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Abstract

Using the unit data from the National Sample Survey (64th round, 2007-08), this paper
examine the effect of remittances on the marginal spending behavior of houscholds in
India. Majority of the households reported that they spent remittances on food items,
clothing bedding and foot wears, healthcare and educating the houschold members and
on durable goods ete. The share of expenditure on difference heads with respect to
receipts of remittance, however, suggests that households receiving remittances spend 2
per cent less at the margin on food articles compared w0 households thase who do not
receive remittances. Further, households receiving remittances spend more at the margin
on education (12 per cent), clothing and bedding & foot wears (1.5 per cent) and durable
consumer goods (6 per cent), compared to those who do not receive any remittance.
These findings support the theoretical argument that remittances help to increase the
level of investment in human and physical capital and play an important role in raising
the standard of living of the households.

1. Imtrodoction

Eemittance includes both monetary and non-monetary flows o the households by
migrant workers working outside their usual place of residence (or place of birth). It is
the most important linking factor between migrants and their family, which provides
sustenance and contributes 1w the improved livelihood of the receiving households
(Hoddinoa, 1994; Maitra and Rav, 2003). From the theoretical perspective researchers
have different opinions regarding how these remittances are spent by the households and
what is their impact on economic development ol the households. Some authors argue
that remittances are fungible and are spent like income [rom any other sources, while
others claim that receipt of remittances can cause behavioral changes at the household
level (Brown, 1994 Alderman, 1996, Adams, 1998, Chami et al., 2005; Osili, 2004,
Adams and Coecoecha, 2000). For example, empirical siodies in India have suggested
that remittances are mainly spent on subsistence needs (Krishnaiah, 1997, Deshingkar et
al., 2006: and Samal, 2006}, however, a small proportion of that is used for invesument
purposes such as education, livestock, farming and small-scale entemprise ete. (Oberai and
Singh, 1980: Ratha, 2003; and Muoeller and Shariff, 2008). These swdies have not
investigated whether Indian households spend these reminances like any fungible income
or the receipts of remittance really cause any behavioural changes in the household
spending panerns. In order 1o address these questions, in this context, the main objectives

of this paper is (i) to study the effect of remittances on the households” marginal spending



behavior, and, (i) to investigate how these remittances are directed o human and
physical investments in India; by estimating households expenditure Tunctions for Tood
and non-food goods using a nationally representative (National Sample Survey, 2007-08)

household survey.

The rest of the paper is distributed into four sections. Section two outlines the data
and econometric methodology used in the empirical estimation of household e xpenditore
functions. Section three provides an overview ol remitlance receiving and spending
pattern of households in India. Section Tour provides the empirical estimation household

expenditure functions and section five concludes the paper.

2. Data and Econometric Method

This paper uses the unit data of 64% quinquennal survey (schedule 10.2),
conducted by the National Sample Survey Organisation (M550) in 200708, This is the
nationally representative and large-scale household level survey that covered 125,578
household (79091 in roral areas and 46,487 in urban areas) all over the country. It was
designed w collect nformaton on emplovment & unemployvment and  migration
particulars of the household members, which provides guantitative information on
migration and remittances. The important characteristics relating to migration include:
household migration, migrants, shor-term migrants and oot-migrants.  The information
on remittances include: the amount of remittance received during last 365 davs and the
different heads on which households spend these remitances. In this paper, the
households those reported out-migration of their members but did not receive any
remittance are recorded as non-remittance households. The household wial expenditure is
split into five main calegories viz, expenditure on food and consumer goods, e xpenditure
clothing, bedding & footwear, expenditure on health care, expenditure on education, and
expenditure on consumer durables. The information on food and consumer goods
expenditure is collected in a reference period of 30 davs, whereas the information on all
other catepories of expenditures is collected in a reference of 365 days. These values are

standardised for a period of 30 days for the sake of comparison.
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The household expenditure functions are estimated using an Engel curve
framework that allows us w0 analvse the marginal expenditure patierns of remitlance-
receiving and non-receiving households. The Working-Leser specilication (Working,
1943 and Leser, 1963) is a popular method used in empirical estimation of Engel curve
that provides a good statsteal fit to a wide range of goods, including food, clothing,
health, education and durable goods. This specification also mathe matically allows [or
rising, Falling or constant marginal propensities o spend over a broad range of goods and
expenditure levels (Adams and Coecuecha, 2000). The Working-Leser specification is

expressed as:

w,o = + 8 LniX, )+& (1)

Where wy is the budget share of pood j in household i (ie., the ratio of expenditure on
good j o wial household expenditare), X is wial household expendiare, a; and f§) are
parameters o be estimated and & is swochastic error term. Stwdies like Deaton (1997),
Castaldo and Reilly (2007) and Adams and Cuecuecha (2000} have included a vector of

socioeconomic and locational factors other than expenditure. This is presented as:

w. =+ 8 LnlX, ) +¥ & +v (2)

(i=1L23...n)

here ¥ is an unknown parameter vector o be estimated and relates o household and other
characteristics contained in the &, vector, and vy is an ermor term that caplures the
unknown variation in the i* budget share for the i* household and for which standard
econometric assumplions are made. From equation (2) marginal budget shares for the i*
goods (MBS;) can be derived as Tollow:

%[w xX )= +8 (14 Lo(X ) +7 24y 3)
Additional modification of the model (equation 2) is necessary o study  household
behaviour with respect o receipts of remittance. Since there are three mutually exclusive
states (5): (1) receive no remittances: (2) receive internal remittances (from India) and
(3) receive international remittances (from rest of the world), and the households have w

