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Development indicator database. Remittances, government expenditure, openness, and
aid are expressed as a percent of GDP. Per capita GDP is expressed in constant 2010 USD,
and the US real interest rate is used as a proxy for the world real interest rate.

RESULTS

Models are estimated for the whole sample and for country groups with different
income status’ (Table 2). As remittances are particularly important to middle- and low-
income countries, and their impact may have changed across time, results are also
estimated and compared between two decades (1980-90 and 2005-2015, Table 3).
Overall, the impact of the independent variables on the RER is as anticipated and are
largely consistent across time and country income status.

Results indicate that there is no evidence that remittances appreciated the RER except
in high income countries. This suggests that remittances received by the households of
those countries are primarily spent on non-tradables and/or the income supplements from
abroad reduce participation in the labor market and contribute to contracting the tradable
sector. Results in Table 3 indicate that the impact of remittances on the RER remains
insignificant for middle and low income countries in different decades. Furthermore, Chi-
square tests find no evidence that the effect of remittances on the RER has changed across
time.

This analysis offers a unique examination of the impact of remittances on RERs across a
considerable range of countries and long time period. These results differ from several
other studies which find that remittances do cause an exchange rate depreciation (Acosta

et al., 2009; Makhlouf and Mughal, 2013). Other analyses, however, are more narrow in
Wr focus (e.g. single country case studies) which may explain the different findings. /

Controlling for country heterogeneity, the empirical estimates find evidence of
remittances causing the RER to appreciate in case of high income countries. However, the
result does not hold for countries of other income groups. The impact of remittances on
RER of middle and low income countries do not differ between the 80’s and the late 2000’s.

These results have important policy implications. As the impact of remittances differ on
countries of different income levels, countries should be very careful in devising economic
policies to take advantage of inward remittances. A “one size fits all” solution will not be the
prudent way to go forward in tackling the potential problems arising from remittance
inflows. Additional micro studies exploring the spending patterns of remittance receipts
would be useful to identify and examine the underlying reasons that remittances have
different impacts on countries with different income levels.
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The potential impact of remittance inflows, however are not uniformly positive.
Remittances may generate increased spending on non-tradable goods which, in turn, may

increase relative prices, appreciate the real exchange rate (RER), and reduce
competitiveness (Amuedo-Dorantes 2014). This phenomena is also known as “Dutch
Disease”.

The extent to which remittances cause Dutch disease is important. Appreciation of RER
can have adverse effects on tradable sector and widen the current account deficit. In
addition, substantial capital inflows can induce inflationary pressure. Hence policy makers
may need to mitigate against potential negative impacts of remittances in their economy.

OBIJECTIVES

This paper analyzes the impact of remittances on the export competitiveness of the
economy as a possible cause of “Dutch Disease”. Specifically, this study seeks to:

(1) assesses if remittance inflows appreciate real exchange rates (RERs) and thereby
reduce export competitiveness of recipient countries;

(2) explore if the impact of remittances on real exchange rates differ across countries by
their income status and/or by the time period under consideration (long, short run
impacts).

The breadth of countries and time period included in this dataset permit a unique and
anrehensive examination of the impact of remittances on real effective exchange raty

EEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEE

www.PosterPresentations.com



