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Introduction  

Worldwide remittances to Latin America and the Caribbean (LAC) reached $69.2 billion in 2008, an increase of 
just under one percent over 2007.1 Despite a series of challenges confronting migrant workers and their families 
in 2008, remittance senders proved to be remarkably resilient. Once relegated to the 'errors and omissions' 
column in balance of payments statistics, estimates of remittances to the region grew at double-digit rates for 
most of the last decade. This rapid growth, in part due to the improving ability of central banks to measure the 
flows, slowed considerably in 2007 and remained virtually flat at 0.9% in 2008. The true impact of this decline in 
growth, however, is more complex than ever before, as families, communities and economies throughout the 
region are impacted in fundamentally different ways. 
 
The global financial crisis has brought with it a new set of challenges confronting migrant workers and the 
contributions they make to their family members back home. Given the recessions plaguing major destination 
countries such as the United States, Spain and Japan, remittances to the LAC region will decrease in 2009, 
marking the first downturn since the Inter-American Development Bank (IDB) began tracking these flows in the 
year 2000. ¢Ƙƛǎ ŘƻŎǳƳŜƴǘ ŀŎŎƻƳǇŀƴƛŜǎ ǘƘŜ άнллу aŀǇ ƻŦ wŜƳƛǘǘŀƴŎŜǎ ǘƻ [ŀǘƛƴ !ƳŜǊƛŎŀ ŀƴŘ ǘƘŜ /ŀǊƛōōŜŀƴέΣ 
produced by Multilateral Investment Fund (MIF) of the IDB. The document provides an overview of significant 
trends affecting remittances and their impact on families, communities and national economies throughout the 
region. 
 

   

 
 

                                                            
1 5ǳŜ ǘƻ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ǊŜǾƛǎƛƻƴ ƻŦ ǘƘŜ aŜȄƛŎŀƴ ŎŜƴǘǊŀƭ ōŀƴƪΩǎ ŜǎǘƛƳŀǘŜǎ ƻŦ ǊŜƳƛǘǘŀƴŎŜǎ ǘƻ aŜȄƛŎƻ нллн-2008, the MIF has 
increased its previous estimates accordingly.   

Remittances in times of financial instability  
Impact of the financial crisis on remittances to Latin America and the Caribbean 
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2008: Remittances grew, but barely  

Remittance growth averaged six percent year-on-year during 2007 and remained steady throughout the first 
half of 2008.  A report published by the MIF in October of 2008 revealed for the first time that the purchasing 
power of remittances had declined during that year. Against the backdrop of a negative immigration climate, 
two economic factors negatively impacted the contribution remittances were making to family incomes; rising 
fuel and food inflation, and the appreciation of local currencies against the dollar. These developments eroded 
ōƻǘƘ ǘƘŜ ǎŜƴŘŜǊΩǎ ŘƛǎǇƻǎŀōƭŜ ƛƴŎƻƳŜ ŀƴŘ ƛƴŎǊŜŀǎŜŘ ǘƘŜ ƴŜŜŘ ƻŦ ǘƘŜƛǊ ŦŀƳƛƭƛŜǎ ōŀŎƪ home. South American 
countries with a significant number of migrants in Europe, however, also experienced a positive impulse from a 
strengthening of the euro between January and July.  
 
After virtually zero growth in the third quarter, remittances declined for the first time in the fourth quarter of 
2008. Taken in isolation, this decline in the number of dollars received would have a negative impact on 
remittance recipients throughout the region. Though the decline in dollars is negative from a balance of 
payments standpoint, it does not reflect the effect on the purchasing power of remittance recipients. 
 

 
 
The flight to quality that accompanied the onset of the financial crisis resulted in a rapid appreciation of the 
dollar against the region's major currencies, with the dollar trading at 15-35% higher levels than at the same 
time in 2007. In the case of the Brazilian real, one dollar purchased 23% more of the Brazilian currency within 
the space of one month. Financially savvy migrant workers seized this opportunity, responding by sending 
significantly more money home than at the same time in 2007. In September/October of 2008 remittances to 
Colombia surged 18%, while remittances to Mexico and Brazil rose 11% above the previous year's levels.  
5ŜǎǇƛǘŜ ǘƘŜ ŦŀŎǘ ǘƘŀǘ ƎǊƻǿǘƘ ǎǳōǎŜǉǳŜƴǘƭȅ ǊŜǎǳƳŜŘ ƛǘǎ ŘŜŎƭƛƴƛƴƎ ǘǊŜƴŘΣ ŦǊƻƳ ƭŀǎǘ ȅŜŀǊΩǎ ŜǾƛŘŜƴŎŜ ƛǘ ƛǎ ŎƭŜŀǊ ǘƘŀǘ 
remittances are responsive to exchange rate fluctuations.  Migrant ability to increase the remittances sent 
implies that there is either disposable income or savings to tap, or an ability to borrow in order to take 
advantage of improved exchange rates. 
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As the graphs above illustrate, the sudden increase in the value of the dollar with respect to the currencies of 
Mexico, Brazil and Colombia, the three largest recipient nations, had a lasting impact. While the number of 
dollars sent continued to decline after the spike, the value of those dollars in local currency terms increased by a 
larger amount. The graph on the right illustrates this situation in which the impact on the balance of payments 
at the national level is negative, while the appreciation of the dollar actually increased the purchasing power of 
remittance recipients in these countries.  
 
