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Abstract

The pursuit of money and capital is a relentless endeavor of every economy. FDI
is considered the engine of economic growth, while are remittances the increasingly
the catalyst of the population’s welfare. The purpose of the study is to analyze the
answer about the relationship between remittances and FDI inflows in Kosovo, Swit-
zerland and Denmark. Secondary data obtained from the World Development Indi-
cators were, analyzed with the Ordinary Least Squares model and Granger Causality
and processed with SPSS 21 technique. Measuring the correlation between variables,
Foreign Direct Investment, GDP per capita growth, net migration, remittances, Gross
Fixed Capital Formation, household consumption, and population number, give re-
liable results. Using remittances as a dependent variable, the first hypothesis has
been partially confirmed, the most statistically significant and positive determinants
that increase remittances are population, unemployment and migration and not oth-
er determinants. The regression results are unsatisfactory for the second hypothesis
dependent variables Foreign Direct Investment the determinants are positive but
not statistically significant, confirming that there are other factors that impact the
increase of FDI inflows. The correlation matrix shows a high correlation between
the variables. The Granger Causality model, through the Wald test, represents the
cause. FDI does not cause remittances, but remittances cause FDI. A limitation of the
study is the heterogeneity of the data and the countries in the sample. The results
of the study will be of interest to government institutions in Kosovo to improve the
business environment so that the country will become attractive to foreign investors
who will bring capital and employment growth.
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Introduction

Capital formation is essential for a country’s economic development and developing econ-
omies find it difficult to secure this capital (a problem that needs to be resolved). Develop-
ment economies to solve the problem of lack of capital must benefit more and more from
the inflow of FDI and remittances coming from developed countries. The creation of a good
employment strategy in the countries of the European Union has attracted the labor force
from developing countries. The focus of the study is remittances and FDI as providers
of multiple benefits, technology transfer, new employment, innovative products and ser-
vices, capital stock growth and consumption. It has been shown that the use of the appro-
priate study model and methodology are important determinants of the degree of differ-
ences reported, especially if the sample sites are of largely different.

For many years Kosovo topped the list of the most optimistic countries in the world,
according to Gallup International research although it still suffers from considerable
poverty (Global Happiness and Hope Index n.d.).

Furthermore, unemployment is a significant problem that encourages outward mi-
gration (BTI Transformation Index n.d.). Denmark was the happiest country in the
world in 2017 (World Happiness Report 2021). Denmark while Switzerland is not only
one of the most beautiful places on earth, it is one of the safest and most stable countries
(Switzerland Rated One of the Safest Countries by DKV n.d.) Denmark. If we compare
their growth paths, the indicators selected in the study are important factors of reve-
nue growth, especially for Kosovo. Remittances are expected to be statistically signifi-
cant for Kosovo, with rising unemployment a problem not only internally but also ex-
ternally (Switzerland faces over 50.000 Albanians who have come to this country since
1968, first from Kosovo and latter from Albania, and have been successfully integrated).
The opening of legal, long-term migration routes facilitates the lives of Kosovo citizens,
while daily or weekly migration to Switzerland and Denmark will increase the coun-
try’s income and create satisfaction for its citizens and foreigners.

A comparative analysis of the three countries will help us to understand a lot.

Economic growth has averaged around 4% for 15 years in Kosovo, driven by public
investment supported by consumption and remittances and less by exports. Howev-
er, it has failed to reduce high unemployment and youth emigration. In 2018, Kosovo
reached a GDP of $7.6 billion; however, its GDP per capita of only $4,108 is insufficient
to raise the living standard of the population (Kosovo Snapshot 2019). 2019 brought only
€254.6 million in FDI (CBK 2020), which contributed only 3.04% to GDP. The situation
of Foreign Direct Investments it was also not satisfactory in 2020, with only €295.0 mil-
lion). While the share of remittances in GDP in 2018 was 15.64% (World Bank Group
2019) continuing with this trend in 2019 and 2020 (World Bank Group 2020). Gross
Fixed Capital Formation (GFCF) contributes about 16% to GDP while Household con-
sumption increased to only 2.2% in 2018 (World Bank Group 2019).

Denmark has an economy that continues to perform well. The annual GDP per cap-
ita growth in 2018 was 0.9%, the share of FDI in GDP was 1.5%, remittances contrib-
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uted only 0.4% to GDP, and GFCF annual growth was 5.1%. householdl consumption
had an annual growth of 2.3%, while unemployment was low at 5.9% (World Bank
Group 2019).

Switzerland has political and economic stability and efficient markets (globalEDGE
n.d.). In 2018, the annual GDP per capita growth was 1.76%, FDI contributed 9.6%
to GDP, remittances contributed 0.35% to GDP, and GFCF had an annual growth
of 1.78%. The annual growth of household consumption was 1.04%, and unemploy-
ment was only 4.79% (World Bank Group 2019).

The aim of the research is to find the determinants that increased FDI inflows and
remittances in the three countries, with the aim of stimulating the independent mac-
ro-economic variables included in the study through the fiscal favoring that the gov-
ernment will do to increase FDI and remittancat.

A study conducted in Central and Eastern Europe found a positive impact of both
FDI and remittances on GDP, but the impact of FDI is higher than that of remittanc-
es in all countries analyzed (Comes et al. 2018). Therefore, developing countries need
to work harder on promotional strategies to attract FDI because of its positive impact
on economic growth (Biithe and Milner 2008).

FDI has a higher impact on economic growth than remittances because most remit-
tances come for consumption and rather than investment. For FDI, they come in the
form of capital, knowledge, and expertise, and they lead to an increase in company pro-
ductivity and technology transfer from foreign to domestic enterprises (Glass and Saggi
2002; Saggi 2002). However, some believe that the impact of FDI and remittances on the
economic growth of the beneficiary country is conditioned by several factors.

According to Borensztein, De Gregorio, and Lee (1998), the impact of FDI on eco-
nomic growth depends on the level of education and training of the workforce. The
higher the level of qualification the workforce, the more FDI contributes to economic
growth. By contrast, Blomstrom, Lipsey, and Zejan (1992) claim that FDI has a strong
impact on economic growth if the beneficiary country is rich, whereas the level of qual-
ification of the workforce is not significant.

