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ABSTRACT
The nexus between remittance and economic performance is increasingly visible in economic research, with literature pointing to remittance as a significant driver of economic performance. Remittances often represent a stable source of foreign exchange at the macroeconomic level, which strengthens the balance of payments. The study lends empirical support to this nexus.  Having observed the data properties, that some of the data series are stationary while some are non-stationary at levels, the Autoregressive Distributed Model (ARDL) was used in the analysis. The short-run dynamic result shows that remittance inflows increase economic performance, with the impact of remittance enhancing the country's exchange rate. The result also indicates that a higher interest rate dampened economic performance. The study subsequently recommended that remittance recipients investing in capital goods such as machinery should be given a pair of low interest rates with a subsidized loan. Governments should also integrate a remittance-capital exchange framework through the creation of national funds that pool remittance and capital formation savings together, managed under low-interest regimes hedged against exchange rate volatility. Exchange rate stabilization backed by remittance reserves to maintain a competitive real exchange rate should be implemented and sustained.
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1. INTRODUCTION
In recent years, remittances have emerged as a critical component of external financing for many developing nations, and Nigeria is no exception. In 2022, global remittance flows were estimated at $831 billion, with low and middle-income countries receiving about $647 billion, underscoring their growing role in development finance (World Bank, 2023). For Nigeria the largest economy in Africa and home to over 220 million people, these transfers serve as a critical economic lifeline. Recent World Bank reports indicate that Nigeria received $19.5 billion in 2023, representing roughly 35% of all remittance inflows to Sub-Saharan Africa (World Bank, 2024). Forecasts suggest this figure could climb to $26 billion by 2025, reflecting the resilience of diaspora contributions despite global economic headwinds (Agusto & Co., 2025).
The influence of remittances in Nigeria extends beyond household support. They have the potential to boost aggregate demand, encourage savings, and finance investment, thereby impacting macroeconomic indicators such as GDP growth and per capita income. Empirical studies consistently highlight a positive long-term relationship between remittance inflows and economic growth, primarily through increased consumption and improved living standards (Kanwanye et al., 2025; Amadi & Abe, 2024). Remittances have been shown to significantly raise per capita income, reinforcing their role in poverty reduction and human development (Nangih & Bail, 2024; Musa et al., 2025). Despite these advantages, the overall impact of remittances on Nigeria’s economy remains complex and debated. While some scholars underscore their growth enhancing effects, others warn of potential downsides. Furthermore, the tendency for remittances to be used primarily for consumption, coupled with weak financial intermediation, limits their capacity to drive productive investment and long-term development (Uguru & Amarachi, 2025).
Nigeria’s economy has faced significant volatility in recent decades, shaped by oil price fluctuations, exchange rate instability, and inflationary trends. Within this context, remittances have emerged as a relatively stable source of foreign exchange, helping to cushion the economy against external shocks. However, their precise contribution to macroeconomic stability and growth remains underexplored. Existing research often emphasizes micro-level outcomes—such as poverty alleviation and household welfare—while comprehensive analyses of their broader economic implications are scarce (Okpara et al., 2025; Anosike & Alfadhel, 2024).
This study aims to address this gap by examining the relationship between remittance inflows and Nigeria’s economic performance, using GDP per capita as a proxy for economic performance. The analysis employs the ARDL model, which is well-suited for capturing both short-run dynamics and long-run equilibrium among variables with mixed integration orders. In addition to remittances, the model incorporates key macroeconomic controls such as inflation, exchange rates, and interest rates to ensure robust findings.
The results of this research will enrich the literature on remittances and development by offering insights into their role in Nigeria’s economic trajectory. Beyond academic contributions, the study provides practical recommendations for policymakers, focusing on strategies to enhance remittance inflows through formal channels, reduce transaction costs, and promote their productive utilization. Such measures are essential for leveraging remittances as a catalyst for sustainable growth and achieving Nigeria’s long-term development objectives. This research study aims to examine the relationship between remittance inflows and Nigeria’s economic performance. 
2. Literature review
The literature review examines existing literature on the link between remittances and economic performance, focusing on Nigeria. It includes conceptual, theoretical, and empirical perspectives. 

