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Abstract A booming interest in the topic of international remittances has developed over the past few years on the part of
academics, donors, international financial institutions, commercial banks, money transfer operators, microfinance institutions,
and policy makers. The surge of remittances to countries of origin in the last two decades and foreign direct investment (FDI)
to developing countries, has reignited debate on their development potential in receiving countries. Alongside the interest in
remittances, there is also growing recognition of the importance of transnational practices in shaping the relationship between
migration and remittances. The 2003 World Bank report noted that remittances are more stable than other kinds of external
financial flows and indeed seem to be counter cyclical. The main objective this study was to determinate the effect of
international remittances on the economic growth in Kenya. The study also investigated the causality between international
remittances and economic growth. The data used was sourced from World Bank’s Development Indicators for the period
1993 to 2013. The study used Granger Causality to investigate the causality between international remittances on economic
growth in Kenya. The ordinary least squares estimation was used to determine the effect of international remittances on
economic growth. From the discussion of the findings above, it can be concluded that the international remittances indicators
are significant factors influencing the economic growth in Kenya. Thus it can be concluded that economic growth in the
Kenya is largely driven by international remittances.
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2009, remittances were US$ 609,156 million [1].
Remittances inflow remained resilient in the 12 months to
august 2014, with the cumulative flow having increased by
12.4 percent in 2013.The 12 month average flow during the
same period sustained an upward trend to peak as US$ 115.3
million from an average of US$ 102.6 million [2].

The steady rise in remittances is attributed to the rise of the

1. Introduction

1.1. Background of the Study

International migration has become a strategy for
individuals and families in developing countries such as
Kenya to cope with poverty and economic crisis. Migrants

attempt not only to improve their own livelihoods but they
send a considerable share of their earnings to their families in
the region of origin as remittances. The importance of
international migration is evidenced by the numerous money
transfer institutions and the rapid increase in international
remittances. Migrants maintain a link with countries of
origin through a complex network of cultural, economic,
social and political relations, which can be sustained through
new technologies and cheaper travel.

The trend of mounting international remittances in Kenya
is likely to continue as more and more Kenyans are still
seeking for work and study opportunities in different
locations both national and international. Remittances rose
from US$ 7,260,000 in 1970 to US$ 89, 099,998 in 1989. By
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number of Kenyans in the Diaspora. The Kenyan Embassy in
Washington D. C. indicated that by July, 2011 there were
three million Kenyans in the Diaspora and in the USA alone,
there were about 400,000 Kenyans. The passing of the new
constitution in 2010 which allowed for dual citizenship has
made those Kenyans who would wish to invest both in the
countries they live and at home to increase remittances [3].
Lastly, there has been an aggressive campaign by the Kenya
Government to involve the Kenyan Diaspora in the
development agenda of the country. Government’s
ratification of the amendment to the African Union (AU)
Constitutive Act Article 3(q) that invites and encourages the
full participation of the African Diaspora as an important
part of African continent’s building [4].

Kenya’s GDP growth was high in the first two decades
after independence in 1963. This was due to public
investment, encouragement of small holder agricultural
production and incentives for private investment. There was
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notable decline in Kenya’s economic performance from the
1970s to 2004 when GDP growth was below 10 percent.
This was due to the adverse weather conditions and the
general elections. Also the period of 1974-1990 coincided
with high oil prices which made Kenya’s manufacturing
sector uncompetitive. GDP expanded by 4.7 percent in the
year 2013 over the previous year and annual Growth Rate
averaged to 4.8 Percent from 2004 to 2013, reaching an all
time high of 7.0 Percent in 2007 and a low record of 1.5
percent in 2008 [5].

International remittances are transferred through formal
and informal mechanisms. The main formal remittances
services providers (RSPs) are money-transfer operators
(MTOs), the banks and post offices, microfinance
institutions (MFIs) and new transaction technology (NTT)
mechanisms, including mobile network operators (MNOs).
Formal channels are particularly important since they can
serve as an entry point to formal financial inclusion by
facilitating and expanding access to other financial products
and services, in both origin and destination countries
(Agunias and Newland, 2012; Gupta, Pattillo and Wagh,
2009).

