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The Effect of the Financial Crisis on Remittance Patterns to India: A Few Thoughts Rupayan Gupta Abstract. Micro-level factors affecting the behavior of professional Non-Resident Indians and firstgeneration Indian migrants, resident in the United States, lead us to believe that the effect of the financial crisis of 2008 might not be too detracting on the level of remittances to India, originating from that source. A research agenda is proposed, which will shed more light on this issue, from a micro perspective. Keywords: Remittances, Non-Resident Indians, Persons of Indian Origin, Financial Crisis 1. Introduction Remittances made by Non-Resident Indians (NRIs) and Persons of Indian Origin (PIOs) have formed a growing component of the Indian economy, the importance of which in developmental finance has been discussed in detail in Ratha (2005). The financial crisis of 2008, which originated in the United States (which has been the leading source of remittances to India for most of the last decade), and then impacted economies worldwide, raised concerns regarding the continued availability and stability of foreign remittances to the Indian economy. A recent study by Gupta (2010) suggests that a slowdown in the economic growth rate in advanced economies is unlikely to reduce the flow of remittances to India in the short term; but a prolonged slowdown, if it significantly reverses the migration of Indians, can reduce the trend growth rate. Ratha and Sirkeci (2010) also suggest in a survey that the more diversified the migration destinations, the more resilient are remittances. Thus, countries in South Asia and East Asia that have a large number of migrants in the US, Europe and the GCC countries continued to register increases in remittance inflows despite the crisis, whereas countries in Latin America and the Caribbean that have most of their migrants in the US suffered a decline. This bodes well for India, as it has a well diversified diaspora, and as I will discuss later, remittances from Gulf States have counterbalanced the declining flow from North America. In fact, expectations of longer-term remittances to India present a reassuring picture, if one were to rely on the predictions of a macro-level model suggested by Ratha and Mohapatra (2010), for forecasting remittance flows in the post-crisis scenario. The authors predict that
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remittance flows to developing countries would only suffer modestly due to the financial crisis – and currently available statistics validate this prediction. Most studies studying remittance patterns in the Indian context have been from a macroeconomic perspective. This is a feature shared by Gupta (2010), mentioned above, which has predicted the effect of the financial crisis on remittance patterns to India. One notable exception is Gupta and Hegde (2009), which identifies the household level factors that may influence remittances to India. While this study was done before the onset of the financial crisis, and has not yet been extended to include the effects of the crisis, it would be interesting to study the results of this paper, and speculate whether the findings may shed some light on the micro-impact of the financial crisis on the remittance patterns of NRI and PIO households. I will attempt to do so in sections 2, 3, and 4. I conclude in section 5, by proposing an agenda for future research. 2. A summary of results In this section, I will briefly summarize the findings of Gupta and Hegde (2009). In this paper, the authors conducted a survey of professional Non-Resident Indians and first-generation Indian migrants, resident in the United States. The survey was made available online via SurveyMonkey.com to diverse regional and national associations of NRIs and first-generation Indian migrants across the United States. Mail-in questionnaires of the survey were distributed in Los Angeles, California, which contains a large number of Indian-origin diaspora. A total of 60 surveys were collected through these sources, of which 21 were found unusable due to incomplete information. The remaining 39 surveys were used by the authors for their analysis, discussed below.1 The authors specified the following econometric model for estimation:



Where



denotes the amount of remittance made by a respondent in time period t; X1 = annual



income; X2 = family in India; X3 = number of dependents in India; X4 = family in U.S.; X5 = funds sent for
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The authors have outlined more details of their survey and its shortcomings in their paper. The survey was limited by a very small budget which limited the use of personally delivered mail-in questionnaires. The online component of the survey suffered from poor response rate, usually observed in internet surveys. The authors have thus been cautious in characterizing their study as “exploratory” in nature.



