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Role of Remittances on Gross Domestic Product (GDP) Growth in
Developing Countries: The Case of Bangladesh
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Abstract: Bangladesh is one of the top ten remittance recipient countries and the contribution of remittance to the GDP
has increased dramatically in recent years. This study examines the role of remittances on GDP growth in Bangladesh
and Time series data for decades from 1996 to 2019 extracted from the World Bank database as well as Bangladesh
Bank statistics were used. The study was conducted being motivated from conflicting results that have emerged in the
literature on the impact of remittance on the economic growth of different countries. Using ordinary least squares (OLS)
and Pearson correlation method, the empirical results of the study have been consistent with some previous studies
while also contrasted to some literature on the impact of remittances on GDP, Gross Domestic Savings and Domestic
Expenditure of a country. We have found that the remittances have a significant impact on the growth of GDP as well as
Gross Domestic Savings and Domestic Expenditure. Since, there are no recent studies on the role of remittances on
GDP, therefore, the findings of the study provide a significant insights for policymakers for strengthening policies and
regulations relating to harnessing remittances for economic growth. Implications of the study have been discussed.
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INTRODUCTION

Bangladesh is one of the top three countries in
terms of Gross Domestic Product (GDP) growth in the
world (Rooney, 2019). The country has been a
significant industrial hub for material products in the
ready-made garments industry, which is the second-
largest in the world just behind China. Other industries,
such as agricultural, shipbuilding, energy, information
and technology and tourism, are also contributing to
the economy of the country tremendously (Robinson,
2018). Therefore, the country has retained its level of
economic growth over the last few decades and has
done so despite the country going through the biggest
financial recession which started in 2007 (Metropolitan
Chamber of Commerce and Industry, 2020).

Furthermore, foreign direct investment (FDI) has
been increasing in recent years due to infrastructure
development and a stable government let by present
ruling party in Bangladesh that is also similar in other
countries where good governance i.e. stable
government contribute to the economic growth (Hasina,
2019; Alshammari, Alshuwaiee, & Aleissa, 2019).
Therefore, some industries are recruiting many local
available employees, who are cheaper to retain than in
other countries (Fan, 2017). However, the country is
criticized in terms of the lack of skilled workers for the
organizations due to its huge outflow of workers to
western and other countries, particularly in Middle
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Eastern countries, to earn better money (Rooney,
2019). Therefore, the contribution of the expatriates to
the economy has been questionable to many scholars
who have argued that the remittance has some
problems, especially concerning the shortage of skilled
workers for organizations established by local and
foreign investments (Robinson, 2018).

However, Bangladesh is one of the top ten
remittance recipient countries and the contribution of
remittance to the GDP has increased dramatically in
recent years, reaching $15.54 billion in 2018, a jump of
14.79% from 2017 (Rooney, 2019). In this regard, the
contribution of remittance constitutes 12% of the GDP
of Bangladesh. However, with the advancement of
technology for outsourcing and other recent working
opportunities from the growing industries, it is criticized
that dependency on foreign remittance sent by the
expatriates should be reduced for the greater
development of the industries where skilled workers
are less. According to Asian Development Bank,
(2019), more than half a million foreign employees are
working in different industries in Bangladesh in various
technical positions, which cannot be taken by local
workers due to a lack of competency. Therefore, many
scholars are urging for development of the competency
levels of the locals, rather than sending them to
another country to earn remittance. However, since the
late 1990s, remittance flow to Bangladesh, as with
other developing countries, has been more than other
main external flows, such as foreign direct investment
(FDI) and official development assistance (ODA) (Das
& Chowdhury, 2019). Therefore, since remittance has
been a significant source of money for the country,
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academic researchers, as well as different
policymakers, have expressed significant interest in
understanding the effect of remittance for the growth of
GDP.

However, there have been mixed findings
highlighting contradictory results regarding whether the
remittance on the GDP of a country plays a positive
role. In this regard, the literature on macro-remittance
shows a positive impact of remittance on investment
and also in increasing domestic consumption of the
receiving country (Glytsos, 1993; Stahl & Habib, 1989;
Loxley & Sackey, 2008; Giuliano & Ruiz-Arranz, 2009).
A study conducted by Adams & Page (2005) presented
some positive and negative impacts of remittance that
have been presented below:

Moreover, a study conducted by Clemens &
McKenzie (2018) also argued against the positive
impact of remittance on the GDP of a country.
However, in contrast, a study conducted by Ratha
(2017) supported the positive impact of remittance on
the growth of an economy by increasing foreign
exchange reserves, paying external debt services and
using remittance as a cushion against capital flight.
Meyer & Shera (2017) identified remittances as a
significant source of income and a new financial
phenomenon on the basis of the size of the economic
impact on the world. According to the World Bank
(2019), global remittance has grown by 10% to $689
billion, including $528 billion to developing countries.
The World Bank has also forecast that the increase of
global remittance in 2019 will be 3.7% to $715 billion,

Table 1: Positive and Negative Impacts of Remittances

including US $549 billion to developing countries
(World Bank 2019). Thus, a significant proportion of
remittance is going to be earned by Bangladesh as one
of the top ten recipients of remittances in the world
(World Bank 2019).