Hawala is one of the most widespread informal money
transfer tools. Originating in South Asian societies, it
emerged as a system for debt transfer to facilitate long
distance and cross-border trades, especially within a
framework of imperfect legal context without sufficient
payments methods. The basic hawala mechanism works in
the following way: the remitter pays, often with a small fee,
the first transfer person (in the sending country), who
informs the second transfer person (in the recipient country),
and the second transfer person releases the funds to the
recipient.

An increasing interest in the topic of international
remittances has developed over the past few years on the part
of academics, donors, international financial institutions,
commercial banks, money transfer operators, microfinance
institutions and policy makers. Some scholars believe that
international remittances have positive growth effects in
recipient economies [6], while other scholars highlight the
negative growth effects of remittances [7]. The latter argue
that remittances do not result in positive economic growth
since the two variables are negatively correlated.

There are also scholars who claim that remittances have
no impact on economic growth of recipient countries [8]. For
these scholars, there is no causal relationship between
remittances and economic growth of developing countries.
Some countries receiving large amounts of remittances (e.g.
the Philippines, Ecuador and Yemen) have performed rather
poorly and yet some others with large remittances inflows
for example (China, India and Thailand) have performed
rather well [9].

1.2. Statement of Problem

Remittances are a source of inflow of cash, increasing
national income considerably. The available empirical
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evidence is highly conflicted and to some extent they are
informed by the available theoretical literature conversing on
the ways through which remittances impact economic
growth. Examination of the role of international remittances
in economies still faces a challenge of the quality and
coverage of data in several countries. There is no universal
agreement on how to measure the impact of international
remittances to developing countries. These data limitations
are attributed to improper procedure of capturing remittance
statistics. Also variables of economic growth are also not
agreeing for many researchers. All these give the need to
keenly analyze and understand the possible effect of
international remittance on the economic growth in Kenya.

1.3. Objective of the Study

The main objective of this study is to investigate the effect
of international remittance on economic growth in Kenya.
The specific objectives are:

i. To examine the effect of international remittances on
economic growth in Kenya.

ii. To test the causal relationship between international
remittances and economic growth in Kenya.

iii. To draw policy recommendations based on (i) and (ii)
above.

1.4. Research Hypothesis

HO1: International remittances have no significant effect
on economic growth

HO2: There is no significant causal relationship between
international remittances and economic growth

2. Literature Review

2.1. Introduction

This chapter reviews theoretical literature and empirical
literature. The first section deals with theoretical
underpinnings of the effect of international remittances to
economic growth. The second section reviews empirical
evidence on the effect of international remittances on
economic growth.

2.2. Theoretical literature

The Solow model

The theory is based on neo-classical assumptions and
assumes a multifactor production function including labour
and capital which are assumed to be close substitutes. It
assumes that the production function is increasing in each
input, and has diminishing marginal product. When zero
units of input are used for either K or L, then nothing is
produced thus F (K,0) = F(0,L) = F(0,0) = 0. Also
the production function exhibits constant returns to scale
such that: ZY = F (ZK, ZL). The Solow Model consists of
two equations: a production function and a capital
accumulation equation [10].
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The production function is given by: Y = F (K, L).

Y is output, K is capital and L is labour. Capital stocks
include plant and machinery, bridges, factories, land just to
mention but a few and labour represents economically
active population. Consequently, for an economy to grow
based on this model there must be an increment in the
stocks of capital through investment and supply of labour
through population growth. Investment on capital stock
depends on savings and remittance can be used as substitute
or to increase the domestic fund hence increase in capital
funds. Furthermore, future remittance inflow can improve
the creditworthiness of domestic investors, which may
result into lower cost of capital in remittance receiving
economies.