The idea that the impact of FDI on economic growth is higher in developing coun-
tries is supported by Balasubramanyam, Salisu, and Sapsford (1996). According
to Mottaleb (2007), the impact of FDI on economic growth was small in countries
with low GDP per capita, poor education, little infrastructure, and low trade open-
ness. By contrast, according to Carkovic and Levine (2005), FDI does not affect the
economic growth of countries, regardless of their level of development. On the oth-
er hand, Beugelsdijk, Smeets, and Zwinkels (2008) support the view that the impact
of FDI on economic growth in developing countries is unclear. But one thing that
is clear is that FDI increases the capital of host countries just as remittances increase
the consumption of host countries.

So, after FDI, remittances represent the second-most important source of funding for
a country even though there are conflicting opinions in the literature. Discussions are
made whether more remittances come in the form of capital transfer or income.

47



Kida Nakije

Opinions differ on what impact remittances have on economic growth. Giannet-
ti, Federici, and Raitano (2009), in a study on the eastern states of the European Un-
ion (Slovenia, Poland, the Czech Republic, and Hungary), demonstrated the existence
of alink between remittances and the economic growth of the countries of origin. Ba-
rajas et al. (2009) analyzed the relationship between remittances and the level of eco-
nomic growth in 84 countries in the period 1970-2004. The results show that workers’
remittances have no impact on economic growth.

However, some point out that remittances increase household incomes and are
therefore a powerful force against poverty in developing countries. Ratha (2013) claims
that remittances positively impact the growth of incomes of the population, leading
to a reduction in unemployment. A study of 71 developing countries found thata 10%
increase in official international per capita remittances would produce a 3.5% drop
in the share of people living in poverty (Adams Jr and Page 2005).

Some studies state that remittances tend to increase in times of economic change,
political and civil crises, and natural disasters because migrants living abroad are
emotionally attached to their families and are more loyal than other foreign inves-
tors. The results of a study by Mehedintu, Soava, and Sterpu (2019) found that remit-
tances represent a relatively stable financial source for Romania and other develop-
ing countries in Europe, although their value tends to decrease, it is still though that
remittances improve access to finance financial development and therefore stimulate
economic growth.

However, one thing is clear. The “brain drain” of skilled workers is among the nega-
tive effects of remittances, and this is due to low incomes, high unemployment, and in-
come inequality (Haller, Butnaru, and Butnaru 2018). Most studies focus on the micro-
economic effect on remittance income and poverty in host countries, while the study
by Bourdet and Falck (2006) focused on the macroeconomic impact of remittances
on the real exchange rate in Cape Verde, by Portuguese immigrants living in USA
Latin. The authors conclude that remittances create a kind of “Dutch Disease” eftect
and thus have the opposite effect on the competitiveness of the tradable sector.

In conclusion, we emphasize the need to: a) change domestic government policies
that orient FDI and remittances to exports; b) limiting negative impact of remittanc-
es on the economy through the orientation of remittances for investment and not for
consumption; c) eliminating the “Crowding out” effect of capital reinvestment in our
home country that investors often do, and d) creating a good employment strategy
in developing countries, to see the positive impact on economic growth.

Literature review
In general, remittances refer to ‘money and goods transmitted to families by migrant
workers working outside their home countries’ (Adams 2009, p. 93; cited by Rahman

and Fee 2014). However, the emigrants can transmit positive messages about the im-
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age of their home country or assist investors through information about their home
country. Switzerland is a country where a large proportion of the Kosovo emigrants
work in different jobs, while Denmark is less frequented. There are major differences
between these three countries in terms of economic, social, and political development,
this would be an impetus for Kosovo to follow them. These differences, to the detri-
ment of Kosovo, are reflected in the investors” decisions. Investors prefer developing
countries as “factory economy” while themselves prefer to be the “headquarters’ econ-
omy” that govern production networks (Baldwin and Lopez-Gonzalez 2015, p. 29, 32).
With €254.6 million of FDI inflows in 2019, Kosovo is neither a “factory economy” nor
a “headquarters’ economy”.

According to Helbling and Leblang (2019, p. 1), immigration policies significantly
affectimmigration flows. The effects of restrictive immigration policies decrease when
the unemployment level is high Brekke, Roed, and Schone (2016), highlighted the un-
precedented number of asylum seekers Europe experienced in 2015. The results of their
study related to asylum seekers point out that stricter asylum policy reduces the num-
ber of new asylum seekers, while Czaika and De Haas (2016) argued that migration
flows decrease as travel visa requirements become more stringent.

However, remittances are a global phenomenon older than FDI, and they are quite
widespread, especially in developing, transition, and poor countries. In the study by Ja-
vorcik et al. (2011), the results suggest that FDI in the USA is positively related to mi-
grant remittances. The data show that the relationship between FDI and migration
is stronger for tertiary education migrants (Javorcik et al. 2011). Chami, Fullenkamp,
and Jahjah (2003) found that remittances have a negative impact on per capita income
growth, reporting three facts: 1) most remittances are spent on consumption; 2) a small
portion of remittance funds goes to saving or investing; 3) part of remittances goes
to the construction of houses, or land, gold ornaments, which are not productive for
the economy. Basnet and Upadhyaya (2014) used data for 35 middle-income countries
from Latin America, Asia-Pacific, and Africa. The estimated results give no impor-
tance to remittances in attracting FDI when all regions are included. However, when
the estimates are done according to geographical division, remittances positively affect
African countries, no significant effects on Latin American countries, and a negative
effect on the Asia-Pacific region. Coon and Neuman (2016), in their study of a panel
of 118 countries between 1980 and 2010 using the Random Effects model, found a pos-
itive and significant effect of FDI inflows on remittances. They also found a strong re-
lationship with low-income countries. Buch and Kuckulenz (2010) found that remit-
tance shipments respond more to demographic variables, while private equity flows
respond more to macroeconomic conditions.

The greatest effects of remittances are on reducing poverty through increased con-
sumption. The effects of remittances in Kosovo are positive even though active work-
ers are being lost every day, but we suffer from low FDI.
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The a objectives, hypotheses, and approach to the study
model

The objective of this study, is to identify the determinants of Foreign Direct Invest-
ment and Remittances in Kosovo, Switzerland and Denmark.

