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| ABSTRACT

‘ This paper examines the influence of overseas remittances to patterns of
i family expenditures in the Philippines using a matched dataset of the
! Family Income and Expenditure Survey (FIES) and the Labor Force
i Survey (LFS). The objective is to study whether or not remittances
! influence budget allocation of families receiving these income transfers.
f Specifically, it is interesting to check if families with remittances tend to
allocate more on say education, healthcare, and housing thereby increasing
the development impact of remittances or if they tend to budget more
conspicuously on vices and consumer items and hence may forego their
! chance to maximize gains from remittances. This is becoming an important
question amidst many issues of labor migration as the country continues
) to send hundreds of thousands of its labor abroad. This paper estimated a
system of demand equations. The dataset has been adjusted to reflect a
more accurate definition of remittances from abroad by excluding the
investment dividends and pension components in the FIES remittance
data asrecommended in previous studies. Likewise, the paper attempts
to address the endogeneity issue in studying remittance effects and the
presence of zero values in expenditure data.
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INTRODUCTION
The amount of overseas remittances to the Philippines has been recently increasing
at phenomenal rates. Official estimates indicate that from 2002 to 2007, remittances
have been growing at an average rate of around 16 percent annually. Because of
this rapid growth, the total amount of remittances during this period reached $61
billion, one of the highest in East Asia and the Pacific. This huge amount, although
includes only those that were coursed through the formal banking system, signifies
the important role remittances play in the economic development of the country.
Owing to the increasing importance of remittances in the Philippine economy,
a lot of research works in the area of remittances and migration have been
conducted. These studies, however, have focused more on remittance determinants
and macro level effects of remittances. For instance, Rodriguez (1996) and Tan
(2006) researched the determinants of remittances. Others such as those of Pernia

(2006) and Burgess and Haksar (2005) have also focused on the macro level

impact of remittances. However, because remittances directly benefit the
households, micro level studies are indeed relevant and very important. In
particular, studying the impact of remittances to household investments is critical
to assessing the effects of remittances on local economic development. At the
same time, assessing the spending behavior of households helps in determining
whether remittances are spent wisely or not. If remittances are spent in productive
rather than consumptive ways, then remittances have greater potential of spurring
progress. There is limited number of studies that have looked into the effects of
remittances on the spending or expenditure patterns of Filipino households.? This
paper attempts to fill this gap.

Methodological issues

In studying remittance effects to expenditure patterns of households, one
methodological issue is endogeneity. Remittances, or the likelihood to receive
remittances, are usually endogenous or predetermined as they may be influenced
by the same factors (i.e., various household characteristics and location factors)
that could be affecting the variables that are being estimated, in this case

expenditure behavior. Put differently, the factors that may explain the ability of .

fammilies to send their members abroad and then receive remittances in return may
be correlated with the household expenditure patterns. Households receiving
remittances may be fundamentally different from those that do not. Comparing
the expenditure patterns and attributing the difference to the remittances received
may not be reasonable. To deal with this issue, expenditure behavior of households

* The study by Yang (2005) is the only one done so far at the household level for the Philippines in terms of
household investments. Yang tested for the effect of remittances on investments in education and entrepreneurial
activities using exchange rate shocks generated by the Asian financial crisis during the period 1997 to 1998 as
instrumental variable. He found that when given an exogenous shock to remittance income, households tend
to invest the increase in child schooling and entrepreneurial activities.
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receiving remittances should be compared with that of similar households without
migrants while controlling for the endogeneity of migration choices and hence,
remittances (Mora and Taylor 2006).

In addition to endogeneity, there is a constraint in the dataset of the Family

Income and Expenditure Survey (FIES) in the Philippines in terms of the definition .

of remittance income. This problem was noted in both studies of Burgess and
Haksar (2005) and Yang (2005). The variable—cash receipts from abroad—is
the one being used in various micro and macro studies. However, this includes
not only remittances from family members working abroad but also dividends

from investments and pension payments from abroad. Using this information may
be misleading.