The Endogenous Growth Models:

It is an extension of Solow growth model. The objective
was to explain how technological progress and economic
growth become self sustaining. In the exogenous models the
steady-state growth is determined exogenously, for example
technical change. In the endogenous growth models, the
steady-state growth is determined endogenously. In these
models, one of the determinants of growth (Technology and
labour employment) is assumed to grow automatically in
proportion to capital. These models result in a production
function of the form Y = AK and are thus called the AK
models. Among the AK models are the Harrod-Domar and
the Frankel-Rommer models.

The Harrod-Domar Model

This model seeks to establish the unique rate at which
investment and income must grow so that full employment
level is maintained. According to them, no economy can
grow without investment which is determined by the level of
total savings. The model is given as s / k = AY/Y where K
is capital, S is saving, and Y is output. AY/Y represents the
rate of economic growth. Hence Harrod-Dommar model
states that the rate of growth of GDP is determined jointly by
the national savings ratio and national capital output ratio.
This means the more economy saves and invest the more it
grows. To achieve a higher economic growth, the savings
rate must be higher. If the domestic savings are not enough,
then foreign savings will be required so that they can be
translated into investments to boost domestic economic
growth.

The Frankel-Rommer Model

This model assumes that it is technological knowledge
that grows automatically with capital. According to this
model technological knowledge is itself some kind of capital
good, implying that K is interpreted as an aggregate of
different sorts of capital goods, where remittances are some
of these aggregates. Assuming that all firms face the same
technology and the same factor prices, Y=AK“L""®, Frankel
(1962). Assume that the scale factor is a function of the
overall capital/labour ratio, A=B (K/L)".

Taking a special case where o« + 8 = 1, Y = BK Thus,
once capital increases, output increases in the same

proportion. The endogenous growth theory recognizes that
for productivity to increase labour needs to be augmented
with more resources. These resources include physical and
human capital, and technology. This implies that for growth
to occur there must be an accumulation of factors of
production. Remittances are source of capital and are
believed to have an impact on economic growth.

The accelerator theory

The accelerator model is also referred to as the
Accelerator-Multiplier Model. It was first developed by an
English economist, Roy Harrod (1900-1978) in 1939.
According to this model a certain amount of capital is
required to support a given level of economic activity. The
model is presented as, K=kY, k>1. Investment represents
change in capital stock such that; I=kAY where I is
investment in time and AY is the GDP in period. The role of
international remittances in this model is understood in the
context of the determinants of income, Y=I+ C+ G+ NX,
where C, I, G and NX, are private consumption, private
investment, government expenditure and net exports
respectively.

Now if we incorporate the remittances (REM) in the
autonomous expenditure such that; A*=G+NX+REM, this
leads to Y= (A*-kY)/ (1b (I-t)-k; Y=a (A*-kY,)) where ‘a’ is
the multiplier which represents how a change in autonomous
expenditure affects the equilibrium level of income. This
equation shows how an autonomous shock (in this case an
increase in capital stock out of an increase in remittances)
will lead to an increase in income. Remittances have an
effect on economic growth through “a” since they lead to a
change in A*. This study borrows a lot from this model in
answering research questions.

Two gap model of economic growth

This was the work of Chenery and Bruno (1962) and
Chenery and Strout (1966). According to this model, growth
requires investment which in turn requires savings.
Assuming that there is no government sector, Y = C + [+ (X
- M) where Y is GNP, C is Consumption, I is Investment (or
Domestic Capital formation), X is Export and M is import.
Since Y — C =S Where: S = Savings (domestic) then M — X =
I-S, (M —X) is the foreign exchange gap while (I—S) is the
savings gap. These two constitute two separate constraints.
Eliminating one does not get rid of the other. If we let (M — X)
=F, then we can represent the above as follows, [ =F + S.

Using the relationship posited above, the following
scenarios may arise: Savings may be too small to permit the
amount of investment that the country would otherwise have
the capability to undertake. Therefore, a savings gap would
exist. Export may be too small to permit the import required
to make full use of the resources of the economy. Therefore a
foreign exchange (or trade) gap would exist. While the two
gaps are distinct and separate ones, international remittances
can, in fact, be used to fill both. For example international
remittances can increase domestic savings and also
households receiving them may use for agriculture and
business which will increase the exports.
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Three gap model

According to the three-gap model, the utilization and
expansion of existing productive capacity is constrained not
only by domestic and foreign savings, as was initially
discussed by Chenery and Strout (1966) in the context of the
two-gap model, but also by the impact of fiscal limitations on
government spending and thus on its public investment
choices.