The objectives extend even further:

— To analyze the current trend of FDI inflows and remittances to Kosovo, Swit-
zerland, and Denmark;

— To analyze the relationship between Foreign Direct Investment, GDP per capita
growth, gross fixed capital formation, household consumption, population size,
and growth of remittance inflows in Kosovo, Switzerland, and Denmark (cor-
relation between variables);

— To measure the impact of FDI, GDP per capita growth, GFCF, household con-
sumption, migration, and population size on the growth of remittances in Kosovo,
Switzerland, and Denmark and vice versa — the impact of these variables on FDI.

Hypothesis HI: The remittance flow growth in Kosovo, Switzerland, and Denmark
depends on FDI inflow growth, GDP per capita growth, GFCF, household consump-
tion, and the population size in these countries.

Hypothesis 2: The growth of FDI inflows in Kosovo, Switzerland, and Denmark de-
pends on Remittances, GDP per capita growth, GFCF, household consumption, and
population size in these countries.

Hypothesis H3: The relationship between FDI, remittances, net migration, GDP per
capita, GFCF, household consumption, and population size in Kosovo, Switzerland,
and Denmark is positive.

The approach to the study model: To make this study more interesting, the varia-
bles selected are those that highlight these differences through combining countries
with different levels of development.

The following variables are included in the hypothesis:

— Dependent variables in the two equations: Remittance (REM), dependent (H1);

FDI, dependent on equation (H2).

— Independent variables: Unemployment (UN); GDP per capita (GDPpc), Net mi-
gration (NM); Gross Fixed Capital Formation _ annual growth (GFCF); House-
hold Consumption _ annual growth (HC); Population size(PS).

— The relationship between variables was also measured (H3).

The panel of 3 countries was evaluated for the period 2004-2018, using the Ordi-
nary Least Squares (OLS) and Granger Causality (GC) models, with follow-up tests
to increase the study’s reliability.

To test the hypotheses, the estimation was done through the model in Eq. 1, Eq. 2,
and Eq. 3, obtained in the paper by Coon and Neumann (2016, p. 9):

Rit= 0 + B,FDI, + B, Net migration ;, + ['Z, — 1 + ®X, + ee, +u;, (1)
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where R, stands for the remittances sent by country (i). FDI is FDI net inflows to coun-
tries in year (t); emigration is net migration in the country; Z is a vector of the three
variables related to the unemployment rate in the country, population size, and GDP
per capita growth (annual %).

Equ. (1) also includes X, as a representative of the additional control variables as de-
terminants of remittances such as Gross fixed capital formation and household con-
sumption.

In the empirical model (Eq. 2), remittances are a dependent variable. Considering
the migrants’ proximity to foreign investor partners, FDI is placed in the second hy-
pothesis (Eq. 3), while the other variables are independent.

Measuring the relationship between these variables was considered necessary. Thus,
to identify the causal direction between these variables, the Granger model (Granger
1969) and the following Vector Auto Regression (VAR) framework were used in a pan-
el proposed by Holtz-Eakin, Newey, and Rosen (1988), cited in Coon and Neumann
(2016, p. 10), modified by several variables (population size, unemployment, GFCF,
net migration, and household consumption) smilar to Pesaran, Shin, and Smith (2001,
pp- 303-304), who used the following model to see whether the relationship between
variables is present to reject the null hypothesis:

R, = ai Zf:lYkM Kk} + Z;Bk”)’ fi,t—-k} + )

FDI, = ai Z;lYkFDI-i- k) + Z:lekR {i,t—k} + (3)

HO: 80 = 0, against H1: 80 < 0; HO: Sk = 0, Vk = 1, in favor of the alternative hy-
pothesis H1. H1: Sk # 0.

The results of equations (2) and (3) are estimated with the OLS model, which meas-
ures the impact of all above-mentioned variables on remittances as a dependent vari-
able in equation 2, and the impact of the same independent variables on FDI depend-
ent variable in equation 3.

The Granger causality test, based on the Wald relevance test, was used to determine
the direction of a causal relation between Foreign Direct Investment (FDI) and Re-
mittances (REM) and vice versa. It also measures the relationship of FDI and remit-
tances separately with other control variables, Population size (PS), Unemployment
(UN), Gross Fixed Capital Formation (GFCF), Net migration (NM), and Household
Consumption (HC). The data for the empirical econometric analysis were obtained
from World Development Indicators (WDI) and are in US$. The data are annual,
from 2004-2018. Migration is measured as the number of people at the end of the year
that migrated abroad from country (i). For the variables presented earlier, we have
(k + 1) = 8 variables. The SPSS 21 technique was applied to all tests, including the test-
ing of the Granger Causality model.
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The results of the study

The descriptive statistics of the panel data in Table (1) provide a statistical summa-
ry of the mean distribution of each variable according to the analyzed OLS model.
The data include macroeconomic variables included in the model. It also includes
the number of observations for each variable, mean, distribution from the mean,
and the minimum point that make the interval around which the variables’ values
fluctuate. From the table, we draw the following conclusions:

First, the model finds that the variable values of the annual GDP per capita (GDPpc)
around the mean are more concentrated than the other variables because the value dis-
tribution is 2.05 units out of the mean 1.72 units; this distribution is the lowest.

Table 1. Derscriptive statistics (WDI, 2019, US$), 2004-2018

Variable Obs Mean Std. Dev. Min

PS 45 5094558 2571530 1704622 8516543
GDPpc | 45 1.727301 2.057824 -5.413992 6.427747
FDI 45 3.862642 5.073199 -9.592785 16.82878
REM 45 5.814232 7.874408 .2518616 20.03687
GFCF 45 3.943085 6.8775%94 -13.63129 28.86522
UN 45 16.23625 16.04212 41161 47.5

HC 45 2.99047 3.338539 -3.432123 12.98892
NM 12 133627.6 147603.3 -16381 397267

Note: Results are obtained by SPSS 21
Source: all tables and figures in the study were compiled by the author.

The second best variable by distribution after the annual GDP per capita growth
is the Household Consumption (HC). It has an average of 2.99 units with an average
distribution of 3.38 units, indicating that even in this case, the distribution is concen-
trated during the period of analysis. In FDI, the value distribution is 5.07 units out
of an average of 3.86 units. This indicates that these variables have a concentrated dis-
tribution throughout the analyzed period (2004-2018). In (GCFC), the distribution
of values is 6.87 units out of an average of 3.94 units.

