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Abstract Bangladesh is ranked 7th highest remittances receiving country of

the world. Remittances have significant impacts on living standard of

recipient households, easing national saving-investment and exports-imports

gap, and building up of a better foreign exchange reserves. Reaping

continuous benefits from remittances depend on addressing two issues,

namely (i) increasing the number of remitters, particularly skilled and

professionals; (ii) maintaining sustainability of remittances inflow. This

paper analyzes macroeconomic determinants of remittances in Bangladesh

and finds that home and host country income, exchange rate, financial sector

development, and inflation rate have significantly affected remittance flows

to Bangladesh. The paper also prescribes policies that would help promote

remittance and contribute to achieving higher growth, generation of

employment, and alleviation of poverty.
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1. Introduction

Workers’ remittance has emerged as the a source of foreign exchange earnings in

Bangladesh like many other developing countries. The growth of remittance

flows has already surpassed private capital flows (FDI) and Official Development

Assistance (ODA). For some developing countries, remittance accounts for

between 10 to 31.1 percent of GDP. These countries are highly dependent on
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remittances as means of poverty alleviation and financing development activities.

Thanks to their growing volume and development potentials, policy makers both

in developed and developing countries are showing  greater interest in remittance

inflows, their determinants, costs and benefits, and policy challenges in the

coming years.

Bangladesh has emerged as one of the top remittance recipient countries in the

world securing 7th position. She experienced phenomenal growth in remittance

inflows from $1.8 billion in 2001 to $4.8 billion in 2006 and $10.73 billion in

2010 (Annexure-1). Overseas employment and remittances contribute

significantly to the economy of Bangladesh through promotion of living standard

of recipient households, easing national saving-investment and export-import gap,

and building up a better foreign exchange reserves. The amount of remittances in

terms of proportion of GDP, exports and imports stood at 10.9, 66.1 and 46.2 in

2010 (Annexure-II1). Obviously, the stability of remittances inflow has become

an important policy issue due to its growing development potential to affect both

micro and macro economy via current account financing and influencing liquidity

of the banking system. So, assessing the dynamics of remittances has been

imperative for the smooth conduct of monetary and exchange rate policy. The

present research paper investigates the role of macroeconomic variables on

remittance inflows in Bangladesh based on the time series data for the period

1981-2010. The objectives of the paper are to find out macroeconomic

determinants affecting remittance inflow in Bangladesh and suggest policy

options in maintaining its sustainability and ensuring its developmental role in

country’s the economy. 

The organization of the rest of the paper is as follows. Section 2 describes stylized

facts of remittance inflow in Bangladesh to have a better understanding of the

context within which the determinants of remittances are analyzed. Section 3

reviews foreign and domestic literature on the determinants of workers

remittances. Section 4 is devoted to presenting the data and methodology used in

the paper. The results of the estimation and policy options are analyzed in Section

5. Finally, conclusions are included in the Section 6. 

2. Stylized Facts of Workers Remittance Inflows in Bangladesh

n Bangladesh started to export manpower abroad particularly in the Middle

Eastern (ME) countries following the oil price boom in the early 1970s.

Because of labor shortage ME countries had to import foreign labor to gear



up huge development activities financed by surplus oil revenues. Since

inception, exports of manpower and remittance inflows were increasing every

year with little exception (Annexure-I &1I). 

n Most of the expatriates are working in Middle Eastern countries. As a result,

major share of remittances came from Middle Eastern countries (Annexure-

1). The Kingdom of Saudi Arabia (KSA) is the top destination country of

Non-resident Bangladeshis (NRBs) followed by UAE (the United Arab

Emirates) and Kuwait. The other Middle Eastern countries that import

Bangladeshi workers include: Qatar, Oman, Bahrain, Libya, Iran and Iraq.

Besides Middle Eastern countries, some South-East Asian countries, namely

Malaysia and Singapore are also importing Bangladeshi workers at

considerable numbers. The other South-East and East Asian countries that

import Bangladeshi workers are Brunei and Japan. The OECD countries like

USA, UK and Italy are also emerging as significant sources of remittances. 

n About 5.5 million Bangladeshi workers got overseas employment. Now 0.45

million Bangladeshi (on average) migrate every year for jobs. Among all

migrants, the female are only 1 percent. Out of them, 4.08 percent are

professional workers, 33.42 percent are skilled workers, 15.49 percent are

semi-skilled workers and 47.01 percent are unskilled workers. 

n Initially Government organs BMET and BOESL played leading role in

recruiting manpower but now most overseas job seekers go through private

recruiting agents under government license and individuals working abroad. 

n Officially recorded remittances are channeled through the banking network.

