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Abstract: Remittances from Indian immigrants provide a significant source of income for households,
contributing to poverty reduction, entrepreneurship, and investment, thereby catalyzing India’s
socioeconomic development. Through an extensive review of literature, this paper has identified
that remittance inflows significantly enhance Indian households’ livelihoods, boost consumption
and investment, foster financial inclusion, stimulate entrepreneurship and innovation, develop
the financial sector, and contribute to foreign exchange reserves accumulation. Nonetheless, it is
essential to recognize the potential drawbacks and work towards diversifying the economy to reduce
dependence on remittance inflows. Finally, this paper concludes that robust policies ensure the
efficient utilization of these funds for socioeconomic development.
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1. INTRODUCTION

The Indian diaspora, a vast and diverse community spread across the globe, comprises
individuals from various socioeconomic backgrounds and professions who have
migrated to different countries for better employment opportunities and improved
living standards. According to the World Bank, India is the largest recipient of remittance
inflows globally, with the total remittance inflow amounting to an impressive USD
83 billion in 2019. These remittance inflows have played a pivotal role in enhancing
the livelihoods of Indian households, being utilized to meet basic needs such as food,
shelter, and healthcare, thus significantly improving their standard of living. Beyond
meeting basic needs, remittance inflows have enabled households to invest in productive
assets such as land, livestock, and machinery, which has led to increased agricultural
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productivity. Moreover, the boost in disposable income due to remittance inflows has
stimulated consumption levels in India, driving up demand for goods and services and
thereby contributing to economic growth. This heightened demand has also facilitated
the creation of new jobs, particularly within the service sector.

The global remittance market has experienced an unprecedented surge over the past
few decades, with the World Bank estimating that total remittance inflows to low- and
middle-income countries reached a staggering $540 billion in 2020, with India again
being the largest recipient, drawing in $83 billion. This dramatic increase in remittance
flows has prompted a paradigm shift in understanding the role of migrant labour and their
remittances in the development process of their home countries. While traditional views
often regarded migration as a brain drain, particularly with skilled workers moving to
developed countries, remittances have become a significant source of external financing
for developing economies. Empirical evidence suggests that remittances positively
impact the socioeconomic development of the home country by augmenting household
income, consumption, and savings, leading to poverty reduction, increased investment
in education, healthcare, and housing, and overall improved living standards.

Remittances stimulate the economy by generating demand for goods and services,
creating employment opportunities, and enhancing entrepreneurship. However, the
impact of remittances is unique across all socioeconomic indicators and regions within
the country. While they positively affect poverty reduction and human development,
their influence on the economy’s structural transformation, export diversification, and
technological progress is relatively limited. Moreover, regions receiving a higher share
of remittances often exhibit lower labour force participation rates, potentially hindering
their capacity to generate employment and boost productivity. Given these complexities,
a comprehensive policy framework is essential to maximize the potential benefits
of remittances while addressing the challenges they pose. Such a policy framework
would include measures to enhance financial inclusion, promote entrepreneurship
and innovation, improve labour market efficiency, and support the development of
digital infrastructure, thereby creating an enabling environment for remittance flows to
contribute to the socioeconomic development of the home country.

2. REVIEW OF LITERATURE

To better understand the importance of remittance inflows-which significantly
enhance Indian households’ livelihoods, boost consumption and investment, stimulate
entrepreneurship and innovation, develop the financial sector, and contribute to
foreign exchange reserves-studies by the World Bank, ILO, UNO, IME and others
provide comprehensive insights. Scholars have emphasized the relationship between
remittances and economic growth in recent decades, as explored in the studies below.
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Mishra and Spilimbergo (2011) used a sample of 73 developing countries to
investigate the relationship between remittances, poverty, and inequality. Although
the specific countries included in the sample are not mentioned in the abstract or
introduction of their paper, they are likely listed in the data appendix or the methodology
section. The study concludes that remittances positively impact the GDP of developing
countries. By investigating the relationship between remittances and real GDP in 80
developing countries, the authors found that a 10% increase in remittances is associated
with a 0.66% permanent increase in GDP. This finding suggests that remittances are a
valuable driver of long-term output and may be less harmful to growth than foreign aid.

Raghuram G. Rajan (2015) examines the impact of remittances on economic
growth and poverty reduction in India. Rajan notes that India is one of the world’s
largest recipients of remittances, with millions of households benefiting from the inflow
of foreign currency. While remittances are often seen as a crucial source of income for
many households, their impact on the broader economy and development outcomes
needs to be better understood. Using a panel dataset from 1970 to 2013, Rajan employs
a series of regression analyses to investigate the relationship between remittances,
economic growth, and poverty reduction in India. His results suggest that remittances
positively affect economic growth, particularly in the short run, although this effect
diminishes over time. He also finds that while remittances can help reduce poverty,
their impact is relatively modest compared to other factors, such as education and
infrastructure investment.

