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ABSTRACT

This paper examines the effect of Diasporas’ remittance on economic growth in 

Malawi by using an auto regressive distributed lag (ARDL) model or Bound Testing 

approach. The study employed time series data for Malawi from 1985 to 2015. The 

outcome of the study revealed that, the impact of Diasporas’ remittances during the 

study period is positive and significant. Besides this, the other growth determinant 

factor which was found positive and has significant effect on economic growth of 

Malawi was official development assistance (ODA) while population growth was 

significant but negatively affected growth. The effect of other determinant factors on 

economic growth of Malawi happened to be insignificant. This study therefore 

recommends that the government of Malawi should work on policies which would 

encourage the Malawians in the Diaspora to remit more to their country. This 

includes easing the receiving processes of remittances, introducing dual citizenship, 

and engaging Diaspora in the development plan of Malawi. 
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Ⅰ. Introduction

Migrant remittances are defined as the sum of workers’ remittances, compensation 

of employees, and migrants’ transfers.1) Sometimes workers’ remittances are 

described as current private transfers from migrant workers who are considered as 

residents of the host country to recipients in the workers’ country of origin.2) 

Workers’ remittances can also be defined as the value of monetary transfers sent 

home from workers residing abroad for more than one year. Diaspora’s social 

remittances are taken as ideas, practices, mind-sets, world views, values and 

attitudes, norms of behavior and social capital (knowledge, experience and expertise) 

that the Diasporas mediate and either consciously or unconsciously transfer from 

host to home communities.3) They are capital transfers of financial assets made by 

migrants as they move from one country to another and stay for more than one 

year.

Diasporas’ remittances are a new economic occurrences and one of the core 

sources of incomes based on their size and economic effect in the world. Diasporas 

are now remitting back to their relatives in developing countries at levels above 

US$441 billion, a figure three times the volume of official aid flows. These inflows 

of cash constitute more than 10 percent of GDP in some 25 developing countries 

and lead to increased investments in health, education, and small businesses in 

various communities.4) In Africa, it is estimated that 30 million people are living in 

the Diaspora. In this context remittance inflows to the continent have quadrupled 

since 1990, reaching US $40 billion in 2010 and representing about three per cent 

of Africa’s total GDP.5) Remittances also affect economic growth through its effect 

1) Dilip Ratha, Sanket Mohapatra, and Ani Silwal, “Migration and Remittances Factbook 2011,” 
Publication (Washington, DC: World Bank Group, 2010).

2) International Monetary Fund, Balance of Payment Manual, 6th ed. (Washington, DC: IMF, 2010).

3) North South Centre of the Council of Europe, “Migration and Co-Development: Social Remittances 
of the African Diasporas in Europe” (Lisbon Portugal: North South Centre of the Council of 
Europe, 2006).

4) World Bank, “Migration and Remittances Fact Book” (Washington, DC: World Bank, 2016).

5) African Development Bank, “Harnessing Remittances for Africa’s Development,” 2013, 
https://www.afdb.org/en/blogs/afdb-championing-inclusive-growth-across-africa/post/harnessing-r
emittances-for- africas-development-11565/.
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on current account balance or as a means of foreign exchange earnings.6) 

Remittances appear to be an important source of growth for countries in Africa; 

volatility of remittances appears to have a negative effect on the growth and 

remittances appear to be working as a complement to financial development.7)

Significant numbers of Malawians are living outside the country and the estimates 

indicate that there are 5 million people in South Africa and 3 million people who 

can connect themselves to Malawi in Zimbabwe.8) Malawians have historically been 

an important supply of both skilled and unskilled labor to other countries. Even as 

early as 1920, Malawians were a source of labor to the diamond and gold mines, 

particularly in South Africa and Zimbabwe. However, lack of reliable statistics both 

for migration and Diasporas’ remittances limits comprehensive studies on their 

contribution. In Malawi, Diasporas’ remittances are being recognized as crucial 

component of both income and expenditure at the household and community level. 

They fulfill not only a social role, but also have essential economic purposes such 

as insuring weather shocks, vital in an agricultural economy which faces increasing 

climactic uncertainty.9) About 50 percent of the population lives below the poverty 

line.10) The role of Malawian Diaspora in helping to resolve these matters cannot be 

underestimated as it comes with it several advantages through remittances, FDI 

facilitation, knowledge and skills transfer among others.

The Malawi Government is currently advocating for the Diaspora engagement 

program which seeks to strengthen the relationship between Malawi and its 

Diaspora. In line with the principles and objectives of Malawi’s development 

strategies, which are guided by the Vision 2020 that aims at turning Malawi into a 

middle income economy, Diaspora engagement policy of year 2015 seeks to 

mainstream the Diaspora initiatives into Malawi’s development agenda. The policy 

6) Anupam Das and John Serieux, “Remittances and Reverse Flows in Developing Countries,” Working 
Paper (IDEAS, 2010), http://www.networkideas.org/working/dec2010/wp24_02_2010.htm.

7) Esman Morekwa Nyamongo et al., “Remittances, Financial Development and Economic Growth 
in Africa,” Journal of Economics and Business 64, no. 3 (2012), pp. 240–60.

8) Moses Chitsulo, “Government Can’t Track Malawians in Diaspora,” The Times, 2016, 
https://www.times.mw/government-cant-track-malawians-in-diaspora/.

9) Simon Davies, “Essays on Remittances in Rural Malawi” (University of Bath, 2008).

10) African Development Bank, “Protection of Basic Services,” Malawi Project, 2015.
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responds to the urgent need to recognize the Malawi Diaspora and bring it to the 

center of Malawi’s development policies. One of the important objectives of this 

policy is to encourage Malawians in the Diaspora to remit more to Malawi. Micro 

and Small Enterprise (MSE) survey undertaken in Malawi by National Statistics 

Office in year 2000 found that the principal source of MSE start-up capital is 

remittance income in around 12 to 19 per cent between 1998 and 2000. 

Furthermore, the percentage of business start-ups using this source of income as 

their major start-up capital is increasing over time. This is compared with an 

average of two per cent of those used credit institutions, seven per cent who used 

loans from family or friends and 61 per cent who used personal savings. 

