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- ABSTRACT

The amount of reﬂnttances flowing into developing countries has increased significantly since 1970. More
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INTRODUCTION

Remittance flows are largest source of external
funding for many developing countries, especially
South Asia (Ratha, 2003). Conventional wisdom tells
us that foreign remittances by non-resident workers
are good news, and that dollars be welcomed with
open arms. But from the vantage point of the macro
economy, do remittances have an unequivocally
positive impact on macroeconomic variables like
GDP, consumption and Investment? The other
important question that arises to one's mind is that
what is the impact of remittances on growth of an
economy? Broadly, these are the question that is
sought to be addressed in this paper.

REMITTANCES IN INDIA

India is currently the highest remittance (in absolute
terms) receiving country in the world. There hasbeena
tremendous growth in private transfers to India which

was just about USD 2 billion in 1989-90 to about

USD 52 billion in 2009-10. The significance of
remittances can be easily emphasized by the fact that
even in 2007-08 when India had recorded net FDI
inflows; private transfers were still over 1.2 times the
Net FDI to India. The growth in remittances can be
followed from the fact that remittances account for
only 0.8% of GDP in 1991 but in 2008 it accounts for
5.63 % of the entire GDP of the country. Remittances
have played a major role in offsetting India's
merchandise trade deficit to a large extent, thereby
helping India in keeping current account deficits to
significantly lower levels through the 1990's which
was testing time for Indian economy. Remittances
have been one of the least volatile inflows in either the
current or capital accounts of India's BOP. There has
been a lot of work done on impact of FDI on Indian
economy compared to remittances. Importantly,
remittances play a larger part in counter cyclical
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events such as flood or earthquakes which helps an
economy to emerge from the adverse effect of these

events.

OBJECTIVES OFTHE STUDY
The specific objectives of this study are:
@ To examine the long term trend of remittances
to the Indian economy and discuss its impact

on the macroeconomic variables.

REVIEW OFLITERATURE

Positive Macroeconomic Impacts of Remittances
Academic literature on remittances can be broadly
classified into three main groups: (i) Analyses of the
main reasons behind remittance or private transfers to
home country which has been mainly due to altruism,
insurance, exchange, investment, and inheritance
(Cox et al., 1998; Ghosh, 2006; IMF, 2005; Lopez-
Cérdova and Olmedo, 2006; Rappoport and Docquier,
2005; Solimano, 2003); (ii) based on transferring
channels, transferring costs, or policy options used for
reducing these costs (see, for instance, IMF (2005),
Orozco (2006), and Orozco and Fedewa (2006)); and
finally (iii), a large volume of literature has been
written on the impact of remittances on development
in receiving countries, mostly highlighting

macroeconomic effects and human capital.

NEGATIVE IMPACTS OF
REMITTANCES

There are two possible losses that may be incurred
by the sending region — Labor losses and Capital
losses. If the sending region has surplus labor, then the
opportunity cost of the migrants is low or zero.
However, if there is labor shortage in that economy,
then migration imposes a positive opportunity cost
and production falls. Similarly, migrants may take

away stocks of human or financial capital with them
which would afflict productivity in the source
economy. Theoretically, therefore, migrant
remittances therefore act to mitigate the negative labor
and capital effects of migration (Taylor, 1999).
However, not all economists have concluded a
positive result of migration and remittances upon

economic growth.

DATA AND METHODOLOGY

The method of estimating remittances in this study is
direct. In the balance of payment statistics published
by the Reserve bank of India (RBI) in 'Handbook of
Statistics on Indian Economy', remittances can be
identified as credit in the current account as 'net private
transfer'. In addition to that, 'MF's Balance of
Payment Statistics' is also one of the important
sources. The RBI's data on private transfers are
available for the period 1990-2008, and the IMF's data
are available for 1975-2008. However, this study is
focused only on the aggregate remittances from RBI
only.

One of the biggest limitations of the reported data for
the remittances is the underestimation of the actual
remittance influx due to lack of credible data for the
remittances sent via informal channels. These types of
transactions are often known as “hawala” .In India
these flows are estimated to be very high prior to
1990's but due to increase in the access to formal
channels in the 1990s, the problem of underestimation

has diminished significantly.
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Table 1: Net Private Transfers (Remittances)

and net NRI deposits to
Indian Economy (Rs. Cr.)
Net Pyt NetNRI | GDPatWP n—n—‘-l

