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Abstract 

This study investigates how conflict moderates the relationship between remittances and income inequality in 

Latin America, an underexplored dimension in the literature. Drawing on a balanced panel dataset of 20 countries 

from 2001to 2014, the analysis employs a two-step System Generalized Method of Moments (S-GMM) estimator 

to address endogeneity, persistence, and country-specific heterogeneity. The results indicate that while 

remittances generally reduce income inequality, their equalising effect is significantly amplified in conflict-

affected settings. These findings support the Insurance Hypothesis, highlighting the role of remittances as 

informal safety nets during periods of instability. Robustness checks using alternative inequality measures reveal 

that this effect is most pronounced in reducing disparities between the poorest and richest households, with 

weaker effects among middle-income groups. The paper concludes by calling for conflict-sensitive remittance and 

migration policies to enhance the redistributive potential of remittances in fragile contexts. 

Keywords: Remittances, Income inequality, Conflict, Latin America, System GMM, Migration and development. 
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1. Introduction  
The relationship between remittances and income inequality is a crucial yet underexplored topic in development economics. 

Remittances represent a significant source of external finance for developing countries, playing a key role in poverty alleviation 

and economic stability. In Latin America specifically, remittance inflows have reached unprecedented levels, surpassing foreign 

aid as a primary economic resource (Vacaflores, 2018). As shown in Figure A in the Appendix, average remittances per capita 

have steadily increased, reaching a historic high in 2023. Figure B in the Appendix further underscores their economic 

significance, illustrating remittances as a percentage of GDP, peaking initially at nearly 6% in 2007, dipping until 2013, then 

rising above 7% by 2023. In countries like El Salvador, Honduras, and Guatemala, remittances now constitute over 20% of 

GDP, demonstrating their central role in regional economies (World Bank, 2025). 

 

Although remittances are widely recognised for their poverty-reducing effects, their impact on income inequality remains 

contested. The counterfactual of what household incomes would look like in the absence of migration remains unobservable, 

making it difficult to isolate the actual effects of remittances (World Bank, 2005). Existing literature presents mixed findings, 

with some studies suggesting that remittances reduce inequality by supporting low-income households, while others argue that 

they widen disparities by disproportionately benefiting wealthier households with greater access to migration opportunities. 

 

Much of the literature focuses solely on economic migration, but this study highlights conflict as a critical yet underexplored 

factor in shaping remittance flows and their impact on inequality. Unlike economic migrants, who primarily move in search of 

better wages and employment opportunities, conflict-induced migrants flee violence, political instability, and organised crime 

(Lindley, 2008). As a result, their remittance-sending behavior, and its implications for inequality, differ significantly from 

traditional economic migration models. 

 

Latin America presents a particularly relevant case for studying this issue due to its history of internal conflicts, forced 

displacement, and persistent inequality. Figure C in the Appendix shows that while income inequality has declined over recent 

decades, this progress has been uneven, with fluctuations and a notable post-2020 increase. Meanwhile, Figure D in the 

Appendix, which tracks average conflict intensity in the region, reveals a rising, though volatile, trend in conflict-related deaths 

per capita, particularly over the last decade. Countries such as Colombia, Venezuela, and El Salvador have experienced 

prolonged internal conflicts, leading to large-scale migration that alters the volume and distribution of remittances. 

 

Conflict significantly reshapes the distribution and accessibility of remittances, often excluding vulnerable populations. 

Migration under conflict conditions typically requires considerable financial and social resources, making it inaccessible to  the 

poorest households, who consequently miss out on vital remittance flows (Lindley, 2008). Instead, remittances become 

concentrated among wealthier and middle-income families, potentially exacerbating inequality. Even when lower-income 

households receive remittances, their tendency to allocate these funds towards immediate consumption rather than productive 

investments limits their potential for sustained economic improvement. These nuances complicate the conventional 

understanding of the relationship between remittances and inequality and necessitate examining conflict as a critical moderating 

variable. 

 

While Latin America’s strong migration networks and proximity to the United States have historically facilitated remittance 

flows, the intensity of conflict in the region may complicate this inequality-remittances relationship, an aspect that remains 

underexplored. The capacity for lower-income households to leverage migration networks and receive remittances may partially 

mitigate inequality; however, the extent to which conflict offsets or exacerbates these dynamics is still unclear. 