Since the importance of Diasporas’ remittances is increasing potentially and they 

are becoming one of main important sources of foreign financial flows, especially in 

developing countries, both in size and growth rate,11) this study therefore seek to 

clarify on the effects of Diasporas’ remittances on economic growth in Malawi. 

Ⅱ. Economic Growth and Diaspora Remittance in Malawi 

Malawi is one of the developing African countries. It has one of the highest 

population densities in Sub-Saharan Africa at 129 people per kilometer square, and 

one of the lowest Gross National Income (GNI) per capita of US$780 in 2013.12) 

Agriculture is the largest sector of the economy and accounted for about 30 percent 

in 2014 to the share of GDP and is expected to decline with a margin of 0.1 in 

2016. Agriculture remains a major contributor of the economy in Malawi as 

illustrated in Table 1 below.

11) World Bank, “World Development Indicators” (Washington, DC: World Bank, 2014),  
http://hdl.handle.net/10986/18237.

12) David Ndegwa, “Migration in Malawi: A country Profile,” Country Report (Geneva Switzerland: 
International Organization for Migration (IOM), 2014).
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Sector 2012 2013 2014 2015* 2016* 
Agricultural, forestry and fishing 29.9 29.9 30.0 30.0 29.9 
Mining and quarrying 1.0 1.0 0.9 0.9 0.9 
Manufacturing 9.6 9.5 9.5 9.6 9.6 
Electricity, gas, and water suppy 1.3 1.3 1.3 1.2 1.2 
Construction 3.0 2.8 2.8 2.8 2.8 
Wholesale and retail trade 15.5 15.8 15.7 15.7 15.9 
Transportation and storage 2.7 2.7 2.7 2.7 2.7 
Accommodation and food services 1.9 1.9 1.9 1.9 1.8 
Information and communication 3.9 3.9 4.1 4.1 4.1 
Financial and insurance services 5.1 5.0 4.9 4.9 5.0 
Real estate activities 8.3 8.0 7.7 7.4 7.2 
Professional and support services 0.3 0.3 0.3 0.3 0.3 
Public administration and defense 2.0 2.0 2.0 2.0 2.0 
Education 2.6 2.6 2.6 2.6 2.6 
Health and social work activities 2.7 2.7 2.6 2.7 2.7 
Other services 4.9 4.8 4.8 4.8 4.8 

<Table 1> : Sectoral shares to GDP Constant 2010 prices (%)

Source: National Statistical Office (NSO) and Department of Economic Planning and Development (DEPD)

*Projections

Like many other developing countries, Malawi continues to lose skilled 

professionals through migration. This phenomenon dubbed as “brain drain” at a level 

of 20.9 per cent of persons with primary, secondary or tertiary education in 2000.13) 

Health sector is the most affected sector where a lot of medical personnel have 

migrated from Malawi. Malawi’s nurses and midwives who are leaving Malawi and 

seek validation of certificates are over 100 per year.14) In 2002, of the 103 who 

left, 83 went to the UK, with the remainder divided between the US, New Zealand, 

South Africa, Zimbabwe and Botswana. In 2003, 108 nurses and midwives left, 

with 90 going to the UK. 

As a developing country, with economic challenges, Malawi stands to benefit a 

lot from Diasporas’ remittances. World Bank development indicators database show 

a rising trend of remittances to Malawi (as a share of GDP) from a low of below 

13) Frédéric Docquier and Hillel Rapoport, “Globalization, Brain Drain and Development,” Discussion 
Paper (Germany: Institute for the Study of Labor (IZA), 2011).

14) Richard Record and Abdu Mohiddin, “An Economic Perspective on Malawi’s Medical ‘brain 
Drain,’” Globalization and Health 2, no. 12 (2006).
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0.1 per cent in 1994 to a peak of more than 0.6 per cent in 2005, then declined 

for a while and followed by an increase to 0.67 per cent in 2012. See Figure 1 

below.

<Figure 1> Personal Remittances to Malawi as a share of GDP

Source: Author Using Reserve Bank of Malawi and IMF (2016)

Malawi’s remittance was estimated at US$ 29 million in 2013.15) The trend 

suggests that remittances offer real prospects for continued growth and importance 

to the country’s economic development. Remittances show a growing trend and will 

constitute an important source of livelihood support for members of migrant-sending 

households with the continued emigration of Malawians working outside the country. 

Although there is an increase in remittances to Malawi, it is still lower when 

compared to leading countries in Africa such as Egypt, Morocco and Nigeria. 

According to available official data, Nigeria was the largest recipient by far, with 

migrants sending about $21 billion in 2013.16) In 2016, remittances to Africa totaled 

almost $60 billion with Nigeria, Egypt and Morocco receiving more than half of the 

total.17)

15) Ndegwa, “Migration in Malawi: A country Profile.”

16) World Bank, “World Development Indicators.”

17) Yomi Kazeem, “Top 10 Remittance Receiving Countries in Africa for Year 2016,” Atlas (blog), 
2017, https://www.theatlas.com/charts/Byt0_EEQb.
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<Figure 2> Top 10 remittance receiving countries in Africa in 2016

Source: Author using data from Atlas 

Ⅲ. Theoretical Literatures on the Effects of Remittances on 

Economic Growth

In order to explain the effect of the flow of remittances on economic growth, this 

study identified theories based on previous research papers, primarily.18) These will 

be used as a framework for the building blocks of the theory of how remittance 

flows affect the economic growth. The possible channels that remittances may have 

effects on the economic development can be through different channels as discussed 

below.

1. Remittances and Physical Capital

There are various ways through which inflows of worker remittances can affect 

the rate of capital accumulation in recipient economies. The most obvious of these, 

is by directly financing an increase in capital accumulation relative to what would 

have been observed if the recipient economies had been forced to rely only on 

18) Adolfo Barajas et al., “Do Workers’ Remittances Promote Economic Growth?,” Working Paper 
No (IMF, 2009).
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domestic sources of income to finance investment. From a microeconomic 

perspective, if domestic households face financial restrictions that constrain their 

investment activities, for instance, as the result of poor domestic financial 

development, remittance inflows may directly serve to ease such constraints, 

permitting an increase in the recipient households’ rate of accumulation of physical 

and human capital. Remittances are beneficial to the recipient country as they 

increase country’s creditworthiness and enhance their access to international capital 

markets.19) Another mechanism through which remittance inflows may affect 

domestic capital accumulation is through their effects on domestic macroeconomic 

stability. To the extent that inflows make the domestic economy less volatile, they 

would tend to reduce the risk premium that firms demand in order to undertake 

investment, and thus make domestic investment more attractive. 

