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Abstract 
Remittances are fetching an important source of external financing for the developing countries and 
diminishing poverty by upholding the Gross Domestic Product sector. Mankind has failed to give poverty 
the attention it deserves. Few studies have examined the impact of remittances on poverty in the 
developing world. This study analyzed data from 15 developing countries for three years to determine the 
effects of total remittances on poverty by two levels of regression model. This study supports the view that 
remittances reduce poverty in developing countries. 
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Introduction 
An economic recession was observed in the year 2008 among the western financial markets that 
impacted a lot and is still impacting migrants and migration policies over the world. Regardless of the 
vulnerable circumstances of migrants, remittances have remained stable during and after the global 
economic depression. In fact, remittances continue to be a noteworthy source of income for families and 
play a crucial role of risk mitigation and alleviation during the adversity. Moreover, remittances have 
proven to be a more sustainable source of Gross Domestic Product (GDP) growth for developing 
countries. 
Remittance forms almost 40-50% of their GDP for some of the developing countries. There has been a 
fifteen-fold increase in remittances to developing countries since 1988 with remittances increasing from 
$20 billion to $475 billion in 2016 (World Bank 2016). Interestingly, the gap between migrants from 
developing countries to developed countries and to other developing countries has reduced over time. In 
2015, the migrant stock from developing countries to developed countries was around 84% while to other 
developing countries, it was around 16%. Studies have pointed out that a vast migration of the poor, 
takes place between developing countries. In terms of number of emigrants, developing countries take a 
lead and explain around 95% of total migrants. The remittances flows are accordingly much higher to 
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developing countries. In 2015, top ten remittances receiving countries were developing countries. In 
2016, the total remittances to developing countries through official sources was estimated at $475 billion 
and it is likely that billions more are transferred through unofficial sources (World Bank 2016). For many 
developing countries the remittances flow has grown not only in size but also in importance in terms of 
their share in GDP. In many developing countries, more than 20% of GDP is contributed by remittances. 
In this context, it becomes important to estimate the impact of remittances on poverty levels in developing 
countries. 
Adams and Page (2005) found that remittances reduce poverty through increased incomes, allow for 
greater investment in physical assets and in education and health, and also enable access to a larger 
pool of knowledge. Inflow of workers’ remittances results in physical capital accumulation through 
increased access to finance, although this depends on the recipients marginal propensity to consume. In 
Nepal, for instance, one third to one half of the reduction in the poverty headcount ratio from 42 per cent 
in 1995-96 to 31 per cent in 2003-04 is attributed largely to increases in remittances (World Bank 2006). 
Hreban (2015) has drawn conclusion from the analysis of Romanian migration data is that the evolution in 
time of the remittances flows entering Romania is positively related to the evolution of the GDP per 
capita, and the total volume of remittances generates a net positive impact on the living standards of the 
recipient households. Ratha (2013) depicted that remittances increase the saving levels of the recipients 
and influence positively the financial segments as well as economic growth in the countries of origin. 
Yasseen (2012) shows a positive correlation between remittance flows and the development of financial 
organisms in developing countries from Central Asia and North Africa. The objective of this study is to 
assess the assenting impact of remittances in developing countries. 
 
Data and Methodology  
This study is based on secondary data of 15 developing countries for the years 2000, 2005 and 2010. A 
complete set of data for these three particular years with the variables defined below was available for 15 
developing countries. All the variables that were used in this study were sourced from the World Bank’s 
World Development Indicators data (WDI 2016). The developing countries which are selected for the this 
study are: Argentina, Armenia, Bangladesh, Bolivia, Colombia, Costa Rica, Dominican Republic, 
Ecuador, El Salvador, Georgia, Mexico, Moldova, Panama, Peru , Tunisia. 
In the regression model povt represent the dependent variable and three independent variables taken 
such as remit, gdpcap and gini. In the first stage regression models gdpcap and gini represent the 
dependent variables separately. And instr, health, educ represent the independent variables at the first 
stage models. 
 
