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Abstract 

The recent rise in migrant remittances across Sub-Saharan Africa is one of the 

important issues currently dominating economic policy discourse in the region. 

Given the large volume of remittance flows, it is obvious that they have important 

positive and negative economic effects on the individual families and economies 

that receive them. Therefore, this paper critically examines channels through 

which remittance transfers affect microeconomic and macroeconomic activity, 

and suggests policy options available to Sub-Saharan African countries in terms 

of harnessing their development potential. The paper affirms that prospects for 

remittances to facilitate economic development remain high provided that 

recipient countries put in place institutional frameworks capable of mitigating 

the malign effects and enhancing the benign effects of remittances. 

Keywords migrant remittances, microeconomic impacts, economic 

development, Sub-Saharan Africa. 

Introduction 

Remittances, referring to money sent by migrants to their countries of origin, 
are among the important topics currently dominating economic policy 
discussions across the globe. In line with the reality that more than 3.4 percent 
(i.e. more than 247 million people) of the world population lives outside their 
countries of birth, remittances have also been expanding rapidly in recent 
times. The World Bank (2016) observes that as of 2015, global remittance 
flows exceeded US$601 billion. A similar pattern has prevailed in Sub-Saharan 
Africa where remittances have meteorically risen so much so that they now, 
together with foreign direct investment and aid, constitute one of the three 
most important forms of capital inflows in the region (IMF, 2016). 
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From both an empirical and a theoretical point of view, migrant remittances 
are reputed to generate important economic impacts, which in turn 
profoundly influence development. In particular, these economic impacts are 
normally felt in terms of consumption, gross domestic product (GDP), foreign 
exchange reserves, exchange rates, exports and imports, and the country’s 
creditworthiness, among others. Moreover, remittance flows also have 
important impacts on human development through their influences on 
poverty reduction, education and health outcomes (Chami et al., 2008; Chami 
& Fullenkamp, 2013; Dinbabo & Carciotto, 2015). For Sub-Saharan Africa, 
which is the least developed region in the world and also home to over two-
thirds of world’s poorest people, the above remittance-induced economic 
impacts, whether positive or negative, have a significant bearing on the 
development prospects of the region. This also suggests that there are multiple 
paths through which remittances affect both macroeconomic and 
microeconomic activity in recipient countries in this part of the world. As such, 
both the benign and malign economic impacts of migrant remittance inflows 
on development in Sub-Saharan African countries cannot simply be presumed 
but deserve critical empirical investigation. 

Therefore, the purpose of this paper is twofold: first, to analytically assess 
microeconomic and macroeconomic economic effects of remittances on 
development, and secondly, to suggest ways through which Sub-Saharan 
African countries can effectively utilise remittance receipts in order to 
maximise their development impact. In undertaking these tasks, the 
discussion critically reviews available theoretical and empirical literature on 
the subject from both Sub-Saharan Africa and other developing regions of the 
world. The paper is organised as follows: the economic motivations for 
remitting are analysed at the beginning of the discussion. After this, the paper 
examines the impacts of remittances on recipient households (i.e. micro-level) 
and the economies of Sub-Saharan Africa (i.e. macro-level). Furthermore, the 
discussion suggests some policy recommendations for leveraging the 
economic impacts of remittances for development. Finally, concluding 
remarks on the subject in question are presented in the epilogue. 

Economic Motivations for Migrant Remittances 

Among the important drivers of remittance flows are both the ability of 
migrants to generate and save income and their determination to remit 
savings back to their countries of origin (i.e. source/home countries). It must 
also be pointed out that the willingness to send remittances may also be driven 
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by the length of time migrants plan to stay abroad either on a permanent or 
temporary basis. For others, their family status (i.e. single or married) and 
social networks may play an important role in their decisions to remit. This 
indicates that there are several ways of analysing determinants of remittance 
flows, one of which is examining the motivations of migrants to remit. A careful 
survey of the literature reveals that there are four major economic motives for 
remitting, namely: altruism, self-interest, informal agreements with family 
members and portfolio management decisions. But this notwithstanding, 
there is no general theory that explains remittances (Rapoport & Docquier, 
2005; OECD, 2006). Instead, what are available are empirical studies trying to 
describe the occurrence of remittances, even though their explanations are 
partial and often specific to certain geographical, socio-cultural and temporal 
contexts. The table below summarises the four major economic motives for 
remitting. 

