
�������� ��	
�����

Remittances, Entrepreneurship, and Employment Dynamics over theBusiness
Cycle

Alan Finkelstein Shapiro, Federico S. Mandelman

PII: S0022-1996(16)30114-3
DOI: doi: 10.1016/j.jinteco.2016.10.001
Reference: INEC 2987

To appear in: Journal of International Economics

Received date: 16 October 2015
Revised date: 5 October 2016
Accepted date: 5 October 2016

Please cite this article as: Shapiro, Alan Finkelstein, Mandelman, Federico S., Remit-
tances, Entrepreneurship, and Employment Dynamics over theBusiness Cycle, Journal of
International Economics (2016), doi: 10.1016/j.jinteco.2016.10.001

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.

http://dx.doi.org/10.1016/j.jinteco.2016.10.001
http://dx.doi.org/10.1016/j.jinteco.2016.10.001


AC
C

EP
TE

D
 M

AN
U

SC
R

IP
T

ACCEPTED MANUSCRIPT

Remittances, Entrepreneurship, and Employment Dynamics

over the Business Cycle∗

Alan Finkelstein Shapiro†

Tufts University

Federico S. Mandelman‡

Federal Reserve Bank of Atlanta

October 8, 2016

Abstract

We incorporate remittances and micro-entrepreneurship (self-employment) into a small open econ-

omy business cycle model with capital and labor market frictions. Countercyclical remittances mod-

erate the decline of households’ consumption during recessions. These remittances also are used to

finance the start-up costs of microenterprises that bolster households’ income during economic down-

turns. We show that the positive income effect from countercyclical remittances also leads to a decrease

in salaried labor supply, which generates offsetting upward pressure on wages during recessions and

adversely affects the recovery of the economy. Consistent with the microeconomic evidence, the be-

havior of remittances decisively affects labor force participation and the composition of employment

between non-salaried and salaried employment over the business cycle. The model delivers labor

market and aggregate cyclical dynamics that are consistent with the Mexican data, including a highly

volatile and countercyclical unemployment rate.
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