This indicates that these variables have a concentrated distribution throughout the
analyzed period (2004-2018).

The same conclusion is also reached for the unemployment and remittances vari-
ables, but not for population (an average of 5094558, with a high standard deviation
0f2571530) and migration (an average of 133627.6 with a standard deviation of 147603.3),
for which tests of the normal distribution of the average will be performed. The above
findings help us to conclude that further interpretation of the variables by the econo-
metric model will be highly reliable because the values of their variables have a concen-
trated distribution around the average. From the above results, we see significant differ-
ences between the countries included in the research, in all the factors involved
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Based on the descriptive analysis (supplementary annex, tables 1a), the results pre-
sented are for the economies of the three countries. The average GDP per capita, FDI,
and remittances in Switzerland as an absolute value are higher than in Kosovo. How-
ever, if measured as a percentage of GDP, for 15 years, Kosovo has led with remittances,
from 15 to 20%. Kosovo has the highest unemployment rate (maximum 46.3% in 2007
and minimum 27.31% in 2018) between the three countries, while both Switzerland
and Denmark have low unemployment rates (from 4.1% to 4.9% in Switzerland, and
from 5.5% to 7.2% in Denmark) between 2004 and 2018.

The household consumption statistics as a % of GDP are interesting. Kosovo has
a higher household consumption in 2004 of 13% and the lowest of 2% in 2017. In Den-
mark, household consumption is at a relative minimum value of 0.27% of GDP and
a maximum of 4.6%, while Switzerland ranges from 1.1 to 2.6%. This means that the
economy of Kosovo grew mostly from household consumption and remittances, which
is a short-term growth. By comparison, the long-term growth in Switzerland and Den-
mark is through other indicators and less from remittances and household consump-
tion. Both migration and unemployment variables make Kosovo first place compared
to the two countries under study.

The results of the econometric evaluation are presented starting with the descrip-
tive statistics in Annex A - Table la, the OLS method - Tables 2, 3, 4, 5, and 6, and
Granger Causality — Tables 7 and 8. In Annex B, Tables 1b and 1c, the Anova One Way
test is used to compare the three countries in terms of FDI and Remittances, and the
Granger Causality test is in Table 8a.

In Appendix B, Table 1b measures the difference between the three countries re-
garding FDI and shows there is a statistically significant difference between the three
countries (F = 5.49, p-value = .007 < 0.1%). Differences were found between Kosovo
and Denmark (MD = 5.2876, p-value = .009), and between Denmark and Switzerland
(MD = 4.23212, p-value = .048), but no significant differences were found between
Kosovo and Switzerland (MD = -1.05465, p-value = .900).

In appendix B, Table 1c is measures the difference between the three countries
regarding Remitances. It shows that there are no statistically significant differenc-
es between the three countries in terms of REM (F = 970.25, p-value = 0.000), be-
tween Kosovo and Denmark (MD = 16.3605, p-value = .000), between Kosovo and
Switzerland (MD = 0.037888, p-value = .1000), or between Denmark and Switzerland
(MD = -16.3226, p-value = 0.00).

Ordinary Least Squares (OLS) model

Ordinary Least Squares (OLS) analysis was used to determine the statistically signifi-
cant difference between the three countries (Tables 2, 4, and 5). The following results
show that a significant statistical difference was found in all variables, except for Gross
fixed capital formation.

53



Kida Nakije

‘uoyeIoge[d UMO S J0YIne ‘(JgAA) SI03edIpul Juswidojaasd PIHOAA :221N0S

125 6¥9'620°88T¥59'6E€T [elol
0CS'VLL'E0L'T6V'T 6 789°0L6'CEEVEV'ET sdnoJ Uy

0000 | S£L'SL €87'620°LT6'60TETT [4 £96850'758°61C°9CC sdnou9 usamiag uopessiul JoN
144 L1V 06V |ejol
LS0°L [4% GLE'96C sdnoao uyImMm

0000 | 6L €ET 1¢0L6 [4 crovél sdnoJo usamiag (41moi3 % |enuue) uodwinsuod spjoyasnoH
144 18€°€CETT |eloL
9€6'61 [4%4 8¢CELES sdnoJ Uy

0000 | 886'¢9¢C 9z0'eYT's 4 €5098%°0T sdnou9 usamiag (92404 Joqe| [B303 O %) JuswAojdwaun
144 £ST180°C |ejol
(478474 [44 oVT'6/8°T sdnoao ulyamM

L1T0| 65¢°¢C 950°T0T [4 ¢11°¢0c sdnoi usamiag (4amoJ3 9% [enuue) uoyew.oy [eyided paxy ssodo
144 L12°82LT [ejoL
9LET [4%4 66L°LS sdnoto uIyimMm

0000 | ¢SCc'0L6 6£T°GEET 4 8/¥'0L9°C sdnoJo usamiag (ddD 40 %) pPaAIRdal ‘sadUBRIWSY
144 EYYCETT [ejol
|74 X4 [44 8/5°L68 sdnoJ Uy

8000 | Sé¥'S cEVLIT [4 G98'vEC sdnoJ usamiag | (ddD 40 %) SMOJUI J2U JUSWISIAUL }I3IP USIS.10
144 ¥Ce 981 |ejol
€00°¢ [4% 601°9¢T sdnot9 uyimM

0000 | £c00T £L0T°0€ [4 §1¢°09 sdnoJo usamiag (% lenuue) yamous eyided 1ad 4ao
v¥ | 090° €9V 'SP TOLT96'06C [ejoL
6YTTLIEEL'LES VS Zv | 89C°0ETPIT€6506C°T sdnoJ Uy

000°0 | £15°9%9°C |00V 9T9'STI'PSS'SEEPYT | T | 008°CEZ'TEZ'BOT'TL9'88T | sdnoID Usamiag 9zis ‘uolje|ndod

aJenbg uean

sasenbg jo wng

159] eAouy By L ‘g 3|qeL

<
N
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In Table 3, the normality test was performed.