Analytical framework

The concept that remittances impact household consumption behavior may have
been relying on emerging studies on mental accounting theory. The mental
accounting theory states that the marginal propensity to consume out of different
sources of income is not equal. This is said to be true even where the income is
equally liquid. The findings of Davies et al. (2006) on Malawi households support
this theory and are consistent with findings of remittance studies which say that
households regard remittance flows as distinct from other sources of income and,
thus, use it distinctively. This finding is in conflict with traditional consumption
theories such as the lifecycle and permanent income theories of consumption,

which state that the source of income does not matter because households tend to .

smooth consumption. Based on these traditional theories, it should be expected
that households receiving remittances behave like any other households with all
other factors being the same. However, a number of recent studies have been
showing that household receiving remittances have exhibited varying tendency
to consume and invest compared to those that do not.* Several studies using a
behavioral approach also show that sources and amount of income both play
roles in placing them in certain accounts.’

Meanwhile, it is notable to mention that to study remittance effect, one need
not ask how the household or family spends the remittance income simply because
remittance income has fungible property. It does not make sense to separate it and
see how it is being spent because families spending remittances on consumption
goods can devote other income to investments or vice versa. The research question
then, is stated as: for two Filipino families that are relatively comparable in terms
of economic stature and characteristics but one receives remittance-income while

4 Castaldo and Reilly (2007) found that remittances have positive effect on durables and utilities spending of
Albanian households. Mora and Taylor (2006) found that Mexicans receiving remittances have higher budget .
shares for investments and consumer durables but lower for education. Yang (2005) also found that remittances
tend to affect education expenditures positively. See also Adams (2005) and Amuedo-Dorantes (2002).

5 See behavioral lifecycle hypothesis by Shefrin and Thaler (1988).
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the other one does not, does the presence of remittance-income influence the
former to spend its income differently than the latter? In the econometric analysis,
this may mean simply adding a dummy variable that represents remittance receipt
into the model. However, it must be noted that being a remittance receiver is a
function of many factors that needs to be controlled. The most important of these
factors is migration itself. A family is likely to receive remittance income if a
family member is a migrant worker,

To address endogeneity of remittances, this paper uses an instrumental
variable for remittance receipt. Ideally, obtaining information on premigration
characteristics (e.g., presence of family members that are migrant workers) of
the households under study would definitely enhance the method of research.
However, since the FIES does not have a recent panel dataset, this is difficult
to implement. To remedy this, the instrument used for remittance is the
percentage of migrant workers in 2001 at the provincial level. Using a lagged .
variable is a way to capture the preremittance receipt conditions thereby
hastening the problems caused by the endogeneity of remittances.

The reason for using the provincial level data on migrants is because it
is the smallest possible unit where one can generate data since there are no
adequate samples in the survey that allow for lower level disaggregation.

The percentage of migrant workers in the community (i.e., migrant
workers 18-64 years old as a percentage of population of the same cohort)
controls for the fact that remittance inflows in the country are driven by the
huge deployment of migrant workers abroad. The higher the percentage of
migrant workers the community has, the more likely the households within
that community will receive remittance-income. Also, this variable reflects
the influence that migrant networking has in inflating the number of migrant
workers and, thus, remittance-senders in an area. The presence of migrant
workers within the social circles of an individual or family increases the access
to information on employment opportunities abroad. At the same time, it serves
as a possible source of financing should the family choose to send members
abroad to work. In the Philippines, the influence of migrant networks was
further affirmed by a study done by UN-INSTRAW (2008) in the case of .
Filipino migration to Italy. This study found that networks of friends and
relatives in both places of origin and destination are essential for encouraging
and facilitating migration. These are important in terms of financing the trip
and finding jobs and getting established in the place of destination. More
importantly, in the Philippines where there are close family ties, there are
households that receive remittances from abroad but do not necessarily have
members who are migrant workers. Since they may have relatives or friends
working abroad, they may be receiving remittances as well. In the UN-
INSTRAW 2008 study, around 28 percent of overseas Filipino workers in
Italy covered under the study remitted some amount to extended family
members. The migrant networks approach has been explored in the studies of
Adams, Cuecuecha, and Page (2008) and Amuedo-Dorantes et al. (2007). Past
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studies such as those done by Massey et al. (1987); Woodruff and Zenteno
(2007); and Munshi (2003) found that migration networks are important in
migration decisions and the receipt of remittances.