Remittance surge has been identified as the major
source of money in many countries, rather than the
foreign direct investment and official aid driven by
immigration between developing and developed
countries (Hassan, Chowdhury & Bhuyan, 2016;
McKenzie, 2018). Furthermore, reduced transaction
costs and the easy process of sending money due to
technologies has also contributed to the increased level
of remittance from developed countries (Ratha, 2017).
Thus, the increasing trend of remittance in the future
will remain significant; however, the question of the
impact of remittance on GDP remains contradictory in
the case of single countries in recent academic
literature (Meyer & Shera, 2017; Ratha, 2017). In this
respect, there is no academic literature in recent years
relating to impact of remittance on GDP of Bangladesh
to provide updated information either it has positive or
negative impact. This question also remains
unanswerable in the case of Bangladesh which claims
a significant proportion of the world’s remittance flow.
Therefore, the purpose of this study is to investigate
the effect of remittance on the growth of GDP per
capita and whether it has a positive or negative effect.

LITERATURE REVIEW

Bangladesh is one of the most populous countries
with the highest number of working people being aged

Positive impacts

Negative Impacts

Developing foreign exchange ability for receiving country

Deterioration of trade balance by appreciation of local
currency and stimulation of import

household level . .
business or savings

Emergency resources
Social security resource base

Macro-level ) Deterioration of social balance
Stable and counter-cyclical High skilled workers go to developed countries
High economic dependency on remittance
Allow family to meet basic needs
Opening up of opportunities for investing in children’s
education, health care, etc. .
In-terms of Reduction on local workplaces to be employed.

Loosening of constraints in family budget to invest in

Rare use of remittance in productive investment

Developing local economy

Regional and
Boost local economy

community level

Financing in projects for local development

Significant inequality between family members
High inflation

Source: Adams & Page (2005).
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between 25 and 54 years old, being about 39.73%;
therefore, it has a significant opportunity to use these
people inside and outside of the country for greater
economic development (Liton & Molla, 2017;
Indexmundi, 2018). However, a significant proportion of
working aged people in Bangladesh are unemployed,
either intentionally or unemotionally (Liton & Molla,
2017). Amongst them are a significant number of
people who travel to emerging or developed countries,
such as Malaysia, Saudi Arabia, Japan, Korea, Europe,
Canada, Australia and the USA, to earn money. As a
result, often many people do not return to Bangladesh,
which is another significant loss for a country like
Bangladesh (International Organisation for Migration,
2014).

However, the remittances sent by the expatriates
are used in five main categories being repayment of
loans, the purchase of land, food and clothing, home
construction and savings (International Organisation for
Migration, 2014). Njangang, Noubissi & Nkengfack
(2018) found a positive impact of remittance on the
local economy of the recipient countries because it
increases the size of their local economy. This finding
is also supported from the study of Adams & Page
(2005). Furthermore, Siddique, Shehzadi, Manzoor &
Majeed (2016) also found remittance a significant
contribution on the proportion of GDP and poverty
alleviation. Remittance significantly increases the local
buying power and also consumption levels, which
makes a rational positive impact on the multiple levels
(Ratha, 2003). This is also supported from
contemporary studies where the significant role of
remittances has been found in different remittance
recipient countries (Adams & Cuecuecha, 2013; Abadi,
Techane, Tesfay, Maxwell & Vaitla, 2018; Kumar,
2019). Furthermore, Arif Raza, Friemann & Suleman
(2019) and Sultonov, (2016) argued that remittance
has a significant influence on higher education in
recipient countries. Arif et al. (2019) also found that
money sent by the expatriates was spent on the
education of their children and other family members
who contribute to the long-running development of the
overall economy.

Furthermore, remittance creates a base for financial
markets and monetary policy developments in the
emerging countries to formulate policies and implement
them on time (Giuliano & Ruiz-Arranz, 2009). Giuliano
& Ruiz-Arranz (2009) argued that remittance develops
credit constraints on the lower income groups of people
whilst facilitating the allocation of capital and creates
substitutes for the lack of financial development in

many regios (Arkhipova, & Kulikova,. 2020). Thus, the
economic growth of a country is ensured. This is further
supported from the study of Fayissa & Nsiah (2010)
and (2013) who also established a significant
relationship between remittance and the economic
growth of the sixty-four countries in their academic
research.