2.3. Empirical Literature

There are only few empirical studies that have analyzed
the relation between remittances and growth. The empirical
studies show that remittances can stimulate economic
activity and motivate entrepreneurial communities [11].
Remittances help households move out of poverty [12] and
increase educational and housing spending [13]. Chami et al
uses panel data to study the moral hazard effect framework
on remittance’s motivation and their effect on economic
activity. They find a negative effect of remittances on
economic growth [14].

Glytsos analyzes the effect of remittances on investment,
consumption, imports and output. The author uses a sample
of five countries and estimates short and long run multipliers
of remittances. He finds that the effect of reducing
remittances would be greater than the effect of raising them
[15]. Giuliano and Ruiz-Arranz finds a positive effect of
remittances on growth, specifically for countries with lower
financial development [16]. Ziesemer proposes a savings
channel that relates remittances with growth. He finds that
remittances have a positive impact on growth, due to its
ability to increase saving rates in countries with a per capita
income of less than US $1200 [17].

The IMF undertook a cross-country growth regression by
taking a sample of 101 countries with data ranging over 1970
—2003 periods and took an aggregate measure of remittances
which include the sum total of three components — workers’
remittances, compensation of employees and migrant
transfers of the balance of payments. The IMF study
performed cross-sectional growth regression of real GDP
growth per capita on ratio remittances to GDP. The
additional control variables included log of initial income,
education, log of life expectancy, investments, inflation rate,
budget balance, trade openness and financial development.
The study also used two instruments for remittances. These
include distance between the migrants’ home and main
destination country, and a dummy measuring whether the
home and the main destination country shared a common
language. Since these instruments are time invariant, panel
estimation was not undertaken rather a cross-sectional
estimation over the averages of 1970 — 2003 was done.
Using this cross-country growth regression framework, no
significant link was found between real par- capita GDP
growth and remittances [18].

Faini estimated cross-sectional growth regressions on a
sample of 68 countries where the dependent variable is per
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capita GDP growth. Using aggregate measure of remittances
data in IMF (2005) the study did not include investment in
the list of regressors. He noted that the positive impact of
remittances on growth usually work through investments. So
including it in the regression may render the effects of
remittances insignificant as the investment’s coefficient
could be capturing some of the effects. Along with
remittances to GDP ratio, the control variables used were
initial per capita GDP, secondary school enrolment (as a
measure of human capital), the number of telephone lines per
1000 inhabitants (as an indicator of physical capital) and the
International Country Risk Guide index as an indicator of
institutional quality. The estimated coefficient on the
remittances to GDP ratio was found to be positive and
significant in the OLS regressions of the study. Later foreign
aid to GDP ratio was included as additional control variable
and remittance was still found to be positively affecting
growth [19].

The study by Guiliano and Ruiz-Arranz (2006) took a
sample of 73countries during the 1975 — 2002 period.
Aggregate measure of remittances was chosen as sum of all
three categories on the balance of payments as in IMF (2005).
In the paper of GRA remittance was found to strongly and
robustly affecting growth through its interacting effect with
the financial sector of the economy.

The World Bank study conducted a panel data estimates
on the impact of remittances and growth using a sample of 67
countries measured over the period of 1991- 2005. The
control variables used were (all in logs) initial GDP per
capita, secondary school enrolment ratio, the private
domestic credit to GDP ratio, ICRG political risk index, real
export and import to GDP ratio, inflation rate, real exchange
rate overvaluation, government consumption, and time
period dummies. The regression specifications found a
positive and significant relationship between remittances to
GDP ratio and per capita GDP growth. The magnitude of the
estimated effect of remittances on growth was found to
relatively small in economic terms. Increase in remittance to
GDP ratio from 0.7 percent to 2.3 percent is estimated to
have led to an increase in 0.27 percent increase in GDP
growth. However, when the investment to GDP ratio is
included along with the rest of control variables, the
estimated coefficient on remittances to GDP looses
significance. This led the study to conclude that one of the
main channels through which remittances work is through
increasing domestic investment [20].