[ an - oplin sumplion  sh: | articular  state. ave i
decide an timal  consumption  share  choosing cular swte. We have a
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polychotomous choice model. According to Dubin and McFadden (1984), there is every
possibility of containing correlated error components that leads (o selection bias. In order
o overcome this problem Dubin and McFadden (1984) selection correction method is
used. Dubin and MeFadden (1984} generalised the Heckman (1979) two-stage method
using instrumental variables and nonlinearity in the selection model. This method
performs betier than other selection methods in Monte Carlo experiments { Bourguignon
el al., 2004 ). Adding a selection term in Equation 2 will provide the following:

wo=o +8 (X )+¥ 2+ 5 +v, (4)
where 5. represents the selection correction variable relsted w choice C. The parameter
Ay 1w be estimated is directly proportional to the correlation between the error terms of the
consumption and the choice equations. The effect of remittances on the marginal
spending behavior of households is estimated following the maltiple reauments literature.
Lechner (2002) sugpgesied that the pairwise comparison of reatments s enough (o
identify Average Treatment Effects on the Treated (ATT). ATT is defined as:

ATT, = E(MBS, lc=1i)- E(MBS_ |c=i) (3)

Empirical estimation including the first stage cholce eguaton (using a
multinomial logit maodel), second-stage household expenditure Tunctions (equations 4),
and estimated marginal budget share and average treatment effects (equation 5) [or non-
remittance and remittance receiving households in India are given in section four table 4,
5, 6 and 7 respectively. To find out the mopact of remuttance on households” expenditures
we have estimated the marginal budget shares for these five categories of expenditure for
each vpe ol household using the coellicients from tables 5, 6 and 7. The counterfactual
marginal bodget shares also uwsed in the estmation of the two pairwise Averape
Treatment Effects on the Treated (ATT). These counterfactuals represent the e xpenditure
that households that chose w receive remittances would have had without the receipt of
remittances. It is obained using the equation for expenditure shares for households that
receive no remittances on households that receive remittances, taking into account the

selection part that the household receives remitlances.



3. Remittance receiving and spending pattern of housceholds in India

Discussion begins with wble | which presenis the percentage of households
reporting oul-migration, receipts of remittance and average annual remiltances received.
It is observed that about 27 per cent (304 percent of rural and 193 percent ol urban) of
the households reported out-migration of their household members during 2007-08. The
percentage of households reporting out-migration varies across the states in India. The
percentage of households reporting out migration is highest in Kerala (49,1 per cent),
followed by Himachal Pradesh (47.5 per cent), Haryana (385 per cent), Unaranchal (35.8
per cent), Unar Pradesh (356 per cent), Rajasthan (353 per cent), West Bengal (29 per
cent), Maharastra (289 per cent), Odisha (26,9 per cent), Gujarat (25.8 per cent), Bihar
{24 9 per cent) and Punjab (23 per cent). It mav be noted that out-migration is high in both
relatively developed and underdeveloped states in India. Migrants from relatively under
developed states migrate o other siates for employment (Joshi and Joshi, 1976; Dupont,
1992, Gupta, 1993; Bhatacharva, 1998, Srivastava, 1998 Kundo and Gupta, 1996
Vijay, 2005: Mitra, 2006, Deshingkar et al, 2006 Mitra and Moravama, 2008
Deshingkar and Akter, 2000 and Awasthi, 2000), whereas large number of people [om
Kerala, Tamil Nadu, Andhra Pradesh, Gujarat, and Punjab migrate 1o other countries
(Khadria, 1999, 2001 and 2002 Zachariah et al., 2002; Lal, 2007) . However, percentage
of households reporting out migration is lowest in Delhi (6.8 per cent). This may be due
1o the [act that Delhi is one of the major destination places for internal migranis in India.
About 34 per cent of the Indian household reported receipts of remittance out of those
were reporting oul migration of their Tamily members. The percentage of households
reporting remittance s highest in Bihar, followed by Tharkhand, Odisha, Meghalava,
Uiaranchal, Assam, Himachal Pradesh, JTammo & Kashmir, Kerala, Tamil Nado, and
Utar Pradesh with roral-urban differentials. In most of the states, percentage of
households reporting remittance is higher in rural areas as compared 1w orban areas. The
average remittance received (during last 365 days) by Indian households is about Rs
23989, The remittance received by urban households (Es. 43589) s much higher than
that of rural households (Rs. 20037 It is also observed that there exists huge discrepancy

in the average amount remitlance receipls across the swates in India. Among all, states like



Table 1: Houscholds reporting ont-migrants, receipt of remittance amd average
remittance received by sectors in India, 2007-08

Name of the State Mo. of Households Reporting | Households received Average annual

Sample out migration of their remillance among household remitance
Households family members those reporting out- rece ved
(%) migrant {5 ) {in Bs.)