2



property maintenance in India; X6 = decision to relocate to India in the future, X7 = mode of money transfer (bank); and X8 = mode of money transfer (web). This econometric model was estimated using the Tobit model, and the results are summarized in the table 1.2 Table 1. Tobit regression results Parameter



(Std Error)



P > |t|



0.03



0.00



-35801.65***



7924.80



0.00



No. of Dependants (India) (X3)



4462.94**



1737.69



0.01



Family (in U.S.) (X4)



-7417.59†



4385.39



0.09



0.07



0.00



12619.49**



4867.26






Remit (Bank) (X7)



5856.70



5903.73



0.32



Remit (Web) (X8)



16215.13**



6946.67



0.02



Income (X1) Family (in India) (X2)



Property Maintenance (X5) Relocate (X6)



Coefficient 0.14***



1.06***



(N =39); Censored = 13 AIC



15.21



Note: † p < 0.1; **p < 0.01; *** p < 0.001; Source: Gupta & Hegde (2009) In Table 1, the variables Income, Family in India, Family in the U.S., Number of dependents in India, Property Maintenance, the decision to Relocate, and sending remittances via the web (Remit (Web)) are significant. Also, Family in the U.S. and Family (in India) have negative effects, as might be expected, as other family members resident in the US and non-dependent family members back in India might be contributing to the upkeep of the Indian dependents.3 I will use these results to argue below why, at the
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For estimation strategy and technical details see Gupta and Hegde (2009). For a full discussion of the Indian joint family structure and how that might contribute to these results, see Gupta and Hegde (2009). 3
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micro (household) level, the effect of the financial crisis of 2008-09 might not be too detracting on the level of remittances to India. 3. Impact of the financial crisis In order to understand the implications of the results seen above on remittance patterns observed during the unfolding of the financial crisis, and future expectations, it is important to relate some facts pertaining to the crisis. In this section, I describe the impact of the financial crisis on various sections of the US economy. The financial crisis of 2008 affected almost all sectors of the US economy, but it is important to understand the sector-level impacts for our analysis. Table 2 below gives the average annual unemployment percentage in various industries from 2000 to 2010. Table 2. Unemployment by industry (annual %)



2005



2006



2007



2008



2009



2010



Mining/quarrying/oil & gas extraction



3.1



3.2



3.4



3.1



11.6



9.4



Construction



7.4



6.7



7.4



10.6



19



20.6



Manufacturing



4.9



4.2



4.3



5.8



12.1



10.6



Wholesale/retail trade



5.4



4.9



4.7



5.9



9



9.5



Transportation/utilities



4.1



4



3.9



5.1



8.9



8.4



Information



5



3.7



3.6



5



9.2



9.7



Financial activities



2.9



2.7



3



3.9



6.4



6.9



Professional/business services



6.2



5.6



5.3



6.5



10.8



10.8



Education/health services



3.4



3



3



3.5



5.3



5.8



Leisure/hospitality



7.8



7.3



7.4



8.6



11.7



12.2



Other services



4.8



4.7



3.9



5.3



7.5



8.5



Agriculture/forestry/fishing/hunting



8.3



7.2



6.3



9.2



14.3



13.9



Government Source: US Bureau of Labor Statistics, 2011



2.6



2.3



2.3



2.4



3.6



4.4



It is seen from Table 2 that the impact of the financial crisis, as given by the jump in unemployment rates in 2009 and 2010 compared to the previous years, was the least in the government sector, flowed by education and health services, and the financial sector. The impact on the information sector is quite high. I mention these sectors as a strong majority of professional NRIs and PIOs are expected to be employed in these sectors, with the information, education, and health sectors being major employers. So the news here is certainly a mixed one. However, I will return to this issue in Table 6 below, and show
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that even though the information sector suffered during the financial crisis, some particular sub-sectors (like the information-communications-technology sub-sector) did not fare too poorly. Table 3 below gives unemployment rates by occupation for the years 2000-10. The rates are the lowest in 2009 and 2010 for professional and related occupations, followed by management, business, and financial occupations. This is good news for professional NRIs and PIOs (subjects of the survey in Gupta & Hegde (2009)) – as they would be expected mainly to belong to these occupations.