Few studies have been done on the impact of remittances
on economic growth in Kenya. Kirigia and Oyelere found
that Kenya had experienced significant brain drain and waste,
though at a decreasing rate, especially in the health sector,
where they noted that Kenya loses approximately about
US$ 517,931 and US$ 338,868 worth of return in investment,
respectively, for every doctor and nurse who emigrates [21]
and [22]. Kiiru (2010) found a positive and significant effect
on reduction of poverty in Kenya.
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3. Research Methodology

3.1. Data Processing and Pre-estimation Diagnostics

Data from the World Bank Development Indicators on
remittances, trade openness and government expenditure
were in US dollars. Some of the series were non-stationary.
This necessitated the addition of logs of these variable were
taken which yielded stationary series.

3.2. Test for Stationarity

In order to avoid the possibility of biased results
emanating from a likely existence of unit roots in the
variables under study, the researcher performed stationarity
test using the ADF (Augmented Dickey Fuller) test
procedure. The ADF assumes that the error terms are
independently and identically distributed.

Model specification

Since the main objective of the study is to analyze the
impact of international remittances on economic growth in
Kenya, this was achieved through Ordinary Least Squares
estimation. The Ordinary Least Squares estimation included
other determinants of economic growth. These variables
were selected on the basis that they have been identified in
the literature as determinants of economic growth. The effect
of international remittance on economic growth in Kenya
was captured by running an ordinary least squares estimation
of the following equation

Y = F(pop, I, Enr, Infl, NetExp, Govnt, Rem) €))
Yt = B0+ BiIn Pop, + SyInl, + BzInEnrl, + B Infl,
+f5In Open, + B¢InGovn, + f;InRem, + e, (2)

Y is the dependent variable, economic growth. B is the
constant. Py, By, ------ , B7 are the regression coefficients
which determines the contribution of the independent
variables. P op is the population growth, I is investment,
Enrl represents human capital, percentage in gross secondary
education enrolment was used as a proxy for human capital.
Infl is inflation, Openis openness, expressed as the
percentage of the total value of export plus imports as a share
of GDP. Govt is government consumption which was
expressed using data for general government final
consumption expenditure as a percentage of GDP. Rem is
real per capita international remittance an de = error (or
residual) value. Growth of real per capita GDP was used as a
measure for economic growth and the gross fixed capital
formation divided by GDP as a measure of investment.

The second objective was to determine the causality
between international remittances and economic growth
hence granger causality test was used. Granger Causality is a
statistical hypothesis test for determining whether one time
series is useful in forecasting another (Granger, 1969). That
is a time series X is said to Granger cause Y if it can be
shown that X values provide statistically significant
information about future values of Y. If a time series is
stationary, then the test is performed using the level values of

two (or more) variables. The log of the series was 1(0), thus
the following set of equations was estimated:

InGDP, = ay + X1 a; InGDP,_; + Y1 BiInREM;_; +,, (3)
INREM, = Ao + X3 4, INRREM,_; + 33 & INGDP,_; + e,(4)

Where n is the maximum number of lagged observations
included in the model, o’s, B’s, A’s and &’s are parameters,
and InGDP is the log of GDP growth. InREM is the log of
international remittances. (3) Postulates that current
economic growth is related to past values of itself as well as
those of for international remittances. Similarly, (4)
postulates that international remittances are related to their
past values as well as those of economic growth.

4. Data Compilation, Analysis and
Presentation

The estimation of the model and other diagnostic tests are
done using Gretl. First descriptive statistics was used to view
the overall structure of the variables in question. The unit
root tests are conducted in order to identify the time series
characteristics of the variables and finally the Ordinary Least
Squares method was used to test the significance relationship
between the variables for our model and Granger causality
test performed on the variables aforementioned.