Rurd | Urban | Total | Rural | Urban | Totd | Rural | Urban | Totd
Jamimun & Kashimir g e LEY 6.0 Ix2 462 EER: b | 44477 | 525TH 45259
Himachal Pradesh 2278 499 | 274 | 475 | 465 | 212 | 449 | 13163 | 4um1 | 23680
FPunjab 3191 T4 15.3 230 aL1 17.5 2TE | g3527 | TReED | EXT7RS
Uitaranehal 1651 40 4 214 ELY. 5149 3449 44,2 IEE2 | 44173 FEIR
Harvana i 412 x4 IS5 5.5 115 4.7 | 4454 | &O2TT 47551
Dielhi 1525 124 65 6.8 24 i3 1z WHET | T T4120
Rajasthan S T4 287 153 IR 2 21LE 5.0 TROSD | 513172E WIED
Uttar Pradesh [2602 3 216 154 437 251 41.0 14677 | 2eE90) 15758
Bihar ETES 58 16.E 249 74.5 614 Ti6 | 15148 | 33350 16163
Acvdunachal Pradesh 1411 14 5 92 133 41.9 531 439 1395] | HEME 15243
. Nagaland LT His 15.0 14l IRT 46.5 4013 l463 | 15554 1465
Manipur ZRE] 4.3 1.7 133 437 55.2 46,3 | 31630 | 45836 3515
Tripura TERD 9.7 101 98 5.6 57.1 583 | 2317k | amozrd | w252
Meghalayva 1759 9.5 LN ER 4749 6216 498 | 27RO | 475K W2
Assam ) 155 11.E 152 47.1 451 472 14243 | 24240 15125
West Bengal ETT0 LI 11 290 325 211 .l 145877 | 15204 [TEED
Tharkhand J0E2 136 127 134 b H 58.5 653 | 21961 | WWITS 247313
Odisha 5150 5 185 269 518 41110 506 [3E4K | 3EITE 5656
Chhattisgarh 303 160 158 165 T 15.7 5.3 EXA | 2wl 111 &
Madhyva Pradesh I M3 16.2 23 13.9 16.7 14.4 [5G | Fiigd 14015 1
. Gujarat 5157 0 9.3 258 4.4 9.5 1249 15147 | R0 W
Maharasira [NRE S 154 0 2E9 xanT 13.1 199 12127 | 44151 1EM2
Andhra Pradesh Enz i) 17.3 142 6.3 18.1 6.7 [9gar | 55797 | ¥T476
K arnaiak a 5240 T h 13.3 227 241 21.2 25 1377 | 47421 HWIITE
I Kerala 3515 509 438 44901 4449 41110 4185 | 51212 | 3617 5x933
Tamil Nadu TG 133 15.5 199 401 427 410 | 73505 | 47411 516
Oihers 5T 152 127 1319 o4 340 2| BEAAD | 122945 | dadid
Total 125578 M4 1.3 72 M5 24,0 | 20TAT | JASKY s

Source: Calculation from NSS Unit data, 2007-08

FPunjab, Kerala, Tamil Nadu and Andhra Pradesh have dominated in the average receipts

of remitance during 2007 -08. Among these [our states, Punjab, Kerala and Tamil Nado
have large number of international migrants {Khadria, 1999, 2001 and 2002 Zacharish et

al., 2002} and therefore, are expected © receive more international remittance. But the




remittance received by the households in Andhra Pradesh, Bihar, Tharkhand, Odisha,
Meghalava, Unaranchal, Assam, Himaschal Pradesh and Unar Pradesh are maanly coming
from within India, since huge share of out-migrants om these staes are found working
in other states of India (Mitra, 2006; Deshinghar et al., 2006: Mitra and Murayama, 2008:
Deshingkar and Akter, 2009, and Awasthi, 2010). By plouting the distribution of
remiitances received by the houssholds (Fig 1), it is found that a huge sepment of the
households received less than Rs. 20,000 per snnum. This [acl proposes an imporant
research question aboul the role of remitince in the households spending paiterns,
particularly, those who belong to the lower quintile of the income distribution in India.

Figure 1: Distribution of remittances received by the houscholds in India.

30805 4.08-05

a 20000 ) 40000 ] 60000
Amaunt of remillances recaved during lazt 365 days (in As.)

Source: Based on NSS Unit data, 2007-08
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Table 2: Remittances and average howsehoMds’ annual expenditure in India, 2007-08

Mame of the State Mo, of Remittances | Average anmual Average anmel Difference in average
Samiple a Tl honsehaold bz hwalid hensseha ld anmeal
| Howscholds | Houschold ek penditure of cxpemdimne of expenditure
expemnditure remiitance reittance mot Difference | t-siatistics
mecciving receiving
howscholds (Rs.) | houscholds {Bs. )
Jamimu & Kashinir 2128 0.9 B2 680 X332 HI4E Q53 ke
Himachal Pradesh A 5.2 3oz 553E1 4011 22 ]+
FPunjab £ TOhR Q1276 TO396 HIERQ QT e
Untaranchal 1651 521 52TTH 50777 21 L&
Haryana e ) G7.a THEST GhIED 175 £ L
Delhi 1525 T I 16291 TYXZH 37065 I TR
Rajasthan 544 | H2.4 552159 51730 A5 3 3k
Unar Pradesh 1 2603 427 49057 44321 47345 Ehres
Bihar ETES 49.9 JE445 A5E20 2625 506
Aqunachal Pradesh 1411 3460 LRI 55051 KX LALT R
Magaland [ 1760 | 215 EX122 TEI6Z 39460 [ Gk
Manipur ZEED BOT 524 A66E 152 T 42 wws
Tripura ZEED 581 51194 431710 B2 TSR+
Meghalava 17549 578 G277 53715 Q12 4G e
Assam Hi4d) A F53EE 5H26 1352 2lG+
West Bengal ETT0 49.5 44 4ET 41443 3024 LA R
Tharkhand INE 5.3 519461 393 12668 [
Odisha 5180 | 424 40625 3451 5774 4 GT
Chhattisgarh LELE ] Xl 42412 2R 2984 2T
Madhva Pradesh HA0H IEE 4aiM1 41324 4717 5. xR
Gujarat 5157 48.7 51847 57356 -55049 SR [V
Maharasira 100 301 54085 5E449 -4364 -2
Andhia Pradesh BTz 5.4 43IERT 4X7549 112k 1.12
Karnataka 5240 4.8 44703 A -4243 SN A
Kerala 1515 B2l GETIH G010 B&2ZE 4 23 ke
Tamil Nadu TOED T4.8 430007 41752 1255 1.349
(rhers 57T fi.l 75241 R K76l 5.66%
Tatal 1255TH 539 52613 40425 J188 1LG]%%*