Motivation for Remitting Rationale 

1. Altruism 
 

 Migrants may remit money simply 

because they are concerned about 

the welfare of their relatives they 

have left behind in the origin 

country. 

 The altruistic hypothesis suggests 

that migrants derive utility from 

the welfare of their relatives. In 

the source country.  

 The amount of money remitted 

should vary with changes in the 

migrant’s level of income.  

 The volume of remittances should 

decrease not only as the 

household income of the 

migrant’s family declines but also 

when migrant’s social bonds with 

his/her family in the source-

country weaken.  
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 The level of remittances should 

gradually subside as the migrant 

settles in the destination country 

and brings over his/her relatives. 

2. Self-interest  The self-interest model argues 

that migrants may send 

remittances to their parents 

because of the aspiration to 

inherit increased bequests from 

their parents.  

 Migrants owning assets in their 

countries of origin are more likely 

to remit to their relatives left 

behind in order to take care of the 

assets. 

3.  Implicit family agreements:  
 
 
 
 
 
 
 
 
 
 
 
 
 

(i) Co-insurance and loans 
 
 
 
 
 
 

 The decision to remit is taken as a 

family arrangement whereby 

remittances are considered as 

endogenous to the migration 

process. Households seek to find a 

Pareto-optimal allocation 

solution where certain family 

members are designated as 

migrants and remittances 

obtained are used as a 

redistributive tool for the 

acquired gains. 

 

 Firstly, migrants adopt the role of 

insurees while their dependents in 

the home country play the role of 

the insurers. But once migrants 

get employed, earning income and 
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(ii) The migrant’s saving 
target 

 
 

holding positive expectations 

about further income 

accumulation, they become 

insurers. Finally, in anticipation of 

a return home, migrants increase 

their remittances by investing 

their accumulated savings at 

home. 

 The desire to return home with a 

certain amount of savings is an 

important motivation for 

remitting. This ‘savings target’ 

motive is a direct result of a 

bargaining duel between a 

migrant and his/her family.  

 The migrant’s ability to remit is 

classified as the supply side while 

the family’s claim in the home 

country is the demand side of the 

remittance function.  

 The migrant is interested in not 

only minimising the leakage of 

his/her income (i.e. remittances 

and consumption expenditure) 

but also maximising the savings 

target. In contrast, the family’s 

main goal is assumed to be the 

accumulation of income and 

remittances above that of its 

neighbours.  

4. Portfolio management 
decisions 

 

 Macroeconomic variables such as 

real rates of interest in both the 

source and destination countries 
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may significantly drive the 

decisions to remit and hence the 

volume of the total remittances.  

 Savings which are not required 

for household consumption can be 

remitted because of their 

profitability (i.e. high rates of 

return) in both the source and 

destination countries. 

 Portfolio management choice 

theory argues that savings may 

have an exogenous character 

which is intrinsically linked to the 

migration regime and are 

therefore dependent on 

macroeconomic factors such as 

exchange rates, rates of returns of 

real and financial assets, and real 

interest rates. 

 

Source: Adapted from Rapoport & Docquier (2005) and OECD (2006). 

Economic Impacts of Remittances 

The discussion classifies economic impacts of remittances on development 
into macroeconomic and microeconomic categories. 

Macroeconomic Impacts 

A careful review of the literature in developing countries clearly shows that 
the impact of remittances is felt on the macroeconomic level mainly through 
access to finance and economic growth in the recipient country. The following 
section outlines the remittance-effects on the macro economy through three 
important channels: economic growth and financial development, economic 
stability and international finance. 
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Remittances as a Macroeconomic Stabiliser 

Available empirical and theoretical evidence indicates that remittances 
behave in a counter-cyclical manner, meaning that their changes are inversely 
related to macroeconomic fluctuations. The main implication of this is that 
remittances insulate recipient households in home countries from the vagaries 
brought about by macroeconomic fluctuations (Chami et al., 2009). For 
instance, Ratha (2007) observes that money sent by migrants to their home 
countries rose significantly during the financial crisis of the 1990s in Mexico 
as well as during the 1997 Asian Financial Crisis, especially in countries such 
as Thailand and Indonesia. During this time, other private flows such as FDI 
and equity flows were at an all-time low. Apart from the surges experienced 
during financial crises, remittances have also shown a tendency to increase 
counter-cyclically in times of natural disasters and socio-political upheaval in 
the developing world (Clarke & Wallsten, 2004; Yang & Choi, 2007; Mohapatra 
et al., 2009; Sithole & Dinbabo, 2016). 

