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Abstract

Remittance inflows represent one of the most significant sources of foreign exchange
for developing countries and can potentially contribute to macroeconomic stability and
economic growth. However, the effectiveness of these flows largely depends on
contextual and institutional factors. This study investigates the impact of remittances
on economic growth in Middle East and North Africa (MENA) countries over the
period 2010-2022, incorporating institutional quality, financial development, and
foreign direct investment (FDI) as auxiliary explanatory variables. To analyze the
dynamic relationships among the variables, the study employs a panel data approach
using the Generalized Method of Moments (GMM), which effectively addresses
potential endogeneity and unobserved heterogeneity in panel models. The empirical
findings reveal that remittances exert a negative and statistically significant effect on
economic growth. Conversely, institutional quality has a positive and significant
impact, while both financial development,FDI and cross effect of FD and remittance
are also found to positively and significantly influence on growth. The results suggest
that, in the absence of sound institutional frameworks and targeted policy interventions,
remittance inflows may fail to promote economic growth and could instead encourage
unproductive consumption and speculative behavior. Therefore, channeling remittance
resources toward productive investment is essential to harness their potential for
sustainable economic development.
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Extended Abstract
Introduction

Remittances have become a vital component of foreign income for developing countries,
often exceeding other external financial inflows. Due to their non-repayable and low-risk
nature, they offer a crucial source of development finance, contributing to poverty
alleviation and economic growth by increasing household income (Islam & Alhamed,
2022). Despite their significance, the impact of remittances on economic growth remains
debated. Previous research, such as Islam and Alhamed (2022), has highlighted the role
of institutional quality and financial development as moderating factors. While formal
channels of remittance transfer support financial sector development, informal channels
typically do not. Regardless of the transfer method, the developmental effect of
remittances depends heavily on how the funds are utilized. A well-developed financial
system can enhance the productive allocation of remittances, thereby stimulating
economic growth (Deodat, 2011; Sufian & Moise, 2010).

Institutional quality is another crucial determinant of economic outcomes. Empirical

evidence suggests that countries with more effective institutions are more successful in
achieving sustainable development (OECD, 2001). Although strong institutions are
widely acknowledged as essential for growth (Iheonu, 2017), few studies have explored
their role in moderating the remittance-growth relationship.
In contrast to optimistic perspectives, some literature emphasizes the potential negative
effects of labor migration on growth, including brain drain and reduced capital efficiency
(Fackler et al., 2016; Johnson & Whitelaw, 1974; Rempel & Lobdell, 1978).
Nevertheless, remittance inflows may partially offset these drawbacks. Addressing
existing gaps, this study examines the impact of remittances on economic growth in
MENA countries (2010-2022), incorporating institutional quality, financial
development, and FDI as moderating variables, using panel data analysis.

Method

This study employs a dynamic panel data approach to investigate the impact of
remittances on economic growth, considering institutional quality, financial
development, and foreign direct investment (FDI) as moderating variables. The sample
includes MENA countries over the period 2010-2022, using annual data sourced from
the World Bank and the International Monetary Fund. The ratio of remittances to GDP
(REM) is used as the key explanatory variable to capture differences across countries.
The empirical model is estimated using the Generalized Method of Moments (GMM)
following the Arellano-Bond procedure, which effectively addresses endogeneity,
autocorrelation, and unobserved heterogeneity in dynamic settings. The model is tested
in three specifications: with all variables, excluding FDI, and excluding financial
development. Variable stationarity is confirmed via the Fisher panel unit root test.
Additionally, Sargan and Arellano-Bond tests are conducted to assess the validity of
instruments and serial correlation. All estimations and diagnostic tests are performed
using Stata software.
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Results and Discussion

The empirical analysis, based on three different model specifications, reveals that
remittances have a statistically significant negative effect on economic growth across
MENA countries during 2010-2022. This finding suggests that, in the absence of strong
institutional and financial frameworks, remittance inflows may not translate into
productive investments, potentially encouraging unproductive consumption or
speculative behavior instead. Institutional quality shows a positive and significant
relationship with economic growth in all models, emphasizing the importance of effective
governance, rule of law, and regulatory quality in enhancing the development impact of
remittances. Financial development demonstrates a significant positive effect on growth
in the first two models—where FDI is either included or excluded—highlighting the
enabling role of a well-functioning financial system in mobilizing and allocating
remittance resources more efficiently. Foreign direct investment (FDI), when included
(in models 1 and 3), also exerts a positive influence on growth, underscoring its
complementary role alongside remittances and financial development.Overall, the
findings indicate that remittances alone are insufficient to drive growth unless supported
by strong institutions and financial infrastructure. These results are consistent with
previous studies (e.g., Islam & Alhamed, 2022) and contribute to a more nuanced
understanding of the remittance-growth nexus in the MENA region.

Conclusion

This study examined the impact of remittances, institutional quality, financial
development, and foreign direct investment (FDI) on economic growth in MENA
countries during 2010-2022, employing a dynamic panel data approach with the
Generalized Method of Moments (GMM) estimator. The empirical findings indicate that
institutional quality, financial development, and FDI have a significant positive effect on
economic growth, whereas remittances exhibit a significant negative impact. Given the
significance of remittances in influencing growth, policymakers should carefully consider
remittance flows when designing economic growth strategies. The negative relationship
found suggests that remittances alone may not necessarily stimulate growth, particularly
in developing countries. Therefore, it is essential to account for country-specific
characteristics and recognize the differing impacts of remittances between developed and
developing economies. Furthermore, the positive influence of financial development
underscores its critical role as a foundation for the effective utilization of remittance
inflows. Policymakers are advised to focus on strengthening financial infrastructure and
expanding financial development to optimize the growth potential of remittances.
Overall, the findings caution against overreliance on remittances as a growth driver in
developing countries and emphasize the need for measured and context-specific policy
interventions that integrate institutional and financial sector improvements.
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