In this case, the role of Nationalised Commercial Banks (NCBs) is gradually

decreasing while private banks are emerging as major players in channeling

remittances. A study1 conducted by the International Labor Organisation

(ILO) reveals that “In Bangladesh, 46 percent of the total volume of

remittance has been channeled through the official sources, around 40 percent

through hundi, 4.61 percent through friends and relatives and about 8 percent

of the total was hand carried by migrant workers themselves when they

visited home. If all amounts of remittances were made through the official

banking channel, the Current Account Balance (CAB) in the Balance of

Payments would be dramatically changed and foreign exchange reserves

position would have been better. 
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n Now every year 0.45 million workers on average migrate, which helps cut the

unemployment level. Moreover, remittance inflow has helped the country cut

its poverty substantially. According to Global Economic Prospects for 2006,

“Remittances have association with significant declines in poverty in several

low income countries including six percent in Bangladesh, eleven percent in

Uganda and five percent in Ghana.”

n Remittance plays a vital role to bring sustainability in the current account

balance.  Current account balance has been turned positive in recent years

(with some exceptions) following a steady remittance inflows.

n Remittances have contributed a lot to maintaining healthy foreign exchange

reserves. Among major sources of foreign exchange, exports hold the top

position followed by remittance. But if we take back-to-back imports into

consideration used for RMG exports, remittances emerge as the single largest

source of foreign exchange. The surge in remittances also contributes to

reducing the dependency on conditional costly foreign borrowings.

n Financial sector development is being enhanced through increased inflows of

remittances. This is reflected in the increasing number of clients, the

expanding base of different products among beneficiary of remittances, and

adoption of modern technology by the financial institutions.

n Remitters also create markets in the destination country for domestic

products.

n Since Bangladesh is a labor surplus country, the adverse effect of brain drain

is perhaps the minimum.

3. Review of Literature 

The existing literature has recognized two types of determinants of Workers

Remittances (Aydas, S. T. etal. 2004). The first category refers to microeconomic

determinants such as socio demographic characteristics of migrants and their

families; these include migrant income, gender, marital status, age, education

level, duration level, migration costs, migrant’s spouse, risk, HH income, wealth,

shock and dependency ratio (Agarwal & horowitz 2002, Amudo-Doranttes &

Pozo 2005, 2006, Holst and Schrooten 2006). The second type of determinants

deals with macroeconomic variables such as the economic activity in host and

home countries, exchange rates, relative interest rate, number of workers, wage

rates and financial development. Since the scope of the research paper is confined

to analyze the macroeconomic determinants of remittances inflow, it is beyond

our scope to analyze the microeconomic determinants of remittances.
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Major empirical macroeconomic papers focus that the economic activity in the

migrant workers’ host country is the most important factor because improved

economic conditions in the host country allow migrants to increase their

employment and earnings prospects, which in turn allow migrants to send more

money home (Swamy 1981, Straubhaar 1986, Elbadawi and Rocha 1992, El-

Sakka and Mcnabb 1999, Aydas, S. T. etal. 2004, IMF 2005).

The state of the economy in the migrants’ home country is also important since

negative shocks in the home country may increase the need for remittances to be

sent, which may induce current migrants to send money or cause migration in the

first place (IMF 2005). While most empirical papers that test altruistic motive to

remit at the microeconomic level, Bouhga-Hagbe (2006) uses macroeconomic

determinants to test altruism as a motive to remit. They use a measure of

“hardship” (fall in domestic GDP) to test altruistic motives in Egypt, Jordan,

Morocco, Pakistan and Tunisia and find that as hardship increases so do

remittances.

Some macroeconomic papers also look at the investment motive of remitters by

looking at the macro economic conditions for investment in both the home and

host countries (Akkoyunlu & Kholodilin, 2006 and Schiopu & Siegried, 2006).

When testing altruism versus investment at a macroeconomic level, Schiopu and

Siegried (2006) find evidence for altruism, but little evidence for the investment

motive.

Economic policies and institutions in the home country, like exchange rate

restrictions and black market premiums, may discourage remittances from being

sent and may also shift remittances from the formal to the informal sector (IMF,

2005 and El-Sakka & McNabb, 1999). Macroeconomic instability such as high

inflation or real exchange rate hyperinflation may have a similar negative effect.