Table 1. Summary Statistics, using the observations 1993 — 2013

Variable Mean Median Minimum Maximum
Inflation 12.2017 9.75888 1.55433 45.9788
Govt_Exp 16.5163 16.4778 14.4800 18.1313
Sec_Enroll 46.6190 43.0000 35.0000 61.0000
PopnGro 2.72190 2.69000 2.58000 3.15000
Investment 18.4508 18.7903 15.0038 21.8198

REMITT  9.00364e+008 5.50000e+008 1.18140e+008 1.93415e+009

GDP 3.50952 4.10000 0.100000 6.99000
NX 1.18376e+010 8.06768¢+009 4.19066e+009 2.18539¢+010
Variable Std. Dev. C.V. Skewness Ex. Kurtosis
Inflation 10.3939 0.851837 1.93120 3.54227
Govt_Exp 1.16808 0.0707227 -0.238646 -1.38279
Sec_Enroll 10.0124 0.214770 0.366531 -1.49210
PopnGro 0.139450 0.0512324 1.98997 3.18661
Investment 2.00623 0.108734 -0.167604 -0.959651
REMITT  6.62537e+008  0.735855 0.468687 -1.46839
GDP 2.06017 0.587022 -0.182574 -1.04908
NX 6.40133¢+009  0.540762 0.485516 -1.46866

The summary statistics for international remittances,
inflation, economic openness, investment, secondary
enrollment, population growth, government expenditure and
GDP are given in table 1.
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Table 2. Stationarity Test Government  Expenditure, Secondary  enrollment,
Variables P-value Nature International remittances, Investment and economic
GDP 0.02214 stationary oppeness were all found not stationery in their level form
Inflation 0.006228 stationary because the ADF (p-values) of all the variables were greater
Government expenditure 0.4505 Non stationary than the fixed 5 percent level of significance.
Secondary enrollment 0.6556 Non- stationary The natural log of GDP, Inflation, Population, Secondary
Population growth 0.007857 Stationary enrollment, Investment, International remittances were
International remittances 0.8034 0.8034 found Stationary because the ADF (p-value) were less 5
Investment 0.1305 Non-stationary percent level of significance. Hence there was no presence of
Economic openness 0.5336 Non- stationary a unit root on the log form of variables.
ADF Unit Root Test (Logged form) Dependent variable: | GDP
Variable P-Value Nature Results from the regression analysis (Table 3) indicate that
GDP 0.000411 stationary the government expenditure, population growth, economic
Inflation 0.01013 stationary openness, remittance, and investment impact positively on
Government Expenditure 0.044 stationary the GDP; while secondary school enrollment and inflation
Secondary enrollment 0.03064 stationary have negative effect on economic growth. The probability F-
Population 0.01885 stationary statistic is 0.0138180 (<0.05), indicate that the explanatory
International Remittances 0.03637 stationary variables are jointly significant in explaining the model and
Investment 0.01118 stationary therefore a good model. the R *2 = 0.515697 shows that our
Openness 0.005337 stationary model fits the data well and explains over 52% of the
variation.
Table 3. OLS, using observations 1993-2013 (T =21)
Coefficient Std error t-ratios P-value
const -79.2614 34.9068 -2.271 0.408
1 Inflation -0.235643 0.312117 -0.7550 0.04637
1 GovtExp 7.19282 4.67866 1.537 0.01482
1_PopnGrowth 2.83145 10.8995 0.2598 0.04991
I REMITT 0.242748 1.86182 0.1304 0.04983
1 Investment 0.122760 3.35428 0.03660 0.04714
1_SecEnrollment -10.0316 6.47928 -1.548 0.01456
1 NX 3.93645 2.59076 1.519 0.01526
R-squared 0.515697 Adjusted R-squared 0.253381
F(7, 13) 1.969630 P-value(F) 0.0138180
Log-likelihood -23.52540 Akaike criterion 63.05080
Schwarz criterion 71.40698 Hannan-Quinn 64.86430
Rho -0.360279 Durbin-Watson 2.628762
Table 4. Granger Causality Test
Null hypothesis F-statistics p-value
GDP does not Granger cause Inflation 0.0209 0.8896
Inflation does not Granger cause GDP 0.0575 0.8134
GDP does not granger cause government expenditure 3.5669 0.00613
Government expenditure does not granger cause GDP 1.6862 0.2114
GDP does not granger cause secondary enrollment 0.0673 0.7984
Secondary enrollment does not granger cause GDP 1.9910 0.1763
GDP does not granger cause population growth 0.0016 0.9686
Population growth does not granger cause GDP 0.1173 0.7362
GDP does not granger cause international remittances 0.1622 0.0422
International remittances does not granger cause GDP 0.0001 0.03918
GDP does not granger cause investment 0.0384 0.877
Investment does not granger cause GDP 1.4651 0.2427
GDP does not granger cause economic openness 0.8974 0.3567
Economic openness does not granger cause GDP 1.4417 0.2463
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Granger causality test was carried out at 5% level of
significance. The null hypothesis of no Granger causality is
rejected when the p-value is less than the fixed level of
significance. From table 4 above its apparent that there is
significant bi-directional causal relationship between GDP
and remittances. This implies that a movement in GDP will
cause a corresponding movement in remittances which also
has the same effect on GDP. There also exist a
uni-directional causality running from GDP to government
expenditure.