With this, therefore, Ratha (2003) and Frankel (2011) argue that remittances 
have different characteristics relative to most other private flows such as FDI, 
foreign aid or portfolio equity. This is so because remittances primarily consist 
of transactions made by households in destination countries. As such, they are 
less influenced by profit-maximising motives that are commonly associated 
with private resource flows. On the same note, Sayan (2006) observes that 
remittances show pro-cyclical patterns when they are sent in order to 
accomplish investment purposes in home countries. These patterns are more 
pronounced in middle-income developing countries than in low-income ones 
(Lueth & Ruiz-Arranz, 2008). Evidence from several Sub-Saharan African 
countries indicates that remittances show more stability in times of economic 
crises relative to other private capital flows such as private debt and equity 
flows and FDI (Dinbabo & Carciotto, 2015; Gupta et al., 2009). 

Remittances as a Source of External Finance and Guarantor for 
Creditworthiness 

It is now widely recognised in international finance that remittance inflows 
have a significant potential to boost global sovereign creditworthiness 
primarily by increasing the volume and stability of foreign exchange received 
by countries. Large remittance receipts have enabled many African countries 
to reduce their trade imbalances and hence lower their current account 
deficits (Avendaño et al., 2009). According to Chami et al. (2008), remittances 
have also enabled these countries to stabilise their current account 



 
AHMR, Vol.3 No1, January-April 2017 

652 
 

fluctuations by steadying the overall flow of capital. Similarly, Bugamelli and 
Patemo (2009) have argued that, as a rule of thumb, remittances significantly 
reduce current account deficits when they exceed 3 percent of the total 
national income. These examples give a clear indication of the importance of 
remittance flows to source countries as far as external financing is concerned. 

It is an open secret that effective accounting of remittances can go a long way 
in improving the evaluation of credit worthiness and debt sustainability of 
many African source countries. Ratha et al. (2011) argue that the foreign debt-
to-exports ratio for many African source countries would be significantly 
lower if remittances were included in the analysis as a denominator. The 
importance of remittances in debt sustainability analysis is now recognised by 
multilateral agencies such as IMF and the World Bank. In recent times, 
remittances have formed important variables necessary for sovereign 
assessments and debt sustainability analyses in middle-income and low-
income countries, respectively (IMF, 2016). However, despite the importance 
of the above, very few remittance-receiving African economies have managed 
to have their creditworthiness appraised by major sovereign rating agencies.  

Remittances as Collateral for Development Financing  

Remittances provide collateral for mobilising financing for economic 
development in international capital markets. The success in this endeavor of 
countries such as Brazil, El Salvador, Turkey and Kazakhstan suggests that 
Sub-Saharan African countries that often face severe capital constraints can 
also use future remittances as an important tool for mobilising development 
finance (Ratha, 2005; Ketkar & Ratha, 2009). Indeed, securitising future 
remittance receipts can help countries in the Sub-Saharan African region to 
mobilise not only cheaper but also long-term financial resources for 
development. Ratha et al. (2011) argue that since remittances in most cases 
are denominated in hard currencies, international banks can use them as 
collateral to obtain loan injections, provided their ability to settle domestic 
transactions in local currencies is not impeded. So, by securitising future 
remittance flows, migrant source countries are able to not only obtain higher 
sovereign credit ratings, but also attract a large number of potential foreign 
investors who can spur economic development. 

In a similar vein, a number of banks in the aforementioned countries have 
utilised remittance securitisation to obtain lower cost international financing 
and maturities. Undeniably, with the support of the African Export-Import 
Bank (Afreximbank), many countries throughout the region have used the 
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securitisation of future remittances to acquire significant medium-term 
development loans (Afreximbank, 2005; Rutten & Oramah, 2006; Ratha et al., 
2011). Ghana, Nigeria and Ethiopia are some of the economies in the region 
that have used the remittance-backed syndicated facilities to obtain external 
financing for their development projects in sectors such as agriculture and 
infrastructure investment (Afreximbank, 2005).  