Empirical analysis

This paper used the Working-Leser model modified to include the remittance
instrument and exclude prices, most of which are not homogenous, to analyze the
budget allocation of Filipino families in 2003. The household-level empirical
model is:

% =ai+ LOGY)+X(A)Z +& ;

qi .
where = is the expenditure share of a commodity group to total expenditures of

Y

a household, LOG(Y) is the logarithm of per capita expenditures of the household,
Z is a vector of household characteristics used to explain variation in each of the
budget shares including the remittance instrument, and & is the usual error term.

In the first set of econometric exercises, the budget shares were estimated
both independently of each other using standard Ordinary Least Squares (OLS)
and as a system of equations using Seemingly Unrelated Regression with iterations
to take into account the cross-equation error correlations. The latter is necessary
because the family has its budget constraints and the budget shares add up to .
unity, indicating that allocations are very much correlated with one another. In
these estimations, the models include the remittance dummy to test for the influence
of remittance-income to expenditure shares.

In the second set of econometric estimations, instrumental variable regression
was used. This aimed to estimate the association of having remittance-income with
spending patterns of the families, while taking into account the idea that the presence
of remittance (i.e., remittance dummy variable) is a function of migration history of
the community where the household resides. As mentioned earlier, the instrumental
variable for having remittance income is the 2001 percentage of migrant workers
per province. The estimated provincial data are tabulated in Appendix 1.

The definition of the expenditure groups for the budget shares to be analyzed
are reported under Appendix 2. Note that several categories were aggregated in a
way that the number of observations with zero values is minimized. The categories
are: (1) food; (2) vices and consumption; (3) education and medical care; (4)
housing and minor repair; (5) fuel, light, water, household operations including
transportation and communication, and (6) recreation and others.

Data

This study used the merged datasets of the 2003 FIES and the 2004 January-
round Labor Force Survey (LFS) conducted by the Philippine go- zrnment’s
National Statistics Office (NSO).
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The FIES is a nationwide survey of households conducted every 3 years and
contains detailed expenditure items and sources of income of families including
remittances. In the FIES, the respondents were interviewed in two separate operations
using the same questionnaire. The half-year period preceding the interview was the
reference period. The first round of the survey was conducted in July covering
January to June and the second round was done within the first quarter of the
following year covering July to December. For all food items, the reference period
was the “average week” consumption to reduce memory bias. In categories like
fuel, transportation, household operations, and personal care, the reference period
was the past month but in some cases average month consumption was used. For all
other categories, the past six months was used as the reference period. To obtain the
data for the entire year, the data for both survey rounds were summed up.

The data on expenditures and income refers to that of the family which is

defined in the survey as a group of persons usually living together and composed -

of the head and other persons related to the head by blood, marriage, or adoption.
Moreover, in the FIES, the “extended” family concept is followed where a single
person living alone is considered as a separate family.

The data on remittances—the subject of this study—is obtained from the
income sources category “cash receipts, assistance from abroad” which include:
(1) total cash received from family members who are contract workers; (2) total
cash received from family members who are working abroad; (3) total pensions,
retirement, workmen’s compensation, and other benefits; (4) total cash gifts,
support, relief, etc. from abroad; and (5) total dividends from investment abroad.
The basic Public Use File of the FIES does not contain this kind of disaggregation.
Instead, these items are summed up and entered as one figure. Burgess and Haksar
(2005) and Yang (2005) noted the problem in using it as an estimate for remittances.®
Thus, to obtain a more accurate estimate of remittance effects, the author requested
for a computation of each item under the “cash receipts, assistance from abroad”
variable from the NSO. The items (1), (2), and (4) were then'summed up to account
only for remittances sent by the family and/or friends abroad. The term remittance
used in this study therefore refers only to a narrow definition consisting of the three

categories mentioned. Moreover, in-kind remittances were not taken into account as -

well as those brought home by migrant workers.