Source: Calculation from NS5 Unit data, 2007-08

To study role of remittances in economic wellbeing of household, we have

computed remittances as percentage of household consumplion expenditure, average

annual household expenditure of remittance receiving and not receiving households as

well as absolute difference in annual household expenditure of remittance receiving and

not receiving households. These estimates are presented in able 2, which suggest that




remillances as a percentage of household expenditure (of those who received remittances )
i5 about 54 percent in India. Remittance a8 a percentage ol household expenditure is
highest (about 80 percent in Punjab, Kerala and Tamil Nadu) in the states that receipts
international remittance. Likewise, remillances constitute ashout 80 o 45 percent of
household expenditure in the major swies like Manipur, Andhra Pradesh, Bihar,
Tharkhand, Odisha, West Bengal, Meghalava, Uttaranchal, Assam, Karnataka, Himachal
Fradesh and Unar Pradesh. Apart from Gujarat, Maharashira and Karnataka the average
annual household ex penditure of remitance receiving households are greater than that of
remittance nol receiving households in all other siates of India. Apart from Uttaranchal,
these differences are statistically significant across the sites in India. Given this, now
let’s find out how the households spend these rermttance s m owder fo 1mpove their Ionng

standards.

The households those reported remittances were asked to report the uses of
remittance in three descending orders. The information on uses of remillance is given in
12 different heads. We have reclassified the remittance use into [ major catepories and
presented in table 3. Based on their [irst preference, majority of the households (shout 76
percent of the households) reported that they use remittance for food and other consumer
goods expenditure purposes. And there is a state level variation (that ranges [rom 58 1o
B4 percent) in the percentage of households those reporting use of remittance on food and
other consumer poods expenditure. Since a large percentage of households reporting
remillance use on basic necessities, it can be stated (a8 in Krishnaiah, 1997; Deshinghar
et al., 2006: and Samal, 2006) that remittance plays an important role in improving the
living standards of the households belonging to the lower economic quintiles in
particular. However, it is important o note that about 7 percent of the households {over
10 percent in most of the states) in India spent remittances on health care. Increasing
expenditure on health care has an important labour market implication, which increases
the labour productivity and  hence responsible for initisting  economic  growth.
Furthermore, using remiltance in repaving past debts will have positive psychological

impacts on the household members by redoucing social stress. Spending remittance on



housing improves the living conditions, whereas increasing expenditure on education will

have better long lerm consequences.

Tahle 3: Percentage of houwscholds reporting the nse of remittance on different heads

in India, 2007-08

Taame of the State TUse of Remittance on DNiTeremt Heads
2 =N < g o B =
B PRI AN E et
SZ2 25| Z| 5|2 |55/£52% ¥
2°5%|22 5| 3|2 |48|28a2°F°
Jammu & Kshmis | 74.0 7.6 07 o9 ] 37 | &6 | 17 1 & .3 1.6
Hiniac hal Pradesh &30 .4 02 [15] 28 | 18] 1.2 2h 0.2 .3
Punjak 561 12 4 1.1 1.5 37 [ 58| 40 a1 a7 27
[Jnaranchal B2 ER: .1 1.1 25 | 49 1.8 (6 1.0 30
Haryana 6 113 i 2| 57 | 22 1.9 43 1.7 5.2
Dz Thi #4.2 4.3 00 [ 21 ] 30 | 00| o0 43 (1.0 21
Rajasthan s 1011 02 [o&8] 1.7 | 36| 18 1 & f.9 27
Utiar Pradesh 62 6 137 08 [ 27 102 |24 28 1.1 21 1.6
Bihar A3 0 iR 4 | 65 | 31 23 S 1.4 .10
Armachal Pradesh | 466 113 {1 25| 164 | 4.3 35 {11 24 124
Wagaland 49 4 182 27 [ 52] 75 [ 18] 13 27 1.8 9.5
Ml pus 58.7 147 00 [ 27] 36 | 36| 19 11 19 74
Tripura &1.8 4 8 03 [os| 56 | 05| 07 .1 {18 48
Meghalaya R 5.8 DA 35| 6f |03 (1.0 I A 1.0 20
Assam 6.1 (i 23 5 | 104 | 4.1 2 in 1.3 3.4
West Bengal 5.7 6.2 08 [o09] 57 | 45| 16 17 1.5 1.4
Tharkhand 7.3 0.7 07 [ Lr ] e [ 35] 15 09 210 22
Odisha 651 9.3 06 (07| 41 | 77| 26 21 7.1 (1.9
Chhantisgarh 535 108 10 [ L] 129 | 67| 6l 1.3 1.0 5.6
Madhya Pradesh .7 (il 21 L4 | 104 | 52 21 0 27 28
Gujarat 4.2 11.6 13 (o4 | 72 |39 12 31 1.& 5.2
Maharasira 0& .0 a1 13 [ 1e] 1010 |24 16 21 1.2 1.7
Andhea Pradesh S8.0 5.1 04 | 1.1 ] 89 | 4.1 1.0 T4 138 [ 22
Kamaiaks .4 8.6 30 [ 13] 56 | 38| 32 E 13 .4
Kerala fi .6 .1 {5 1| 1 35 1.6 20 123 L.4
Tamil Nadu 4.7 4.2 02 [12] 59 | 20| 09 47 146 | 1.6
Oihers 724 5.6 06 [19] 31 | 25| 18 a9 1.3 1.0
Total [F 9,2 08 [ 14| 73 | 35| 21 2.1 4.5 2.4