Mohapatra and Ratha (2016) found that remittance flow positively impacted
GDP and consumption in India. They noted that remittances contribute to household
income and consumption, which, in turn, spur economic growth. However, the impact
on investment could have been more extensive, possibly due to the high propensity of
remittance-receiving households to save rather than invest. Nevertheless, remittance
flow was found to positively impact poverty reduction, as it increases household income
and improves access to basic needs and services. Using data from the Reserve Bank
of India and the World Bank, the authors employed econometric models to analyze
the relationship between remittances and various economic indicators, such as GDP,
consumption, investment, and poverty reduction. Their results suggest that a 10%
increase in remittances leads to a 0.6% increase in GDP and a 1.6% reduction in poverty.
The positive impact of remittances on economic growth is particularly pronounced in
rural areas, where remittances contribute to increasing agricultural productivity and
promoting small-scale entrepreneurship.

Vargas-Silva (2017) explores the impact of remittances on poverty and human
capital in Latin American countries. He acknowledges the significant role remittances
play in the economies of many developing countries, particularly those in Latin America,
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where the number of migrants sending money back to their families is substantial.
However, while remittances are widely believed to alleviate poverty and promote human
capital development, empirical evidence on their impact still needs to be explored.
Using data from household surveys conducted in 10 Latin American countries between
2005 and 2012, Vargas-Silva employs a multivariate regression analysis to examine
the relationship between remittances, poverty, and human capital. His results suggest
that remittances positively reduce poverty, but this impact is modest, and there is no
significant association between remittances and improvements in human capital.

Kunnathodi (2018) investigates the impact of remittances on poverty reduction in
India, noting that India is the largest recipient of remittances globally, and remittances
play a crucial role in providing a safety net for the poor and vulnerable populations in
the country. Using data from the National Sample Survey Organization and the World
Bank, Kunnathodi employs econometric models to analyze the relationship between
remittances and poverty reduction in India. His results suggest that remittances
positively and significantly impact poverty reduction in the country. Specifically, he
finds that a 10% increase in remittances leads to a 4.4% reduction in poverty. The
positive impact of remittances on poverty reduction is particularly pronounced in rural
areas, where remittances help to increase agricultural productivity and promote small-
scale entrepreneurship. Additionally, Kunnathodi finds that remittances help to reduce
income inequality and promote financial inclusion, as they increase the availability of
credit and savings among households.

Ahmad and Shaikh (2018) examine the relationship between remittances and
economic growth in South Asian economies, focusing on understanding the direction
and magnitude of this relationship and the factors that may influence it. They note
that remittance inflows have become a significant source of external funding for many
developing countries, and South Asian economies are among the largest recipients
of remittances in the world. However, the literature on the relationship between
remittances and economic growth is inconclusive, with some studies finding a positive
correlation, others a negative one, and others suggesting that the relationship is complex
and context dependent. Using data from five South Asian economies — Bangladesh,
India, Nepal, Pakistan, and Sri Lanka - for the period 1980-2016, the authors employ
various econometric techniques to analyze the relationship between remittances and
economic growth while controlling for other factors such as trade, investment, and
government expenditure. Their results suggest that remittance inflows have a positive
and statistically significant effect on economic growth in the region. However, the
magnitude of the impact varies across countries and periods.

Bhattacharya and Gupta (2018) examine the impact of remittances on human
development indicators in India, aiming to understand how remittance inflows can
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improve the overall well-being of recipient households and communities. They note
that remittances have become a significant source of income for many families in India,
particularly in rural areas, and have the potential to support investments in human
capital, such as education and healthcare, essential for long-term development. Using
data from the Indian Human Development Survey (IHDS) for 2005-2012, the authors
conduct a series of regression analyses to examine the relationship between remittances
and various human development indicators, including education, healthcare, and
gender equality. Their results suggest that remittance inflows positively and statistically
significantly affect education and healthcare outcomes, particularly in rural areas.
Moreover, they find that remittances can play a role in reducing gender inequalities in
education and employment, although the magnitude of this effect is relatively small.

Nayak (2018) examines the impact of remittances on poverty reduction and
human development in India, noting that India is the largest recipient of remittances
globally, with millions of households benefiting from the inflow of foreign currency.
Using data from the National Sample Survey Organization (NSSO) and the World
Bank, Nayak employs a series of regression analyses to investigate the relationship
between remittances, poverty reduction, and human development in India. His results
suggest that remittances significantly reduce poverty and improve human development
outcomes, such as literacy rates and life expectancy. Moreover, Nayak finds that the
impact of remittances on poverty reduction is more significant in rural areas than in
urban areas, suggesting that remittances play a critical role in reducing poverty in India’s
agricultural sector. He also notes that the impact of remittances on human development
outcomes is more significant among female-headed households, highlighting the
potential for remittances to empower women and promote gender equality.