The remittance-receiving households were identified based on the magnitude
of remittances that they receive. More specifically, remittance-receiving
households were defined as those that receive relatively significant amount of
remittances. The word “significant” was arbitrarily set at having at least 10 percent

® Burgess and Haksar (2005) noted that “data were not yet available to allow breakdown of income from abroad
into remittances and investment income.” Yang (2005), on the other hand, mentioned in the Data Appendix that
he used the household data on remittances from the Survey on Overseas Filipinos (SOF) which is more accu-
rate instead of the “cash receipts from abroad” contained in the APIS (Annual Poverty Indicators Survey), a
substitute to the FIES during non-FIES year, which include both remittances and investment income from
abroad.

B L
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of the household income coming from remittances. This study assumes that if a
family receives very little amount relative to its total income, it would not have
much effect on the overall expenditure behavior.

“Expenditures” as used in this paper follow the definition used by the NSO
in the FIES. Expenditures refer to the expenses or disbursements made by the
family purely for personal consumption during the calendar year 2003. These
exclude all expenses in relation to farm or business operations, investment ventures,
purchase of real property, and other disbursements which do not involve personal
consumption. Gifts, support, assistance, or relief in goods and services received
by the family from friends, relatives, etc., are also included as part of family
expenditures. Value consumed from net share of crops, fruits and vegetables
produced, or livestock raised by other households, family sustenance, and
entrepreneurial activities are also considered as family expenditures. The FIES
2003 sampled 42,094 households.

The Labor Force Survey (LFS), on the other hand, contains detailed
information on the individuals in each of the household surveyed in the FIES.
The LFS is a survey conducted on labor-related information and is done on a
quarterly basis for a rotating sample of households. It contains important variables
that the FIES does not have like age, sex, educational attainment, and employment
status of each member including those who are overseas workers. The reference
period of the LFS covers the “past week,” referring to the past seven days preceding
the date of the enumerator’s visit.

The January 2004 round of the LFS includes the FIES as its rider. These
surveys use the 2003 Master Sample Design of the NSO which uses the population
projections based on the 2000 Census of Population and Housing and which samples
are selected using an area sample design by three-stage stratification. The first stage
is selecting Primary Sampling Units (PSUs) within each of the 17 regions in the
country. At the second stage, enumeration areas (EA) were selected from the sampled
PSUs and the third stage, housing units were selected from the sampled EAs.’

When the FIES and LFS datasets were merged, the author, however, did not
arrive at the total sample of 42,094 households but only 39,494. The reason for this
is that the author administered the merging herself such that the ordinary Public
Use Files (i.e., the usual files available which are independently used) of each of
the surveys were used. To make an exact match of the 2003 FIES and the January-
round of the 2004 LFS, the NSO produced a special file that is more updated and is
especially made to match the two files. While the author has no access yet to this
special release of the merged files, the 39,494 samples should still be large enough
to represent the characteristics of Filipino households in general.

The summary statistics of families receiving remittance-income as compared
to those that do not are shown in Table 1. There was a total of 5,057 (around 13%

7 For the details in sampling design of the 2003 Master Sample for household surveys, please visit the NSO
website at http://www.census.gov.ph/data/technotes/notelfs new.htm!.
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of the 39,494 households obtained from the merged dataset) sample households
that received cash remittance of at least 10 percent of their household income in
2003. On the average, these households have relatively higher per capita income
and expenditures, more likely to own (or have an owner-like status in) their house,
and have more educated members. Moreover, these households have older head,
fewer young members, and more likely headed by a female. They are more likely
located in urban areas.

Table 2 shows a picture of the mean budget shares for various commodity groups.
On the average, remittance-receiving households spend less on food but more on
consumer items compared to those not receiving remittances. They also allocated
more on education and medical care; housing; fuel, light and water; household
operations, transportation and communication; and recreation and special
occasions. These families allocated lower share on tobacco and alcohol and other
expenditure items.