Source: Calculation from NS5 Unit data, 2007-08
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To undersuand the household spending behaviour with respect to the receipts of
remitances we have compaed the average budget shareé of both reminance receiving and
not receiving households. The budget shares on food and consumer goods, clothing and
bedding, health care, education a5 well as on durable poods are presented in figure 2, 3, 4,
5 and 6 respectively. It s found that the proportion of spending on food and consumer
goods 8 higher for the non-remittance households as comparad w0 rematance recei ving
households (see hgure 2). The proportion of spending on clothing and bedding (fig 3),
health care {(fig 4) and durable poods (fig 6}, on the other hand, suggest thit the shares of
expenditure on these poods are positively influenced by the receipis of remittance, The
households receiving remittance on the average spend a higher proporuon of their
expenditure on these poods as compared (o their non-re mittance counterpiaris. The share
of expendiiure on educatnon (fig 5), however, shows an undistinguishable picture. In
some states the proporion of spending on educstion higher for remitance receiving
households than the non-remittance households, and for some others, it is the other way

found.

Figure 1: Percentage share of houselwolds’ expenditure on food and comsumer goods
by receipt of remittance
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Figure 3: Percentage share of househoMs® expenditure on clothing and bedding by
receipt of remittance
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remittance

Figure 4: Percentage share of lousehols® expenditure on health care by receipt of
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remittance

Figure 5: Percentage share of houselwlds’ expenditure on Education by receipt of
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of remittance

Figure 6: Percentage share of houselwlds' expenditure on durable goods by recelpt
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4. Estimated Resualts

The result obtained flom the first-siage mulinomial logit model is presented in
table 4. I s important note that the instrumental variables (viz., monthly per capita
expenditure and region dummies) are highly significant. The monthly per capita
expenditure dommies are important detemminants of both internal and international
migration India. The households having better standard of living are able 1o provide
better education o their children. And it is expected that the probability of migration
increases with the increase in level of education. That is reflected through the positive
coellicients of monthly per capita expenditure dummies in both the equations. The
coelficients of region dummies, however, explain the diswess and aspiration motives of
migration. The migranis belong o the eastern region (states with relatively high level of
poverty head counts) are more likely w0 migrate internally out of income distress. The
probability of international migration (mainly w oblained better opportunities) is high in
the northern, western and southern regions that consist of high and middle income states

in Indiaa.

The results of the second-stage equation for each expenditure category and for
each wype of household are given below. The households with no remitances,
households  receiving internal remittances and households  receiving  international
remillances are presented in tables 5, 6 and 7 respectively. The most important variable in
these three wbles is the selection term {(lambda). In able 5 and 6 these lambda variables
are significant in most of the expendilure equations, and for households receiving
international remittances (table 7) it is significant for Tood expenditure only. These results
suggest that selectivity in unobservable components matters for households receiving
mternal or intemational remittances. Hence, estimations ignoring the selectivity part of
the model would be biased. The values of R* (measure of gooddness ol fit) are fair enough
for cross section data and the F-siatistics of all the three equations are highly significant
that rejecting the null hypothesis that the joint influence of all explanatory variables on
households’ expenditre is zero. The coefficient of logarithm of total expenditure is
negative in case of food and clothing equations, and positive in health, education and

durable goods expenditure equations. This resull is as expected, which implies the [act
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that higher the standard of living lower is the share of expenditure devoted o necessary
goods. This result is consistent with the standard Engel’s law.

Tahble 4: Multinomial ]-ngit model using Dubin-McF adden method

Receive internal remiat tanee

Receive interngational remittanee

Variables {From within India) {From outside Indis)
Croefficient | Z-Valoe ME Coefficient | Z-Value ME
Constant 4 036 -5 Gk - R.216 -3 Geew
Househaold sive L1009 -1.°7% 1.5 10073 o ks A2
Male migrant dumnmy 5326 [ e} www (LAS2T 4500 T B (212
Female migrant dummy (1.246 [y¥e® (L0130 (158 1.1 (L0001

Household monthly per ¢

ita expenditure group dum-m:r' {reference category-Chuintile1 )

