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A significant portion of the labor force in developing South Asian countries migrates
abroad in search of employment. These countries receive substantial annual
remittance amounts. The flow of remittances has a notable economic impact on the
countries of origin. This study aims to examine the effects of remittances on
economic growth in South Asian countries using annual data from 2007 to 2022,
applying a panel data modeling approach. Based on the results of the F-Limer test, a
fixed-effects model was selected, and the Hausman test further confirmed the
appropriateness of this specification. The findings suggest that remittances have a
statistically significant negative impact on economic growth in the region. According
to the research literature, the negative impact of remittances on economic growth in
South Asian countries is attributed to brain drain and a reduction in the labor force,
currency appreciation, decreased economic competitiveness, increased consumption
expenditures, and higher imports. The effects of other control variables—including
domestic investment, human capital investment, infrastructure development, control
and prevention of financial and administrative corruption, and foreign direct
investment—on economic growth have also been examined and analyzed. The
regression model estimates indicate that domestic investment, human capital
investment, and infrastructure development have a positive and statistically
significant effect on economic growth. Based on the findings, a combination of
policies is recommended, including directing remittances towards production,
investing in education and infrastructure, and combating corruption. Such measures
could transform the vicious cycle of migration and negative economic growth into a
virtuous cycle of job creation, investment attraction, and sustainable development.
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Introduction

Remittances refer to funds sent by migrants residing abroad to their families, relatives, or dependents in
their home countries on a monthly, quarterly, or annual basis (Sutoradhara, 2020). Today, alongside
foreign aid, external loans, and foreign direct investment (FDI), remittances constitute a crucial and
reliable source of capital inflows from foreign countries to developing nations. A significant portion of
the labor force in developing South Asian countries migrates abroad in search of employment
opportunities. These countries receive substantial annual remittance amounts. The flow of remittances
has a notable economic impact on the countries of origin. This study aims to examine the impact of
remittances on the economic growth of South Asian countries from 2007 to 2022, employing a panel
econometric approach. The findings of this research indicate that remittances have a statistically
significant negative effect on the economic growth of South Asian countries. According to the literature,
the negative impact of remittances on economic growth in South Asian countries is attributed to brain
drain, a reduction in the labor force, currency appreciation, diminished economic competitiveness,
increased consumption expenditures, and rising imports. The effects of other control variables—such as
domestic investment, human capital investment, infrastructure development, control and prevention of
financial and administrative corruption, and foreign direct investment—on economic growth have also
been examined and analyzed. The regression results indicate that domestic investment, human capital
investment, and infrastructure development have a positive and statistically significant impact on
economic growth. A key innovation of this study is the individual and comparative analysis of the impact
of remittances on Afghanistan’s economic growth alongside other South Asian countries. The existing
literature has inadequately addressed remittances in the context of Afghanistan; this research aims to fill
that gap partially.

The primary research question is: Do remittances have a significant impact on the economic growth of
South Asian countries? Do remittances promote investment and production, or do they primarily
increase consumption expenditures within the economy? This study aims to investigate the impact of
remittances on economic growth in South Asian countries, including Afghanistan, using a panel
econometric methodology.

Methodology

This section examines the empirical models and associated tests employed in this study. The research
attempts to analyze the impact of remittances on economic growth in South Asian countries, including
Afghanistan, using panel data and established econometric techniques. The neoclassical growth model,
such as the Solow-Swan growth framework, is utilized here to describe the relationship between per
capita GDP growth and remittance inflows.

This study examines six developing South Asian countries—Afghanistan, Pakistan, India, Bangladesh,
Sri Lanka, and Nepal—over the period from 2007 to 2022. The data required for this research have been
collected from various sources, including the World Bank database and the Asian Development Bank.

Results and Discussion

The results obtained from the model estimation are discussed and analyzed as follows.

(gdppc)ir = 164 — 1.37rmpc; + 7.29edupc;; — 6.65fdipc;y + 2.14gcfpc;e +
342inf;; +4.13cci + &

As observed in Equation (1), the explanatory variables used in the model—namely remittances,
education, foreign direct investment, gross capital formation, and infrastructure development—are
statistically significant at a high level. Additionally, the signs of the coefficients are consistent with
economic theory. The R? value is 0.98 (98%), indicating the model’s extreme explanatory power. Based
on the estimation results, it can be stated that:
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The coefficient of the explanatory variable remittances (RM) is negative and significant at -0.034. This
implies that a 1% increase (or decrease) in remittances, ceteris paribus, leads to a 0.034% decrease (or
increase) in per capita GDP. The sample results align with Rani Sutoradhara's (2020) theory. The
coefficient of the variable for education expenditure on human capital formation (EDU) is positive and
significant at 7.29. This means that a 1% increase (or decrease) in education expenditure, holding other
factors constant, results in a 7.29% increase (or decrease) in per capita GDP in South Asian countries.
These results are consistent with the theory of Miyer and Shira (2017). The coefficient of foreign direct
investment (FDI) is negative and significant at -6.65. The findings correspond with those of Ferdous et
al. (2016). The coefficient of the control variable gross capital formation (GCF) is positive and
significant at 2.14. The sample results are as expected and align with the theories of Ferdous (2016) and
Rani Sutoradhara (2020). The coefficient of infrastructure development, used as a control variable, is
positive and significant at 3.42. The sample results meet expectations and are consistent with the theory
of Brajas et al. (2009). After conducting various tests, a negative relationship between remittances and
economic growth has been observed in the developing countries of South Asia. This relationship is
statistically significant. The misallocation of remittances can lead to negative economic growth.
Moreover, migration might reduce the labor supply in the domestic market, as some households receive
remittances without engaging in any productive activity. The labor force of these households does not
participate in work due to the moral hazard phenomenon.

According to the research findings, to prevent the negative consequences of remittances, governments
should adopt policies that channel remittances more toward investment and production sectors.
Governments can achieve this objective by employing conventional fiscal and monetary policy tools.
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