explained earlier, only a portion of these wages is actually available for remittance.
The increase began in earnest after 2010 and was felt in Germany to the greatest
degree, as shown by the data broken down by country. The fact that Germany’s
last restrictions affecting Hungarian workers were lifted in early 2011 also played
a significant role in this. Factoring in the wages of households working temporarily
working in Hungary, compensation of employees contributed EUR 2.5-3 billion to
the current account between 2013 and 2016, which also contains taxes and the
cost of living.

Germany and Austria are the main destinations for Hungarian workers seeking
temporary work abroad (Figure 5). Temporary work abroad typically includes
seasonal and border worker. Taking this, plus the differences in wage levels among
countries into account, it comes as no surprise that the vast majority of foreign
wages come from temporary work abroad in Austria followed by Germany, which
is located farther from Hungary but is still at an accessible distance and is easily
accessible. This coincides with the data derived from the labour force survey
published in the Statisztikai Szemle (Lakatos 2015). Approximately three quarters of
the nearly EUR 3.5 billion in total compensation of employees came from these two
countries in 2016. It is also worth noting that the wages of short-term (non-resident)
workers in Hungary amounted to nearly EUR 500 million. Workers temporary living
in Hungary generally came from neighbouring countries, mainly from Romania and
Slovakia. This is presumably due to workers living in these countries whose native
language is Hungarian.
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Figure 5

Cfmpensation of employees temporarily working abroad and in Hungary
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4.3. Current personal transfers by households working permanently abroad

Current personal transfers made while working permanently abroad only rose
significantly after the crisis, presumably due to the fact that Hungarian workers may
have emigrated en masse in the wake of the recession that followed the crisis. The
value of current transfers rose significantly and stood at EUR 700 million by 2016, i.e.
a far smaller amount than the compensation of employees; however, this amount
was fully transferred home. In terms of permanently working abroad, current
personal transfers before 2008 were insignificant, falling short of EUR 100 million.
Current transfers by Hungarian households working permanently abroad increased
significantly following the crisis, presumably in the wake of rising unemployment
in Hungary. This may also stem from the fact that the last restrictions affecting
Hungarian workers were lifted in 2011, and accordingly remittances from Germany
started climbing after this turning point.

From 2012 onwards, the bulk of current transfers by households working
permanently abroad came from Germany, followed by the United Kingdom (Figure
6). Current personal transfers grew significantly in 2012 and 2013 mainly in the wake
of rising transfers from Germany, as a result of which current personal transfers
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exceeded the amount received from the United Kingdom, the highest up to that
point, by 2013 and 2014. Current personal transfers from Germany amounted to
around EUR 300 million by 2016 while current transfers from the United Kingdom,
which ranked second, amounted to approximately EUR 200 million. An additional
EUR 15-20 million is transferred from countries ranking below Germany and the
UK (including Sweden, Ireland, Spain, Italy, the Netherlands, Slovakia and Belgium),
and fewer transfers are made from other EU countries. In terms of transfers by
workers permanently stationed in Hungary, transfers to Germany account for the
bulk of their value, while transfers outside the European Union are also significant.

Figure 6
Current personal transfers from employees permanently working abroad
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Note: Current transfer data in a breakdown by country published on Eurostat is only available from 2010.
Source: HCSO, Eurostat.

5. Remittances in an international comparison

The investigation of compensation of employees and current transfers is not a new
topic, but more studies have focused on this matter in the recent past. This stems
partly from the increasing compensation of employees and current transfers by
workers living abroad, which mostly characterises developing countries. According
to the World Bank, compensation of employees and transfers to developing (low
and middle income) countries amounted to over USD 420 billion in 2015 and
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can therefore be regarded as a significant source of external funding alongside
FDI (Figure 7). In line with this, compensation of employees and transfers may
amount to triple the amount of official development funds in certain countries,
and may thus exert a market impact on social welfare and economic development.
In addition, remittances are a more stable source of funding compared to FDI and
portfolio investments, as confirmed by the 2009 trends in the data. While the influx
of FDI contracted by nearly one third over a one-year period, remittances only fell
by 5 per cent. In terms of the volume of compensation of employees and transfers,
the World Bank’s data revealed that over 20 per cent originate from the United
States (mainly to Mexico, China and India) followed by Saudi Arabia, the United
Arab Emirates and the United Kingdom. India, China and the Philippines should be
highlighted among the recipients of the largest amounts: these countries absorb
nearly 30 per cent of global compensation of employees and transfers.