Chuintile2 1064 1.7% 0031 0702 f yeee 0.025
Chuintile 3 (108 2 pHEE 00053 0991 G 2%k 0.0039
Chui ntiled 0.099 2. 5%% 00048 1.196 [ ] 2%%= .0051
Chuintiles i1 164 R S 00079 1.771 1 6. 6o%** 0.0053
Housshold type dummy {reference cate self-employed in non-agriculture)
self-employed in

| agriculture 1313 gk 0168 {1,195 -2 JEE 410006
Salary eamings (L0110 .2 00005 (L058 07 0.0002
Labourer 1045 -1.3 (L0022 41440 o i 0011
others L. 106 Xy seew 00786 0.929 ]2 7%= (L0133
Social gmup dummy {reference category-Scheduled tribe)
Scheduled caste 1101 2.2%% 100449 LXI8 S5%ke (L0041
Crther backward caste (L036 0.9 00016 1.1 Ta¥EE .00446
Crthers 0021 L5 00008 1.376 B2wke 0.0054
Religion group dummy {reference category-other religion )
Hindu (.28 R S 00141 -1.543 L {0075
Muslim 1494 T2wEE 00292 41,284 -2 S L0008
Christian (L0l 6 2 TR {1.841 -y, Y {0017
Landholding dummy {reference category-less than (.(05 hectare)
(1005-1 hectare .81 2g%E 00045 (L0500 07 0.0001
|ty 2 hectares 1051 -1.0) (L0024 {.397 =2 b 10010
2ty 4 hectares 095 -1.6 (LK S 4,135 -1.0 4100603
4 tor 8 hectares {1273 -2 ke -(L{1120) {1.599 A {10013
Above § hectares {1381 S R -(1L.01164 {.137 (L6 A1 0003
Region dummy (reference category-Eastem Region)
Westem 493 -12 pEee (L0215 1019 T 0.0044
Naorthem {.197 4 dekE (LK 4 1.134 L 0.0054
Southem {423 -11 BEee (L1194 .42 L6, TH e .0103
Central {1.739 H)gEEE 00 {1. 366 -2 e 100K
North Eastern 4.125 0 R -(L0(159 4.579 -3 e 0013
Pseudo R? 05494
LR chi2{54) 8020777
Observations {N) | J566

Senrce ! fadber s Edftynafion

Wi (5} Base cansgory e mom o s bowrae baodds ) For darmmmy variohl e margmall affece (ME) inplies de dicmee cdhasge froam

Ooo 1 omd dupa®, ** and *** mply 1 por cese 5 percent ond 10 perces kevel of sl me e res poc oe by
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Table 5: Houschold Expenditure Estimates for the Houscholds receiving no
remittances wsing Dubin-MceFadden method (selection correcied)

MPCE- moenthly per capita consunption expendiune.

Food & Consumer Clothing, Health care Education Household
godds bedding & [oot durables
Variables wedr
CoelT. 1-Y alue Coefl. | -Walue | Ceeff. | t-Value | Coefl. | -Value | Coeff | -Value
Constant [.343 Y R QL12E | T2gwes dsl | 294 | 02N | 63 | 33 | AT g
' Log{mpce) -2 p i 0000 | 3900 [0.072 | 355777 | 0.039 GRRT | Q23 | 619
Household size | -00011 TR e DEREEE B ey DERE Bawes DR [2g9%e | (0] [72dEd
Household tvpe dummy {reference category-sell-emploved in non-agriculture)
selfi-emploved .03 2 e Amnl | 1A QL 4 e (L005 qqees (U2 | -F.EEr
in agriculture
Salary earnings | 0.003 S.pree DR 3 5en DR | -2gre LD | -5awes (U2 | 3.2
Labaurer .60 QL6 AmEl | -3 DRy Tt LW -1.4 R [.1
' Others -(ul14 130 0.001 | L7* DR 1.1 Qi 2 hn -(UD3 | -3 R
Social group dummy (reference categorv-Scheduled tribe)
Scheduled caste | -0001 1.3 0002 | <tarrr [oodl | 103 [ 0008 | 66t 0003 | <ot
Other bac kward | -0.001 -1.1 000 | A4t [ 0023 | 670t | U00R | TREer 0002 | -3.2%er
casie
Oithers - 002 -2 [+ 0Dl | -3 L D0LE | ddres 0010 | 97w -0 || -5
eligion group dummy (relerence cate pory-other religion
Rel d {rel: ther rel
Hindu N R Q002 |33 07 | sgeer 0002 | -1.4 0007 | RQree
Muslitn QU002 | 0.1 000l | -1.2 0.030 | §Hee 0010 | a1t | Q008 | g5eee
Christia 0.003 1.4 0008 | -LLEer | a0l | 23 0001 | 04 0001 | 0.7
Landholding dumimy (reference category-less than 0005 hectare)

0.005-1 hactara | -00010 -1 G DR Ip5**s 0L | -hFEr S LUK I e R QLS | 130
' I icx 2 hecigres -(0013 -l 3 0.007 | 15370 33 | e LS | 2w DR I LT
2 v 4 hactares -1 Ap gEee ERE Y l44%%* QOLT | -3 EE LG | -3 LR LU R
4 10 B heclares | -0013 - Qe 0010 | Bgeee 0022 | 2§ Q010 | 380 | polD | Gl
" Above B 0017 | 3.qrer 0.013 | 7R 0007 | 0.5 0008 | 22 0010 | 400

hectares
Sector dummy (reference category-Rural area)
]

R 4 Tk = T ek T Tk . L2 2
Urban area {0 - (.06 ok (L2 70 il 2.1 - (00 13.0
Lambda | (L2 234> i.(DH L0 (LR 0.7 - (LD -TATER | QL] J.4%*
Lambda 2 Q0ls [ 35T | poo3 | -18Y | oS3 | AT | poes | 5T | gpls | S50
Adjusted R 0.16 | 0.0415 0.146 0.149 0.066
F-statistics B86.28 [ 201.82 06073 531.08 266.73
Ohservations
(N} ' 92925 | 92694 1111B 60573 74926
. sowree: Author’s Estimation