Ratha et al. (2011) argue that African countries can leverage a small fraction 
of their future remittance receipts to issue bonds. But, of course, the quantity 
of bonds issued would very much depend on the level of collateral possible for 
banks to secure. Available estimates project that the potential for 
securitisation of future remittance flows in Africa stood in excess of US$35 
billion as of 2009 (Ratha et al., 2009). However, it is worth noting that at 
present, securitisation of remittance flows faces significant challenges in many 
low-income African countries. Among the major bottlenecks identified in the 
literature include: underdeveloped domestic financial systems, limited 
integration of domestic banks into the global financial system, and exorbitant 
fixed costs incurred when acquiring legal, credit rating and investment 
banking services (Ketkar & Ratha, 2009).  

It must also be pointed out in passing that remittance-backed bonds may, 
however, pose a risk to issuers, especially if there is a currency mismatch that 
often accompanies foreign currency debt. Ratha et al. (2011) contend that 
developing countries need to put in place prudent risk management 
mechanisms before obtaining additional debt. Additionally, the existence of 
political instability may expose African economies to volatility in remittance 
flows as well as disruption of social networks between migrants and their 
countries of origin. What is more, increased foreign currency inflows resulting 
from the issuing of remittance-backed bonds may trigger currency 
appreciation in African countries with fragile macroeconomic structures. 

Remittances as a Driver of Economic Growth, Financial Development and 
Competitiveness 

Remittance flows are also known to positively affect economic growth, 
competiveness and financial development in many migrant source countries. 
The positive effect of remittances on growth and development is mainly 
transmitted through the following channels: consumption and investment 
increases, productivity enhancing social spending, and both macroeconomic 
and microeconomic stability of consumption and production (Chami et al., 
2009; Dinbabo & Nyasulu, 2015; Mohapatra et al., 2009; Sithole & Dinbabo, 
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2016). The above benefits in turn boost investment supply by spurring the 
demand for financial intermediation. This is what ultimately conveys the 
positive impacts of remittance flows on economic growth in developing 
countries. Literature on the subject is awash with empirical examples from 
Sub-Saharan African countries confirming the above scenario (Rajan & 
Zingales, 1998; Gupta et al., 2009; Akinlo & Egbetunde, 2010). 

Apart from the positive effects, remittances can also negatively affect growth. 
Indeed, several theoretical reasons have been advanced as to why remittances 
may reduce the level of economic growth. To begin with, researchers argue 
that a large inflow of remittances may trigger an appreciation in the value of 
the domestic currency, which in the end can curtail growth through reduction 
of tradable production and other scale economies and externalities. This 
negative exchange rate effect on growth is what is commonly known as the 
‘Dutch disease’ (World Bank, 2006; Acosta et al., 2010 Gupta et al., 2009). 
However, Rajan and Subramaniam (2005) find no empirical evidence 
suggesting that remittance-induced exchange rate surges have negatively 
affected growth in developing countries across the globe.  

A second channel through which remittances may depress growth is the 
reduction of labour supply. In theory, since migration takes away some of the 
most productive individuals, it therefore deprives the home country of an 
important growth driver, labour supply (Lucas, 1987; Azam & Gubert, 2006; 
Bussolo & Medvedev, 2007; Chami et al., 2008). However, there is very little 
empirical evidence supporting the above argument. In fact, in many 
developing countries that are characterised by high unemployment and 
underemployment levels, the loss of one laborer can easily (and cheaply) be 
replaced by another. As such, the remittance-induced labour supply-
reductions will likely have a very limited negative effect on economic growth. 

On another note, some economic commentators suggest that additional 
income emanating from remittance receipts eases pressure on migrant 
destination countries to improve the quality of social service delivery, since 
with the help of remittances the recipient households can afford to access 
alternative private services (Abdih et al., 2008; Sithole & Dinbabo, 2016). The 
above researchers also find evidence suggesting that remittances greatly 
boost home countries’ foreign exchange position and hence ease balance of 
payment bottlenecks and fiscal deficits that characterise many developing 
countries. In contrast, Catrinescu et al. (2006 observe that the impact of 
remittances on growth is only positive in countries that already possess high-
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quality political and economic institutions. For these economists, many 
developing countries in Sub-Saharan Africa are unlikely to harvest the growth 
dividends from remittance inflows because they lack the necessary policy and 
institutional frameworks. 

Remittances have also been touted as an important mechanism for alleviating 
liquidity and credit constraints in many developing economies. Therefore, 
they play an active role in generating capital for microenterprises and, thus, 
act as an important alternative for financial development. Giuliano and Ruiz-
Arranz (2009) examine the contribution of remittances to economic growth 
and financial development in developing countries. These economists find 
robust econometric evidence suggesting that remittances have the strongest 
positive impact on economic growth only when the level of financial 
development in the country is low. The above findings firmly resonate with 
the experience of many Sub-Saharan African economies that contain 
undeveloped financial systems and face severe liquidity and credit constraints. 