S. Summary, Conclusions and Policy
Implications

5.1. Summary

The question as to whether it is remittances inflows that
promote economic growth or if it is economic growth that
attracts international remittances inflows has not been
investigated in Kenya. This study analyzed the relationship
between international remittances and other factors to
economic growth. Specifically, the study investigated the
effect of international remittances on economic growth.
Secondly the study investigated causality between
international remittances and economic growth.

The study used Granger Causality to investigate the
relationship between international remittances and economic
growth. The ordinary least squares estimation was used to
determine the effects of international remittances on
economic growth. The study included other determinants of
economic growth in the ordinary least squares estimation of
the economic growth equation. Time series data was sourced
from the World Bank’s development indicators, the Kenya
National Bureau of Statistics and the Central Bank of Kenya
for the period 1993 to 2013. The study found that there was a
bi-directional causality from international remittances to
economic growth and GDP to international remittances.

The coefficient of international remittances was positive
and statistically significant. This suggests that remittances
inflow plays an important role in Kenya’s economic growth.
Investment as a ratio of GDP was found to have a positive
and statistically significant coefficient. The coefficient of
government expenditure on goods and services as a ratio of
GDP was found positive and statistically significant. This
implies that government expenditure if well managed can
have a positive impact on the economic growth of Kenya.
The coefficient of secondary enrolment which was used as a
proxy for human capital was negative and statistically
significant. Educated labour force has a positive impact on
the economic growth, the negative effect may be as a result
of fees spend by parents or the quality of education provided.

The coefficient of inflation which was used as a proxy for
macroeconomic stability was negative and statistically
significant. This implies that inflation has a negative impact
on the economic growth. The coefficient of sum of total
exports and total imports which was used as a proxy for

openness was positive and statistically significant. This
indicates that openness plays an important role to economic
growth in Kenya. Coefficient of population growth was
positive meaning the higher population the higher economic
growth.

5.2. Conclusions

This study has established that remittances have a positive
impact on economic growth. There is a Bi-directional
causality from international remittances to economic growth

and economic growth to international remittances.
Consistent with existing literature, this study has established
that economic openness, government expenditure,

investment and population have a positive and statistically
significant effect on economic growth in Kenya. On the other
hand, secondary enrollment and inflation had a negative
impact on economic growth.