On the other hand, financial sector development, which makes remittances easier

and cheaper, should stimulate remittances (IMF, 2005).

Some studies like Chandavarkar (1980) and Aydas, S. T etal. (2004) reveal that

exchange rate affects remittances flows. A few studies opine that neither interest

rate differentials between the host and home countries, nor the variation in

exchange rates have any effect on remittance flows (Swamy 1981 and Straubhaar

1986). 

Wahba (1991) indicates that black market premium, interest rate differentials,

political stability, consistency in government policies and financial intermediation

all significantly affect the flow of remittances. However, while El-Sakka and

Mcnabb (1999) and Elbadawi and Rocha (1992) agree on the negative effect of
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the black market premium, they disagree on the effects of differential interest rate

and domestic inflation. According to Elbadawi and Rocha (1992), differential

between domestic and foreign interest rates has no significant effect on

remittances, while El-Sakka and Mcnabb (1999) argue that it negatively affect the

remittances. Moreoever, Elbadawi and Rocha (1992) find significant negative

effect of inflation on WR flows, while El-Sakka and Mcnabb (1999) argue that it

has a positive effect.

General risks in the home country such as political instability or low levels of law

and order may deter remittances, since such an environment is not conducive for

investment purposes (IMF, 2005). On the other hand, in such times there may be

more need for remittances so more remittances may be sent. Investment

opportunities in the home and host country may also have an effect on

remittances. Greater potential return to assets in the host country (as opposed to

the home country) may encourage migrants to invest  in the host country and

reduce remittances for investment purposes (IMF, 2005).

The contradictory findings reported in the literature may reflect the fact that the

focus of some of these studies is often limited to only a few macroeconomic

variables, ignoring key determinants such as the black market exchange rate. In

addition, due to the lack of data, estimation periods of most of the studies are

rather short. Also, in various studies ( Elbadawi and Rocha [1992], El-Sakka and

Mcnabb [1999]) the estimation is based on modeling remittances with the levels

of potential determinant variables, while these variables are generally non-

stationary. 

Though there are many studies dealing with macroeconomic determinants of

remittances in key recipient’s countries (e.g Turkey, India, Pakistan, Kenya,

Jordan, Greece, Egypts, Philippines, Mexico etc), surprisingly, few are available

on the topic in Bangladesh.  In this backdrop, the present research paper, dealing

empirically with macroeconomic determinants of remittances in Bangladesh,

would add new dimension to the existing literature on migration and remittances

in Bangladesh.

4. Data Information & Methodology

Variables Definition and Data Information

Data employed in this research paper are secondary in nature. The main sources

include Economic trend (Bangladesh Bank), Bangladesh Economic Survey

(Ministry of Finance), Scheduled Banks Statistics (Bangladesh Bank),
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International Financial Statistics (IFS) and World Bank Data Series. The sources

and definition of data/variables used in the model are explained in detail below.

n Remittances inflow (REM): Remittances inflow represents the cash

inflow of remittances in million US$ that comes from top ten

Bangladeshi manpower importing counties – KSA, UAE, Kuwait, Oman,

Qatar, Bahrain, Malaysia, USA, UK and Singapore. These countries

account for more than 90 percent of total remittances. The other countries

are excluded due to non-availability of data.

n GDP of Host country (GDPH): Ten countries with biggest stock of

Bangladeshi workers are selected as host countries. We assign weights to

each country according to the stock of Bangladeshi remitters and derive

GDP index. Data are collected from World Bank Data Base.

n Domestic GDP at constant Price (GDPD): The paper uses the base, 1995-

96 = 100, for GDP at constant price. This figure is used for calculating the

GDP growth. The data for GDP at constant price in million Taka are

collected from different issues of Monthly Economic Trend.

n The financial sector development (FSD) refers to (M2/GDPMP)*100.

Data on GDP at current market price (GDPMP) in million Taka and

Broad Money (M2) in million Taka have been collected from different

issues of Monthly Economic Trend of Bangladesh Bank. 

n Exchange Rate (ER): It refers to Taka/dollar exchange rate. The data for

ER are collected from different issues of Monthly Economic Trend

directly.

n Inflation (INF): It refers to % change in CPI index (base:1995-1996)

which is gathered from Economic Trend, Bangladesh Bank.