Table 1: Variables included in the study 

Variable Definition 

povt Poverty gap at $1.90 a day (2011 PPP) (%) 
remit Personal remittances, received (% of GDP) 
gdpcap GDP per capita (current US$) 
gini GINI index (World Bank estimate) 
instr Mobile cellular subscription (per 100 people) 
health Life expectancy at birth, total (years) 
educ Gross enrolment ratio, secondary, both sexes (%) 

 
This study estimates the effect of remittances on poverty. The following model is estimated through 
regression analysis:  

𝑝𝑜𝑣𝑡𝑖𝑡 =  𝛽0 + 𝛽1 𝑟𝑒𝑚𝑖𝑡𝑖𝑡 + 𝛽2 𝑔𝑑𝑝𝑐𝑎𝑝𝑖𝑡 + 𝛽3 𝑔𝑖𝑛𝑖𝑖𝑡 +  휀𝑖𝑡 
where 휀𝑖𝑡 is the error term. Poverty has a direct relationship with GDP per capita. GDP in turn is 
influenced by the status of infrastructure, health and education. Good infrastructure, widespread 
healthcare and education are essential for growth and development. Since these have an indirect effect 
on poverty through GDP, this study assumes GDP per capita to be and performs 2SLS regressions. GDP 
per capita was instrumented by infrastructure, health and education. The Gini index is also instrumented 
with infrastructure, health and education. The 2SLS regression models are: 

𝑔𝑑𝑝𝑐𝑎𝑝𝑖𝑡 =  𝛼0 + 𝛼1 𝑖𝑛𝑠𝑡𝑟𝑖𝑡 + 𝛼2 ℎ𝑒𝑎𝑙𝑡ℎ𝑖𝑡 + 𝛼3 𝑒𝑑𝑢𝑐𝑖𝑡 + 휀1𝑖𝑡 
𝑔𝑖𝑛𝑖𝑖𝑡 =  𝛾0 + 𝛾1 𝑖𝑛𝑠𝑡𝑟𝑖𝑡 + 𝛾2 ℎ𝑒𝑎𝑙𝑡ℎ𝑖𝑡 + 𝛾3 𝑒𝑑𝑢𝑐𝑖𝑡 + 휀2𝑖𝑡 
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𝑝𝑜𝑣𝑡𝑖𝑡 =  𝛿0 + 𝛿1 𝑟𝑒𝑚𝑖𝑡𝑖𝑡 + 𝛿2 𝑔𝑑𝑝𝑐𝑎𝑝_ℎ𝑎𝑡𝑖𝑡 + 𝛿3 𝑔𝑖𝑛𝑖_ℎ𝑎𝑡𝑖𝑡 + 휀3𝑖𝑡 
Remittances received as a percentage of GDP is the focal variable. Here, gdpcap_hat and gini_hat are 
the instrumental variables which are calculated from the first stage regression models. Ideally the 

coefficient 𝛿1 was expected to be negative, indicating a negative relationship between poverty levels and 
remittances but the empirical evidence is mixed on the issue. This study expects GDP per capita to be 
negatively related to poverty. A positive relationship between the Gini Index and poverty headcount is 
expected. Mobile cellular connections are used as a proxy for infrastructure. Better infrastructure often 
augments the impacts of other factors on poverty. The secondary school gross enrollment ratio measures 
the levels of education in the economy and it is known that education should positively related GDP and 
therefore, poverty. Life expectancy at birth is a measure of health conditions and is included to gauge 
how better health can influence poverty in the presence of remittances. This study also incorporates 
Ramsey’s RESET test for specification error check, Spearman’s rank correlation heteroscedasticity test, 
Run test for autocorrelation check, and finally VIF test for multicollinearity check (Greene 2013).  
 
Analyses and Findings 
 
Table 2: Descriptive Statistics of Variables 

  2000  2005  2010 
Variables Mean Standard Mean Standard Mean Standard 
  Deviation  Deviation  Deviation 

povt 7.69 5.69 4.38 3.68 2.50 3.00 
remit 4.64 4.60 7.48 8.46 7.05 7.07 
gdpcap 2566.65 2199.26 3153.90 1997.52 5039.12 2947.95 
gini 48.44 9.15 46.83 8.11 43.76 7.60 
instr 6.73 5.31 35.13 16.16 99.13 34.05 
health 70.93 4.09 72.26 3.57 73.53 3.15 
educ 71.20 12.44 77.60 12.25 84.53 13.23 

 
From the descriptive statistics of variables, it is depicted that remit, gdpcap, instr, health and educ 
variables increase by the year. On the other hand povt and gini variables decrease by the year. 
 
