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Abstract:

International migration as a force of globalization is on the rise and has gained international discussion on many
developmental platforms to analyze the real effects of migration on especially the sending country. Remittance
received has also been described as a tool that can harness the development of many developing countries
through reduction of poverty.

This study therefore analyzed the impact of remittance on the socio-economic development of Ghana. The study
made use of a time series data over the period 1992-2012 and employed a multiple regression analysis for both
economic growth and poverty reduction in Ghana. Results from the analysis suggests that, remittance had a
positive impact on economic growth with a positive coefficient of correlation and statistically significant.
However, the impact on poverty reduction in Ghana was statistically insignificant but had a negative coefficient
of correlation which proves an indirect effect on poverty reduction.
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1. Introduction

Internal and International migration in most developing countries is often attributed to individuals seeking for
better job opportunities and better life to improve upon their standards of leaving. Nonetheless, once these
migrants find employment in urban cities or abroad, they tend to remit or send a sizeable portion of their
increased earnings to families back home which is called migrant remittance (Adams, 2006).

Migrant remittance generally defined as the portion of migrants’ earnings sent from the migration destination to
the place of origin, Owiafe (2008), is known to be a source of revenue and income generation to many
developing countries which plays an important role in poverty eradication, income distribution, inequality and
economic growth especially to rural regions of many developing countries. Remittances have for several
generations been an important means of support for family members remaining at home. As migration continues
to increase, the corresponding growth of remittances has come to constitute a critical flow of foreign currency
into many developing countries and Africa in particular. Policy makers in developing countries have started to
streamline financial systems, removing controls and creating incentives, with the aim of attracting remittances
especially through official channels (Addison, 2004).

Latest studies in development economics and finance have begun to assign an important role to remittances as
key ingredients in the growth prospects of developing countries and having a potential positive impact as a
development tool for these countries (Addison, 2005). Recent global estimates show that, in developing
countries, migrants’ remittance flows now surpass Official Development Assistance (ODA) receipts (Ratha,
2003).
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In Ghana, remittances amounted to $18.7 billion in 2012 according to the Bank of Ghana (BoG). However, in
the midst of growing volumes of remittance flow into most developing countries such as Ghana, most of them
still face much development problems such as poverty (Nikoi, 2014). The question to ask is therefore what the
impact of these large remittance flows has on the economic development of developing countries such as Ghana.
Ghana was chosen for this study not only because of high level of poverty rates but also the increased number of
money transfer institutions (both formal and informal) in the country and also the recent rapid growth in the
volume of remittance in the country. It has been argued that migrant remittances are becoming a potential source
of foreign exchange whose magnitude exceeds the amount of ODA to Ghana.

It is in this regard that, this study seeks to analyze and evaluate the impact of remittance to the economic and
social development of Ghana.

1.1 Objectives of the study
¢ To investigate the impact of remittance on economic development of Ghana
e To examine the extent to which remittance affects poverty reduction in Ghana

Based on the set objectives above, the following hypotheses are proposed to answer the main aim and objectives
of the study;
1.2 Proposed Hypothesis of the study

e There exists a significant relationship between remittance and Economic growth of Ghana.

e There exists a significant relationship between remittance and Human Development of Ghana.

e There exists a significant relationship between remittance and poverty reduction in Ghana.
2. Global trends in Remittances
The total amount of remittances received has been growing in recent years. The IMF’s Balance of Payments
Statistics Yearbook estimated that, from the year 2001 to 2007, the global receipts “recorded for remittances
more than doubled to US$336 billion (IMF, 2008). Similar to this, the Bank of Ghana also reported an estimated
amount of US$2.4 billion in remittances from the period 2003 to 2011(BoG, 2012). Currently, official recorded
remittance flows to developing countries are expected to increase by 6.3 percent to reach $414 billion in 2013.
Worldwide, these flows could reach nearly $550 billion in 2013. According to the new estimates, the top
recipients of officially recorded remittances for 2013 are India ($71 billion), China ($60 billion), the Philippines
($26 billion), Mexico ($22 billion), Nigeria ($21 billion), and Egypt ($20 billion). Other large recipients include
Pakistan, Bangladesh, Vietnam, and Ukraine (Figure 1).
2.1 Channels for remittance flow
Given the broad work done on the impact of remittance on economic development of developing countries, one
cannot review remittance without knowing the channels as well as determinants that encourage migrants to
remit. Channels through which migrants remit can be grouped into two broad categories; Formal and Informal.
Formal channels are those that can be described as registered and involve the issuing of contracts of transaction
and include various banks, non-banking financial institutions such as microfinance institutions that offer money
transfer services and known money transfer operators such as Western Union and Money Gram. Informal
channels on the other hand can be referred to as those channels that do not involve the use of formal contracts.