 

This research paper addresses a critical gap by explicitly incorporating conflict as a moderating factor in the analysis of 

remittances and inequality. Using a System Generalized Method of Moments (S-GMM) approach with region-specific panel 

data, this research investigates how conflict influences the interplay between remittances and income distribution. By integrating 

conflict into this analytical framework, the study bridges significant gaps in existing literature and provides concrete poli cy 

implications. As global remittance flows continue rising amid escalating conflicts, it is increasingly essential to understand how 

these financial flows can effectively be harnessed to combat inequality and support equitable development, particularly in 

conflict-prone regions like Latin America where migration and conflict are deeply interconnected. 

 

The remainder of this paper is organized as follows: Section 2 reviews the related literature, Section 3 presents the data, model 

and methodology, Section 4 reveals the empirical results, Section 5 discusses the policy implications and Section 6 concludes. 
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2. Literature Review 
 

2.1. Remittances and inequality 
The relationship between remittances and income inequality remains contested in economic research, with empirical findings 

often contradictory. Some studies highlight remittances' potential to alleviate inequality by improving financial stability and 

access for lower-income households, while others argue that they exacerbate disparities by disproportionately benefiting 

wealthier households with greater migration opportunities. 

 

Several studies provide evidence that remittances reduce inequality by redistributing income toward lower-income 

households. Ahlburg (1996) supports this view, showing that in Tonga, remittance inflows led to a decline in the Gini 

coefficient from 0.37 to 0.34, indicating a more equitable income distribution. More recently, Vacaflores (2018) used dynamic 

panel data covering 18 Latin American countries and found that remittances contributed to inequality reduction. Similar 

findings were documented in other contemporary analysis, like those by Azizi (2021) using data on 103 developing countries, 

who noted that a 10% increase in per capita remittances result in a 0.3% decline in the Gini coefficients in developing 

countries.  

 

However, contrasting evidence suggests remittances can widen income gaps. Recent literature highlights that migration 

opportunities, frequently limited by high initial costs and informational barriers, often remain accessible predominantly to 

wealthier families. For example, Adams (1991) found that while remittances reduced poverty in Egypt, they simultaneously 

increased income inequality by favoring middle- and upper-income groups. Similarly, Rodriguez (1998) observed that 

remittances led to a 7.5% rise in rural income inequality in the Philippines, even though they constituted only a small portion 

of household income. In Pakistan, survey data revealed that remittance flows disproportionately benefited wealthier income 

groups, further widening the income gap (Adams, 1998). Barham and Boucher (1998) found comparable results in Nicaragua, 

where remittances aggravated income inequality by substituting home earnings rather than supplementing them. 

 

A possible explanation for these mixed findings lies in the evolving nature of migration itself. The relationship between 

remittances and income inequality is dynamic, evolving alongside a country's migration history. An influential framework 

explaining this evolution is the inverse U-shaped hypothesis, which posits that remittances may initially exacerbate income 

disparities but eventually contribute to their reduction as migration becomes more widespread and accessible (Stark, Taylor 

and Yitzhaki, 1986). However, empirical evidence supporting this hypothesis is mixed, with some studies indicating that 

inequality may persist or even increase in later migration stages. 

 

At the early stages of migration, remittances tend to increase inequality as migration is primarily accessible to higher-income 

households. Stark, Taylor, and Yitzhaki (1986, 1988) argue that migration at this stage is highly selective due to the significant 

financial and informational barriers involved, such as transportation costs, settlement expenses, and lack of knowledge about 

employment opportunities abroad. As a result, only wealthier families can afford to send migrants abroad, allowing them to 

benefit first from remittances while lower-income households remain excluded. These early remittance flows 

disproportionately favor wealthier households, reinforcing existing income disparities. Similarly, Lipton (1980) and Stahl 

(1982) found that remittances were concentrated mainly among better-off families in the initial migration phases, entrenching 

income inequality. 

 

As migration networks expand over time, the associated costs and barriers decline, enabling broader participation across 

different income groups. These networks facilitate information sharing, reduce settlement costs, and provide essential support 

in destination countries, thereby enhancing accessibility for poorer households (Massey, Goldring, & Durand, 1994). This 

expansion aligns with the inverse U-shaped hypothesis, as increased remittance flows become more evenly distributed among 

migrant-sending households, ultimately contributing to a decrease in overall inequality (Stark, Taylor, & Yitzhaki, 1986). 