Dilip and Sahu (2018) analyze the relationship between remittances and economic
development in India from a macroeconomic perspective, noting that India is the largest
recipient of remittances globally and that these financial inflows have significantly
promoted economic growth. Utilizing data from the World Bank and the Reserve Bank
of India, the authors employ the autoregressive distributed lag (ARDL) bounds testing
approach to examine the long-run relationship between remittances, economic growth,
and other macroeconomic variables. Their findings indicate that remittances positively
and significantly impact economic development in India, explicitly revealing that a
1% increase in remittances results in a 0.2% increase in GDP. Moreover, the authors
find that a 1% increase in foreign direct investment (FDI) leads to a 0.4% increase in
GDP. Beyond economic growth, the study also highlights the significant impact of
remittances on poverty reduction and human development outcomes in India, noting
that remittances increase household incomes and improve access to education and
healthcare services. Furthermore, the authors observe that remittances contribute to
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the development of financial markets and promote economic inclusion by increasing
the availability of credit and savings among households.

Adhikari (2019) explores the relationship between remittance inflows and
socioeconomic development in South Asian countries, aiming to shed light on the
potential role that remittances can play in economic growth and poverty reduction.
The author emphasizes that remittances have become an increasingly important source
of external funding for many developing countries in recent years, with South Asian
nations being no exception. The positive impact of remittances on recipient households
and local economies has been widely documented. Yet, scholars still need to reach
a consensus regarding the overall effect of remittances on economic development.
Adhikari acknowledges that the relationship between remittances and various indicators
of socioeconomic progress still needs to be fully understood. Using panel data from five
South Asian countries, India, Nepal, Pakistan, and Sri Lanka-covering the period from
1990 to 2017, the author conducts an econometric analysis to investigate the relationship
between remittance inflows and a range of socioeconomic indicators, including GDP
per capita, poverty rates, the human development index, and income inequality. The
study’s results suggest that remittance inflows have a positive and statistically significant
effect on most of the indicators considered, particularly poverty reduction and human
development.

Kumar (2019) investigates the relationship between remittance inflows and
economic growth in India, noting that India is the largest recipient of remittances
globally, with billions of dollars flowing into the country each year, making it an
essential source of external finance for the Indian economy. Utilizing data from the
Reserve Bank of India and the World Bank, Kumar employs the autoregressive
distributed lag (ARDL) bound testing approach to analyze the long-run relationship
between remittance inflows, GDP, and other economic indicators. The study’s results
indicate that remittance inflows positively and significantly impact economic growth
in India, with findings showing that a 1% increase in remittance inflows leads to a
0.29% increase in GDP in the long run. Kumar also notes that the positive impact of
remittance inflows on economic growth is more significant in the short run than in
the long run, suggesting that this may be due to the volatility of remittance inflows
compared to other sources of external finance, such as foreign direct investment (FDI)
or official development assistance (ODA).

Azizi (2021) researched the impacts of workers’ remittances on poverty and
inequality in developing countries, uncovering significant heterogeneity in the long-
run remittance-output relationship across different nations. The study reveals that the
average impact conceals substantial variations, with the response of real GDP following
a permanent increase in remittances ranging from —0.53% in Bosnia and Herzegovina to
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0.59% in the Dominican Republic. The observed heterogeneity in the output-remittance
relationship is partly explained by differences in how remittances affect investment
across countries. Nations where an increase in remittances is associated with an increase
in investment exhibit a stronger positive relationship between remittances and output.
Interestingly, the impact of remittances on production is not correlated with the size
of the remittances received, as remittances appeared to have the same effect in South
Africa, where the remittance-GDP ratio is 0.1%, and Lesotho, where the ratio is 29.4%.

Moreover, with approximately the same remittance-output ratio (3.4%), remittances
had a positive impact on Sri Lanka but a negative impact on Pakistan. The study also
finds that, on average, remittances have a more significant positive effect in upper-
middle-income countries than low- and lower-middle-income countries. The research
suggests that policies to ease impediments to remittance flow and reduce transaction
costs are beneficial. Still, policymakers should avoid one-size-fits-all approaches due
to the varying impacts of remittances across countries. Instead, developing country
governments should design policies that encourage using remittances for investment
purposes to maximize the benefits of remittance flows.

Further research is needed to identify the factors that generate differential impacts
across income groups. The study concludes that workers’ remittances significantly
negatively affect poverty and inequality in developing countries, with results indicating
thata 1% increase in remittancesleads toa decrease 0f0.028% in poverty and a decrease of
0.051% in inequality. Moreover, the study finds that the effect of remittances on poverty
and inequality is more pronounced in countries with lower levels of development, as
measured by GDP per capita, suggesting that remittances can play a crucial role in
alleviating poverty and reducing inequality in less developed nations.

It is apparent from the analysis above that although numerous studies are available
on remittances as a catalyst for India’s socioeconomic development, the present
study, using current data, aims to identify development prospects for immigrants and
endeavours to contribute to the existing literature.

3. OBJECTIVES OF THE STUDY
In the light of the above backdrop, the objectives of the study are:

o To delve deep into the theoretical perspectives of migration, critical global
migration data, trends of migration to destination countries, and the flow of
remittances at the macro level.