2. Remittances and Human Capital

Remittances stimulate additional investment in human capital accumulation. It 

operates directly by bearing the cost of the investment in human capital especially 

education, improved medical care or by lowering the need for the younger members 

of the family to abandon school in order to work and contribute to the household 

income. Through a sample of more than 8000 families in El Salvador it was found 

that remittances play a significant role in keeping younger members of the family at 

schools and hence financing human capital.20) However, the impacts on economic 

growth depend on the participation of these educated children in the domestic labor 

force, and if this extra or improved education financed with remittances makes it 

possible for the recipients to emigrate, then positive effects on economic growth 

will be under question. 

There is a growing body of evidence suggesting that the income from remittances 

is disproportionally spent on education and health rather than everyday consumption.21) 

19) Eltayeb Mohamed Sufian, “Workers’ Remittances and Growth in MENA Labor Exporting Countries,” 
Working Papers (International Network for Economic Research - INFER, 2009), http://www.infer- 
research.net/files_publications/wp2009-10.pdf.

20) Alejandra Cox Edwards and Manuelita Ureta, “International Migration, Remittances, and Schooling: 
Evidence from El Salvador,” Journal of Development Economics 72, no. 2 (2003), pp. 429–61.
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Once in school, children of migrants may be more likely to finish their education 

because increased incomes from remittances provide additional financial resources 

and better prospects associated with social norms and incentives towards gaining 

more education.22) Evidence from rural Pakistan suggests that temporary migration is 

associated with higher school enrollment, especially for girls.23) Furthermore, 

migration has been observed to increase health knowledge in addition to the direct 

effect on wealth, which has led to lower rates of infant mortality and higher birth 

weights in Mexico.24) Visiting and returning migrants may also bring back 

health-improving practices such as drinking safe water and better sanitation.25) It 

was also pointed out that on a microeconomic level; received remittances have a 

highly significant and positive effect on house hold education in Malawi.26)

3. Remittances and Labor Force Growth

The assumption of fixed human capital is important as it helps to draw the 

clearer picture of implications of remittances on the labor input growth. Remittances 

could impact labor inputs through labor force participation in the economy or 

through fertility. There is general view of negative impact of remittances on labor 

force participation. The reason is that households may simply substitute unearned 

remittance for labor income. In addition, regardless of their intended use, these 

flows may be subject to moral hazard problems because remitter and recipients are 

21) Richard H Adams, Alfredo Cuecuecha, and John Page, “Remittances, Consumption and Investment 
in Ghana,” Policy Research Working Paper (Washington, DC: World Bank, 2008).

22) Edwards and Ureta, “International Migration, Remittances, and Schooling: Evidence from El 
Salvador.”

23) Ghazala Mansuri, “Migration, Sex Bias, and Child Growth in Rural Pakistan,” Policy Research 
Working Paper (Washington, DC: World Bank, 2006), http://hdl.handle.net/10986/8423.

24) Nicole Hildebrandt and David McKenzie, “The Effects of Migration on Child Health in Mexico,” 
Policy Research Working Paper (Washington, DC: World Bank, 2005), 
http://hdl.handle.net/10986/8986.

25) Jeni Klugman, “Human Development Report 2009. Overcoming Barriers: Human Mobility and 
Development,” Human Development Reports (New York: United Nations Development Programme, 
2009), https://ssrn.com/abstract=2294688.

26) Kasvi Malik, “Examining the Relationship Between Received Remittances and Education in Malawi” 
(Claremont McKenna College, 2005), http://scholarship.claremont.edu/cmc_theses/1096.
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usually separated with long distances. Distance makes it difficult for the remitter to 

monitor and enforce applicable measures in order to use remittance efficiently.

Better economic and financial conditions and more leisure time (nonparticipation 

in the labor market) especially among women in the recipient countries following 

the remittance inflows may encourage higher fertility rates. When using time series 

of birth rates and migrant remittances for Morocco, Turkey and Egypt; there was 

strong negative relationship between remittances and fertility for Morocco and 

Turkey and positive relationship for Egypt.27) In general, existing literature supports 

the idea that remittances tend to increase nonparticipation rate of household head 

and other members in the labor market, as they reduce their labor market effort.

4. Remittances and Total Factor Productivity (TFP)

Remittance receipts may affect Total Factor Productivity (TFP) growth through 

effects on the efficiency of domestic investment as well as through effects on the 

size of domestic productive sectors that generate dynamic production externalities.28) 

Whether such effects actually arise in a remittance-receiving economy, however 

depends on a variety of factors which may vary from one economy to another. 

Remittances may affect the efficiency of investment by altering the quality of 

domestic financial intermediation. There are different ways in which this can occur. 

When remittances are primarily disguised capital inflows, that is, if the recipients 

are investing on behalf of the remitter, then efficiency of investment is affected to 

the extent that the agent making the investment decision, whether the remitter or the 

recipient, possesses some informational advantage or disadvantage relative to formal 

domestic financial intermediaries. 

A different mechanism through which remittances may affect TFP growth is by 

changing the size of dynamic production externalities generated by an economy. 

Remittances inflows may also be associated with equilibrium real exchange rate 

27) Philippe Fargues, “The Demographic Benefit of International Migration : Hypothesis and Application 
to Middle Eastern and North African Contexts,” Policy Research Working Paper (Washington: 
World Bank, 2007), http://hdl.handle.net/10986/9287.