Microeconomic Impacts of Remittances 

Apart from having developmental impacts on the macro-level, remittances can 
also influence microeconomic development fundamentals such as poverty 
reduction, household consumption and investment decisions, as well as access 
to social services such as health and education. It is the aim of the following 
section to review available empirical literature on the microeconomic 
development impacts of migrant remittances on recipient regions of the 
developing world, including Sub-Saharan Africa. 

Remittances as a Driver of Household Capital Investment and 
Entrepreneurship 

To begin with, the fungibility of money and the unreliability of migration data 
in developing countries make it difficult to calculate the proportion of 
remittances allocated to physical capital investment and entrepreneurship in 
source countries. Nevertheless, ample empirical evidence still exists 
suggesting that recipient households devote a significant chunk of remittance 
receipts to investment in housing and the acquisition of land, especially in 
regions where there are no credible alternative stores of value for money. On 
the same note, empirical studies by Taylor and Wyatt (1996) reveal that in 
many developing home nations, the shadow value of remittances necessary for 
offsetting risk and liquidity bottlenecks is vital for low and middle-income 
recipient households that usually face challenges to obtain credit from formal 
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financial institutions. Concurring with this assertion, Adams and Cuecuecha 
(2010) find that remittance-receiving families in Guatemala allocate very 
minimal amounts of the remittances to housing expenditure. However, the 
positive micro-effects of remittances are not limited to urban areas of 
developing regions. For instance, Adams (1998) finds that migrant 
remittances significantly boost investment in agricultural land in rural areas 
of Pakistan.  

Despite the abundance of empirical evidence in Latin America and Asia, 
studies assessing the utilisation of remittances for investment and 
entrepreneurial purposes in Africa appear to be scarce. Among the few 
available studies are those done by McCormick and Wahba (2001), which find 
that remittances from return migrants greatly enhance the prospects of 
entrepreneurship and investment in Egypt. In addition, Osili (2004) found that 
not only do remittances from United States-based migrants boost investment 
expenditure on housing in Nigeria, but also that the investment is very 
responsive to macroeconomic fluctuations in exchange rate, inflation and 
political climate. 

Ratha et al. (2011) observe that the majority of studies on Africa conducted 
under the auspices of the Africa Migration Project (AMP) reveal that a 
significant proportion of the remittances are spent on housing infrastructure, 
land acquisition, establishment of small-scale businesses and farming 
activities. There is strong empirical evidence on the above tendencies 
gathered from household surveys conducted in Burkina Faso, Kenya, Uganda, 
Nigeria and Senegal.  

Remittances as an Enabler for Recipient Households to Attain High Quality 
Education 

Migrant remittances boost expenditure on education by contributing to 
funding of school activities in many migrants’ home countries. The increased 
education financing reduces the need for child labour in these countries. There 
is ample empirical evidence in African countries suggesting that migrant 
remittances can contribute to increasing school enrolment and attendance 
levels. But despite these positive education spinoffs, migration may sometimes 
negatively affect children’s performance in schools since the absence of 
parents/guardians at home as a result of migration increases the burden for 
kids to perform household chores (Ratha et al., 2011). 
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Even though there is scarcity of empirical household surveys analysing the 
remittance-education nexus in Sub-Saharan Africa, in some countries such as 
Egypt, remittances are known to increase university enrollment rates and 
reduce domestic chores for school-going children (Elbadawi & Roushy, 2009). 
On the same note, Adams & Page (2005) found that in Ghana, households that 
received remittances from abroad invested more in education than families 
with no remittance receipts. This suggests that remittances may be a potent 
tool for financing education in Africa. 

Remittances as a Financier of Household Health Expenditure 

Money sent by migrants can also enable home countries to achieve their health 
outcomes by, among others, empowering families in rural areas to acquire 
more food and healthcare services and improving their access to information 
on modern health practices. In support of the above hypothesis, Drabo and 
Ebeke (2010) found in a survey of 56 developing countries that remittances 
not only increased access to private treatment for communicable diseases 
such as malaria and diarrhea, but also augmented foreign aid in financing 
health outcomes. In a similar vein, an empirical study covering 84 countries by 
Chauvet et al. (2009) found that an increase in the level of remittances 
significantly reduced infant mortality, even though the reduction was higher 
for richer recipient households over those that were poorer. 