Figure 7
Development of external funds globally
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Source: World Bank, http://blogs.worldbank.org/peoplemove/trends-remittances-2016-new-normal-
slow-growth.

Within the European Union, Hungarian workers abroad boast the highest wages
as a percentage of GDP, while their current transfers are not salient (Figure 8). If
we compare the countries of the European Union, the compensation of employees
working temporarily abroad from Hungary exceed the wages observed in other
European Union countries. In this regard, we should keep in mind that as mentioned
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earlier, a portion of this is used to pay taxes and cover the cost of living, and thus
the balance of payments surplus is not increased by the total income earned (the
precise amount of which is not known). The 0.6 per cent of GDP represented
by transfers by households working permanently abroad is not extraordinary in
a European comparison. The amount of current transfers is in line with the regional
average, which in some instances even exceeds Hungary’s figure. It should also be
noted that the geographic position of countries may also play a role in shaping
revenues from work abroad. As seen earlier, Austria and Germany are the two key
countries for Hungary from this perspective, both of which are located nearby.
That said, the data for Greece is worth looking at: wages from temporary work
abroad are negligible, which may be linked to the fact that Greece does not have
any European Union neighbour on land besides Bulgaria.

Figure 8
Current transfers and compensations of employees in the EU

(percentage of GDP, 2016)
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In countries of the European Union, the value of compensation of employees and
transfers decreases proportionately as GDP per capita rises, which is linked to
wages that increase in line with the level of development (Figure 9). A comparison
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of foreign incomes and transfers with GDP per capita, a measure of economic
development, shows that migrant workers transfer far less funds home in more
advanced economies, while compensation of employees and transfers are far
higher, particularly in the countries that joined the European Union in 2004 or
later. Concurrently, countries with higher GDP per capita generally exhibit lower
compensation of employees and transfers. This is due to the fact that one of the
main motives of seeking work abroad may be to earn higher wages. Thus, countries
with higher GDP per capita attract a greater number of foreign workers than the
number of its own citizens who emigrate for work.

Figure 9
Correlation between current transfers and compensation of employees and
economic development
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6. Conclusions

In summary, a distinction should be made between the amount of compensation of
employees and current transfers by households working abroad for the long term
and remittances, as the first two items include elements (such as taxes and the cost
of living) that are not actually transferred back home. It is necessary to clarify and
understand the concepts associated with remittances because they may represent
more stable sources of external funding compared to other external sources.
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According to several references in the literature, compensation of employees and
transfers and remittances may have a positive impact on economic growth through
the stimulation of internal consumption. Meanwhile other authors argue that these
transactions may also have negative consequences, for instance through labour
market impacts. Compensation of employees and transfers improve the current
account balance, which may also have a positive influence on a country’ investor
sentiment.

A review of Hungarian data reveals that the wages of workers temporarily living
abroad far outstripped transfers by households permanently living abroad.
Germany and Austria are the leading destinations for Hungarian households seeking
temporary work abroad due to the differences in wage levels and their geographic
proximity. Germany followed by the United Kingdom are also key countries in
terms of long-term work abroad and current transfers. Hungary mainly attracts
workers from neighbouring countries (such as Romania and Slovakia), most of whom
tend to seek temporary rather than permanent work. European data show that
less compensation of employees and transfers are absorbed by more advanced
European Union (core) countries, while countries having joined the European Union
in 2004 or later are leading sources of migrant labour and major absorbers of
remittances.
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