28) Barajas et al., “Do Workers’ Remittances Promote Economic Growth?”
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appreciation.29) This implies a potential for Dutch disease effects in 

remittance-receiving countries. Such effects would materialize if equilibrium real 

exchange rate appreciation results in the contraction of sectors of production that 

generate dynamic production externalities (such as manufacturing exports). As with 

the mechanisms described previously however, this is not a necessary result. Its 

effect depends not just on whether the nature of traded goods production in the 

remittance-receiving country is likely to generate dynamic production externalities.

Ⅳ. Empirical Literature Reviews

Two opposing forces that shape the impact of remittances using a panel dataset 

consisting of over 120 countries from 1991 to 2003 to estimate numerous 

cross-sectional Ordinary Least Squares (OLS) models as well as fixed-effects models 

that control for unobserved heterogeneity were studied.30) The dependent variable 

was the annual growth rate of GDP, while a regressor of interest was remittances 

as a share of domestic output. The authors identify three explanations for the notion 

that remittances reduce economic growth: they can fuel inflation, hurt the export 

sector by appreciating the real exchange rate, and reduce the labor force 

participation of those receiving remittances. It was also found that “models that 

account for endogeneity concerns indicate that remittances make a positive, albeit 

modest, contribution to growth.”

The link between international remittances and business formation in Mexico was 

assessed and concluded that receipt of remittances increases the likelihood that a 

household will form a business and increases productive investment.31) However, the 

latter was more influenced by personal, household and community characteristics 

29) Pablo Acosta, Rae Baerg Nicole, and Federico Mandelman, “Financial Development, Remittances, 
and Real Exchange Rate Appreciation,” Federal Reserve Bank of Atlanta Economic Review, no. 
1 (2009), pp. 1–12.

30) Natalia Catrinescu et al., “Remittances, Institutions and Economic Growth,” Discussion Papers 
(Germany: Institute for the Study of Labor (IZA), 2006).

31) Douglas S Massey and Emilio A Parrado, “International Migration and Business Formation in 
Mexico,” Social Science Quarterly 79, no. 1 (1998), pp. 1–20.
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than remittances or migration as such. They also find that remittances received 

during a household migrant’s absence had little impact on business formation, but 

rather, following the migrants’ return, remittances increased business investment. 

Local market conditions also play a role, with some areas being more 

entrepreneurial than others.

Through a panel data, System Generalized Method of Moments (GMM) and a 

sample of 67 countries with a data set over the period of 1991 – 2005; a presence 

of positive and significant relationship between remittances to GDP ratio and per 

capita GDP growth was evident.32) The study further concluded that one of the 

main channels through which remittances work is through increasing domestic 

investment. The question “Does Migration Reshape Expenditure in Rural 

Households?” were also attempted to be answered.33) Authors suggested that this 

may occur through remittances but choose to separate their (Mexican) sample into 

households with a migrant and those without whilst controlling for any potential 

selection bias using Inverse Mill’s Ratios. Results showed that households with 

international migrants dedicate a larger marginal budget share to investments than 

non-migrant households (0.21 compared with 0.10). Households with United States 

of America migrants also spend more at the margin on consumer durables than 

other households (0.22 against 0.12) and more on services than non-migrant 

households (0.23 versus 0.16). However, households with internal migrants exhibit a 

lower marginal propensity to invest than non-migrant households (0.06 compared 

with 0.10).

Nigeria showed that remittances affect economic performance in Nigeria through 

its interaction with human capital and technology diffusion.34) There was also a 

positive role of remittances on school attendance.35) Similarly, Philippines study 

32) World Bank, “Global Economic Prospects 2006: Economic Implications of Remittances and 
Migration,” Publication (Washington, DC: World Bank, 2005).

33) Jorge Mora and J. Edward Taylor, “Does Migration Reshape Expenditures In Rural Households? 
Evidence From Mexico,” Policy Research Working Papers (World Bank Group, 2006), 
https://doi.org/10.1596/1813-9450-3842.

34) Enang B Udah, “Remittances, Human Capital and Economic Performance in Nigeria,” Journal 
of Sustainable Development in Africa 13, no. 4 (2011), pp. 300–318.

35) Carla Calero, Robert Sparrow, and Arjun S. Bedi, “Remittances, Liquidity Constraints and Human 
Capital Investments in Ecuador,” World Development 37, no. 6 (2009), pp. 1143–54.
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indicated that increased household’s remittances enhance human capital accumulation 

by increasing the number of children going to school, reducing child labor and 

increasing expenditure on education in origin of households.36) Data on remittance 

flows of 109 developing countries during 1975–2007 were used to study the link 

between remittances and financial sector development; a positive, significant, and 

robust link between remittances and financial development in developing countries 

was evident.37)

Statistical relationship between remittances and proxy indicators for economic 

growth in the federal states of Mexico between 2003 and 2007 was examined.38) 

However, dependent variable was not aggregate economic growth, but rather the 

proxy variables of wages and employment in the formal sector, unemployment rates, 

wage inequality, and school enrollment rates. The Two Stage Least Squares (2SLS) 

model utilized the log of wages and employment and the level interpretation of the 

unemployment rate. Authors also differentiated fixed effects regressions between the 

full data set and a subset of Mexican states with high migration rates. It was 

discovered in both regressions that remittances lead to improved labor market 

conditions, with higher employment and lower unemployment rates.

Significant negative impact of remittance on the labor force participation of males 

was found from a study of labor force participation and labor supply in Pakistan 

using data from the 1986 survey.39) Aggregate remittance data for a sample of 83 

countries over a period from 1970 – 1998 used to examine the relationship between 

workers’ remittances and per capita GDP growth. It was found that, the investment 

to GDP and net private capital flows to GDP ratio were positively affecting growth 

but workers’ remittances to GDP ratio either was not significant or negatively 

36) Dean Yang, “International Migration, Human Capital, and Entrepreneurship : Evidence from 
Philippine Migrants’ Exchange Rate Shocks,” Policy Research Working Paper (Washington, DC: 
World Bank, 2005).

37) Reena Aggarwal, Demirgüç-Kunt Asli, and Maria Soledad Martínez Pería, “Do Remittances Promote 
Financial Development?,” Journal of Development Economics 96, no. 2 (2011), pp. 255–64.