These channels do not go unto the records of governments and other international financial institutions and could

5 measured as global receipts of “workers’ remittances” and “compensation of employees™
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be attributed to the reason why correct estimates on the actual volume of remittance are hard to come by. These
informal channels may include courier services and cash in hand transfer.

In Ghana, the case in the use of informal channels of remittance is low as this channel is most evident in
countries where the banking sector is relatively underdeveloped and therefore, trade and exchange rate
restrictions encourage parallel markets and foreign exchange rates. In Ghana, the Bank of Ghana sets the official
exchange rate and hence do not encourage informal banking sectors. However, though informal channels are of
low use by many Ghanaian migrants, there is no adequate research to substantiate this claim. Tiemoko (2004)
noted that, most migrants who remit less frequently are most likely to use informal channels but the elite
migrants most often rely on formal channels for trust in formal channels of money transfer.

2.2 Use of migrant remittance

People normally migrate in search of better opportunities and knowing to the fact that, they send money back to
their home country through different channels as stated above, it is worth stating what these remittances are
purposely used for. It is however difficult to state the principal use of migrant remittances as different authors
have pinned varied reasons to the use of migrant remittance.

As stated by Lipton (1980) and Russel (1992), the principal use of remittance is for immediate consumption.
However this was disputed by Taylor (1992) stating housing and land acquisition as the main use of migrant
remittance. Chiami et al (2003) also found consumption and savings or investment as the main use of migrant
remittance. However, Edwards and Ureta (2003) concluded that huge portions of migrant remittance received by
households are spent on education as compared to other sources.

In Ghana and as typical of most African countries, remittances are important source of livelihood for many poor
households. According to the African Development Bank (2008), 80% of remittance beneficiaries in Morocco,
Senegal, Mali and Cameroon are poor households in rural areas. Remittance use for these households is mainly
to meet basic needs such as food, shelter, education and health care. Though not often seen, some part of the
remittance is used for investment in the area of real estate, industry, exports or imports; the major concern is to
meet daily and life’s basic needs than to save towards capital accumulation (Quartey, 2006). Table 1 describes
the usage of migrant remittances in Ghana in a survey done by Quartey (2006).

An unaccepted usage of migrant remittance that is currently the trend in Ghana is for funerals. However as noted
in the table above, only 2 of the respondents answered to funerals as the main usage since it is an avenue that is
very difficult to quantify. In a study (Mazzucato et al. 2005) following the economic behavior of Ghanaian
migrants living in the Netherlands over a one-year period in 2003-2004, the authors found that close to 10
percent of all remittances were sent for funeral purposes. Considering that the Central Bank of Ghana estimated
official remittances into Ghana to total US$1billionl in 2004 (Addison 2005), this finding implies that funeral
remittances could be at least $100 million.

3. Methodology and Data sources

The study mainly employed secondary data sources (time series data) for its analysis over a 20 year period
(1992-2012). Data sources include official publications of the World Bank, statistics and publications from the
Bank of Ghana database and Ghana statistical services (GSS), journals and other important internet sources.

3.1 Estimating the impact of remittance on economic growth

The empirical model for the study was a multiple regression model analysis which follows works done by

Giuliano and Ruiz-Arranz (2005) and Ahortor and Adenutsi (2009) and employed by Iheke (2012). This model
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was to chosen in order to test the effect of remittance on economic growth of Ghana based on the various
economic indicators used in the study.
EG= f (RM, HDI, GDP, INF)
Where;
EG is economic growth, RM is remittances, HDI is Human Development Index, GDP is the gross domestic
product, and INF is inflation rate.
Therefore, the econometric model is expanded below;
EG= fy + fiRM;, + ,HDI; + f3GDP; + B4 INF+ ¢ (D)

Where all variables are explained above except ¢ which is the error term.
However, since there are assumptions that relates to regression models based on time series data as employed in
this work as to ensure that, the results obtained from the regression model suits the variables employed and not
baised making it untrue. One way to check for such assumptions is the use of log transformation to check for
linearity in the variables. In this context, we therefore transform our regression model to the log base of 10 or
simple, natural log. Our base econometric model would be as follows;