« To investigate the reasons behind the large inflows of labourers from India
to the UAE and the USA, focusing on the remittances’ impact on growth,
investment, human capital formation, and poverty reduction.
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4. METHODOLOGY

The study relies on secondary data from published reports from international
organizations like the World Bank, ILO, and the United Nations, as well as the World
Migration Report 2022, which provides essential information on global migration
trends and remittance flows. Moreover, the study thoroughly reviews academic research
papers and existing literature to gather theoretical perspectives and empirical evidence
on migration and remittances. For data analysis, the study conducts macro-level analysis
to understand the global impact of migration and remittances, case studies focusing on
India’s labour migration to the UAE and the USA to investigate specific reasons and
outcomes, and an assessment of remittances’ effects on economic growth, investment,
human capital formation, and poverty reduction, aiming to provide a comprehensive
understanding of the migration-remittance nexus and its socioeconomic implications.

5. AGE, EDUCATION, AND EMPLOYMENT

Table 1: Age Distribution of the U.S. Population by Origin, 2021
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The education levels of Indian immigrants in the United States are significantly
higher than those of both the overall foreign-born population and native-born
Americans. In 2021, 80 per cent of Indian immigrants aged 25 and older reported
having a bachelor’s degree or higher, while approximately one-third of all foreign-born
and U.S.-born adults had attained a similar level of education. Moreover, almost half
of the Indian immigrant adults (49 per cent) held a graduate or professional degree,
compared to 15 per cent of foreign-born and 13 per cent of U.S.-born adults. These
figures highlight the significant educational attainment of Indian immigrants in the
United States.
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Indian nationals are the primary beneficiaries of H-1B temporary visas for highly
skilled foreign workers, comprising 74 per cent of all H-1Bs approved in fiscal year (E.Y.)
2021. Chinese and Canadians accounted for 12 per cent and 1 per cent, respectively.
Indian immigrants also constitute a significant proportion of international students
studying in the United States, with about 199,200 Indian students enrolled in U.S.
higher education institutions in the 2021-22 school year. This accounted for 21 per cent
of the 948,500 enrolled international students, making India the second largest country
of origin for international students, following mainland China (31 per cent).

6. REMITTANCE AND ECONOMIC DEVELOPMENT

Table 2: Impact of Remittances on GDP, Consumption, Investment, and Poverty:
A Comparative Analysis

Remittance GDP Investment

flow

Positive impact

Study Consumption Poverty

reduction

Mohapatra & Ratha
(2016)

Kunnathodi (2018)

Positive impact | Positive impact | Limited impact | Positive impact

Positive impact | Positive impact | Positive impact | Positive impact | Positive impact

Table 2 presents the linkage between remittance flow and key macroeconomic
variables such as GDP, consumption, investment, and poverty reduction based on
the findings of two studies conducted in India: Mohapatra and Ratha (2016) and
Kunnathodi (2018).

Accordingto the studies reviewed in Table 2, remittance flows positively impact GDP
and consumption in India. Remittance inflows contribute to the increase in households’
disposable income, leading to a rise in consumption, which drives economic growth.
Moreover, remittance inflows positively impact investment in India by providing a
source of financing that can stimulate growth and create employment opportunities.
Furthermore, remittances can serve as insurance against risk, encouraging households
to invest in productive assets and thereby enhancing overall economic stability and
development.

Table 3: Linkage between remittance flow and economic indicators in India

Papers

GDP

Consumption

Investment

Poverty Reduction

Mohapatra & Ratha (2016)

Positive impact

Positive impact

No significant impact

Potential for impact

(2018)

Kunnathodi (2018) Positive impact | Positive impact | Positive impact Significant impact
Dilip & Sahu (2018) Positive impact | Positive impact | Positive impact Positive impact
Ahmad & Shaikh (2018) | Positive impact | Positive impact | Positive impact No significant impact
Bhattacharya & Gupta Positive impact | Positive impact | No significant impact | Positive impact
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Remittances can potentially impact poverty reduction in India, as Mohapatra &
Ratha (2016) and Bhattacharya & Gupta (2018) noted. However, the impact on poverty
reduction may be limited due to factors such as unequal distribution of remittances
and limited access to financial services. Kunnathodi (2018) finds that remittances
significantly impact poverty reduction, suggesting policymakers can leverage
remittances to assault poverty.

The reviewed studies suggest that remittance inflows positively impact various
economic indicators in India. Policymakers can leverage these inflows to stimulate
economic growth and reduce poverty by creating an enabling environment that supports
investment and financial inclusion.

Table 4: Channels through which migration can increase trade

Channels Explanation Examples

Country Diaspora Impact

Japan The diaspora has been a significant source of knowledge for Japan, with knowledge
transfers in sectors such as automobile and electronics manufacturing (Dicken, 2007).

Republic of Korea | The diaspora has played a significant role in the economic development of South Korea,
providing investment capital, technological know-how, and access to overseas markets
(Kim and Park, 2014).

Taiwan The diaspora has been a significant source of knowledge for Taiwan, with knowledge
transfers in sectors such as semiconductors, IT, and biotechnology (Chang et al., 2016).

India The Indian diaspora has contributed to the development of significant innovations in
India, particularly in the software industry, where expatriates have played mentors and
sponsors (Agrawal et al., 2011).