Going further into the above analysis, Guzmán et al. (2007) found that female-
headed households in Ghana spend more of their remittances on healthcare 
than those headed by men, irrespective of whether the remittances came from 
outside or within Africa. Earlier studies done in Mali by Birdsall and Chuhan 
(1986) also found that remittances triggered not only a rise in healthcare 
demand but also modern health facilities. In South Africa, Nagarajan (2009) 
found that between 1993 and 2004, increased migrant remittances enabled 
poor households in KwaZulu-Natal Province to spend more on healthcare and 
food items and improved access to better medical facilities. 

Remittances as a Form Insurance against Adverse Socio-Economic and 
Climatic Shocks 

There is now growing recognition among economists that migration can 
contribute positively to diversifying household income sources and thereby 
minimise their risk exposure to adversities such as famine, drought and other 
vagaries of nature. For example, Calero et al. (2009) observe that remittances 
were vital in keeping Ecuadorian children in school at a time when their 
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households faced adverse shocks. Moreover, Weiss-Fagan (2006) and Ratha 
(2010) empirically demonstrate that remittances from relatives and well-
wishers in the United States enabled recipient-households to ably cope with 
several cyclone and earthquake crises that affected Haiti in 2004 and 2010, 
respectively. Remittances are also reputed to have accelerated the recovery of 
Indonesian households affected by the 2004 tsunami disaster. On the same 
note, Wu (2006) observes that remittance-receiving families showed evidence 
of a quicker recovery than those with no access to money from migrants. A 
similar episode was also reported in Pakistan where remittances enabled the 
recovery and reconstruction of household livelihoods after a ravaging 
earthquake (Suleri & Savage, 2006).  

It is a well-known fact that in many disaster-prone regions of Africa, migration 
and remittances play a vital role in enabling recipient households to cope with 
the resultant shocks and thereby smooth their consumption patterns (Block & 
Webb, 2001; Dinbabo & Carciotto, 2015). Lucas and Stark (1985) buttress the 
above point by empirically showing that families facing drought in Botswana 
were able to avert income shocks by utilising their increased remittance 
receipts to purchase livestock and food for sustenance. In a similar study, 
Mohapatra et al. (2009) unearth a somewhat startling result that during 
droughts, remittance-receiving families in Ethiopia are less likely to pawn 
their product assets such cattle for food as a way of consumption-smoothing. 
However, a study by Quartey and Blankson (2004) reveals that migrant 
remittances are the major source of consumption-smoothing for Ghanaian 
small-holder farmers in rural areas. 

Furthermore, there is empirical evidence emanating from rural Mali 
suggesting that remittances are an effective tool for dealing with various types 
of household income shocks (Gubert, 2002). Apart from cushioning 
households from income shocks, remittances were also found to be an 
important risk-diversification tool for Malian and Senegalese farming 
households in times of adverse climatic conditions (Azam & Gubert, 2005 and 
2006). Besides, money from migrants abroad can enable their relatives in 
home countries to construct durable and more resilient housing. In 
concurrence with this view, Mohapatra et al. (2009) found that in Burkina Faso 
and Ghana, remittances enabled recipient households to construct more 
concrete and iron-roofed houses than non-remittance receiving families.  
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Remittances as a Potent Tool for Poverty and Inequality Reduction 

In the literature, it is a well-established fact that remittances have the ability 
to reduce the level of household poverty. This is so because, among others, 
remittances supplement the incomes of poor recipient families and boost 
aggregate demand levels and, in turn, create employment opportunities and 
wage earnings of the poor (Ratha et al., 2011). Seminal studies by Adams and 
Page (2003 and 2005) strongly support the above theoretical assertions by 
illustrating that increased inflows of remittances in migrant source countries 
greatly diminish the share of poor people in the country. 