InEG,= Sy + p; InRMit + poInHDI; + 3 InGDP;+f,InINF+ ¢ 2)
Where all variables are as previously defined except €, which represents the usual error term, t, is time and In
denotes natural logarithm. All variables are in natural logarithm. Also, Log transformation can reduce the
problem of heteroscedasticity because it compresses the scale in which the variables are measured, thereby
reducing a tenfold difference between two values to a twofold difference (Gujarati, 1995). It is important to note
that the model is a multiplicative one where all parameters (coefficients) represent constant elasticities.
3.2 Estimating the impact of remittance on Poverty reduction
Inorder to test for the impact of remitance on the povert reduction in Ghana, a poverty model would be
employed. This is used as reduction in poverty actually shows how the standard of the living of the population
has been improved, that is, improved sanitation, access to quality food, improved health and education, increased
in income level and access to other social amenities (electricity, water, etc). Also, it must be noted that,
remittance is not the only indicator of poverty and as such there is no single model that postulates the appropriate
and accepted determinants of poverty.
However this study follows the works of Dollar and Kraay (2002) and Berg and Krueger (2003) and stated by
Owiafe (2008) on cross-country empirical works on poverty. Therefore the study uses the following model;
Pov=f (GDP, RM, HDI) where,
GDP is Gross Domestic Product, RM is Remittances, and HDI is Human Development Index. Our base
econometric model is given as;

Pov= fy + f1GDP; + $,RM;; + 3HDI; + 4 INF + ¢4 3)
We therefore treat (3) as done for (1) above for the same reason of linearity and heteroscedasticity of the
variables. Our econometric model would therefore be given as;

InPov,=f+p1InGDPy+frInRM 4+ 3 InHD I+, InINF+ & “)
Where all variables are as previously defined except €, which represents the usual error term, t, is time and In
denotes natural logarithm.
Theoritically it has been argued that, remittances has the potential to allieviate poverty and enhance economic

and social growth in developing countries. With this notion in mind, we do expect a positive corelation between
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poverty and remittance. This trend is also expected to be seen between remittances and GDP, Economic growth
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and HDI. However, since inflation affects prices of goods and commoditites in a country, we expect a negative
correlation between remittances and inflation rate in Ghana.

4. Results

Table 2 gives a descriptive statistics of the variables employed in this study. From the table 2 (appendix), can be
seen that the Z score for the variables, the value falls within -1.96 and +1.96 and this suggests that, the sample
distribution is normally distributed and hence the assumption of linearity would therefore not affect our
regression model.

4.1 Model analysis of impact of remittance on economic growth of Ghana

Table 3 below gives a regression analysis on the factors that contribute to economic development in Ghana
measured by economic growth. The table shows the linear functional form for the regression analysis as it best
fits the regression model employed and the best explains the variables in the study. The multiple coefficient of
determination (R?) for the regression model is 0.727 which shows that, 72.2 percent of the variations in the
determinants of economic output of Ghana were explained by the variables included in the model. Also the F
statistics given is (10.67) and this is significant at 1 percent significant level. This shows that, the regression is
significant and as such the data best fits the model used.

Table 3. Summary of regression model

Mode] R R |Adjusted R| Std. Error Change Statistics
1 Square| Square ofthe | RSquare | F dft | df2 | Sig.F
Estimate | Change |Change Change
1 .853 | 727 .659 .09227 727 10.668 4 16 .000

a. Predictors: (Constant), INflog10, HDIlog10, gdplog10, remittancelog10

b. Dependent Variable: economiclog10

Table 4. Regression analysis of factors affecting economic output of Ghana

Model |Unstandardized Coefficients ~ [Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) -3.347 1.080 -3.100 .007
remittancelogl0 220 .156 .495 1.407 .018
1 gdplogl10 .185 .153 .378 1.204 .024
HDIlog10 .849 1.092 -.127 -. 778 .048
INflog10 -.008 .130 -.012 -.062 .951

Source: Authors own

From the table 4 above, remittance was significant at 0.05 significant to economic growth. Also, looking at the
coefficient of the model, an increase in the level of flow of remittance into the economy of Ghana has an impact
on the economic growth and hence economic development. This also clarify the notion that, remittances has the
potential to boost the economic growth and development of developing and rightly cited in many literature and
international organization platforms (Iheke, 2012). We do reject the null hypothesis and accept the alternate and

conclude that, there is a significant effect of remittances on economic growth of Ghana.
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The table also shows that, remittance has an effect on Human Development as well as GDP growth which
subsequently affects the economic growth of the country. The table shows that, an increase in the level of
remittances would increase the Human development of Ghana that would affect the economic growth of Ghana
by a factor 0.85. Since remittance has an effect on economic growth, it can be concluded that, remittance also
has a subsequent effect on HDI levels in Ghana. We therefore reject the null hypothesis at significant level 0.05
since p cal (0.048) < p 0.05 and accept the alternate hypothesis. We conclude that, there is a significant effect of
remittances on HDI in Ghana.

4.2 Impact of remittances on Poverty reduction in Ghana

Table 5 below gives a summary of the multiple regression analysis of the impact of remittance on poverty
reduction at significance level p< 0.05.