Table 3. The test normality

Tests of Normality

Kolmogorov-Smirnov? Shapiro-Wilk

Statistic Df  Sig. Statistic Df Sig.
Population size 0.223 | 12 | 0.103 | 0.853 |12]0.039
GDP per capita growth (annual %) 0.167 | 12 | 0.200*| 0.946 |12 |0.581
Foreign direct investment, net inflows (% of GDP) 0.216 12 | 0.127 0.943 | 12|0.536
Remittances, received (% of GDP) 0.414 | 12 | 0.000 | 0.650 |12 |0.000
Gross fixed capital formation (annual % growth) 0.352 | 12 | 0.000 | 0.732 |12 |0.002
Unemployment (% of total labor force) 0.374 | 12 | 0.000 | 0.729 |12 ]0.002
Households consumption (annual % growth) 0.252 | 12 | 0.034 | 0.727 |12 0.002
Net migration 0.239 | 12 | 0.058 | 0.858 |12 |0.047

* This is a lower bound of the true significance. * Lilliefors Significance Correction.
Parametric data: p > 0.5%; Nonparametric data: p < 0.5%.

Source: World Development Indicators (WDI), author’s own elaboration.

The impact of independent variables on the dependent variable, Remittances, is test-
ed to reach a final conclusion:

Hypothesis HI: The remittance flow growth in Kosovo, Switzerland, and Denmark
depends on FDI inflow growth, GDP per capita growth, Gross fixed capital formation,
household consumption, and population size in all countries.

The results in Table 4 below show that there is a positive relationship between re-
mittances and unemployment, (B = 0.731, p = .013, p < .05%), which means that sta-
tistically, the growth of remittance flows in Kosovo, Switzerland, and Denmark is af-
fected by rising unemployment

Empirical equation:

R, = cons 0.023 — PS.it .962 + GDPpc.it 0.721 — FDIit 0.197 -

GCFCit 0.045 + UNit 0.364 — HCit 0.258 + NM.it. 1.64 (22)

There is a close but statistically insignificant impact or population size (f = —0.649,
p=.071, p>.05%) and net migration (§ = 0.302, p =.093, p > .05%), while in other cases,
the statistics are insignificant and the coefficients are negative, such as GDP per capita
growth (B = 0.107, p = .169, p > .05%), Foreign direct investment ( = -0.116, p = .278,
p > .05%), Gross fixed capital formation (% GDP) (B = -0.048, p =.588, p > .05%) and
household consumption (% GDP) (f = -0.110, p =.192, p > .05%). From another point
of view, the correlation of these factors has a positive relation in general with remit-
tances (tho =.996, R2 = .993, p-value = .000, p < .01%), i.e., it is statistically significant
at the 1% level of confidence.
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The growth of remittance flows in Kosovo, Switzerland, and Denmark depends large-
ly on high unemployment and partly on population growth and migration growth.

Table 4. The Coefficients

. Model (1)
Independent variables Beta SH. B sig.

Population size -1.962E-6 0.000 | -0.649 | 0.071
GDP per capita growth (annual %) 0.721 0.430 | 0.107 |0.169
Foreign direct investment, net inflows (% of GDP) -0.197 0.157 | -0.116 | 0.278
Gross fixed capital formation (annual % growth) -0.045 0.076 | -0.048 | 0.588
Unemployment (% of total labor force) 0.364 0.085| 0.731 |0.013
Households consumption (annual % growth) -0.258 0.165 | -0.110 | 0.192
Net migration 1.640E-5 0.000 | 0.302 | 0.093
R 0.996

R? 0.993

AR? 0.979

F 76.074

ANOVA (Sig.) 0.000

Dependent variable: Remittances (% of GDP) cons., 0.023

Source: World Development Indicators (WDI), author’'s own elaboration.

The second hypothesis is tested below, where it measures the impact of the inde-
pendent variables on the dependent variable, Foreign Direct Investment:

Hypothesis 2: The growth of FDI inflows in Kosovo, Switzerland, and Denmark de-
pends on Remittances, GDP per capita growth, Gross fixed capital formation, house-
hold consumption, and population size.

Empirical equation:

FDI,i,t} = cons 0.197 — GDPpc.it 5.207 + REM it 0023 —

3a
GCFCit 1.437 + UNit 0.091 + HCit 0.43 — NMit. 0.503 (3a)

FDI - the dependent and other independent variables (Table 5). Based on the re-
sults below, we can state that there were no cases with any significant and positive ef-
fects on p-value and coefficients in the variables of GDP per capita growth (f=-.2.192,
p = .313), Remitances (8 = .006, p = .949), Gross fixed capital formation ( = -2.431,
p = .270), Unemployment ( = .164, p = .723), Households consumption (f = 1.467,
p =.287) and Net migration (§ = -0.362, p = .320). Meanwhile we have a high positive
correlation of .919, but it is not statistically significant (p-value = .146).

From these results, we can say that the growth of FDI inflow in Kosovo, Switzer-
land, and Denmark does not depend on Remittances, GDP per capita growth, Gross
fixed capital formation, household consumption, or population size it depends on oth-
er factors not explored in this study.
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Table 5. The Coefficients

Independent variables Model (2)
Beta S.H. [¢] Sig.

GDP per capita growth (annual %) -5.207E-6 [0.000| -2.912 | 0.313
Personal remittances, received (% of GDP) 0.023 1.517 | 0.006 | 0.949
Gross fixed capital formation (annual % growth) -1.437 1.145 | -2.431 | 0.270
Unemployment (% of total labor force) 0.091 0.210 | 0.164 | 0.723
Households consumption (annual % growth) 0.432 0.499 | 1.467 | 0.287
Net migration -0.503 0.506 | -0.362 | 0.320
R 0.919
R? 0.844
AR? 0.571
F 3.093
ANOVA (Sig.) 0.146
Dependent variable: Foreign direct investment, net inflows (% of GDP) cons., 0.197

Source: World Development Indicators (WDI, 2019), author’s own elaboration.

In the correlation matrix in Table 6, we find that the correlation between variables,
and between population and other variables, has a high negative but statistically sig-
nificant correlation.