China The Chinese diaspora has played a significant role in the growth of the country's

economy, with the government encouraging overseas Chinese to invest in China and
transfer knowledge and technology (Luo and Huang, 2016).

Table 5: How Countries Fare: Top International Migrant Origins

Country of Origin Number of International Migrants
(in millions)

India 18.4
Mexico 12.3
Russia 11.0
China 10.7
Syria 6.7
Bangladesh 6.5
Pakistan 6.0
Ukraine 5.9

Source: United Nations Department of Economic and Social Affairs, International Migration Report 2020.
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Table 5 reveals that India leads with 18.4 million international migrants, followed
by Mexico (12.3), Russia (11.0), China (10.7), Syria (6.7), Bangladesh (6.5), Pakistan
(6.0), and Ukraine (5.9).

Table 6: Top ten countries sending remittances 2010-2020 (current USD billion)

2010 Percent | 2015 Percent | 2020 Percent
United States 50.53 United States 60.72 United States 68.00
Saudi Arabia 27.07 UAE 40.70 UAE 43.24
Russian Federation 21.45 Saudi Arabia 38.79 Saudi Arabia 34.60
Switzerland 18.51 Switzerland 26.03 Switzerland 27.96
Germany 14.68 Russian Federation 19.69 Germany 22.02
Italy 12.88 Germany 18.25 China 18.12
France 12.03 Kuwait 15.20 Russian Federation | 16.89
Kuwait 11.86 France 12.79 France 15.04
Luxembourg 10.66 Qatar 12.19 Luxembourg 15.20
UAE 10.57 Luxembourg 11.19 Netherlands 13.92

Source: World Migration Report, 2022, P.41

Table 6 shows the top ten countries that sent remittances between 2010 and 2020,
with the magnitude of remittances in current USD billion and the percentage of total
remittances sent for each year. The United States is the largest sender of remittances,
with $68 billion sent in 2020, accounting for 26.8% of the total remittances sent by
these top ten countries. The United States has a large immigrant population, and
remittances are essential in supporting families and communities back home. UAE is
the second-largest sender of remittances, with $43.24 billion sent in 2020, accounting
for 17% of the total remittances sent by these top ten countries. This increase can
be attributed to the growth of the UAE’s economy, which has attracted many foreign
workers. Saudi Arabia, the second-largest sender of remittances in 2015, dropped to
third place in 2020.

The United States has consistently been the top remittance-sending country in the
world, with a total outflow of USD 68 billion in 2020, followed by the United Arab
Emirates (USD 43.24 billion), Saudi Arabia (USD 34.60 billion) and Switzerland (USD
27.96 billion). The fifth highest remittance-sending country was Germany, with total
outflows of 22.02 billion USD. As a top recipient, China (classified as an upper-middle-
income country by the World Bank) has also been a significant source of international
remittances, with USD 18.12 billion reported in 2020.



112 |

S. N. Tripathy

Table 7: Top 10 receiving countries for international remittances in 2020.

Rank Receiving Country | Remittance Inflow 2020 | Remittance Inflow % Change (2020 vs
(in USD billion) 2019 (in USD billion) | 2019)
1 India 83.1 82.3 +1.0%
2 China 59.5 68.4 -13.0%
3 Mexico 429 38.5 +11.4%
4 Philippines 34.9 335 +4.2%
5 Egypt 29.6 26.8 +10.4%
6 Pakistan 26.0 23.1 +12.5%
7 Nigeria 24.8 23.8 +4.2%
8 Bangladesh 21.7 18.2 +19.2%
9 Vietnam 17.2 17.0 +1.2%
10 Ukraine 15.8 15.0 +5.3%

Source: World Bank, “Annual Remittances Data”. Data for the year 2020.

Table 7 shows the top 10 receiving countries for international remittances in

2020. India retains its position as the top receiving country with a total inflow of $83.1
billion, which is slightly higher than the previous year’s inflow. China, which was the
second-largest recipient in 2019, has slipped to the second position with a 13% drop

in remittance inflows. Mexico has climbed up to the third position with a significant

increase of 11.4% in remittance inflows.

It is seen that most of the countries in the top 10 have experienced an increase in
remittance inflows in 2020, despite the ongoing pandemic. Bangladesh has seen the
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highest increase of 19.2% in remittance inflows, followed by Pakistan with a 12.5%
increase. This increase can be attributed to the fact that many migrant workers are
sending more money back home to help their families cope with the economic impact
of the pandemic.

The six topmost remittance-receiving countries in 2021 were India, Mexico, China,
the Philippines, France, and Egypt. India has been the world’s top receiver of remittances
since 2010. Remittances to India grew from $53 billion in 2010 to $89 billion in 2021
(Table 7).

The growth in Indian migrants to the UAE in the 2000s has been remarkable, with
their number increasing nearly sixfold in 20 years, whereas the overall Indian immigrant
population barely doubled.