The table shows the linear functional form for the regression analysis as it best fits the regression model
employed and the best explains the variables in the study. The multiple coefficient of determination (R?) for the
regression model is 0.761 which shows that, 76.1 percent of the variations in the determinants of economic
output of Ghana were explained by the variables included in the model. Also the F statistics given is (9.56) and
this is significant at 1 percent significant level. This shows that, the regression is significant and as such the data
best fits the model used.

Table 5. Regression analysis summary of impact of remittance on poverty reduction

Model R R Adjusted R |Std. Error |Change Statistics
Square (Square  jof the R Square  |F af1 a2 [Sig. F
Estimate Change Change Change
1 .872* |761 .681 01172 .761 0.558 [5 15 .000

a. Predictors: (Constant), economiclogl10, HDIlog10, INflog10, gdplog10, remittancelog10
b. Dependent Variable: HPI-1 (%)

Table 6. Regression analysis of impact of remittance on poverty reduction

Model [Unstandardized Coefficients  [Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 221 1173 1.272 .223
remittancelogl0  }-.006 .021 -.103 -.285 .780
| gdplogl10 .006 .020 .088 1278 .785
HDIlog10 -.580 141 -.662 -4.104 .001
INflog10 .009 .016 .102 .545 .594
economiclogl0 -.068 .032 -.519 -2.147 .049

a. Dependent Variable: HPI-1 (%)

Source: Authors own

The regression analysis above shows the impact of the variables used in the study with particular reference to
remittances. From the table, remittance was not significant at p< 0.05 since p value for remittances 0.780 > 0.05.
This implies that, remittance was statistically insignificant and therefore concludes that, there is no significant

relationship between remittances and poverty reduction in Ghana. However, looking at the coefficient for
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remittances (-), it shows that, an increase in remittance has an alternate decrease in level of poverty in Ghana by
a factor of (-0.580).

Also, HDI and economic growth were seen to be significant at 0.05 significant and hence an increase in
economic growth and HDI levels would decrease the level of poverty in Ghana as seen in the coefficients -0.068
and -0.580 respectively. More so, the model showed that, Gross Domestic Product and Inflation rate has no
significant relationship with poverty reduction. However, Human Development had a significant relationship
with poverty reduction. This therefore adds to the notion that, there is no specific determinant of poverty as
stated in many literatures on poverty analysis. As such, inflation was expected to have a positive coefficient with
poverty reduction as increasing rate of inflation would cause increased food prices in the economy which would
affect poverty situations in the country.

5. Conclusion

The study sought to analyze the impact of remittances on socio-economic development of Ghana and as such has
provided empirical evidence that proves that, remittances can be a tool that significantly affects the economic
growth of developing countries such as Ghana. The study made use of multiple regression analysis to estimate
how remittances affect economic growth and poverty reduction in Ghana. Also, the effect of remittances on
variables such as Human Development, GDP and Inflation rate were analyzed in the study.

Remittances from the multiple regression analysis was significant to economic growth and gave a positive
correlation which means that, as the amount of remittance inflow increases, economic growth of Ghana would
also increase. Remittances were also significant to GDP of Ghana with a positive correlation but however, in the
case of Human Development though there was a positive correlation to remittance, there was an insignificant
level. This implies that, though an increase in remittances would increase Human Development, its impact is of
no significance and therefore, there are other factors to Human Development levels in Ghana. Hence, the notion
that remittances can affect Human Development and increase household consumption levels cannot be deemed
true. On the part of inflation, the study expected a negative correlation. Remittances had a negative correlation
on inflation. However this was expected to be seen as inflation affects prices of food commodities and therefore
can affect the finances of individuals in Ghana.

Poverty reduction is of Global concern and as stated in the United Nation’s Millennium Development Goals
(MDG) of halving poverty by half in 2015, many governments have brought out policies that could help them
achieve this target. One good avenue of achieving such aim is the use of remittances as stated by Owiafe (2008)
where poverty is concerned, remittances seem to have direct impact on poverty reduction, through the direct
increase in the incomes of the poor, thus smoothening household consumption and easing capital constraints.
From the study, remittance was seen to have a positive impact on poverty reduction as a negative coefficient was
obtained from the regression analysis. The negative correlation obtained shows that, as the amount of inflow of
remittance increase, the level of poverty in Ghana would decrease. However, the coefficient of the model was
statistically insignificant which implies that, remittances to some extent would have an indirect impact on
poverty reduction.

The impact of remittances on economic growth and poverty reduction in Ghana was found to be positive and
negative respectively and therefore we can conclude that, migration in Ghana can be said to be of a brain gain
but not a brain drain. Therefore if the amount of remittance flow should continue in its current rate, Ghana could

benefit economically and socially towards it development if developmental policies are geared towards
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improving the channels as well as the collection of data on remittance flows into the country. As the study has
shown that remittance received benefits the development of Ghana, I would therefore suggest further research on

the cost and benefits of migration to the development of Ghana.
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