38) Pia Orrenius et al., “Do Remittances Boost Economic Development? Evidence from Mexican 
States,” Law and Business Review of the Americas 16, no. 4 (2010), pp. 803–22.

39) Valerie Kozel and Harold Alderman, “Factors Determining Work Participation and Labour Supply 
Decisions in Pakistan’s Urban Areas,” The Pakistan Development Review 29, no. 1 (1990), pp. 
1–17.
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related to growth.40)

Relationship between remittance and economic growth in China and Korea was 

investigated using time series data from 1980 to 2009 and co-integration 

methodology.41) It was confirmed that there exists significant long run relationship 

between remittances and economic growth in Korea, while significant negative 

relationship exists in case of China. The Error correction model showed that there is 

significant positive short run relationship of workers’ remittances with economic 

growth in Korea while the result in China is insignificant.

In conclusion, available empirical evidence is highly conflicted, some studies 

conclude on positive growth effects of remittances,42) some on negative growth 

effects of remittances,43) while some maintain that remittances have no impact on 

economic growth.44) This study assumes that in the case of Malawi, there is a 

positive effect of remittances on economic growth. 

Ⅴ. Research Methodology

This study’s model framework originated from the extension of basic Solow 

growth model (1956) with which neoclassical Cobb-Douglas production function has 

been augmented with shift variables.45) The basic production function was 

considered to have constant returns and Hicks neutral technical progress where with 

40) Ralph Chami, Connel Fullenkamp, and Samir Jahjah, “Are Immigrant Remittance Flows a Source 
of Capital for Development?,” Working Paper (IMF, 2003).

41) Syed Tehseen Jawaid and Syed Ali Raza, “Workers’ Remittances and Economic Growth in China 
and Korea: An Empirical Analysis,” Journal of Chinese Economic and Foreign Trade Studies 
5, no. 3 (2012), pp. 185–193.

42) Bichaka Fayissa and Christian Nsiah, “Can Remittances Spur Economic Growth and Development? 
Evidence from Latin American Countries (LACs),” Working Papers (Middle Tennessee State 
University, Department of Economics and Finance, 2010), 
http://capone.mtsu.edu/berc/working/LAC_Remittances_WP_3_10.pdf.

43) Chami, Fullenkamp, and Jahjah, “Are Immigrant Remittance Flows a Source of Capital for 
Development?”

44) Barajas et al., “Do Workers’ Remittances Promote Economic Growth?“

45) Nicholas Gregory Mankiw, David Romer, and David N Weil, “A Contribution to the Empirics 
of Economic Growth,” The Quarterly Journal of Economics 107, no. 2 (1992), pp. 407–37.
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any given factor proportions the average and marginal products of all factors 

increase in the same proportion. Therefore, if Y = F (K, L), where Y is output, K 

is labour, and L is capital, and the function F(K, L) has constant returns to scale. 

Output after Hicks-neutral technical progress where the productivity of each factor 

rises to λ > 1 times its former level is given by:

Y* = F (λK, λL) = λF (K, L) = λY (1)

Neoclassical production function where the level of output (Y) depends on the 

levels of capital stock (K), labor (L) and the stock of technology (A) is given by:

Yt = F (Kt, Lt, At) (2)

Various shift variables which are very important determinants for a growth as 

widely suggested by previous studies are sometimes included.46) Vector Zt was 

added to represent some potential shift variables and therefore equation (2) can be 

written as:

Yt = F (Kt, Lt, At, Zt) (3)

This study therefore modified equation (3) by inclusion of various shift variables 

such as official development assistance (ODA), remittances (REMM), human capital 

(ENROL) and trade openness (OPEN). Therefore the final considered model is 

represented by

Growth, Yt = F (REMMt, ENROLt, ODAt, OPENt, POPt) (4)

The dependent variable is economic growth rate and is represented by GROWTH 

in this model and it is measured in percentage. The main independent variable in 

46) B. Bhaskara Rao Rao and Maheshwar Rao, “Exports and Determinants of Growth Rate: Some 
Evidence with Time Series Data from Fiji” (University of the South Pacific, Suva (Fiji) Abstract, 
2006).
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this study is Diasporas’ Remittances represented by REMM in the model 

specification. Diasporas’ Remittances include worker’s remittances and compensation 

of an employees received, is expressed in percentage of GDP. Population growth 

denoted as POPG is included as a proxy for labor supply and it is also measured 

in percentage and denoted. ENROL means enrolment which represents human 

capital. The study used total percentage in gross secondary education enrolment as a 

proxy for human capital. Openness (OPEN) is also included and expressed as the 

percentage of the total value of exports and imports as a share of GDP. The 

variable is included to capture the effect of trade policy on growth. The model also 

includes official development assistant (ODA) variable which is measured as a share 

of GDP. 

1. Co-Integration Analysis (ARDL) Model

This thesis has chosen to use the autoregressive distributed lag (ARDL) 

cointegration approach commonly known as bounds test to estimate the proposed 

model.,47)48) The ARDL has the following advantages compared to other approaches. 

First, ARDL does not require that all variables under study be integrated of the 

same order and can be employed when whether variables are integrated of order 

one, zero or fractionally integrated. Second, ARDL is relatively more efficient in the 

case of small and finite sample data sizes. Third, by applying ARDL approach one 

can obtain unbiased estimates of the long-run model.49) The ARDL model used in 

this thesis is expressed as follows: 

47) Yongcheol Shin and M Hasheem Pesaran, “An Autoregressive Distributed Lag Modelling Approach 
to Cointegration Analysis,” in Econometrics and Economic Theory in the 20th Century, ed. Steinar 
Strøm, The Ragnar Frisch Centennial Symposium 31 (Cambridge University Press, 1999).

48) Yongcheol Shin, M Hasheem Pesaran, and Richard J Smith, “Bound Testing Approaches to the 
Analysis of Level Relationships,” Journal of Applied Econometrics 16 (2001), pp. 289–326.