There is a plethora of econometric studies suggesting that remittances play an 
important role in poverty reduction in Africa. Ajayi et al. (2009) and Anyanwu 
and Erhijakpor (2010) find evidence that suggests that official international 
remittances as a percentage of the GDP have a significant positive effect on 
poverty reduction in 33 African countries. Likewise, Gupta et al. (2009) find 
that the remittance-induced poverty reduction in Africa is much higher when 
compared to other developing regions of the world. Similarly, numerous case 
study analyses in Burkina Faso, Ghana, Lesotho, Morocco and Nigeria, among 
others, firmly endorse the poverty-reducing effect of remittances in rural 
regions (Lachaud, 1999; Quartey & Blankson, 2004; Adams & Page, 2005; 
Sorensen, 2004; Odozia et al., 2010). These studies further suggest that 
remittances not only reduce the overall number of people living in poverty but 
also reduce the severity and depth of the deprivation.  

Despite the availability of numerous studies analysing the relationship 
between remittances and poverty, the same cannot be said about the 
remittance-inequality nexus. The World Bank (2006) and Ratha and 
Mohapatra (2007) argue that the ambiguity of the impact of remittances on 
income inequality is largely a result of the unavailability of counterfactuals, i.e. 
how inequality levels in the source countries would be in the absence of 
remittance inflows. Nevertheless, the influence of income inequality on the 
decision to emigrate and actual flows of remittances is quite clear. As a matter 
of fact, households receiving remittances from outside Africa may need a 
certain income threshold for them to ably sponsor a family member to 
emigrate in the first place. Remittance-receiving families may also have higher 
incomes than those households with no access to remittances.  
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Some Policy Options for Leveraging Remittance Impacts for Economic 
Development in Sub-Saharan Africa 

The positive role that remittances play in poverty reduction, growth 
enhancement and social transformation has been explored at length in this 
paper. Both theoretical and empirical studies broadly agree that remittances 
contribute to socio-economic development in source countries by meeting the 
basic needs of recipients such as housing, education and health. This is in 
addition to the facilitation role that remittances play in transferring skills and 
knowledge from returning migrants and the diaspora. The above merits 
suggest a strong case for Sub-Sahara African countries to integrate remittance 
inflows into their overarching migration and national development strategies.  

The discussion has indicated a reasonable degree of consensus that exists 
among migration economists on the potential that remittances have to 
positively contribute to economic development in recipient countries. 
However, for these positive development spinoffs to be maximised there is 
need for proactive and targeted policies to be implemented. For instance, 
remittance recipient countries should improve the levels of financial literacy 
and financial inclusion for both their emigrants and the beneficiaries of 
remittances. This would ensure that the remittance funds are channelled into 
productive sectors. Apart from this, both migrant source and destination 
countries can cooperate in providing technical training on money transfers 
and financial services to both the remitters and the recipients. Training 
programs can also take the form of migrant entrepreneurship and SME (small 
and medium scale enterprise) development sessions. Moreover, the 
securitisation of remittances through initiatives such as diaspora bonds can 
also greatly improve the remittance-impact on socio-economic development.  

Even though Sub-Saharan African countries must keep in mind that 
remittances are private flows, their economic effects can still be harnessed for 
development. One of the important ways of maximising the development 
impact of remittances is by formalising their flows. Furthermore, remittances 
can have a maximum impact on development if Sub-Saharan African 
governments make deliberate efforts to put in place enabling and competitive 
environments that allow these funds to flow into productive sectors. Another 
important solution is for the recipient countries to upgrade and increase 
coverage of their underdeveloped financial systems. Improved access to 
financial services facilitates the linkages between remittances and other 
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financial products, such as savings, insurance, mortgages and credit, which in 
the end foster economic development (Mashayekhi, 2013).  

Recipient countries in Sub-Saharan Africa should also consider reducing 
transaction costs for growth-enhancing remittance flows to be effective. 
Allowing non-bank financial institutions such as microfinance organisations to 
undertake distribution and proper supervision can go a long way in reducing 
remittance transaction costs (Ratha & Riedberg, 2005). On the same note, the 
removal of taxation remittances can not only lower transaction costs, but can 
also encourage formal transfers and increase the available fiscal revenue 
(Chami et al., 2008; World Bank, 2011). It would be advisable for remittance-
receiving Sub-Saharan African countries to implement consumption-based 
taxation in order to reduce the deleterious effects on economic growth. Such a 
taxation system would also help these countries to greatly reduce distortions 
induced by macroeconomic stabilisation policies, and also reap the remittance 
benefits emanating from tax-driven investments. 