Mot
Lo " and *** imply | per oent, 5 per contanmd 10 per oent level of significance respectively.
3
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Table 6: Houschold Expenditure Estimates for the Howseholds receiving internal
remittances using Dubin-McFadden method (selection corrected)

Food & Consumer Clothing, Health came Education Household
goods Bedding & foot dumbles
Wariables W
| Coeft. 1-%a e CipefT. FWalue | Coeff. | -Walwe | Coeff. | eValue | Coeff. | +Yalue
Comstant | 388 [ iyees 0133 L B e el e IR | -1RGEE | |62 | 255w
Log(mpee) | 0.071 5520w 1l M e | (L0ES A3 | e TEER] QR 028 Jufen
Hosehol d size S B o L L T G 20 e 1 0.7 Q2 | Bt (a0 o
Househol d type dummy {reference catepory-self-employed in non-agriculture )
5:I'E'-:m]:||u:|.-:d im | -G 2Pk DL 1.5 (L028 43w LEVE e ). (e 13
| agroulhre

Salary -:n.min_lgs S AL {003 3. 2k 25 | 33w LT i (a2 12
Labourer (.0 W DELE N 0.2 0028 | 43%+ AUl | 03 DI 1.
athers L4 S R {060 L5 (L0286 Jgsee (25 L] e LG | -3 e
Social group dum m}' {reference category -Scheduled tribe)
S chednled caste | 0003 | 1.4 D002 | 300 | 0.002 | 420F | 0007 | 28°FF | 0.000 | 05
(Mher backwand 0603 1.3 (W03 N XY 1.5 ELEE Jgsee (a0 | -140
caste
(hhers 0603 1. (W2 S (.15 o LEE 32t L3 | 25w
Religion eroup dummy ireference catesory-other religion)
Hindh . (e -1.2 (W o L VR i e e s | -17 . (a3 | &
Muslim uiae | L] ST I S Tt I O i ST R (A I R L5 e
Christian 0013 | 3.5+ 0010 | .97 F | 0001 | 0. 0008 | 23 | 0.006 | 25°°
Landholding dummy {reference category-less than (LO05 heotare)
(0.005-1 hectare . (e S fyed DL . | L | -16 A | 22w . (a5 4 free
10 ? hectares D007 | 28T | D007 | 7507 | D030 | 24T | D008 | 330 | 0006 | 35000
2 to 4 hectares S AL {06y T S S IIUEY S e AL | 5 . (a7 e
4 to & hectares . (a1 L8 {06y o (et 023 | -16 Al | 32w .04 4 ek
Above & hectares | 0002 | 0.3 DM | 3570 | 0037 | -Lb 0019 | 26w | 0019 | d2¢e
Sector dummy (reference catepory-Bural ama)
LUrban armea DL S.ptw (2 g0t | 002G | dgee 00 | 344 Dy | BRER
Lambida 1 0] i A | -2 | D033 | -SuhE A2 | 1.1 i), (a0 02
Lambda 2 .32 N {0 3.3 (.033 e {0 1.5 000G Tyt
Adjusted B2 01734 LR {12080 .1147 0079
F-statistics 276.82 R 48.52 109.08 94.95
Ohservations (N) | 26301 20208 3620 1080 21652

Somree: Anthor’s Estimaton

Mime:

3

o0 and ¥ dmply | per cent, 5 per centand 10 percent kevel of significance nespactively.
MPCE- monthly per capita consunpiion expendiune.
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Table 7: Hounsehold expenditure estimates for the homseholds receiving inte rnational
remittances using Dubin-McFadden method (selection corrected)

Food & Consumer Clothing, Health care Education Household
goods Bedding & foot dumbles
Variables wedr

CawefT. 1-Yalue CaowzfT. 1-Walme Conz AT -alue | Coeflf | t-Value | Coeff. | -Walue
Constant 1.537 27 fyrede 056 | e -(1.237 -1 4 . | (e S L3523 | R
Logimpee) A(L(FH | -|3BFEE A | -5 e Q60 | 30 00019 [ 365 0.054 | 106
Houschold size L0 14 SR L A 0.1 {00 0% (.65 3.y {002 |5
Household type dummy (reference category-selt-e mployed in non-agriculre)
self-employed in 04 08 0.1 0.9 L