The expenditures per capita by category for the two groups of families are shown
in Table 3. Note that remittance-receivers spent on the average more than three
times on a per capita basis the amount spent on education and durables by those
nonreceivers. In fact, the average per capita expenditure of these households is
lower only for tobacco and alcohol.

RESULTS AND DISCUSSION

The expenditure share estimations were done in two sets of exercises. The first
part used the remittance dummy with the assumption that remittance-income is
exogenous. The second part attempted to address the endogeneity problem using
an instrumental variable.

Tables 4 and 5 show the OLS results without and with the remittance dummy,
respectively. The explanatory variables in the model exhibit robustness with the
addition of remittance dummy. The result of interest, Table 5, shows that presence
of remittance-income is negatively associated with expenditure shares of food
and miscellaneous while it is positively correlated with shares of vices and
consumer goods, basic utilities and transportation and communication, housing,
and education and medical care. This result is the same as that in Table 6 which is
the result of the SUREG technique.

Table 7 contains the estimates that took into account the endogeneity of
remittance-income. Here, the coefficients of the remittance instrument vary qulte
substantially with the model that did not account for endogeneity. The results
now indicate that remittance-income is positively correlated with budget share of
food and is negatively associated with shares of vices and consumer goods and
education and medical care. Indeed, this type of analysis is very much dependent
on the methodology employed. Thus, interpreting the results should bt done with
considerable caution.

From these exercises, however, the consistent results are that among
comparable households, those with remittance-income tend to have higher budget
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allocated to basic household necessities like fuel, light and water, household
operations, and transportation and communication. It is possible that these families
hire more household help or spend more on cellular phones as these are included
in this category. Another consistent finding is that these families tend to have
higher allocations on housing and minor repair. It is not clear, however, whether
the families are renting bigger and more expensive houses or that they actually
own those bigger and more expensive houses because the data on housing
expenditures included imputed values. Also, take note that the housing
expenditures as reported in the FIES and used in this paper do not include major
repairs and purchase of new house which are popular investments usually made
by overseas Filipino workers. These are categorized in the FIES as capital outlays,
not as regular expenditures. The effect of remittances on such investments is an
interesting area for future research.

CONCLUSION AND AREAS FOR FUTURE RESEARCH
After controlling for various household characteristics and community factors,
this study provides evidences that overseas remittances influence spending patterns
of Filipino families. It shows that having remittance-income influences families
to allocate more on basic housechold needs (such as fuel, light water, household
operations, and transportation and communication) and housing and minor repair.
However, the effect of remittances on the other categories, especially
education and medical care and housing investments, need further and more careful
analysis. Note that since this paper used cross-sectional analysis and because
several determinants of household expenditures may not be included due to
limitations of the survey data used, caution should be exercised in interpreting
the results. Future works would definitely benefit if panel data can be established
from the FIES, LFS, and Survey on Overseas Filipinos. In the absence of panel
data, household matching techniques can be applied to further enhance the analysis.
This paper is just the initial step in understanding the effects of remittances on
family expenditures and its major issues in the Philippines.
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Appendix 1. Estimated percentage of OFWs to total working population (18 to 64 years old)
by province, 2001