More importantly, perhaps, it would be prudent for remittance-receiving Sub-
Saharan African countries to channel their remittance inflows into activities 
that promote economic development in the long-term, and preserve poverty 
alleviation efforts in the short-term. This so because there is lack of empirical 
clarity on whether the two main development objectives of remittances: 
growth enhancement and poverty reduction are compatible (Ratha, 2013). 
This being the case, the above governments should strive to strike a delicate 
balance in allocating remittance receipts between competing growth-
promoting activities and poverty alleviating measures. The increased fiscal 
space generated by remittance inflows certainly allows for this undertaking. 

International financial institutions can also play a crucial role in assisting 
recipient Sub-Saharan African countries to leverage the economic impacts of 
remittances for development. Through engagement and dialogue, these 
financial organisations can encourage governments to not only implement but 
also to accelerate the necessary reforms pertaining to remittance inflows. 
Instead of imposing one-size-fits-all reform prescriptions, international 
financial institutions should encourage country-specific strategies that are 
driven by the remittance inflow characteristics of each Sub-Saharan African 
nation. This may assist these countries to boost the development potential of 
remittance receipts. 

All in all, international cooperation between Sub-Saharan African countries 
and the international community could also be a key to enhancing the 
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economic development impact of remittances. This international cooperation 
agenda should primarily focus on making remittances cheaper, safer and more 
productive for both migrant source countries and destination countries. 

Concluding Remarks 

In conclusion this paper observes that even though remittances have a 
significant potential to contribute to economic development, many Sub-
Saharan African recipient economies have not been able to maximise the 
developmental benefits from their economic impacts. Therefore, this calls for 
a better understanding of the realities concerning the remittance-effects on 
economic development. Without doubt, policy makers intending to channel 
remittance receipts into economic development need to appreciate that these 
inflows can have both positive and harmful consequences on the economy. 
Coupled with this is the fact that remittances do not automatically gravitate 
towards economic development-enhancing activities, but may sometimes flow 
into development-inhibiting activities, mainly because of the moral hazards 
that are associated with them. Against this background, Sub-Saharan African 
countries that desire to reap the positive economic benefits of remittances 
need to establish enabling institutional and infrastructural frameworks 
capable of channeling these inflows into development-enhancing activities 
through the financial system and private sector. Furthermore, recipient 
governments need to muster political will in order to efficiently utilise the 
fiscal revenue generated by remittances in order to judiciously invest only in 
those public goods and infrastructure that yield the highest returns. To this 
end, this paper strongly advocates for the development of well-functioning 
domestic institutions as an important driver for harnessing the positive 
economic benefits of remittances for development. It is beyond doubt that 
remittances have a significant potential to facilitate economic transformation, 
but to translate this possibility into reality, Sub-Saharan African countries 
need to develop and strengthen their economic and social institutions. 
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Annexes 

Annex 1: Top 10 remittance receiving countries in Sub-Saharan Africa 
(in gross terms) as of 2015 

Recipient countries Gross remittance value (US$ 
billions) 

Nigeria 
Ghana 
Senegal 
Kenya 
South Africa 
Uganda 
Mali 
Ethiopia 
Liberia 
Sudan 

20.8 
2 
1.6 
1.6 
1 
0.9 
0.9 
0.6 
0.5 
0.5 
 

Source: World Bank (2016)  

Annex 2: Top 10 remittance sending countries in Sub-Saharan Africa in 
2014 

Remittance sending countries Gross value of remittances sent  
(US$ billion) 

Angola 
South Africa 
Liberia 
Uganda 
Mozambique 
Mauritania 
Kenya 
Rwanda 
Tanzania 
Zambia 

1.3 
1.1 
0.4 
0.3 
0.2 
0.2 
0.2 
0.1 
0.1 
0.1 

Source: World Bank (2016)  
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Annex 3: Recent trends in international financial flows and economic 
growth in Sub-Saharan Africa 

 2004-08   2009   2010   2011   2012   2013   
2014   2015   2016p   

Real GDP growth 
(percentage change) 
Remittances (US$ 
billions) 
FDI inflows (US$ billions) 
Foreign aid inflows (US$ 
billions) 

6.6     3.9      7.0      5.0     4.3      5.2      5.1     3.4      
1.4  
36.7   44.9     52.5   57.0   61.9    61.2   63.8   
64.6    66.4 
42.8   55.1     46.0   49.8   49.7    54.2   49.4   
57.5    66.3 
39.0   48.0     47.7   51.5   51.1    56.7   54.2   
56.4    58.7 

Source: International Monetary Fund-IMF (2016), p is projection. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