Table 6. The correlation matrix between variables

Variable PS  GDPpc  FDI REM  GFCF UN HC Ny
PS 1
op ~0.512| 1
C
P 0.000
20149 | 0187 | 1
FDI
0.330 | 0.219

-0.913**| 0.582**| 0.324* 1

REM
0.000 0.000 0.030
-0.284 0.519**| 0.214 0.346* 1
GFCF
0.059 0.000 0.159 0.020
UN -0.906**| 0.557**| 0.333*| 0.981**| 0.374* | 1
0.000 0.000 0.025 0.000 0.011
HC -0.580**| 0.598**| 0.195 0.675**| 0.142 0.638**| 1
0.000 0.000 0.200 0.000 0.351 0.000
NM 0.887** | -0.342 -0.546 | -0.683* | -0.408 | -0.687 -0.420 1

0.000 0.277 0.066 0.014 0.187 0.014 0.174

Standard errors in parentheses; * p < 0.10, ** p < 0.05, *** p < 0.01
Source: author’s own elaboration.

In the first case, we see that the correlation between population size and GDP per
capita growth is statistically significant but negative (rhi = - 0.512**, p-value = .000).
The same is true for remittances (rho = -.913**, p-value = .000), and Unemployment
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(rho = -.906 **, p-value = .000). The relationship between population and households
consumption (rho = -0.580*%, p-value = .000) is negative but statistically significant,
while the correlation between population and migration is statistically significant
(rho = 0.887 **, p-value = .000).

GDP per capita growth has a positive and statistically significant correlation with
remittances (rho = .582**, p-value = .000), gross fixed capital formation (rtho = .519*%,
p-value = .000), unemployment (rho = .557**, p-value = .000) and households con-
sumption (rho = .598**, p-value = .000). There is a positive and statistically signifi-
cant relationship between Foreign Direct Investment, net inflows with rremittanc-
es (tho = .324**, p-value = .030) and Unemployment, (rtho = .333**, p-value = .025),
which means the higher the volume of inflows of FDI, the higher the remittances and
the lower the unemployment in the country. Remittances have a positive and signif-
icant relationship with Gross fixed capital formation (rho = .346**, p = .020), unem-
ployment (rho = .981**, p-value = .000) and households consumption (rho = .675*%,
p-value = .000). So, high remittances help the fixed capital, reduce unemployment,
and increase households consumption. The negative and statistically significant cor-
relation of remittances with migration (rho = -.683**, p-value = .014) means that the
more remittances the migrants bring in, the less their family members emigrate.

Granger Causality test model

Since all the series are integrated in the same order, which is a necessary condition for
standard testing of integration (Engle and Granger) to be measurable, we note that the
two hypotheses are not rejected: Remittances bring FDI.

Hypothesis H3: The relationship between FDI, remittances, net migration, GDP per
capita, GFCF, household consumption, and population size in Kosovo, Switzerland,
and Denmark is positive.

Table 7. Granger Causality (Wald test statistics)

Equation Excluded Decision
GDPpc REM 09752 | 1 10 0.7612 0.7612 .608 Reject
GDPpc FDI 47359 | 1 10 0.5070
GDPpc ALL 24426 | 2 10 0.7878
Remittance GDP 1.2088 1 10 0.2973 0.8166 .000 Accept
Remittance FDI 2.1363 1 10 0.1746
Remittance ALL 1.4411 2 10 0.2819
FDI GDP 99772 | 1 10 0.3414 0.2543 .393 Reject
FDI REM 1.5369 1 10 0.2434
FDI ALL 1.5145 2 10 0.2664

Source: author’s own elaboration.

The Wald test Was also performed, and the final values show a one-way correla-
tion - remittances bring FDI while FDI does not bring remittances.

58



The Causal Link between FDI and Remittances in Kosovo, Switzerland, and Denmark

Table 8. Granger Causality (Wald test statistic) [X20.05 = 0.996 (3df)]

Ha: FDI not causes Remittances Ha: Remittances cause FDI

0.393** 0.555 0.000** 0.996

Source: World Development Indicators (WDI, 2019), author’s own elaboration.

Discussion of the study results

It began from the descriptive statistical analysis to estimate the distribution of values
in units from average to unit, as well as the measurement of minimum values. The mul-
tiple regression performed with the OLS model measured the impact of independent
variables on the dependent variable, in the first case the dependent FDI while in the
second case the remittances are presented as the dependent variable. Correlation anal-
ysis measured the relationship between variables. The Granger Causality model (1969)
was applied to measure the cause of the relationship between variables. The panel re-
sults show that there are very large differences between countries, and tha all varia-
bles have important statistical significance except CGFC. The normality test was also
performed (Table 3).

Aswe can see from Table 4, regarding hypothesis 1, migrant remittances are the de-
pendent variable, all other variables are independent. The results of the analysis found
a positive relationship between Remittances and Unemployment, ( = 0.731, p = .013,
p < .05%), which indicates statistically that unemployment has an increasing impact
on remittances to Kosovo, Switzerland, and Denmark. Population growth (p = -0.649,
p =.071, p >.05%) and migration (f = 0.302, p =.093, p > .05%) have a close but statisti-
cally insignificant impact on remittances. Meanwhile, GDP per capita growth (annual
%) (B =0.107, p = .169, p > .05%), FDI (B = -0.116, p = .278, p > .05%), GFCF (annual %
growth) (B = -0.048, p = .588, p > .05%) and Households consumption ( = -0.110,
p =.192, p >.05%) did not affect the remittance inflow growth.

As we can see from Table 5, for Hypothesis 2, FDI dependent variables — based
on the results, we can say that there were no cases with any positive effects on coeffi-
cients and p-value, although there was a high positive correlation of R? = .919, but a not
statistically significant p-value = .146. From these results, we can say that the growth
of FDI inflows in Kosovo, Switzerland, and Denmark does not depend on remittanc-
es, GDP per capita growth, Gross fixed capital formation, household consumption,
migration, or population size. It is estimated that the statistically insignificant effect
of the independent variables on the attraction of FDI flows as a dependent variable
is related to the theoretical FDI framework that not all economic indicators attract
FDI. However, the Kolmogorov-Smirnov and Shapiro-Wilk normality tests show that
population, GDP per capita, and FDI are statistically insignificant although positive,
which means that there are other indicators that have not been analyzed that may at-
tract FDI. This indicates that sample countries have large variations in these variables
due to the specific economic conditions of each country.
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From another point of view, these factors have a positive correlation in general with
remittances (rtho = .996, R* = 993, p-value = .000, p < .01%). So, statistically, at the 1%
level of confidence, the remittance flow growth in Kosovo, Switzerland, and Denmark
is statistically significant, being largely dependent on unemployment and partly de-
pendent on FDI inflow growth, GDP per capita growth, Gross fixed capital forma-
tion, household consumption, migration, and population size. The high unemployment
rate in Kosovo has influenced the results of the study, which presents the unemploy-
ment variable as the key factor that attracts remittances to the three countries grouped
as a sample.