| agricultun: (L0 - U2 0L AL

Salary earnings AL G -13 Qi .7 JELEE]N] 1 0013 L3 | -7 .7
Laboumer L5 -1.1 (e | .3 {0603 0.1 QIR 0.9 .02 02
others A0 -7 D011 | -2 T Q2 03 (025 l.9* .83 1.3
Social group dummy {reference category-Scheduled tribe)
Scheduled caste 0015 06 | | 0.2 0071 1O | ouooe 1.3 | 0007 0.4
Other backward e
caste (.34 1 sILEE] o -3 s (ERELY) -2 ). (a8 0
Crthers A0 -5 (i | .2 -(kl 0.7 .03 |.9* .0 0.1
Religion eroup dummy {meference category-other religion )
Himdu (L0200 .7 SR e O (Ui .1 AL1E -1.8% 0.i015 1.7
Muslim Ll 0 A2 o DL Qi .02 -1.8*% QLG 1.5
Chiristian {067 035 G .y rE -(1kl5 12 .05 -1.2 (.02 23
Landholding dummy {reference cate gory-less than 0L005 hectare)
(L(K15-1 hectare IR -12 LT 0.3 -5 -l B (L5 -1.9 (4 2
| tor 2 hectans L0 LG .5 {005 0.9 -8 05 L0348 2 2wk (L0 1G 12
2 to 4 hectams (). (65 03 L] 1.2 -0, 10 ol | R L1 -1.0 .20 1A
4 to § hectames ). (a5 02 {005 X3 - (1057 A .23 1.8 (e 02
Above 8 hectares (.15 1 (& .6 -0, 1400 -1 A2 -1.5 (.2 A0l
Sector dummy (refersnce catepory-RBural ara)
Urban ara (.037 4. red A2 .6 -1 3 .5 {63 0.4 0029 [ -0
Lamhda 1 (). (a8 0.7 | 00052 |6 -(22 5 (2 . | 3. (A .5
Lamhda 2 (.23 -2y 0.003 | .9 {06y 02 . (WhE .9 Q.2 1.4
Adjusted B 01896 | 0.1108 (.08 86 10445 .1522
Fstatistics 1662 | 943 213 339 10,37
Orhservations {N) 1336 | 1354 233 1025 145

Somree: Anthor’s Estimaton

Mime:
l.
A

o0 and ¥ dmply | per cent, 5 per contand 10 per oent level of significance respeciively.

MPCE- moenthly per capita consunyption xpendiune,




Table B shows the estimated the marginal budget shares for these five categories
of expenditure for each tvpe of household using the coefficients from tables 5, 6 and 7.
The counterfactual marginal budget shares also used in the estimation of the two pairwise
Average Treatment Effects on the Treated (ATT ) Itis important 1o note that households
receiving internal remittances spend less at the margin on food items compared 1o what
they would have spent without the receipt of remittances. Al the mean, households with
mternal remittances spend 2 per cent less at the margin on [ood that what they would
have spent on [ood items without the receipt of remittances. This result is consistent with
the findings of Adams (2005), Tavlor and Mora (2006) and Castaldo and Reilly (20607
who found that, at the margin, households which receive remittances spend considerably
less on [ood than those do not receive any such remittance. On the other hand,
households receiving internal remittances spend more al the margin on  anportant
investment goods like clothing & bedding, edocation and household durables. At the
mezan, households receiving internal remittances spend 1.5 per cent, 12 per cent and & per
cent more al the margin, on clothing & bedding, edocation and consumer durables
respectively, than what they would have spent on these goods without the recept of
remittances. This large marginal increase in spending on education is important because
it can help in rasing the level of human capital in India. And the marginal increase in
spending on clothing & bedding and household durables shows the improving in standard

of living of due 1w the receipls of emiltance.
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Table 8: Marginal Budget shares amd Average treatment effects (ATT) for non-
remittance and remittance receiving honseholds in India, 2007-08

Expenditure | Mon-remvittance Households receiving Households meceiving
catepory Houschaolds imternal remittances intermational remit tances
Estimated Esimated Ciounter fac tual Average Estimaed Counerfaciual Averape
Marginal Marginal Marginal Trealmein Marginal Marginal e almend
Budge share Budge share Budget shane cffizcts Budget share Budget shane cffects
{1-value) {1-vahe)
Fosd & S
20l
Consumer poods 0.861 RS R A58 (68644 R K A0 Q012 {143
Cloahing, .00
Badding & (LDGH (UGHD QDETS - ;.’:l".'”:l T T (U3 (10T
Fisiwe ar 1=
i i 0k - 4% 22
Health cane - DOR1E (UIFFDS (L F55 (-087) . 120 014 (-1.09)
Education Q0598 LT (058G {-1':?1.??3*] (LT6e3 0?13 (U005 (103
Household R S Uik
durablis Q302 ETHER IIEVERT (2185 (L0543 R RTIE 111
Taoaal [ I.1187 [.1147 .13 128

Souree: Author’s Estimation
Moter  * "% gnd **F jmply | percent, § per centand 10 per oent level of significance neapectively.

5. Conclusion

To sum up, it can be stated that average monthly household expenditres of the
remittance receiving households (hoth internal and international ) is greater than that of
remittance not receiving households. Household receiving remittances, on the average,
spend a large share of remittance money for food expenditure in both rural and orban
India. Majority of the households reporied that they spent remittances on food items,
clothing bedding and foot wears, healthcare, educating the household members, for the
purchase of consumer durables, improving housing condition, saving/investment as well
a5 debt repayments. The share of expenditure on difference heads with respect 1o receipts
of remittance suggests that households receiving remittances spend 2 per cent less o the
margin on food articles compared 1w households those who do not receive remitlances.
Further, households receiving remittances spend more al the margin on education (12 per
cent), clothing and bedding & oot wears (1.5 per cent) and durable consumer goods (6
per cent), compared 1w those who do not receive any remittance. This implies that
remittances do provide a scope for investment on human capital as well as accumulation

of wealth and asset creation [or households in addition to providing basic consumplion
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needs. The effect of remittance on households” expenditmre nnplies a reduction of the
budget share allocated 1w food expenditure, and increasing the share allocated 1o
consumer durables and education expenditure. This may ultimately exert an impact on
the local economy through human capital formation, savings and enhanced invesument in

small businesses eic.
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