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Given the importance of income inequality, which is one of the major problems
of macroeconomics, especially in developing countries, and considering the
direct impact of remittances on the income of recipient households, the purpose
of this study is to investigate the effect of remittances on income inequality. In
this regard, the panel threshold regression approach for selected developing
countries in the period 2018-2000 using the bootstrap simulation method has
been used to approximate the asymptotic distribution of test statistics in Stata
software. Findings from estimating the non-threshold linear model showed that
the relationship between remittances and income inequality is negative and
statistically significant, so that increasing the amount of remittances reduces the
income inequality by 0.12 units. On the other hand, estimating the threshold fixed
effects model indicates the existence of a threshold of 8.43% for the inflation rate

JEL classification: and different effects of remittances on income inequality in two different
C15, C24, D31, F24. inflation regimes. Considering the threshold effect, in order to investigate the
Keywords: effects of remittances on income inequality, the results show that remittances
Remittances, Income before the inflation threshold (low inflation regime), remittances reduce income

Inequality, Panel Threshold | jpequality, but after the threshold (High inflation regime) remittances had a
g'egris?on, ?X’itlftrdap negative effect on income inequality but were not statistically significant.
frations M EEnod, Therefore, the existence of high inflation can neutralize the effect of remittances
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i according to the results of the present study, the economic growth variable has
i reduced income inequality, but the variables of government size, trade openness,
{ population growth rate and unemployment rate have increased income

| inequality.

Extended Abstract

1. Introduction

Remittances are of the factors affecting
income inequality, especially in developing
countries. The concept of sending money
or remittances includes grants or goods
sent by domestic or international
immigrants to their families and
communities in their home country
(Glytsos, 2002). In recent years, these
funds have been growing rapidly and are
now recognized as one of the largest
sources of financial flows in many
developing countries, which can be
reduced by reducing the effects of
negative shocks on economic growth,
inequality and poverty, cause financial
stability and macroeconomics in the
countries  receiving these  funds.
Remittances may lead to the development
of a country by stimulating human and
physical capital, as well as reducing
poverty and income inequality. Moreover,
by increasing income, poverty reduces and
more investment is done in physical
assets, education and health, and also
access to a wide range of knowledge gets
possible. This suggests that remittances
may have a significant positive effect on
income and consumption, and a significant
negative effect on poverty (Mehedintu and
et al, 2019). Remittances play an important
role in the economies of small and
developing countries. A large body of
literature has documented the beneficial
impacts of remittances on poverty,
however, their effects on inequality are
much less clear. At the macro level,

remittances constitute an important
source of external financing for many
emerging market and developing
economies. At the micro level, they can
facilitate investments in health, education
or small businesses. However, there is a
lack of information on their effects on
inequality. These effects would depend on
which households across the income
distribution are most likely to receive
remittances and how much they receive
them. They are also seen as an important
part of disaster relief. Remittances are
often used as a way to help raise the living
standards of people abroad and to fight
global poverty. In fact, since the late 1990s,
remittances have exceeded development
aid and, in some cases, constitute a
significant part of the recipient country's
GDP (IMF, 2019). The easiest way to
examine the effect of remittances on the
distribution of income among households
is to consider these flows as the external
sources of income that simply add to the
current income of households (Lerman
and Yitzhaki, 1985). The question that
arises here is whether remittances affect
income inequality or not.

2. Research Methodology

Remittances, as the least volatile sources
among other financial flows, have grown
significantly in recent years in the
recipient countries, and since the unequal
distribution of income in many countries
has caused many problems in various
sectors, it has become economical.
According to the main purpose of this
study, which is to investigate the effect of
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remittances on income inequality, by
extensive search in existing sources and
data on inequality in the world as well as
data related to economic variables in this
study, 58 developing countries in the
period 2000 to 2018 have been selected. In
general, the main criterion for selecting
the countries and time period in this study
was the availability of information.
Research databases include the World
Bank, Harvard Institute for Quantitative
Social Sciences, Fraser Institute, Canada,
and United Nations Development
Program. The income inequality model in
this study consists of 7 variables. Income
inequality is the dependent variable and
other variables, including remittances
received as a percentage of GDP, inflation
rate, government size (ratio of
government spending to total production),
trade openness (average imports and
exports as a percentage of GDP), annual
population growth rate and
unemployment rate are the explanatory
variables. In this regard, applying the
bootstrap simulation method, the panel
threshold regression approach has been
used to approximate the asymptotic
distribution of test statistics in Stata
software.

Research Findings

Considering the threshold variable at the
significance level of 95%, the mentioned
value is statistically significant, i.e., it can
be stated that the value of inflation
threshold will be significant with a
significance value of 8.43 and a probability
value of 0.05. Estimation of non-threshold
linear model showed that the relationship
between remittances and income
inequality is negative and statistically
significant, so that for one million dollars
increase in remittances, the income
inequality rate decreases 0.12 index points
reducing the Gini coefficient.

Furthermore, the estimation of the
threshold fixed effects model indicates the
existence of a threshold of 8.43 percent for
the inflation rate and different effects of
remittances on income inequality in two
different inflation regimes.

3. Conclusion

Considering the effect, to investigate the
effects of remittances on income
inequality, the results show that
remittances lower than the inflation
threshold  (low inflation  regime),
remittances reduce income inequality.
However, higher than the threshold (high
inflation  regime), they have an
insignificant negative effect on income
inequality. Therefore, the existence of high
inflation can neutralize the effect of
remittances on income inequality in
countries with inflation higher than the
threshold. Also, according to the results of
the present study, the economic growth
variable reduces income inequality while
the variables of government size, trade
openness, population growth rate and
unemployment rate increase the income
inequality. Several reasons can be
mentioned, such as whether remittances
are considered as the external sources or
endogenous potential alternatives to
current income, and what are their
positive and negative effects on income
inequality. Other factors include the level
of financial development of the country of
origin, the cost of migrants in the country
receiving the remittances, brain drain and
who is migrating, the socio-economic
background of the sending country and
the financial incentive to migrate.
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