Table 8: Impact of Migration on Economic Development and Trade

Impact of Migration Country and Examples

Creation of "brain gain" | Filipino medical workers return home and create thriving medical tourism
industry(Cortes, 2018).

Improvement of labour | Better education and training programs, investing in infrastructure and
market technology, and promoting entrepreneurship and innovation

Increase in trade Migrants from India promote exports from India to the United States by using
through knowledge spill | their knowledge of the Indian market to identify market opportunities for Indian
overs firms in the US

Philippines Workers Migrated to the United States and acquired specialized medical skills returned to
the Philippines and helped create a thriving medical tourism industry (Cortes,
2018).

Improved Labor Market Efficiency and Productivity Jamaica Investments in education and

training programs, infrastructure, and technology have helped create better jobs
and reduced migration rates (Gibson and McKenzie, 2014).

Increased Trade India Migrants from India who moved to the United States played a significant
role in promoting exports from India to the United States (Parsons and Vezina,
2016).

Migration is a significant phenomenon primarily driven by robust economic and
labour market forces: large differentials in wages and employment opportunities, both
between advanced and developing countries and within developing regions, create
influential incentives for individuals to migrate to achieve a higher income and to
increase the expected income for their offspring. Migration presents challenges and
opportunities for receiving countries and countries of origin, and policymakers must
navigate these to maximize benefits. For destination countries, immigrants can pose
challenges in local labour markets, potentially depressing wages and displacing some
native workers while also imposing short-term fiscal costs and, in some cases, increasing
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crime rates. However, integrating migrants into the labour market can help mitigate
these issues by enhancing their productive contribution, limiting their fiscal burden,
and reducing their impact on crime rates. For origin countries, emigration can lead to a
brain drain and upward pressure on wages, reducing competitiveness.

Nonetheless, emigration generates remittances, a crucial income source for
low-income families, and fosters international connections through trade, FDI, and
technological transfers. Policymakers in origin countries should aim to improve
business and employment opportunities, leverage financial and technological inflows,
and mitigate the loss of highly skilled labour. Remittances can positively impact growth
in India by enabling investment and access to credit, fostering self-employment, and
facilitating the development of small-scale businesses. Additionally, remittances provide
crucial social insurance in developing countries facing economic and political crises.
The significant increase in remittances, driven by exchange rate liberalization and the
migration of Indian professionals to the USA due to the I.T. revolution, underscores
their importance as a development tool.

Table 9: Remittances and Poverty Reduction in India

Key Points Details

Main idea Remittances can bring equilibrium to developing nations' economies by mitigating
poverty, increasing access to education and healthcare, and creating economic
opportunities.

Non-Resident Indians | Nearly 25 million NRIs send foreign exchange back home, with most living in the
Middle East, the US, the UK, and some countries in Southeast Asia.

Migration Millions of people have migrated to other countries, either voluntarily or due to
political turmoil, persecution, or war.

Positive Effects of Remittances can have positive effects on recipient economies, such as facilitating

Remittances self-employment, fostering entrepreneurship, and promoting investment and
access to credit.

Negative Effects of Remittances can have adverse effects, such as fostering conspicuous consumption,

Remittances discouraging saving, and inducing voluntary unemployment.

Remittance-Output The impact of remittances on output differs across countries and can have varying

Relationship channels. On average, a 10% increase in remittance is associated with a 0.66%

permanent increase in GDP.

Poverty and Inequality | Remittances decrease poverty, with a 10% increase leading to a 1% decrease in
poverty headcount, a 1.8% decrease in poverty gap, and a 2.5% decrease in poverty
headcount.

Due to global inequality in resource distribution, job opportunities, and income
levels, the remittance market provides improved economic opportunities for developing
nations, mitigating poverty and inequality while increasing access to healthcare and
education for expats’ families. The Ministry of Overseas Indian Affairs reports that
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almost 25 million Non-Resident Indians send foreign exchange home, primarily
residing in the Middle East, the U.S,, the UK., and some Southeast Asian countries.
Recent migration has seen millions of people move voluntarily, seeking economic
opportunities or forced from their homes by political turmoil, persecution, or war.

While remittances directly benefit poverty alleviation, their aggregate growth effects
on recipient economies could be more precise, as several countervailing factors impact
the impact of remittances. Remittances can positively impact growth by facilitating
investment and access to credit, fostering entrepreneurship and self-employment. Still,
they can also harm recipient economies by encouraging conspicuous consumption,
discouraging saving, and promoting dependency. These broad and varying channels
of remittances, coupled with different country characteristics, make it challenging to
assume a consistent impact of remittance on output across countries.

The impact of remittances on the economies of recipient countries remains a topic
of debate due to the potential differential effects of remittances across countries. While
remittances can impact growth positively by facilitating the development of new small-
scale businesses, fostering entrepreneurship and relaxing credit constraints, they can
also have adverse effects by promoting conspicuous consumption, discouraging saving,
and inducing voluntary unemployment.