Estimated % of OFW to total Estimated % of OFW to total

Province population aged 18to 64*  Province population aged 18 to 64 ¥
Abra 243 Misamis Occidental 0.59
Other Agusan Norte 0.60 Mtsamis Oriental 0.91
Agusan def Sur 0.55 Mountain Province 1.44
Aklan 0.96 Negros Occidental 0.73
Albay 1.16 Negros Oriental 043
Antique 115 Cotabato 075
Basilan 213 Northern Samar 0.14
Bataan 2.80 Nueva Eclja 1.34
Batanes 317 Nueva Vizcaya 2.78
Batangas 219 Occidental Mindoro 0.89
Benguet 1.94 Oriental Mindoro 1.29
Bohol 1.10 Palawan 0.30
Bukidnnn 0.65 Pampanga 2.22
Bulacan 1.38 Pangasinan 233
Cagayan 185 Quezon 1.25
Camnrines Norte 0.74 Quirino 2.46
Camarlnes Sur 0.45 Rizal 217
Catniguin 0.89 Romblon 1.10
Capiz 1.00 Samar (Western) 0.05
Catanduanes 053 Siquijor 0.83
Cavite 197 Sorsogon 0.54
Cebu 0.98 South Cotabato 0.48
Davao 0.68 Southern Leyte 0.68
Davao Sur 1.23 Sultan Kudarat 1.03
Davao Oriental 0.61 Sulu 1.1
Eastern Samar 0.45 Surigao del Norte 0.30
Ifugao 0.80 Surigao del Sur 0.62
llocos Norte 33 Tarlac 1.90
liocos Sur 3.08 Tawi-Tawi 1.90
Hollo 245 Zambales 2.24
Isabela 1.80 Zamboanga del Norte 0.91
Kalinga 0.93 Zamboanga de! Sur 0.70
La Union 1.98 Second District-Metro Manila ~ 1.66
Laguna 1.69 Third District-Metro Manila 257
Lanan del Norte 1.18 Fourth District-Metro Manila 2.2
Lanao del Sur 0.16 Aurora 1.48
Leyte 0.45 Biliran 0.44
Maguindanao 1.16 Guimaras 1.55
Manila 263 Apayao 0.54
Marinduque 0.66 Cotabato City/Marawi City 0.94
Masbate 0.28

al Source of basic data: Labor Force Survey October 2001; OFW Is defined as either OCW (overseas contract
worker) or OOW (other overseas workers} as indicated in the LFS.

em—— - o Lo - - B N R _ = . B

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



120 PHiLipPiNe JOURNAL OF DeveLopment 2009

Appendix 2. Description of expenditure categories

Category

Description

1. Food

2. Tobacco, alcohol, and consumer items
Tobacco and aicoholic beverages

Clothing, nondurabies, personal care
and durables

3, Utilities, household operations, and
transportation

Fuel, light and water, and household
operations

Transportation and communication

4, Housing and minor repairs

5. Education and health
Education

Medical care

6. Recreation and others
Recreation and special occasions

Others

includes actual food consumption of the family during the past
week; includes food prepared at home and eaten in place of
work and school, home-cooked foods bought outside the home
but eaten at home; and food regularly consumed outside the
home; includes food regularly bought and eaten outside the
home like snacks and lunch; daily aliowance of school children
for their sandwiches at school

beer, wine, liquor, cigarettes, and cigars in cash and in kind

clothing and footwear; nondurable furnishings such as utensils
and accessories; expenditures on personal care goods such
as beauty products, personal effects, and haircut services;
durable equipment and furniture such as kitchen and laundry
appliances, audiovisual equipment like TV, DVD, stereo set,
cars, tricycle, computer, cell phone, and household tools

fuel, light and water consumed during the reference period;
payment for domestic services and payment for repair and
maintenance of appliances

expenditures on air, land, water fare, maintenance of family
transport, driver's salary, gasoline/diesel; telephone bills, phone
cards, postage stamps

actual house rent and imputed house rental value; house
maintenance and repairs; does not include construction of new
house and major repair of house

tuition fees, study allowance, books, school supplies, and other
educational supplies

drugs and medicines, hospital room charges, medical charges,
dental charges and other medical goods and supplies, other
medical health services and contraceptives

recreational goods, admission tickets to shows, admission fees
to cockfights and races, and musical instruments; family
occasions expenditures (food and refreshments, alcoholic
beverages, services of priests, cooks, waiters, rental of space
and facilities, package tours, and balloons, cakes)

paymenton taxes; life insurance and retirement premiums, interest
in payment of loans on household expenditures and others
including losses due to fire, theft, legal fees etc.; gifts outside the
family, contributions to the church and other institutions
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