Table 3: Countries with the lowest and highest observations 

 Country with lowest observations Country with highest observations 

Variables       
 2000 2005 2010 2000 2005 2010 

       
povt Tunisia Tunisia Moldova Bolivia Bangladesh Bangladesh 

 (0.87%) (1.07%) (0.27%) (16.55%) (21.61%) (29.79%) 
remit Argentina Argentina Argentina Moldova Moldova Moldova 

 (0%) (0.18%) (0.09%) (19.94%) (27.25%) (22.02%) 
gdpcap Moldova Bangladesh Bangladesh Argentina Mexico Argentina 

 (354) (485.9) (760.3) (7669.3) (7894) (11198.6) 
gini Bangladesh Bangladesh Armenia Bolivia Bolivia Colombia 

 (33.1) (32.7) (31.1) (63) (58.5) (55.5) 
instr Bangladesh Bangladesh Bangladesh Argentina Tunisia Panama 

 (0) (6) (45) (18) (57) (181) 
health Bolivia Bolivia Bolivia Costa Rica Costa Rica Costa Rica 

 (61 years) (64 years) (66 years) (77 years) (78 years) (79 years) 
educ Bangladesh Bangladesh Bangladesh Armenia Armenia Costa Rica 

 (48%) (46%) (50%) (91%) (91%) (100%) 

 
Analyses results are presented in the following tables. Tables 4 shows the first stage regression results 
with gdpcap as the dependent variable, and table 5 shows gini as the dependent variable. Table 6 shows 
the results of second stage regression with poverty as the dependent variable. 
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Table 4: First stage regression: gdpcap 

Dependent Variable: gdpcap 

Independent variables Coefficient 
(std. error) 

instr 20.36** 
 (6.81) 
health 375.32*** 
 (78.29) 
educ 4.06 
 (21.31) 

Multiple R-square 0.56 
Adjusted R-square 0.53 
F-statistic                             18.05 

Note: ***, ** and * denote statistical significance at 1%, 5% and 10% level respectively. 
 
In the first stage of GDP per capita regression, it is observed that infrastructure, and health have a 
positive and significant relationship with GDP per capita. Ramsey’s RESET test is performed to diagnose 
the specification error and the p-value is 0.02 at 5% level of significance, so there is specification error in 
the first stage model. 
 
Table 5: First stage regression: gini 

Dependent Variable: gini 

Independent variables Coefficient 
(std. error) 

instr -0.02 
                           (0.03) 
health -0.24 
                           (0.38) 
educ -0.04 
                           (0.10) 

Multiple R-square                            0.02 
Adjusted R-square                            0.05 
F-statistic                            0.26 

Note: ***, ** and * denote statistical significance at 1%, 5% and 10% level respectively. 
 
In the first stage Gini index regression, it is observed that education, health and infrastructure have 
negative but insignificant relationship with inequality. Even R-square shows a weakly fitted regression 
model here. It reveals that gini variable is not a significant endogenous variable rather the second stage 
model incorporates gini instead of gini_hat.  
 
Table 6: Second stage regression: povt (2SLS model) 

Dependent Variable: povt 

Independent variables Coefficient 
(std. error) 

remit -0.19*** 
 (0.07) 
gdpcap_hat -0.01** 
 (0.01) 
gini 0.02 
 (0.41) 

Multiple R-square 0.60 
Adjusted R-square 0.57 
F-statistic 21.2 

Note: ***, ** and * denote statistical significance at 1%, 5% and 10% level respectively. 
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From the second stage regression, it is illustrated that remittances have negative and highly significant 
relationship with poverty. For every unit increase in remittances, poverty falls by 0.19 percentages on 
average. As expected, GDP per capita has a very significant negative impact on poverty. Gini index 
moves to the identical direction of poverty but insignificantly. Analyses results imply that remittances are 
effective in reducing poverty among developing countries. 
 
Conclusion 
The objective of this study is to analyze the impact of remittances on poverty in developing countries. 
Data for 15 developing countries for 2000, 2005 and 2010 are used for the study. For the presence of 
endogeneity two stages least squares regression is utilized.  
It is illustrated that total remittances received have a negative and significant effect on poverty for the 
developing countries. A higher GDP per capita implies a lower poverty headcount ratio as expected. And 
higher inequality ratios imply higher poverty rates. Infact, this study reveals that remittances from outside 
the country are an effective way to combat poverty in developing countries.  
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