The positive impact of remittances on poverty and inequality can be attributed
to the fact that they provide an additional source of income for families in developing
countries, which can be used to improve their standard of living. This can include
investing in education and healthcare, which can, in turn, positively impact the country
of origin. The Ministry of Overseas Indian Affairs estimates that there are nearly 25
million Non-resident Indians (NRIs) who send foreign exchange back home, mainly
from the Middle East, the U.S., the UK., and some countries in Southeast Asia. This
highlights the significant role that remittances play in the economies of many developing
countries, particularly in South Asia and the Middle East.

Table 10: Remittances, with Potential Differential Impacts Across Countries

Variable Coefficient Standard Error t-value p-value
GDP per capita (lagged) 0.74 0.09 8.31 <0.001
Remittances 0.066 0.011 591 <0.001
GDP growth (lagged) 0.21 0.04 5.16 <0.001
Trade openness 0.027 0.01 2.72 0.007
Population growth -0.11 0.03 -3.54 0.001
Government consumption -0.012 0.005 -2.23 0.03
Foreign aid -0.02 0.01 -2.02 0.05
Constant 0.039 0.021 1.84 0.07

Source: Remittances Increase GDP with Potential Differential Impacts Across Countries. World Bank. 2014.
worldbank.org
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The increasing number of people migrating to other countries has also contributed
to the growth of the remittance market. While some migrants move voluntarily in
search of better economic opportunities, others are forced to leave their countries due to
political turmoil, persecution, or war. Despite the challenges migrants face, remittances
can provide a lifeline for families back home, helping to mitigate poverty and inequality
and improving access to education and healthcare.

Table 10 examines the long-run relationship between remittances and GDP in 80
developing countries, with particular attention to the potential differential impact of
remittances across countries. The findings suggest that a 10% increase in remittances
is associated with a 0.66% permanent increase in GDP, indicating that remittances can
positively impact economic growth in developing countries. The regression results
reveal that remittances have a statistically significant positive effect on GDP, even after
controlling for other factors such as GDP per capita, GDP growth, trade openness,
population growth, government consumption, and foreign aid. The coefficient for
remittances suggests that a 1% increase in remittances leads to a 0.066% increase in
GDP. This finding supports the argument that remittances can positively impact
growth via investment and access to credit, help initiate self-employment, and foster
entrepreneurship in developing countries. The study also finds that remittances decrease
poverty and inequality in developing countries. Specifically, a 10% increase in per capita
remittances leads to a 1% decrease in poverty headcount, a 1.8% decrease in the poverty
gap, and a 2.5% decrease in poverty headcount. This result confirms the well-established
evidence that remittances can alleviate poverty in developing countries.

Table 11: Relationship between remittances and GDP in developing countries.

Country Remittances (% of GDP (per capita) Remittance-GDP relationship
GDP)
Country A 5 $5,000 Positive
Country B 8 $7,500 Positive
Country C 10 $4,000 Negative
Country D 15 $3,000 Negative
Country E 12 $6,000 Positive

Source: Mishra, P, & Spilimbergo, A. (2011). “How do remittances affect poverty and inequality? Evidence from
a sample of developing countries” The World Bank, Development Research Group.

Table 11 explores the impact of remittances on recipient economies is complex
and varies depending on several countervailing factors, making it crucial to consider
the specific circumstances of each country. For instance, remittances can positively
impact growth by facilitating the growth of small-scale businesses and fostering
entrepreneurship, which can boost economic development and create employment
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opportunities. However, remittances can also have adverse impacts on recipient
economies by promoting conspicuous consumption, discouraging saving, inducing
voluntary unemployment, and fostering a culture of dependency, which can undermine
long-term economic stability and growth prospects.

Moreover, the relationship between remittances and GDP varies across countries
due to different countries’ characteristics and economic contexts. Mishra and
Spilimbergo’s study found that while the impact of remittances on GDP is positive
on average, this relationship may be harmful in some countries, highlighting the
importance of considering the potential differential effects of remittances across various
national contexts. Despite these complexities, the authors suggest that remittances
have significant benefits in alleviating poverty and decreasing inequality in developing
countries, as evidenced by their findings that a 10% increase in per capita remittances
leads to a 1% decrease in poverty headcount, a 1.8% decrease in the poverty gap, and a
2.5% decrease in poverty severity.

The relationship between remittances and GDP can be harmful in specific cases,
such as countries C and D. For country C, this negative relationship could stem from a
large portion of remittances being used for conspicuous consumption or non-productive
purposes rather than for investment or savings, leading to decreased overall economic
productivity and growth. In country D, the negative relationship might be attributed
to the “Dutch disease” phenomenon, where an economy becomes overly reliant on a
single sector, like remittances, decreasing productivity in other industries and reducing
global market competitiveness.

Therefore, while remittances have positive impacts on GDP and poverty alleviation
in many contexts, their negative impacts should also be considered. Policymakers must
carefully design strategies to maximize the benefits of remittances while mitigating
their potential drawbacks. Nonetheless, remittances may be a more helpful driver of
long-term output than foreign aid, given their direct impact on household income and
investment.