2.1 Conceptual Review
Remittances refer to financial transfers made by migrants to their home countries. Remittances have become one of the most reliable sources of external funding for developing nations (World Bank, 2023). In Nigeria, remittances significantly support household expenses, wealth creation, and small-scale business investments. These funds typically come from Nigerians abroad seeking better income and opportunities. Economic performance reflects the overall state of an economy and is often assessed using indicators such as GDP growth, GDP per capita, inflation, exchange rate stability, and investment levels. In this study, GDP per capita is used as a proxy for economic performance, complemented by variables like interest rate, inflation and exchange rate for broader macroeconomic insights. The link between remittances and development cannot be overemphersized. Remittances impact development through multiple channels: they boost household consumption, provide foreign exchange, encourage investment, and reduce poverty. However, they can also lead to economic distortions such as inflationary pressures, currency appreciation, and reduced labor participation (Chami et al., 2019).
2.2 Theoretical literature 
Sjaastad (1962) posits that Individual migrates to access high-wages and to maximize economic returns by moving from low-wage to high wage areas. The process sees migration as a rational investment in human capital. Sjaasted specifically considered the cost and return of human migration. The concept of this theory is observed at both macro and micro level. Migration equilibrates labour market by reducing wage differentials between urban and rural sector at the macro level. At the micro level, the theory view migration as a cost-benefit analysis where expected discounted returns such as employment probabilities and income gain are compared with cost, such as travel cost, weather and psychological barriers determining possibilities of relocation. Critics of neoclassical migration theory argue that the theory is oversimplified by assuming perfect information, ignoring market imperfection, including national actors, network and non-economic factors especially family ties. The theory also left a lot of question unanswered such as; why should migration rises with development. Failing to explain return migration and why migration rises. Other analysts who later support Sjaastad work include: Harris and Todaro (1970) and Dehaas (2010). 
Taylor (1999), Stark and Bloom (1985), Abreu (2012) & Massey et al. (1993) analyse the new economics of labour migration theory. The theory view migration as a household strategy to diversify income, reduce market failure and risk reduction. It analyse wage maximization in line with collection family decision as against the individual wage maximization. The theory is distinct from the neoclassical migration theory by expanding the unit of analysis to household and communities, factoring in remittance and risk diversification rather than just wage gap and differentials. However, critics has labelled the theory as neoclassical in disguise. The theory was confronted with the fact that it retained rational choice individualism while ignoring power structure, global inequalities and gender.
2.3 Empirical Review
Studies such as Kanwanye et al. (2025) show that remittances significantly boost long-term economic growth. Musa et al. (2025) found that a 1% rise in remittances correlates with a 0.25% increase in GDP, highlighting their macroeconomic importance. Ozoh et al. (2025) also reported positive long-term effects using ARDL analysis. Nangih and Bail (2024) noted that remittances raise per capita income and improve household welfare. Owotemu et al. (2024) added that they enhance access to housing finance and infrastructure development. Musa et al. (2025) observed that remittances stabilize exchange rates by supplying foreign currency. Conversely, Periola (2025) argued that large inflows may appreciate the real exchange rate, reducing competitiveness. Although research on remittances, inflation, interest rate, and exchange rate combined, is limited, evidence suggests remittances can increase inflation through higher demand, while high interest rates may constrain investment. Research shows that Remittance inflows have steadily grown throughout Nigeria’s Fourth Republic, with projections reaching USD 26 billion by 2025 (Agusto & Co., 2025). Growth surged under Jonathan, stabilized during Buhari despite economic shocks, and remains strong amid rising migration (‘Japa syndrome’).
3. Methodology
The research used time series data from 1981-2024. Caution should be taken concerning the data properties of time series variables before the application of econometrics techniques (Okeowo, 2020; Okeowo, 2023; Okeowo & Awotade, 2024; Okeowo, 2023; Okeowo & Ozekhome, 2020; Ozekhome & Okeowo, 2023; Okeowo et al., 2025). Having observed the data properties, that some of the data series are stationary while some are non-stationary at levels, Autoregressive Distributed Model (ARDL) is used in the analysis. The mathematical form of the model is given as: 

Where: 
GDPt is GDP per capita as a proxy for economic performance, RMT is the remittance inflows, INF is Inflation rate and EXR is the Exchange rate while Ɛ is error term. Βi to βj is the coefficients representing the parameter and magnitude of economic relationship between the independent variables and the dependent variable. 
4. Presentation and Analyses of Results
Unit Root Tests for the Variables
The time series data is subjected to unit root test as observed in most research studies (Okeowo, 2020; Okeowo et al, 2023; Okeowo, 2024; Okeowo, 2019; Aladejano et al., 2021; Okeowo et al., 2024; Falade et al., 2021; Ozekhome et al., 2024; Ozekhome et al., 2023; Ozekhome et al., 2022). 
Table 1: Unit Root Tests- 1981 to 2025 Series 
	[bookmark: _Hlk21686031]Variables
	ADF Test Stat. Level
	conclusion
	ADF Test Stat. 1st Diff.
	conclusion

	GDP
	-4.485007
(-2.967767)
	stationary
	-2.444829 
(-2.941145)
	Non-stationary

	EXR	
	0.504384 
(-5.968612)
	Non-stationary
	-5.968612
(-2.943427)
	 stationary

	INF
	 -3.253938         (-2.943427)
	stationary
	-5.851241       (-2.943427)
	Stationary

	RMT
	-0.938235 
(-2.941145)
	Non-stationary
	-6.707400
(-2.941145)
	stationary


Result extracted from E-views output
Table 2 Bounds Test of Co-integration Results
	F-Statistic
	 61.78453

	Upper bounds
	3.79

	Lower bounds
	2.62



Table 3: Short-Run Dynamic Model
	Variables
	Coefficients
	Std. Error
	t-Statistic
	Prob.