49) Richard Harris and Robert Sollis, Applied Time Series Modelling and Forecasting (Wiley, 2003).
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The term with difference operators capture short-run dynamics, while the 

coefficients attached with first lagged terms measure long-run relationships. The null 

hypothesis of no long-run relationship (α1 = α2 = α 3= α4 = α5 = α6 = 0) shall be 

tested against the alternative hypothesis of the existence of long-run relationship (α1 

≠ α2 ≠ α3 ≠ α4 ≠ α5 ≠ α6 ≠ 0). The presence of long-run co-integrating relationship 

shall be accepted if the null hypothesis is rejected. Other coefficients such as α7, α8, 

α9, α10, α11 and α12 capture short-run dynamics.

The next step is to develop an error correction model to examine the short-run 

dynamics and to check the stability of the parameters of the long-run. Based on 

equation (5), an error correction model (ECM) is specified as:
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Where ECT stands for the error correction term and a negative relationship 

between the ECM and the dependent variable is expected. The ECM is calculated 

from the long-run normalized coefficients based on equation (5).

2. Distribution of the Data

Prior to the empirical estimation of the model, descriptive statistics for the data 

were taken for the variables in levels. All variables analyzed after transformation 
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procedure of natural logarithm which usually attempts to distribute the variables 

normally. See Table 2 below.

LNENROL LNGROWTH LNODA LNOPEN LNPOPG LNREMM

Mean 3.233862 3.643194 -1.93814 3.654836 0.892255 -2.26452

Median 3.312352 4.7 -1.89554 3.624904 1.068699 -3.13472

Maximum 3.688879 10.76939 -1.51283 4.352614 1.832747 -0.45196

Minimum 2.758044 -11.5888 -2.89208 3.166778 -1.88471 -3.72406

Std. Dev. 0.315395 5.039625 0.270346 0.319671 0.783418 1.270757

Skewness -0.36035 -1.23165 -1.41655 0.377158 -2.13333 0.340815

Kurtosis 1.655746 4.574878 6.351453 2.321877 7.758214 1.269058

Jarque-Bera 3.004954 11.04122 24.87573 1.328921 52.7581 4.470173

Probability 0.222578 0.004003 0.000004 0.514551 0 0.106983

Sum 100.2497 112.939 -60.0823 113.2999 27.6599 -70.2001

Observations 31 31 31 31 31 31

<Table 2> Summary of Descriptive Statistics

3. Unit Root Test Analysis

The potential non-stationary problem is checked through Augmented Dickey Fuller 

(ADF). Although ARDL procedure does not require the pre-testing of unit root 

problem; however, it is still important to carry out the aforementioned tests to make 

sure that none of them are integrated of order greater than one. Results of ADF for 

all variables are reported in Table 3 below. 
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Variable
At Levels At First Difference

Test Statistic Oder Test Statistic Order 

LNGROWTH -7.381 I(0)*** -12.786 I(0)***

LNREMM -1.037 I(1) -6.104 I(0)***

LNENROL -0.738 I(1) -5.822 I(0)***

LNPOPG -1.761 I(1) -3.166 I(0)**

LNOPEN -1.626 I(1) -8.013 I(0)***

LNODA -5.288 I(0)*** -7.526 I(0)***

Note: 

(i) McKinnon (1991) critical values are used to reject the null hypothesis of the unit root

(ii) I(0) indicates the variable is stationary

(iii) I(1) indicates the variable is integrated at order one

(iv) Critical values for ADT are ***1% = -3.750; **5% = -3.000 and *10% = -2.630

<Table 3> Results for Unit Root Test at Levels

The results have confirmed that LNGROWTH and LNODA are stationary at level 

but not the rest of variables. However, all variables become stationary at first 

difference. None of them are integrated of order higher than 1, which is the 

requirement for the ARDL co-integration test.

4. Lags Selection

Before running the ARDL model, the optimal number of lags shall be determined 

by using Akaike (AIC) and Schwarz Criteria (BIC). Initially the model can be 

estimated with four lags, then three lags, two lags and eventually with one lag.50) 

Then, the AIC and BIC values of the models with different number of lags shall be 

compared. Since lag selection criteria gives out the maximum possible number, this 

study opt to use the maximum lag of two because the sample is not sufficient to 

hold all the variations to be taken care while estimating the ARDL model. Table 4 

below shows the details.

50) Halil Altintas and Taban Sami, “Twin Deficit Problem and Feldstein Horioka Puzzle Hypothesis 
in Turkey: ARDL Bound Testing Approach and Investigation of Causality,” International Research 
Journal of Finance and Economics, no. 74 (2011), pp. 30–45.
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lag LL LR df p FPE AIC HQIC SBIC

0 -126.248    0.000724 9.79618 9.8818 10.0841

1 -42.0721 168.35 36 0 0.000022 6.22757 6.82695 8.24331

2 16.0215 116.19 36 0 6.70E-06 4.591 5.70415 8.33453

3 110.226 188.41 36 0 4.10E-07 0.279564 1.90647 5.75087

4 2088.58 3956.7* 36 0 8.0e-67* -143.599* -141.458* -136.399*

<Table 4> Lag Selection-order Criteria

5. Main Findings

Table 5 below presents the main findings of the study. It shows the effect of 

Diasporas’ remittances on economic growth of Malawi. The coefficient of remittance 

confirmed to be positive and statistically significant. This is consistent with the 

World Bank development indicators database which put level of remittances to 

Malawi to a peak of 0.82% in 2005 as a share of GDP.51) Similar results were also 

reported after examination of the impact of Diaspora remittances on the growth of 

GDP in Kenya and concluded that international remittances indicators were 

significant factors influencing the economic growth in Kenya.52)

51) Ndegwa, “Migration in Malawi: A country Profile.”