Table 3. Unemployment by Occupation (annual %)



2005



2006



2007



2008



2009



2010



Management/business/financial



2.2



2



1.9



2.7



4.9



5.1



Professional and related



2.4



2.1



2.1



2.7



4.4



4.5



Sales and office



4.8



4.4



4.3



5.3



8.5



9



5



4.7



4.8



5.7



8.8



9.4



Office/administrative support



4.6



4.2



4



5.1



8.3



8.7



Farming, fishing, and forestry



9.6



9.5



8.5



10.2



16.2



16.3



Construction and extraction



7.6



6.8



7.6



11



19.7



20.1



Installation/maintenance/repair



3.9



3.7



3.4



4.5



8.5



9.3



Production Source: US Bureau of Labor Statistics, 2011



6.7



5.5



5.7



7.7



14.7



13.1



Sales and related



From Table 4 below, the unemployment rate for college graduates is the lowest during 2009 and 2010, considering all education levels. Most NRIs and PIOs can reasonably be expected to fall within this category. The NRIs and PIOs in the United States are more in the educated, professional, high-skilled category, compared to Indian migrants to another top destination for Indian workers, the Middle East (see RBI Monthly Bulletin, April 2010, page 787). Table 4. Unemployment by Schooling (annual %)



2005



2006



2007



2008



2009



2010



Less than a high school diploma High school graduates, no college



7.6



6.8



7.1



9



14.6



14.9



4.7



4.3



4.4



5.7



9.7



10.3



Less than a bachelor's degree



3.9



3.6



3.6



4.6



8



8.4



College graduates Source: US Bureau of Labor Statistics, 2011



2.3



2



2



2.6



4.6



4.7



Finally, in Table 5, we observe that Asians have the lowest unemployment rates among all racial categories, even though unemployment did climb among Asian in 2009-10, compared to previous years.
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Table 5. Unemployment by Race (annual %)



2005



2006



2007



2008



2009



2010



White



4.4



4



4.1



5.2



8.5



8.7



Black /African American



10



8.9



8.3



10.1



14.8



16



Asian Source: US Bureau of Labor Statistics, 2011



4



3



3.2



4



7.3



7.5



The above statistics tell us that the impact of the financial crisis on NRIs and PIOs in professional sectors in the United States may have been relatively less, except for the rather discouraging unemployment numbers in the information sector. In addition to the above numbers, it is interesting to look at the growth rates of some key sectors in the 2007-09, in order to understand how the employment prospects of NRIs and PIOs might have been affected by the financial crisis. I provide these numbers in Table 6 below. Table 6 Real Value Added (GDP) by Industry (% change) Construction



2006



2007



2008



2009



-2.9



-5.3



-5.7



-15.6



Manufacturing



4.4



3.3



-4.8



-8.6



Information



1.0



8.5



4.1



-2.5



Information-communications4 technology Finance/ insurance Professional/scientific/technical Management Educational services Healthcare/Social assistance Source: US Bureau of Economic Analysis, 2010