The three major remittance recipient countries, Mexico, Brazil and Colombia, account for just over 45% of total 
remittances to the region. Their exchange rate regimes, however, are not typical for most of the region's 
nations. Differences in exchange rate regimes, and also in the origins of remittances, result in very different 
implications for the each of the region's nations.  
 
The currencies of Central America are largely dollarized or pegged to the dollar. With both trade ties and 
remittance flows largely dependent on the US, El Salvador and Honduras, and, to a lesser extent, Nicaragua and 
Guatemala have protected themselves against exchange rate volatility. As a result, however, remittance 
recipients in these countries have not benefited from the appreciation in the dollar. In the last quarter of 2008, 
Remittances to Central America remained 4% below their Q4 2007 levels in local currency terms. 

 
In South America, particularly in the Andean region and Paraguay, a second dynamic is at play. These countries 
receive a significant proportion of their remittances from Europe (principally from Spain).  Having benefitted 
from the strengthening of the euro by 10% between its January 2008 low and July 2008 high, the euro lost 22% 
of its value between July and October. Despite a December rebound, the euro is currently trading just above its 
October levels. Should it remain at these levels, this will have negative implications for the value of remittances 
to the region in the coming months. 
 
The case of Ecuador is illustrative of the negative side effects of both of the developments above. With a 
dollarized economy, Ecuadorian remittance recipients did not benefit from dollar appreciation. At the same 
time, 45% of remittances came from Europe in the first three quarters of 2008, and were negatively impacted by 
the fall of the euro. Remittances to Ecuador were down 22% in the fourth quarter. The significance of European 
remittances to the region is illustrated by the graphs on the following page. The first shows the exposure of five 
LAC countries to remittances from Europe. The second shows remittance growth declining by loosely the same 
order of magnitude as the year-on-year drop in the value of the euro.    
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How does the financial crisis affect migration?  

wŜǎǳƭǘǎ ŦǊƻƳ ǘƘŜ aLCΩǎ нллу ǎǳǊǾŜȅ ƻŦ рΣллл [ŀǘƛƴ !ƳŜǊƛŎŀƴ ƛƳƳƛƎǊŀƴǘǎ ƛƴ ǘƘŜ ¦ƴƛǘŜŘ {ǘŀǘŜǎ ƛƭƭǳǎǘǊŀǘŜ ǘƘŜ 
importance of employment in driving migration. In the case of workers from Mexico, 56% of those interviewed 
in the US did not have full time employment before migrating. The vast majority of these workers obtained a job 
within one month of arriving in the United States. Due to the high costs and risks associated with migration to 
the United States, many migrate only when they know a job is waiting for them across the border.  
 
When economic growth is rapid, labor force conditions tighten and wages rise, creating demand for foreign 
labor. The US construction sector boomed between 2003 and 2006, adding almost one million new jobs. This 
growing demand for labor in the US invariably attracted workers from Latin America. Simply by crossing the 
border their labor was worth 5½ times what they earned back home. The financial crisis, however, has resulted 
in disappearing jobs and diminishing incomes. As a result, fewer migrants are coming in to the United States. At 
the same time, increased border enforcement has made the journey more difficult and expensive for those 
lacking legal status. 
 
The economic situation has also caused some immigrants to rethink whether they wish to 'tough it out' in their 
host nation, or return home. Despite reporting on individual cases, the overwhelming majority of migrants have 
not been inclined to do so, however. This could be the result of the high cost of going home, the high cost of a 
potential future return, issues related to immigration status, or a general belief that difficulties in host countries 
are less severe than the alternatives in home countries. Migrants who have been in host countries for longer 
periods of time will have formed attachments to their communities and may have locally born children or other 
family that has joined them abroad. This is especially the case of Latin Americans in the US, as their migration 
has a longer history, but also in Spain where migration is more recent. In fact, Spanish immigrants can receive 
significant monetary benefits from the government in exchange for a voluntary return to their home countries. 
Despite this generous offer, few immigrants have made use of the opportunity.  
 
What determines the size of remittances from the United States to LAC, however, is not the 'flow' of migrant 
workers but the 'stock', or total number of immigrants sending money home. According to the Migration Policy 
Institute it is extremely difficult to say with certainty whether the flow of migrant workers is currently positive or 
negative. 2 Because the net effect on the stock of immigrants in the US is not significant, this is not likely to have 
a major effect on remittance flows in the near term. 

                                                            
2 Papademetriou, Demitreos and Terrasas, Aaron, άImmigrants and the current economic crisisέ Migration Policy Institute 
(Jan. 2009)   

http://www.migrationpolicy.org/pubs/lmi_recessionJan09.pdf