52) Beatrice Njeri Mwangi and Samwel N Mwenda, “The Effect of International Remittances on 
Economic Growth in Kenya,” Microeconomics and Macroeconomics 3, no. 1 (2015), pp. 15–24.
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Coef. Std. Err. t P>t [95% Conf. Interval]

LNGROWTH -0.46931 0.169163 -2.77 0.013 -0.82471 -0.11391

LNREMM 2.519495 1.107926 2.27 0.035 0.191828 4.847161

LNENROL -8.34065 4.451688 -1.87 0.077 -17.6933 1.011996

LNPOPG -3.34514 2.383742 -1.4 0.178 -8.35319 1.662916

L1. 11.48742 3.487366 3.29 0.004 4.160733 18.8141

L2. -8.21511 2.390177 -3.44 0.003 -13.2367 -3.19354

LNOPEN -0.61571 6.431076 -0.1 0.925 -14.1269 12.89548

LNODA -1.75941 5.242298 -0.34 0.741 -12.7731 9.254249

L1. 1.198873 4.602082 0.26 0.797 -8.46974 10.86749

L2. 7.877331 3.456808 2.28 0.035 0.614847 15.13981

_cons 54.74557 30.77896 1.78 0.092 -9.91862 119.4098

Sample: 1987-2015 R2 = 0.662919

Obs = 29 Adj R2 = 0.475652

Log likelihood = -72.7044 RMSE = 3.768099

<Table 5> Effects of Diasporas’ remittances on economic growth in Malawi

The effect of other variables on economic growth of Malawi happened to be 

insignificant except for population growth (POPG) variables lagged once and twice. 

The once lagged population growth has a negative sign as earlier projected though 

the other one has a positive coefficient sign. The twice lagged official development 

assistance supported the predicted positive sign and was significant. This proves that 

ODA has an important role in the economy of Malawi.

6. Co-integration test

The results for critical values are reported in the Table 6 below. The calculated 

F = 15.684 which is higher than the upper bound critical values proposed by 

Pesaran/Shin/Smith.53) Therefore, it is concluded that all the variables are 

cointegrated.

53) Shin, Pesaran, and Smith, “Bound Testing Approaches to the Analysis of Level Relationships.”
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 [I_0] [I_1] [I_0] [I_1] [I_0] [I_1] [I_0] [I_1]

 L_1 L_1 L_05 L_05 L_025 L_025 L_01 L_01

k_5 2.26 3.35 2.62 3.79 2.96 4.18 3.41 4.68

k_5 -2.57 -3.86 -2.86 -4.19 -3.13 -4.46 -3.43 -4.79

H0: no levels relationship       F = 15.684 t = -8.686

accept if t > critical value for I(0) regressors

reject if t < critical value for I(1) regressors

k: # of non-deterministic regressors in long-run relationship

<Table 6> Pesaran/Shin/Smith ARDL Bounds Test Results

7. Error correction model (ECM)

In order to identify the short-run relationships and long-run relationship, an error 

correction model shall be estimated. The error correction term is calculated by using 

the normalized long-run coefficients. All the difference terms in the ARDL model 

are replaced with the error correction term (ECM). Results for the error correction 

model are reported in the Table below. 

Results in the Table 7 below show that the error correction term is statistically 

significant at 1 per cent level and have a negative coefficient as expected. 

Therefore, the model is reliable. The coefficient of the error correction term which 

is also known as the speed of adjustment is negative. Further, the long run 

coefficients for remittances (LNREMM) and enrolment (LNENROL) are significant 

and that proves they have long run effect on economic growth of Malawi. A 

remittance has a positive effect while enrolment has a negative effect. For short-run 

ODA (LD) influences economic growth negatively POPG (LD) influences economic 

growth positively. All other variables are insignificantly related with economic 

growth in the short-run.
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 D.LNGROWTH Coef. Std. Err. t P>t [95% Conf. Interval]

ADJ LNGROWTH  

 L1. -1.46931 0.169163 -8.69 0 -1.82471 -1.11391

LR LNREMM 1.714749 0.782713 2.19 0.042 0.07033 3.359168

 LNENROL -5.67658 2.886325 -1.97 0.065 -11.7405 0.387359

 LNPOPG -0.04957 1.051828 -0.05 0.963 -2.25938 2.160238

 LNOPEN -0.41904 4.391982 -0.1 0.925 -9.64626 8.808167

 LNODA 4.979752 5.402172 0.92 0.369 -6.36979 16.3293

SR LNPOPG  

 D1. -3.2723 1.794838 -1.82 0.085 -7.04312 0.498512

 LD. 8.215113 2.390177 3.44 0.003 3.193538 13.23669

 LNODA  

 D1. -9.0762 5.245382 -1.73 0.101 -20.0963 1.943935

 LD. -7.87733 3.456808 -2.28 0.035 -15.1398 -0.61485

 _cons 54.74557 30.77896 1.78 0.092 -9.91862 119.4098

Sample: 198 – 2015 R-squared = 0.87242951

Number of obs = 29 Adj R-squared = 0.80155702

Log likelihood = -72.704369 Root MSE = 3.7680993

<Table 7> Short Run and Long Run Effects

8. Model Diagnostic Tests

The regression results in table 7 above show the goodness of fit is satisfactory 

(adjusted R squared uquals to 0.80155702) meaning explanatory variables in the 

model explain more than 80 percent of the changes in the economic growth of 

Malawi from 1985 to 2015.The model also proved not having a serious serial 

correlation among variables as confirmed by Durbin-Watson statistics of value 

2.293014 being slightly greater than the conventional mark of 2.0 which indicates 

there is no autocorrelation in the sample. Values approaching 0 indicate positive 

autocorrelation and values towards 4 indicate negative autocorrelation. 

The study conducted a multicollinearity test to determine if two or more predictor 

(independent) variables in the multiple regression models are highly correlated. The 

study used tolerance and variance inflation factor (VIF) values for the predictors as 

a check for multicollinearity. The vif stands for variance inflation factor. As a rule 
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of thumb, a variable whose VIF values are greater than 10 may merit further 

investigation. Tolerance, defined as 1/VIF, is used by many researchers to check on 

the degree of collinearity. A tolerance value lower than 0.1 is comparable to a VIF 

of 10. It means that the variable could be considered as a linear combination of 

other independent variables. It was observed that there was no multicollinearity in 

the model because the mean VIF was 3.37 as shown in the Table 8 below.