In the empirical analysis, Adenutsi (2014) included 36 countries for the period
1980-20009. It was found that the flow of employee compensation and employee remit-
tances is affected by the macroeconomic conditions of the host country. This is sim-
ilar to our study, where the high level of remittances in Kosovo results from the low
level of economic development, migration, and high unemployment there. These fac-
tors influenced the results of the study despite the developed countries being includ-
ed in the sample. Also, our results are somewhat similar to the results of Palamuleni
(2018), who showed that remittance flows have small, positive effects on FDI that vary
by region and country. In particular, positive relationships are strong in African coun-
tries and countries that receive high shipments, but not for Asian and Latin American
countries. While it is contrary to our results, the causality test suggests a two-way re-
lationship. in our study, FDI does not cause remittances; remittances cause FDI.

As we can see from the Granger Causality test in Table 7 and the Wald test in
Table 8a (in Annex B), the third hypothesis is upheld, further reinforcing the belief
that remittances bring in FDI (R* = 0.0996 and p = 0.000). While Foreign Direct
Investment not statistically significant (R* = 0.555 and p = 0.3380), to bring remit-
tances to Kosovo, Switzerland, and Denmark.

Conclusions

The research finds that the remittance inflow growth in Kosovo, Switzerland, and Den-
mark, as shown in equation (2), does not depend on FDI, GDP per capita, or GFCF;
it depends on unemployment, population size, and migration. The FDI inflow growth,
as shown in equation (3), also does not depend on the study variables. There are other
factors that drive FDI flows in these three countries. In the matrix in Table 6, GDP per
capita growth is negatively correlated with population size; the more the population
grows, the lower the GDP per capita. Remittances are statistically significant but neg-
atively correlated with the population, while they are positively correlated with robust
statistical significance with GDP and FDI.

Another positive correlation is the domestic investment with GDP and remittances.
Unemployment has also been shown to be statistically significant but negative. lastly,
household consumption has a statistically significant but negative relationship with
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population size, while there is a positive and statistically significant relationship with
GDP per capita, remittances, and unemployment. In Kosovo, 16% of GDP is supple-
mented by remittances, making migrants a short-term stabilizing factor to the econ-
omy. In the future, they can also be considered attractive to foreign investors, either
throughpartnerships or through the social relations they have created. In 2018, the
remittances brought to Switzerland were 0.35% of GDP; in Denmark, remittances
brought in were only 0.38% of GDP the same year. Even from the descriptive analysis
results, it is clear that remittances are still decreasing in countries with political, fi-
nancial, social, and economic stability.

This is confirmed by analyzing the results. Low remittances, low unemployment,
and rising FDI in Denmark and Switzerland did not change the statistical significance
of the study variables. With a greater variety of data sets, the differences between with
countries are clearly expressed and this is made possible by the technique of economet-
ric evaluation and specification, and even the list of regressors included in the equa-
tion created the reliability of the results.

So, when there are differences between countries (such as Kosovo), in the short term,
they cannot catch up with countries like Denmark and Switzerland. It is seen that not
all variables are selected as appropriate for each country, which is a limitation of the
study. Also, the non-inclusion of some demand-side determinants like labor cost, dis-
tance cost, literacy rate, and political stability, and some of the supply-side determinants
like economies of scale or product life cycles, is a limitation of the study. The inclusion
of annual data covering only a short period (2004-2018) is a further limitation.

However, our results are reliable and directly comparable using the OLS method
in evaluating cross-section data by eliminating the errors that accompanied the data,
as well as any correlation (heteroskedasticity) that may be present between observa-
tions (see Gorg and Strobl 2001). The use of different models (OLS, Granger Causali-
ty) and the combination of results have provided more explanatory power than if we
were simply to use only one type of econometric estimation (see Stanley 2001).

In Kosovo, Denmark, and Switzerland, where the values of the Remittances and
FDI threshold are with great differences, the impact of Remittances is insignificant
in attracting FDI while they are highly correlated between them, an innovation of this
study. This result is influenced by both Denmark and Switzerland because remittanc-
es are low. Kosovo has a high growth rate of remittances (every year, on average, over
€800 million of remittances come to Kosovo), with 22.5% of total remittances com-
ing from Switzerland alone (CBK 2018, p. 35). For 20 years, it has promoted economic
growth. This increase in remittances in Kosovo has not yet brought foreign investors
to Kosovo (it did not exceed €470.4 million of FDI in 2007). In countries such as Den-
mark and Switzerland, where remittance rates are low, the impact on economic growth
is not significant, and thus it is not a factor in economic growth.

The other innovation of this study is that it combines three diametrically opposed
countries with these variables, which has never been done before.

61



Kida Nakije

Such a combination highlighted the importance of FDI and remittance determi-
nants in developing and developed countries. A positive trend of remittances is expect-
ed to be in the next decade, based on the global size of the remittance market in 2018,
estimated at $682.6 billion; forecasts are that they will reach $930.44 billion by 2026
(Allied Analytics LLP 2020).