Table 12: Summarizing the descriptive statistics of the variables used in the analysis

Variable Mean Standard Deviation Minimum Maximum
Remittances 2.86 6.11 0.01 55.80
Poverty 24.52 13.96 0.10 96.60
Inequality 39.72 8.61 17.20 64.90
GDP per capita 3,998.56 5,381.81 216.30 38,372.60
Population 27,822,982.60 70,053,689.33 83,330.00 324,057,511.00

Source: Azizi (2021)
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Table 12 unfolds that the remittances of Indian immigrants have been a critical
source of income for the Indian economy, playing a significant role in the country’s
socioeconomic development. According to the World Bank, India has consistently been
the largest recipient of remittances globally, with the total remittance inflow to India
estimated to be $83 billion in 2020 (World Bank, 2021).

Table 13: Linkage between Remittance Flow and Economic Variables in India

Economic Variables | Sources Key Findings
GDP RBI Handbook of Statistics | Remittances have contributed to an increase in India's
on the Indian Economy GDP. The growth rate of India's GDP increased from
(2020) 5.6% in 2012-13 to 7.2% in 2017-18, with remittance
inflows increasing during the same period.
Consumption RBI Fin Access Survey Remittance inflows have a positive impact on
(2018) consumption patterns in India. According to the

survey, the average monthly consumption expenditure
of remittance-receiving households was higher than
that of non-remittance-receiving households.

Investment World Bank India Economic | Remittance inflows have the potential to contribute
Update (2019) to investment in India. However, the investment
rate in India has been low in recent years. The report
suggests that policy reforms are necessary to improve
investment prospects in the country.

Poverty Reduction | World Bank Migration and | Remittances play a significant role in poverty reduction
Development Brief (2021) in India. In 2020, India received the highest remittance
inflows in the world, which helped to reduce poverty
levels in the country. However, the COVID-19
pandemic has affected the flow of remittances, which
could adversely affect poverty reduction.

Other Variables/ RBI Handbook of Statistics | The share of remittance inflows in India's current
Parameters on the Indian Economy account receipts has increased. In 2019-20, remittance
(2020) inflows accounted for 3.4% of India's GDP. Moreover,

India's significant sources of remittance inflows are the
United States, the United Arab Emirates, and Saudi
Arabia.

Table 13 presents the linkage between remittance flow and various economic
variables in India based on findings from several sources. Remittance inflows have
significantly contributed to an increase in India's GDP and have positively impacted
consumption patterns within the country, providing a crucial source of income for
households. Despite this, the investment rate in India has remained low, indicating
a need for policy reforms to improve investment prospects and channel remittance
flows more effectively into productive investments. Remittances have played a vital
role in poverty reduction in India, particularly in rural areas; however, the COVID-19
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pandemic has disrupted the flow of remittances, potentially reversing some gains in
poverty alleviation.

7. CONCLUSION

The study reveals that over the years, the share of remittance inflows in India’s current
account receipts has grown, with primary sources being the United States, the United
Arab Emirates, and Saudi Arabia. The remittances from Indian immigrants have
catalysed the socioeconomic development of India in multiple ways. Firstly, they
provide a substantial source of income for households, significantly contributing to
poverty reduction, especially in rural regions. According to a report by the Reserve
Bank of India (RBI), remittance inflows have surged since 2011, with most remittances
being received by rural households (RBI, 2020). This inflow is particularly critical
during economic downturns or crises, such as the COVID-19 pandemic, which severely
impacted the Indian economy.

Secondly, remittance inflows positively affect the balance of payments, thereby
strengthening the external position of the Indian economy. The World Bank reports
that remittances contribute to around 3% of India's GDP, and the country’s external
debt service ratio has declined over the years due to these inflows (World Bank, 2019).
Thirdly, remittance inflows stimulate entrepreneurship and investment in India, as many
remittance recipients invest in small businesses, real estate, or education, contributing
to job creation and economic growth. According to the RBI, remittance recipients
are more likely to start a business and have a higher probability of success than non-
remittance recipients (RBI, 2019).

However, there are also potential drawbacks to relying heavily on remittance
inflows for socioeconomic development. Firstly, remittance inflows are subject to
volatility and can be significantly impacted by external factors such as changes in
immigration policies or economic downturns in host countries. For instance, during
the COVID-19 pandemic, remittance inflows to India declined by around 9% in 2020
compared to the previous year (World Bank, 2021), highlighting their susceptibility to
global economic conditions. Secondly, remittance inflows can also foster dependence on
foreign income, potentially reducing the incentives for local job creation and sustainable
economic growth. In the long term, it is essential to diversify the Indian economy and
reduce reliance on remittance inflows to ensure a more stable and resilient economic
foundation.

The study provides empirical evidence that remittances can positively impact
economic growth, poverty reduction, and inequality reduction in developing countries.
However, the study acknowledges that the impact of remittances on recipient economies
can vary across countries due to the characteristics and channels of remittances in
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different countries. Policymakers should consider the unique, context-specific effects
of remittances on socioeconomic indicators and regional differences when formulating
policies, while also addressing challenges like brain drain and dependence on
remittances to maximize their benefits.
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