However, remittance receipts by families can
reduce participation of the labour force and can also
harm the tradeable goods sector by appreciating real
exchange rates (Amuedo-Dorantes & Pozo, 2004;
Chami et al., 2008; Hassan & Holmes, 2013). In this
respect, Rodrik (2008) argued that real exchange rate
over-valuation mainly undermines the economic growth
in the long-run. In this respect, the production of
tradeable goods disproportionately suffers due to
market failures, as well as institutional weakness
(Rodrik, 2008). Furthermore, it is also evident that in
the remittance receiving countries, remittances
undermine growth and productivity because these are
spent on the consumption of foreign goods that are
available in the market, rather than investing in
productive investments (Lipton, 1980; Brown &
Ahlburg, 1999; Nyasha, 2019). Nyasha (2019)
explained that the negative impact of remittances on
economic growth can be due to remittances that are
channeled towards the consumption of nondurable
goods, instead of being directed to the consumption of
durable goods and productive economic activities.
Barguellil, Zaiem & Zmami (2013) also found mixed
results in their study about the impact of remittances on
economic growth. They argued that remittances have
both direct and indirect impacts on some remittance
recipient countries, but those effects disappear in the
case of many other countries. Thus, the effect of
remittance on economic growth is contradictory and
remittance may lead to the ‘Dutch disease’
phenomenon in countries where the inflow of
remittance creates a real appreciation, or postpones
depreciation, of the exchange rates (Chowdhury &
Rabbi, 2014).

METHODOLOGY

Secondary research methodology was deemed for
this study. Therefore, econometric analysis i.e. OLS
(ordinary least squares) method was used to estimate
the relationship between remittance and the GDP
growth of Bangladesh so that the impact of remittance
on GDP growth of Bangladesh can be investigated.
Therefore, the basic model for analyzing whether
remittance impacts on the GDP growth of Bangladesh
is:



Role of Remittances on Gross Domestic Product (GDP)

Journal of Reviews on Global Economics, 2020, Vol. 9 245

vi = Po +B1Rem, +B,Z; +u,

In this model, ¥ is the GDP growth while Rem is the
remittance and Z is the vector of controls.

In addition, this study also estimated the
relationship between remittance and GDP growth as
well other variables, such as gross domestic savings
and domestic expenditure. It is because remittance is
one of the significant economic indicators for
Bangladesh which supports in maintaining the balance
of domestic expenditure and the gross domestic
savings. However, in this respect, this study used the
Pearson’s correlation coefficient to explore the
relationship between remittance and GDP through the
formula presented below:

2N 1 (Xi=X)(Yi-Y)

r= — =
VEN_ 1 - 02VEY (v - D2

In this respect, the r is the Pearson’s correlation
coefficient, X is the remittance, Y is GDP, x is the mean
of X, the Y is the mean of Y, and i is the numbers of
years. It is also significant to mention that the value for
the correlation coefficient ranges between -1 (total
negative correlation) and +1 (total positive correlation).
This is also a similar technique which has been applied

Table 2: OLS Results

to evaluate the relationship between remittance and
gross domestic savings expenditure.

RESULTS AND ANALYSIS

In Table 2 the OLS results show that remittance has
an impact on the GDP growth of Bangladesh. It is also
similarly identified from the Pearson correlation results
which shows the relationship between remittances,
GDP growth and other variables. The selected data
has been presented in Appendix 1. The results show
that remittance can impact on GDP growth as well as
the other variables, for example gross domestic
savings and also domestic expenditure from 1995 to
2019. It is evidenced from the correlation coefficient
result that the difference between remittance and GDP
is 0.986**. Thus, it shows that the GDP is positive as
well as significantly correlated with the remittance sent
by the expatriates of Bangladesh. Furthermore, the
report shows that the gross domestic savings, as well
as the domestic expenditure, in Bangladesh are also
positively and significantly correlated with the
remittance. Based on these results, it can be argued
that remittance has significant influence on the various
macroeconomic variables, for example domestic
expenditure and gross domestic savings in the case of
Bangladesh. The results found in this study have been

Regression Statistics
Multiple R 0.963106747
R Square 0.927574606
Adjusted R Square 0.916710797
Standard Error 1687.633774
Observations 24
ANOVA df SS MS F Significance F
Regression 3 729532087.9 243177362.6 85.38207945 1.42015E-11
Residual 20 56962155.1 2848107.755
Total 23 786494243
Coefficients Standard Error t Stat P-value Lower 95%
Intercept -1967.915336 947.9414767 -2.075988217 0.051003871 -3945.286607
GDP -0.047069272 0.016644297 -2.827952026 0.010393421 -0.081788667
Gross Domestic
Savings -0.320775194 0.127197387 -2.52186936 0.020263416 -0.586104294
Domestic
Expenditure 0.280089635 0.050002491 5.601513618 1.75326E-05 0.175786266
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Table 3: Relationship between Remittance and Selected Variables