Yerr | peminces) T | Cresman | o
1971-72 104 0 525584 0.02
1972-73 99 0 522698 0.02
1973-74 146 0 540045 0.03
1974-75 229 0 546443 0.04
1975-76 441 36 596428 0.07
1976-77 755 167 606301 0.12
1977-78| 1102 200 650311 0.17
1978-79| 1093 156 687435 0.16
1979-80 1754 162 651430 0.27
1980-81| 2125 178 695361 0.31
1981-82| 2025 206 737078 0.27
1982-93| 2417 383 762622 0.32
1983-84| 2637 709 818288 0.32
1984-85| 2967 879 849573 0.35
1985-86 2701 1767 894041 0.30
1986-87| 2976 1650 936671 0.32
1987-88| 3499 1840 973739 0.36
1988-89| 3841 3636 1067582 0.36
1989-90| 3798 4000 1131111 0.34
1990-91| 3712 2756 1193650 0.31
1991-92| 9382 1008 1206346 0.78
1992-93| 11226 6097 1272457 0.88
1993-94| 16514 3780 1333123 1.24
1994-95( 25417 539 1421831 1.79
1995-96 | 28660 3821 1529453 1.87
1996-97 | 43969 11894 1645037 267
1997-98| 43765 4325 1711735 2.56
1998-99 | 43242 4060 1817752 2.38
1999-00| 53132 6709 1952035 272
2000-01| 58811 10561 2030711 290
2001-02| 73633 13127 2136651 345
2002-03| 79229 14424 2217133 357
2003-04 | 99165 16869 2402727 413
2004-05 91971 4439 2602065 353
2005-06 | 108565 12457 2844040 382
2006-07 | 134608 19574 3120031 43
2007-08| 167501 706 3402716 452
2008-09| 203209 20431 3800425 563

Source: RBI Handbook of Statistics on the Indian
Economy, 2009-10

Remittances and its significance with
macroeconomic variables

Apart from micro level activities at household level,
remittances mfloence macro level activity through
multiplier effect ansing as 2 result of household
that are invested = productive activities by the
houscholds directly coatribute to the output growth i.ce.
GDP growth of the country. This section analyzes the
size of remittances flow with the dimensions of macro-
economic aggregates, such as matonal mcome,

consumption, savings and investment.
Remittances as Percentage of (macroeconomic variable)
Private Finai Sross Domesac
Year Wg‘?d Conszmer w-* =]
1971-72 .02 026 1.43 1.34
1972-73 0.02 023 127 1.22
1973-74 0.03 028 134 128
1974-75 0.04 0.36 1.86 1.97
1975-76 0.07 0.67 aan 313
1976-77 0.12 1.1 438 472
1977-78 0.7 141 551 585
1978-79 0.16 128 463 461
1979-80 027 1.90 T 24 707
1980-81 0.31 1.90 o 73
1981-82 0.27 157 855 6.04
1982-93 0.32 1.71 715 6.65
1983-84 0.32 158 L% -3 6.49
1984-85 0.35 161 653 €.09
1985-86 0.30 1.34 506 453
1986-87 032 131 513 462
1987-88 038 138 484 442
1988-89 0.36 1 £ 41 386
1989-90 034 1.35 aAss 321
1990-91 31 o398 288 250
1991-92 o078 215 6.65 6.49
1992-33 088 229 T03 6.47
1293 04 124 293 aso 8.48
199295 1.79 390 1027 9.80
1995-96 187 k¥ 31 885 9.19
1996597 267 4596 14 04 13.29
199788 2586 453 1204 11.34
19%E-o9 238 386 1109 10.60
199000 272 L4274 10.97 10.50
2000-01 290 439 11.78 11.49
200102 345 502 1377 14.14
200203 3as7 S1 12.25 12.82
200304 413 583 12.08 13.06
200405 353 5.00 922 9.10
200506 382 528 8.84 8.53
200607 431 583 9.13 8.85
2007-08 492 6.45 9.41 9.08
200809 5.63 6.98 NA NA

Source: RBI Handbook of Statistics on the Indian
Economy, 2009-10

189




Studies, Vol VII, 2014-15, ISSN : 0975-0150

 CONCLUSION

The first part of the study reveals that there has been a
continuous increasing trend in the remittances for the
period 1971-2008. Post liberalization period has
shown a phenomenal increase in remittances which
can be partially attributed to the volume of
international migration of high skilled labors in
countries like USA, UK and Canada. The other reason
that can be attributed for the rise in remittances inflow
is mainly the shifting from informal channels to formal
channels and change in the regulatory framework.
Increase in remittances has helped India to maintain
foreign exchange reserves to sustainable level despite
of large current account deficit. In a capital scarce
country like India remittances should be used to
finance large capital investment projects which have a
greater impact on economic growth. Government
should try to implement policy which gives the
incentive to an individual to transfer through formal
channel.

Second part of the study implies that economic growth
is positively influenced by human capital variables
such as literacy rate, secondary enrolment rate and
external support such as ODA which reaches out
directly to the marginal section of an economy.
Variables in the model such as economic openness,
population growth rate, per capita income and
inflation tend to have a significant negative impact on
growth. Human capital positively impacts growth thus
it gives the government of the developing countries
taken in the sample as a reason to invest in education

which forms basis for future economic growth
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