The results of this study will be of interest to Government institutions in Kosovo
to improve the business environment, and stimulate capital growth and employment
with more professionally qualified workers to be attractive to foreign investors.
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Annex A

Table 1a. Descriptive analysis by countries

- tabstat GDP FDI REMITANCE GROSS UNEMPLOYMENT HOUSEHOLD, statistics ( mean sd ra
> nge skewness kurtosis ) by(Country) casewise save

Summary statistics: mean, sd, range, skewness, kurtosis

by categories of: Country
Country GDP FDI REMITA~E GROSS UNEMPL~T HOUSEH~D
Denmark .765241 .6896809 .3480996 2.355546 6.40278 1.441492
2.028034 2.821681 .0645275 6.123759 .6553836 1.869474
8.986028 9.855372 .1759468 26.63587 1.83 8.079246
-1.882671 —-.6516562 —.2698717 —.8219712 .922564 —-.8080716
6.986973 2.678601 1.509809 4.216605 2.212498 4.434001
Kosovo 3.354188 5.976445 16.70861 6.938411 37.79667 5.925648
1.498703 3.171342 2.030601 9.363661 7.699556 4.172068
5.101914 11.45786 5.483479 42.49651 20.47688 14.25293
.8133761 .6282204 .4142336 .1212697 —.1906922 .2215408
2.669043 2.576634 1.559092 4.287439 1.428679 2.068889
Switzerland 1.062473 4.9218 .3859873 2.535299 4.509298 1.60427
1.627508 6.789215 .0320831 3.007678 .3105458 .5182064
6.774314 26.42156 .0931392 12.12185 .8018003 1.876956
-1.156853 —.2918396 .2608299 —-2.296667 —.0453362 .4998379
5.069441 2.765198 1.587131 8.100696 1.228916 2.590828
Total 1.727301 3.862642 5.814232 3.943085 16.23625 2.99047
2.057824 5.073199 7.874408 6.877594 16.04212 3.338539
11.84174 26.42156 19.78501 42.49651 43.3839 16.42104
-.7455463 .0704824 .775708 .4411863 .9139606 1.441349
5.782557 3.461669 1.700172 6.553237 2.087753 4.95672

Source: author’s own elaboration.

Annex B
The Anova One Way is used to compare the three countries

Table 1b. Difference between the three countries regarding FDI

. oneway FDI COUNTRY, sidak

Analysis of Variance

Source S5S af MS E Prob > F
Between groups 234.864907 2 117.432454 5.49 0.0076
Within groups 897 .578251 a2 21.3709107

Total 1132.44316 44 25.7373445
Bartlett's test for egqual variances: chiz2(2) = 13.1954 Prob>chi2 = 0.001

Comparison of Foreign direct investment, net inflows (% of GDP) by COUNTRY

(sidak)
Row Mean-—
Col Mean Denmark Kosovo
Kosovo 5.28676
0.009
Switzerl 4.23212 —1.05465
0.048 0.900

Source: author’s own elaboration.
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Table 1c. Difference between the three countries regarding remittances

oneway REMITANCE COUNTRY, sidak

Analysis of Variance

Source SS df MS F Prob > F
Between groups 2670.47802 2 1335.23901 970.25 0.0000
Within groups 57.7994497 42 1.37617737
Total 2728.27747 44 62.0063061
Bartlett's test for equal variances: chi2(2) 161.4934 Prob>chi2 = 0.000

Comparison of Personal remittances, received (% of GDP) by COUNTRY

(Sidak)
Row Mean-
Col Mean Denmark Kosovo
Kosovo 16.3605
0.000
Switzerl .037888 -16.3226
1.000 0.000

Source: author’s own elaboration.

Table 8a. Granger causaliy test
. var GDP FDI REMITANCE GROSS, lags(1/2)

Vector autoregression

Sample: 2006 - 2018 No. of obs = 13
Log likelihood = -20.15079 AIC = 8.638583
FPE = .2387365 HQIC = 8.317012
Det (Sigma ml) = .0002609 SBIC = 10.20306
Equation Parms RMSE R-sq chi2 P>chi2
GDP 9 .885914 0.8689 86.13579 0.0000
FDI 9 3.50208 0.5552 16.22367 0.0393
REMITANCE 9 .073802 0.9960 3231.122 0.0000
GROSS 9 3.10191 0.7548 40.01281 0.0000

Source: author’s own elaboration.
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Zwiazek przyczynowy miedzy BIZ a przekazami
pienieznymi w Kosowie, Szwajcarii i Danii

Pogon za pieniedzmi i kapitatem jest nieustannym dazeniem kazdej gospodarki. BIZ
s3 uwazane za site napedowa wzrostu gospodarczego, podczas gdy przekazy pieniez-
ne sg w coraz wiekszym stopniu katalizatorem dobrobytu ludnosci. Celem opracowa-
nia jest analiza zwigzku miedzy przekazami pienieznymi a naptywem BIZ do Kosowa,
Szwajcarii i Danii. Wtérne dane uzyskane z opracowania World Development Indica-
tors zostaty przeanalizowane za pomoca metody zwyktych najmniejszych kwadra-
tow i testu przyczynowosci Grangera oraz przetworzone technikg SPSS 21. Pomiar
korelacji miedzy zmiennymi: bezposrednimi inwestycjami zagranicznymi, wzrostem
PKB per capita, saldem migracji, przekazami pienieznymi, naktadami brutto na $rodki
trwate, spozyciem gospodarstw domowych i liczbg ludnosci, daje wiarygodne wyniki.
Wykorzystujac przekazy pieniezne jako zmienng zalezna, pierwsza hipoteza zostata
czesciowo potwierdzona. Najbardziej istotne statystycznie determinanty zwieksza-
jace przekazy pieniezne to populacja, bezrobocie i migracje. Wyniki regresji s nie-
zadowalajace w przypadku zmiennej zaleznej BIZ (druga hipoteza). Determinanty
sg skorelowane pozytywnie, ale nieistotnie statystycznie, co potwierdza, ze istniejg
inne czynniki wptywajace na wzrost naptywu BIZ. Macierz korelacji wykazuje wysoka
korelacje miedzy zmiennymi. Model przyczynowosci Grangera, poprzez test Walda,
reprezentuje przyczyne tego zjawiska. BIZ nie generuja przekazéw pienieznych, ale
przekazy pieniezne wptywaja na wielkos¢ BIZ. Ograniczeniem badania jest niejedno-
rodnos¢ danych i krajéw w prébie. Wyniki badania beda postuzy¢ instytucjom rzado-
wym w Kosowie do poprawy otoczenia biznesowego, tak aby kraj stat sie atrakcyjny
dla inwestoréw zagranicznych, dzieki ktérym nastapi wzrost kapitatu i zatrudnienia.

Stowa kluczowe: FDI, przekazy pieniezne, dane panelowe, OLS, przyczynowos¢
Grangera