5.3. Policy Implications

The Government of Kenya should work towards an
environment that attracts international remittances. This is in
line with this study’s findings that international remittances
as a ratio of GDP granger cause economic growth and that,
international remittances as a ratio of GDP has a positive and
statistically significant coefficient. The establishment of the
International Jobs and Diaspora Office in the Ministry of
Foreign Affairs is a good step in the right direction in
boosting remittances. But the Office should work with the
Ministry of Interior and Coordination of National
Government to tap into new markets for the Kenyan labour
especially in the East African Community and the Middle
East so as to increase the remittances in the future. In
addition, the Government should put in place institutions to
help recipients of remittances to make the most use of these
funds and provide information to the Kenyan Diaspora on
the investible opportunities available so that the remittances
can be put into productive use.

The Government of Kenya should continue to pursue a
high and sustainable economic growth rate to attract
remittances inflow. This is in line with findings of the study
that economic growth granger cause remittances inflows.
Remittances are likely to have a positive growth effect for a
particular country when they are used to acquire locally
produced products. Therefore there is a need for policies that
protect local industries as far as remittances are concerned.

The Government with its trading partners especially in the
East African Community and the Common Market for
Eastern and Southern Africa should remove any trade
barriers (for example the numerous road blocks, weigh
bridges and border gates; lack of harmonization of
documents and procedures; Visa charges for businessmen
and length procedures in issuing work permits) that exist so
that the volume of exports and imports increases. This is
because this study has established that the sum total of
exports and imports has a positive and significant coefficient.
In addition the Government should encourage export
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oriented industries so that the net exports will increase,
making the country earn more of the much needed foreign
exchange. This will free the country from the foreign
exchange gap constraint.

The government should also provide more resources for
the improvement of quality of education. This is because the
results show that secondary enrolment as ratio of the total
population has a negative and significant coefficient. The
provision of free primary and secondary education which
began in 2003 and 2008 respectively was a move in the right
direction. An effort should be made to make sure that basic
education is truly free to bring more children to school and
enable parents use their income for other investment instead
of paying fee. This can be done by providing children with
school uniform, providing sanitary towels to girls and
introducing a feeding programme especially in the arid and
semi arid areas among other actions. With the expansion of
basic education, there is need to provide more opportunities
for higher education by expanding middle level colleges and
universities. The current elevation of existing university
colleges into fully fledged universities is encouraged as it
opens up more opportunities to train the labour force.
However, it should not be forgotten that the country needs
middle level manpower. As these middle level colleges are
being upgraded into university colleges and eventually fully
fledged universities there should be established new middle
level colleges to replace them. An educated labour force
would contribute to the economic growth of the country
because it is expected that it has more skills and is thus more
productive.

The Kenya Government through the National Treasury
and Central Bank should also endeavor to maintain
macroeconomic stability because this study has shown that
inflation has a negative effect on economic growth. In all,
both the fiscal and monetary policies should aim at keeping

The Effect of International Remittances on Economic Growth in Kenya

the inflation rate at a single digit, maintaining low interest
rates and a stable exchange rate. This will be an incentive to
private investors both local and foreign.

5.4. Contributions to Knowledge

This study has contributed to the understanding of the role
of international remittances on economic growth.
Additionally the study gives the effect of investment,
economic openness, human capital, inflation, population
growth and government expenditure on economic growth.
The study has given an insight into the causality between
international remittances and economic growth in Kenya.

5.5. Areas for Further Research

There are a number of areas that require further research.
The study sought to investigate the impact of diaspora
remittances on the economic growth. However the variables
used in the study were not exhaustive. Future research could
incorporate macroeconomic variables such as, exchange
rates and interest rates. A study of what are the determinants
of remittances will assist the Government to work on areas
that will enhance the same. This study did not investigate the
interaction between International remittances inflows and
the other variables: for example, remittances and investment,
remittances and openness, remittances and school enrollment
as explanatory variables in the estimation of the effect of
international remittances on Kenya’s economic growth as
explanatory variables. A study that will include the
interaction of these variables as explanatory variables of
economic growth will complement this study. This will
inform policy makers in deciding whether they need to
pursue joint or separate policies regarding the variables
which determine economic growth.
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Appendix 1: A Graph Showing Time Series Trend of the Variables
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