7.8



8.8



8.8



-0.5



6.7 4.7 1.0 0.8 3.7



-2.2 3.0 -1.4 0.7 1.9



-4.0 4.2 2.4 1.7 4.3



6.1 -3.4 -2.1 -1.4 1.5



The numbers in Table 6 show that compared to sectors where professional NRIs and PIOs would generally not be expected to take up jobs in large numbers in the United States (construction and manufacturing), the sectors where one would naturally expect to find them did relatively better during the financial crisis. In fact, even within the information sector (where the overall decline in 2009 was
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Consists of computer and electronic products within durable goods manufacturing; publishing industries (includes software); and information and data processing services within information; and computer systems design and related services within professional scientific and technical services.
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2.9%), the information-communications-technology subsector (where more NRIs would generally expected to be employed) did relatively better (a decline of only 0.5% in 2009). This is certainly better news for professional NRIs and PIOs, compared to the average person in the US economy during the financial crisis. The facts outlined above with respect to the impact of the financial crisis on the US economy, helps us recast some of the results of Gupta & Hegde (2009) in the context of our current discussion. I will do so in section 4 below. 4. Reinterpretation of the econometric results In this section, I will discuss how the results obtained in Gupta & Hegde (2009) might give us some understanding of the continuing and future impacts of the financial crisis on remittances to India, by professional workers in the United States. This discussion will take into account some of the sector-wise impacts of the financial crisis, and observed remittance trends during 2007-10, discussed in Section 3 above. I will concentrate on four factors that were found to be significant in affecting remittance levels of NRI and PIO households, back to India (see Section 2). These factors are: (i). Annual income; (ii). Family in India (non-dependents); (iii). Family in the U.S.; and (iv). Decision to relocate to India in the future. We recall that, of these factors, annual income and the relocation possibility have positive effects on remittances, while the other two factors have negative effects. The question facing us is how might the financial crisis have likely affected these factors? While the average annual income of NRIs and PIOs would have suffered during the financial crisis, we would expect this decline to have been less than the population average in the United States. This can be reasonably assumed in light of the discussion in Section 3, where the statistics reveal that the impact of the crisis was less severe on the industries, occupations, and education class to which NRIs and PIOs can be expected to belong. Declining opportunities (particularly in the information sector), though, would mean that some NRIs employed in that sector (particularly those on temporary work visas like the H-1B) might face termination, and find it necessary to undertake reverse migration to India. Further, uncertainty regarding employment prospects would lead many NRIs to plan for possible relocation to India, even though they might not be actually unemployed (prepare for the worst eventuality). Finally, poor 7



employment prospects in the US might force potential migrants from India hold back on their plans to seek or find jobs in the United States, particularly if they already have some employment back in India. Thus, in sum we would see the following effects on the “significant factors” in the Gupta-Hegde regression model: (i). Annual income: The average NRI or PIO income would decline due to the financial crisis, though that decline might be modest compared to the population average. This income would recover, as the US economy recovered from the crisis. Till March 2011, the rate of recovery of the US economy has been modest. However, more importantly, on an average fewer job losses would occur in the NRI and PIO community, compared to the population average. (ii). Family in India: As opportunities in the US decline due to the financial crisis, potential migrants would be deterred. This would lead to the size of the family in India (non-dependents) going up. (iii). Family in the U.S.: The size of family in the US might go down, if such family members (perhaps siblings) are forced to migrate back to India due to job loss. (iv). Decision to relocate to India in the future: Due uncertain future job prospects, more NRI households might decide on this option, or at least keep it open for a longer time. From the -coefficients attached to the above factors in the Gupta-Hegde regression model (see Section 2), we know that factors (i) and (ii) would have a negative impact on remittances. Factors (iii) and (iv) would have a positive impact. While this analysis cannot give us any details regarding the actual impact of financial crisis on NRI and PIO households at the micro-level, and the resultant impact on remittances at the household level, we certainly are able to get a qualitative sense of how the financial crisis would affect household factors which figure in remittance-behavior. In light of this discussion, we would expect to see modest decreases in remittances made by professional NRIs and PIOs from the United States, as a result of the financial crisis. However, we would expect the amount to recover, as the worst impact of the financial crisis eases – as the financial crisis would leave this community relatively unscathed, compared to the population average. However, the slow road to economic recovery might make the growth of future prospects relatively slow. So, the booming growth rate of remittances from the United States to India, observed before the financial crisis, might take a long time to recover (if ever).
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In the context of the above discussion, it is interesting to see how remittances to India actually performed on the aggregate, with special reference to North America, in the aftermath of the financial crisis. Table 7 below gives the aggregate numbers with regard to remittances to India from 2001 to 2010 (estimated). Table 7 Remittances to India from abroad ($ million) 2000 12,883