	EXR
	36628.60
	69974.57
	0.523456
	0.6168

	EXR(-1)
	-77858.20
	73722.47
	-1.056099
	0.3260

	INF
	63918.04
	83635.32
	0.764247
	0.4697

	INF(-1)
	-87748.73
	86100.79
	-1.019140
	0.3421

	INTR
	-24927160
	4390560
	-5.677444
	0.0008

	INTR(-1)
	45446899
	10841990
	4.191749
	0.0041

	RMT
	263962.9
	349534.9
	0.755183
	0.4748

	RMT(-1)
	-702707.8
	277404.9
	-2.533148
	0.0391


E-views output
The short run dynamic results show a positive relationship between remittance and economic performance. 263962.9 unit of remittance inflows bring about a unit change in economic growth which consequently increases economic performance. The study is in tandem with economic theory which specified a positive relationship between remittances received by a country and its economic performance. This also indicates that these inflows act as a key driver of economic expansion in Nigeria. The transmission mechanism shows that remittances boost household income, which increases the household consumption pattern including investment in education health and housing which enhances human capital and long-term productivity. Similarly, a positive relationship between remittance and economic performance indicates stable foreign exchange reserve, balance of payments stabilisation and reduction on reliance on volatile aid and debt. If financial inclusion is strong, remittance increase savings and credit supply, channelling funds into productive investment rather than pure consumption. It equally acts as countercyclical flow during economic shocks, smoothing consumption and supporting recovery. 
The results also indicate that the impact of remittance enhances the country exchange rate. 36628.6 unit changes in exchange rate bring about a unit change in economic performance proxy by gross domestic product. However, it should be noted that a country like Nigeria where there is constant naira depreciation which consequently weakens domestic currency, a positive relationship between exchange rate and economic performance implies that a competitive real exchange rate boosts export competitiveness. The output result interaction shows that there is improved trade balance through cheaper export with imported goods and services becoming more expensive for domestic buyers; a term known as ‘pricier imports’. These put together, stimulate demand for domestic goods and supporting industrial and agricultural led growth. This is in line with export drive strategy where currency undervaluation attracts foreign investment and enhanced productivity in tradable sectors. The positive relationship between exchange rate and economic performance as shown in the result encourages resource reallocation to export-oriented industries, fostering structural transformation and job creation. It equally boosts net exports by making domestic product cheaper abroad, increasing foreign demand and output. 
The above results show a negative relationship between interest rates and economic performance. Higher interest rates dampen economic performance, making borrowing to be expensive which directly discourages investment and consumption. The result is also in agreement with standard macroeconomic theory where a tight monetary policy cools demand to control inflation but at the cost of slower economic growth. An increase in interest rates raises the cost of obtaining loans for businesses and households, reducing spending on capital goods including home and durable goods. GDP growth slowdown, financing new project becomes expensive, firms delay expansion which consequently lead to lower aggregate demand
5. Conclusion and Recommendation
Remittance can fuel capital incentives: tax rebates should be offered by government on remittances which should be directed toward capital formation project such as business start-ups or infrastructure. These will undoubtedly channel diaspora funds into productive assets, amplifying growth as seen in Nigeria where remittances positively correlate with GDP through investment multiplier.
Low rate loans of remittances investment: remittance recipients investing in capital goods such as machinery should be given pair low interest rates with subsidized loan. A decrease in interest rates encourages conversion of remittance inflows into long-term capital stock. this foster the positive capital-GDP linkage.
Implement exchange rate stabilization: exchange rate stabilization backed by remittance reserves to maintain a competitive real exchange rate should be implemented and sustained. These preserve export competitiveness and remittance purchasing power, which ultimately support capital formation without high interest rate that stifles performance.
Low interest rates ceilings for loans financing capital formation: while promoting remittance inflows, low interest rate ceilings for loans financing capital formation should be enforced. A low interest rate reduced funding cost, boost private investment efficiency with remittances providing stable forex for imports of capital equipment. 
Remittance-capital exchange framework: governments should integrate remittance-capital exchange framework through creation of national funds that pool remittance and capital formation savings together; managed under low-interest regimes hedged against exchanged rate volatility. To ensure returns on assets, positive exchanged rate should be enhanced, which consequently drive a vicious circle of higher productivity especially in remittance dependence African economy like Nigeria.
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