Year Remittance GDP Gross Domestic Savings | Domestic Expenditure
Year 1
Remittance 0.972015843 1
GDP 0.860119667 0.844495766 1
Gross Domestic Savings 0.912832975 0.90140407 0.949933151 1
Domestic Expenditure 0.928807269 0.934395479 0.958130967 0.989454862 1

consistent with some previous studies that have also
found that remittance has either a positive impact or a
positive or significant relationship with the GDP growth
and other variables of a country’s economy (Lipton,
1980; Ahlburg, 1991; Brown & Ahlburg, 1991; Chami et
al., 2005).

However, the results of this study are not consistent
with the study conducted by Nyasha & Odhiambo
(2019) in the perspective of South Africa, where the
remittance is one of the most significant sources of
national income, but they found that there was no
positive relationship between remittance and GDP
growth. However, the use of remittance is one of the
significant issues to ensure money is used
appropriately to achieve the best results from its use
(Das & Chowdhury, 2019). Therefore, remittance could
play different roles in different economies or countries
where the governance and systematic government
aspects could be different (Das & Chowdhury, 2019).
The results of this study are also found to be similar
and consistent with previous similar studies conducted
which relate to Bangladesh. In this respect, the results
have been found consistent with the findings of Hassan
& Shakur (2017) who have conducted a study on the
non-linear effects of remittance on the per-capita GDP.
Furthermore, the results of this study are also
consistent with the study conducted by Das &
Chowdhury, (2019) on the macroeconomic impact of
remittance in Bangladesh. They have also found that
remittance has an impact on the economic growth of
the economy.

CONCLUSIONS AND IMPLICATIONS

Overall, the findings of the study reveal that
remittances in the case of Bangladesh have a
significant impact on the growth of the GDP as well as
other variables. However, in this respect, the
productive appropriate use or utilization of the
remittance has been effective to the continuous
economic growth of the country. Our findings have
suggested that remittance has been effective for the

last two decades in the case of GDP growth but it was
negative during the eighties (Mahmud & Osmani,
1980). In this respect, the effective use of remittance
over the last two decades, during a time when
Bangladesh experienced technological and
infrastructural development, is associated with the fact
that the growth of the GDP is the fastest process in
South Asia.

The findings of the study would be effective for
policymakers with a better understanding about the
impact of remittance on the GDP, as well as awareness
regarding the efficient usage of the remittance for the
growth of GDP. In this respect, the government of
Bangladesh can promote the investment processes
from remittance as well as improve the policies
surrounding remittance to increase the inflow from
expatriates. Although the government of Bangladesh
has already identified and realized that remittance is a
significant source of funding for various projects, the
marginal use of remittance by the families is still not
very productive in being used in household functions
(Das & Chowdhury, 2019). Therefore, this study
suggests that the country should formulate policies for
the proper use of remittances as well as the manpower
exporting policies. As a result, the manpower skills and
their demand in the developed countries in good jobs
would be increased and they could send much more
money into the country. In addition, Bangladesh could
also create strong bilateral relationships with the
countries where many expatriates are working and
from where they are sending a significant amount of
money. Moreover, the country should increase the
bargaining power with the countries where the
manpower is being sent to work so that those countries
can arrange secure and safe workplaces as well as
offering dignity in their actions.

RESEARCH
DIRECTION

LIMITATIONS AND FUTURE

Like many other research papers, this study has
also some limitations that also warrant attention when
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Appendix 1: Remittance and some Macroeconomic Variables of Bangladesh from 1996-2019
Years Remittance GDP Gross Domestic Savings Domestic Expenditure
(Million USS$) (Million USS$) (Million USS$) (Million USS$)
1996 1217 55328 6532 36618
1997 1475 57812 7975 37610
1998 1525 60805 8875 38108
1999 1706 63645 9152 39085
2000 1949 67013 10234 40032
2001 1882 70416 10177 40236
2002 2501 73115 11051 40572
2003 3062 76580 11962 44930
2004 3372 80593 13299 47944
2005 3848 85860 14041 51224
2006 4802 91589 14895 52516
2007 5998 98054 16103 58828
2008 7915 103951 17317 69303
2009 9689 109195 20489 76422
2010 10987 115279 23623 85439
2011 11650 128638 25527 95553
2012 12843 133356 27304 98332
2013 14461 149997 31751 109265
2014 14228 172885 38109 125467
2015 15317 195079 41891 141310
2016 14931 221415 55349 153064
2017 14376 249724 63253 168037
2018 15545 274025 62573 194032
2019 18328 347991 65527 205927
Source: World Bank (2019) and Bangladesh Bank (2019).
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