2001



2002



2003



2004



2005



2006



2007



2008



2009



14,273



15,736



20,999



18,750



22,125



28,334



37,217



49,941



49,256



Source: World Bank Remittance Factbook, 2011



2010e 55,000 e: estimate



Table 7 shows that after a period of remarkable growth between 2000 to 2008, remittances to India decreased in 2009. However, the estimate for 2010 is provides hope, as it forecasts a strong recovery. Most interestingly, a Reserve Bank of India study in 2010 titled “Remittances from Overseas Indians: Modes of Transfer, Transaction Cost and Time Taken” found that the share of remittances from declined from North America declined, and that from the Gulf regions grew, during the 2008-2009 period. Thus, Gulf remittances exceeded North American remittances for the first time. The proportion of remittances from North America declined to 29% in 2008-2009 from 33% in 2007-2008, while those from the Gulf grew to 31% from 29% during the same period.5 This is seen in Table 8 below. However, it is also seen that North American remittances staged a strong recovery by mid-2009, after a decline in 2008-09. This is seen by comparing the amounts for April-September 2009 to the amount for the similar period in 2008. This fact is in line with the figures in Table 7, which predicts a recovery in overall remittances to India by 2010. Table 8 Period 2006-07 2007-08 2008-09 2008 (AprSep) 2009 (AprSep) Source: RBI, April 2010



Gulf nations 9012 12670 14430 8079



North America 10022 14242 13790 7832



South America 1264 1800 1891 1080



8428



8174



1127



Remittances by Region Europe



Africa



East Asia



Others



Total



5239 7357 9163 5137



690 971 1503 851



1749 2488 1952 1106



2859 3979 4174 2287



30835 43508 46903 26371



5359



888



1154



2384



27515



5



$ million



See article by Achal Mehra titled “Gulf Overtakes North America in Remittances to India” in “Little India” on June 19, 2010.
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Thus, the numbers seen in Tables 7 and 8 seem to bear out the qualitative predictions made in the section about the impact of the financial crisis on remittance patterns to India, from the United States. 5. Concluding Remarks: An agenda for future research The discussion in Section 4 gives us a sense of how the household level factors might affect remittances to India from the United States, during the aftermath of the financial crisis. However, the reader will no doubt agree on the need for a detailed study on the issue. For one, Gupta and Hegde (2009) was an exploratory study, as the authors themselves acknowledge. There is a pressing need for a validation of the results, using a much expanded dataset. That importance of a future study is further emphasized by the surprising lack of a micro or household level study of factors impacting remittances to India, though many such studies have been done in the context of other nations.6 Thus, the replication of the earlier study will be a valuable addition to the literature on migration, especially as India has become the recipient of the largest amount of remittances in the world (2010 estimate, as per the World Bank Handbook on Migration and Remittances, 2011). However, a large-scale replication of Gupta and Hegde’s study remains a formidable challenge, requiring substantial resources among other things, as the authors themselves discuss in detail in their article. In the context of the financial crisis, a suitable modification of the authors’ survey can capture the effect of the crisis on household factors, and the causal link, in turn, to remittances. This study would present an important, interesting, and challenging project for researchers studying remittance patterns to developing countries. References 1. Clark, K., & Drinkwater, S. (2007). An investigation of household remittance behaviour: Evidence from the United Kingdom, The Manchester School, 75 (6), 717 – 741. 2. Funkhouser, E. (1995). Remittances from international migration: A comparison of El Salvador and Nicaragua, Review of Economics and Statistics, 77, 137–146. 3. Markova, E., & Reilly, B. (2006). Bulgarian migrant remittances and legal status: Some microlevel evidence from Madrid, Sussex Migration Working Paper No. 37, Sussex: University of Sussex. 6



For such instances, see Funkhouser (1995), Rapoport and Docquier (2005), Markova and Reilly (2006), and Clark and Drinkwater (2007).
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