Specification of the Model

After reviewing the existing literature and the salient features of remittances

inflow in Bangladesh, the paper focuses a model to analyze the macroeconomic

determinants of workers’ remittances in the context of Bangladesh economy. In

the light of previous studies cited in the literature review particularly, Aydas, S. T.,

etal (2004). Gupta, P. (2005) and Bouhga-Hagbe, (2006), the variables employed

in the model are official cash remittances (REM), stock of workers abroad (NRB),

domestic GDP of Bangladesh (GDPD), the GDP of host countries , exchange rate

of Taka against US dollar (ER), domestic inflation (INF) and financial sector

development (FSD). We use ordinary least square (OLS) method to estimate the
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model for remittances inflow in Bangladesh using the data set from 1981 to 2006.

In this context, we use statistical software E-views as a tool for estimation.

Though Bangladesh started exporting manpower since 1976, the 1981-2007

period is selected due to non-availability of earlier data.  Hence, the following

model is estimated for the dependent variable remittances inflow (REM) for

1981-2007:

Log REM = log(GDPH) + log (GDPD) + log(ER) + log (FSD) +log(INF) 

5. Findings, Statistical Analysis and Policy Options

Findings

In order to estimate the model for remittance inflow in Bangladesh based on the

data set for 1981-2010, the research paper obtains the following regression results

(Table-2) by using the statistical software e-views.

Using the findings we can estimate remittances inflow function as below:
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Table 2: Regression Results (Dependent Variable: LOG (REM)

Log REM = 1.35log(GDPH)  - 0.35log (GDPD) + 0.77log(ER) + 0.62log (FSD) +

0.o7log(INF) 

Analysis of the findings

According to the second column of Table 2, we find the estimated coefficients of

GDPH, GDPD, Exchange rate, FSD, and inflation.  Now we shall explain the sign

and magnitude of these coefficients and their implications one by one. 

The estimated coefficient of host country GDP (GDPH) is positive (1.35) and

highly statistically significant at less than 1 percent level of significance. The



values of t-statistic and the probability of rejecting the null hypothesis, H0: ?1 =

0, are 7.12 and 0.0001 respectively. The positive coefficient suggests that an

increase in host GDP increases remittances inflow in Bangladesh. This conforms

to the findings of other studies (Swamy 1981, Straubhaar 1986, Elbadawi and

Rocha 1992, El- Sakka and Mcnabb 1999, Aydas, S. T., etal. 2004, IMF 2005 )

implying that the expanded GDP of remittance-source countries enhances

recruitments of Bangladeshi workers, and as a result, remittance flows go up. The

greater than 1 percent coefficient of host GDP suggests that the level of economic

activity in the host country is the most important among the variables of the model

affecting the remittance inflows in Bangladesh.

The sign of the coefficient of Bangladeshi GDP (GDPD) is found negative and

lower than unity (0.35). But the coefficient is statistically significant with less

than 1 percent level of significance. The values of t-statistic and the probability of

rejecting the null hypothesis, H0: ?2 = 0, are 5.325760 and 0.0019 respectively.

The negative effect of GDPD indicates that remittance inflow mainly smoothes

consumption of recipient households to compensate for negative income shocks.

However, it has multiplier effects on GDP. The results supported by other studies

(Gupta, 2005 and Bouhga-Hagbe 2006) are also found in other countries.

Remittances as share of personal consumption rose in response to financial crisis

in Mexico in 1995, in Indonesia and Thailand in 1997. Remittances as share of

personal consumption also went up in response to natural disaster in Bangladesh,

Dominican Republic, Haiti and Honduras.

The elasticity of the remittances inflows with respect to exchange rate is 0.77,

which is positive and lower than unity. The values of t-statistic and the probability

of rejecting the null hypothesis, H0: ?3 = 0, are 2.98 and 0.0066 (below 1%). The

effect of exchange rate is significant at less than l percent level of significance.

This indicates that currency depreciation promotes inward remittances in

Bangladesh. A depreciation of currency (Taka against US$), as the regression

results reveals, increases remittances sent through official channel. This is also

consistent with the findings of Chandavarkar (1980). The depreciation of the

home currency makes the citizen living abroad wealthier as it increases the

purchasing power in the home country and provides incentives to buy goods,

including residential real estate. This has also multiplier effects.

The sign of the coefficient of the financial sector development is positive, but the

magnitude is less than one (0.62).  But, it is statistically significant at 1.5 percent

level of significance. The values of t-statistic and the probability of rejecting the

null hypothesis, H0: ?4 = 0, are 2.33 and 0.0151, respectively. The positive sign
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indicates that the higher the degree of financial sector development, the more will

be the remittances inflows. This is also supported by other studies (IMF, 2005).