Variable VIF 1/VIF

LNOPEN 7.76 0.128944

LNODA 4.37 0.228843

LNREMM 3.98 0.251183

LNENROL 3.64 0.274769

LNPOPG 2.9 0.344268

LNODA (D1) 3.59 0.278409

LNODA (LD) 1.74 0.574151

LNPOPG (D1) 1.5 0.665989

LNPOPG (LD) 2.69 0.372318

LNGROWTH(L1) 1.53 0.652532

Mean VIF 3.37

<Table 8> Variance Inflation Factor (VIF) Results

Ⅵ. Conclusion and Policy Recommendations

This study concludes that Diaspora remittances in Malawi contribute positively to 

the economic growth in Malawi. Migrant remittances provide the government with 

an opportunity to diversify sources of economic growth and reduce dependence on 

rain-fed agriculture and official development assistance. Even though this study has 

proved that ODA contributes positively to the economy of Malawi, it is undeniable 

fact that in Malawi still has economy difficulties despite notable increase of inflows 

of ODA. 

In Malawi, remittances are important source of external capital transfers that are 

boosting economic growth for the country. Malawi needs to consider adopting 
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institutions that will help to ensure the growth effects of remittances into sustainable 

economic growth. Currently, the Malawi government is taking several steps in order 

to engage the Diaspora in the development of the country like Malawian Diaspora 

Communities (MDC) in the development agenda. The Government’s vision to 

harness the Diasporas’ resource is set to be fulfilled through effective 

implementation of the policy strategies and programs which will be developed in 

partnership with relevant stakeholders towards the realization of Malawi Vision 2020 

and the Malawi Growth and Development Strategy (MGDS). Among key 

interventions proposed in the policy are curbing high cost of remittances, improving 

consular services to address Diaspora issues, using the Malawi Diaspora to promote 

tourism, tapping into Diaspora talents to reverse brain drain, and designing a system 

of collection of data on Diaspora profiles. However, the Government of Malawi also 

needs to address more on regulatory frameworks which will allow remittances to 

play a better role as a social transformative tool. This will be a step to leverage the 

impact of remittances on social transformation in Malawi. 

Malawian policymakers should adopt measures to ensure that remittance flows go 

into the formal financial system. This could be achieved by setting up a regulatory 

framework aimed at improving flow of information, strengthening competition and 

reducing transfer costs in order to encourage migrants to use formal channels of 

money transfer. The government in conjunction with financial institutions should 

come up with policies that make it cheap, easy and safe to receive remittances as 

well as establish efficient and effective formal channels for sending and receiving 

remittances. In that way, banks and other traditional financial institutions will have 

access and control to this source of investment capital.

In 2012, the government of Malawi enacted the Investment and Export Promotion 

Act which formally established the Malawi Investment and Trade Centre (MITC) 

and forms the basis for the formation of a One Stop Service Centre (OSCC) in 

MITC. The OSSC has streamlined investment approvals, permits and registration 

certificates such as Investment Certification, Business Residence Permits, Temporary 

Employment Permits, land allotment and Fiscal Incentives. MITC has been 

empowered to be the first point of contact for both local and foreign investors in 

Malawi. Operationalization of the OSSC has significantly eased and fast-tracked the 
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business approval processes. The target is to issue any license, permit or certificate 

within 5 days. The government have also enacted and amended several other pieces 

of legislation including the Business Registration Act, Companies Act, and Business 

Licensing. The government of Malawi therefore needs to take advantage of the 

presence of the MITC to woo Malawians in the Diaspora to invest in their country 

of origin. 

Saving and credit cooperatives and rural banks, could also be used as payment 

points for remittances. Malawi should adopt new technologies of money transfer. 

Larger amounts of remittances are sent to rural areas; however most of the banks 

and money transfer institutions are located in urban areas which pose a challenge to 

people in the rural areas who have to travel a long distance to collect their money. 

This cost of travel represents an additional burden to the already high cost of 

transfer. Malawi needs to encourage the adoption of new technologies such as 

payments through the internet or mobile phones in order to widen the reach of 

remittances and enhance financial inclusion to the people that need it most. 

Acceptance of dual citizenship to Malawian Diasporas could also encourage them 

to remit more funds to their country of origin. Currently the Constitution of Malawi 

does not allow Malawian citizens and foreign nationals of Malawi descent above the 

age of 18 to hold dual citizenship, according to the Malawi Citizenship and 

Immigration Act of 1966. The Government of Malawi needs therefore to allow 

Diaspora to have dual citizenship to attract the Diasporas to invest more in Malawi. 

This could make the Diasporas to consider Malawi as their home and it would 

encourage them to remit and invest. 

Malawi should devise a way of influencing remittance recipient households to 

save their income so that the proceeds can be distributed to critical sectors of the 

economy. For instance, policies advocating for the increased use of remittances in 

funding entrepreneurial activities in the economy can be formulated. This will also 

need an effective and efficient distribution system, that is, a vibrant financial system 

that can mobilize remittance funds and distribute them as investment capital to 

unfunded entrepreneurs. Remittances are likely to have a positive growth effect for 

a particular country when there is a good collaboration between the members of the 

Diasporas and the government of their countries of origin. 
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국문 록

말라  경제성장이 이주송 에 미치는 향

나타 치번두 / 말라  외교부

로버트 수피안 / 한양 학교

김성수 / 한양 학교

본 연구는 아 리카 국가에서 이주송 이 모국 경제에 미치는 향을 살펴보기 하여 구

성되었다. 아 리카 국가  하나인 “말라 의 경제성장에서 이주송 은 정 일 것이다.” 

라는 가설을 증명하고자 한다. 연구목  달성을 하여 말라  정부로부터 받은 1985년과 

2015년 사이의 이주송  자료를 바탕으로 ARDL과 BT 통계방법을 사용하여 말라  경제에 

이주송 이 어떠한 향을 주는지 분석하 다. 통계분석결과 이주송 은 말라  경제에 

정 이며 요한 자원임을 증명할 수 있었다. 그 외로 ODA 역시 말라  경제성장에 정

이었지만 일반 으로 인구증가는 경제성장에 요한 요소여서 말라  사례에서는 성장에 부

정 인 향을 주고 있다는 결과를 도출하 다. 결론 으로 말라 정부는 이주 노동자들의 

모국송 을 독려하기 하여 이 국 , 송 의 간소화 등 제도 인 방안을 마련해야 할 것

이다. 

주제어: 이주송 , 경제성장, ARDL, 말라
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