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Family remittances are important for El Salvador's economy. This paper
analyzes the impact of remittances on El Salvador's economy and the
spillover effects on the other Central American countries. A vector
autoregression (VAR) model is formulated, consisting of real and
monetary variables. The results suggest that in, El Salvador,
remittances lead to decreases in economic activity, international
reserves, and money supply and increases in the interest rate, imports,
and consumer prices. This underscores the need for reorienting
economic policy in El Salvador to promote the use of remittances in
capital formation activities to maximize the benefit of remittances.
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