The empirical evidence in this paper reveals that inflation (INF) does not

significantly affect remittances inflow to Bangladesh. The issue of no relation of

inflation with remittances or minimal relation between the two is also analyzed in

some studies.

Considering the F-statistic (221.1560), we can say the model is overall significant,

because the probability of rejecting the null hypothesis, H0: ?1 = ?2 = ?3 = ?4 =

0 is zero (0.0000). Besides, since the R2 (0.972395) and adjusted R2 (0.976812)

are very high,  the variables used in this model are able to explain the model

significantly. In other words, the model is a good fitted one. 

6. Policy Options and Conclusions

Based on the findings, the paper suggests the following measures to augment

remittances inflows in Bangladesh.

1. Establishing hassle free sending infrastructure 

2. Exploring new overseas markets

3. Making continuous improvement of formal channel of fund transfer 

4. Creating real investment avenues for Non-resident Bangladeshis (NRBs) 

5. Restrictions on holding of foreign currencies by NRBs or residents may be

lifted altogether. The experience of the Philippines in this regard indicates that

remittance inflow rather increased after withdrawal of restrictions in that

country.

6. Alongside the other three bonds (Wage Earners’ Development Bond, US $

Investment Bond and US $ Premium Bond), a special financial instrument

named “Workers’ Remittance Bond” with attractive returns in the pattern of

Foreign Exchange Bearer Certificates may be introduced and sold to the

NRBs through the overseas branches or correspondents of Bangladeshi

banks, including exchange companies.

7. Government can issue sovereign bond to raise funds from Bangladeshi

migrants/ foreigners for infrastructure financing. International Sukkuk bond

based on Islamic Sharia’h may also be issued to tap foreign currencies. 

8. Enactment of a “National Migration Policy” is a need of the hour to treat this

sector as an industry and to establish formal smooth guidelines, transparency
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and accountability in processing the overseas employment and welfare of the

migrant workers. 

9. Mexican experience suggests that introduction of ‘matriculas consulers’ have

boosted up remittance flow to Mexico. Our foreign embassies and high

commissions may also replicate this system to provide a legal identity to the

NRBs spread over the world. This official recognition/identity of the NRBs

whether they went there legally or illegally might help them to open bank

accounts  as well as sending remittances through the official channel.

10 Financial fairs may also be arranged by Bangladesh missions abroad  in

cooperation with the overseas country’s concerned ministries or departments

to inspire the NRBs to acquaint with the formal official arrangements for

effecting remittance to the country. Drawing on the experience of Sri Lanka,

commercial banks may be allowed to extend low-interest loan schemes to the

beneficiaries of NRBs at home for purchasing land, flats, building houses or

for investing in self-employment activities.  

11. An effective and elaborate publicity drive should be undertaken by the

embassies, consulate offices and the Bangladeshi bank branches abroad and

their correspondents including exchange companies to familiarize the NRBs

with the benefits and advantages of the package of facilities including

investment facilities extended to them. 

In Bangladesh, the stability of remittance inflow has become an important policy

issue due to its growing impacts on employment generation, development

financing, BOP stability and liquidity of the banking system. Following this

policy perspective, the paper empirically examines the effect of various

macroeconomic variables on remittance flows and found that for the 1981-2010

period, macroeconomic variables like economic activity of home country,

economic condition of host country, financial development and exchange rate

have significantly affected remittance flows. Based on these findings, the paper

concludes that Bangladesh as a labor exporting country can influence the inflow

of remittances by means of appropriate policies of building hassle free sending

infrastructure, searching new overseas markets, further improvement of formal

channel of fund transfer, and creating investment avenues for non-resident

Bangladeshis.

As remittances are quid-pro-quo in nature and have no future repayment

obligations like other forms of foreign capital and have exhibited resilience and

stability, Bangladesh should pay topmost priority to tap huge amount of foreign

exchange by exporting millions of unemployed youths to remove constraints of
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financing development activities to make Bangladesh poverty free within 2020. In

the backdrop of declining trend of ODA and fierce competition for FDI, massive

remittance flows to Bangladesh would also curtail dependency on conditional

foreign funds and enhance our policy sovereignty. Further rigorous research

should be conducted to examine trends, determinants and policy options so that

remittances can be a viable sustainable source of development finance in

Bangladesh.
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Annexure 1: Countrywise Remittances inflows in Bangladesh 
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Annexure 2: Number of  Bangladeshi Expatriates (1981-2006)
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Annexure 3 : Remittances as % of Key Macroeconomic Variables