 

Empirical studies reinforce this perspective. Koechlin and Leon (2007), in a cross-sectional study of 78 countries, found that 

remittances reduced inequality when migration networks lowered the cost of migration and allowed less well -off households 

to participate. Similarly, in Latin America, Acosta et al. (2008) analyzed macro-level data from 59 countries and attributed 

the inequality-reducing effects of remittances to strong migration networks and geographic proximity to host countries. Their 

study indicated that a one percentage point increase in remittances as a share of GDP led to a 0.12 to 1.06 percentage point 
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decline in the Gini coefficient, suggesting that remittances can play an equalising role in regions where migration has become 

more inclusive. McKenzie and Rapoport (2007) provide further evidence, using data from 57 communities across 13 Mexican 

states, where they observed that as migration networks matured, lower-income households increasingly participated in 

migration, leading to greater remittance inflows and a reduction in inequality. Further studies (Borja, 2013; Taylor, Rozelle, 

and de Brauw, 2003; Woodruff and Zenteno, 2007) confirm these findings, emphasising the pivotal role of network strength 

and declining migration costs in shaping the distributional impacts of remittances. This suggests that in regions with high 

migration accessibility, remittances can contribute to a more equitable income distribution. 

 

However, in mature migration systems, inequality may either continue to decline or re-emerge, depending on how remittances 

are distributed. In some contexts, this process leads to the emergence of a “migrant elite,” wherein wealthier households with 

an established migration history continue to benefit disproportionately, while non-migrant families remain excluded (Jones, 

1998; Jones, 2008). For example, Jones (1998) found in Zacatecas, Mexico, that remittances exacerbated income inequality 

at advanced stages of migration, as only households with prior international migration experiences continued to gain. This 

consolidation of remittance benefits among already advantaged households re-concentrates income and fuels rising inequality. 

Consequently, the impact of remittances on inequality is not static but evolves across migration stages, helping to explain 

why inequality may persist or even intensify in regions with mature migration systems. For instance, the recent increase in 

the average Gini coefficient in Latin America in 2019 may reflect the region’s transition into advanced migration phases, 

although this trend remains underexplored. 

 

These studies suggest that the inequality-reducing potential of remittances is context-dependent. In the early stages of 

migration, remittances may increase inequality, while at later stages they may reduce it, particularly where strong networks 

lower barriers to participation. However, in mature migration systems, inequality may again rise if remittance flows become 

concentrated among a migrant elite. 

 

2.2. Theoretical perspectives on remittances after conflict 
The relationship between remittances and income inequality is complex, particularly within conflict-affected contexts. 

Traditional theoretical frameworks, such as the New Economics of Labor Migration (NELM), posit remittances primarily as 

mechanisms for income diversification, productive investment, and risk mitigation (Stark & Bloom, 1985; Stark & Taylor, 

1989; Taylor, 1999). However, these assumptions are challenged in conflict-affected environments, where remittances often 

become vital for survival rather than drivers of economic advancement, significantly impacting their distributional outcomes 

(Lindley, 2008). 

 

Each of the NELM hypotheses offers different expectations for remittance use in conflict settings: 

 

The relative deprivation hypothesis proposes that households migrate to improve their economic standing relative to others 

in their community (Stark and Taylor, 1989). In theory, households perceiving themselves as economically disadvantaged 

compared to their peers are more likely to send migrants abroad, hoping that remittances will narrow income gaps and 

facilitate upward mobility. However, in conflict settings, security concerns rather than economic aspirations typically drive 

migration (Lindley, 2008). Under these conditions, migrants often depart to escape violence, displacement, or political 

instability, making remittances less about achieving economic advancement and more about ensuring basic survival. 

Moreover, while the relative deprivation hypothesis assumes that the most economically disadvantaged households are the 

most likely to migrate, evidence from conflict-affected areas suggests the opposite. Due to limited resources and social 

networks, the poorest households often remain in place or in nearby regions, with minimal opportunities to send or receive 

remittances (Lindley, 2008; Ahmed, 2000; Nyberg-Sørensen, Van Hear, and Engberg-Pedersen, 2002). As a result, 

remittances tend to accrue to households with sufficient means to finance migration, reinforcing existing inequalities rather 

than alleviating them. This pattern is illustrated by Fransen and Mazzucato’s (2014) study in post-conflict Burundi, where 

wealthier households disproportionately received remittances, leaving the most vulnerable populations excluded from these 

financial inflows. 

 

Another dimension of the NELM framework is the investment hypothesis, which suggests that remittances can function as a 

source of capital for recipient households, enabling them to improve their long-term economic well-being through business 

financing, human capital development, or other productive investments (Taylor, 1999; Ratha, De and Kim, 2011). If 
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remittances reach a wide spectrum of lower-income households, they can help reduce disparities by facilitating social 

mobility. Conversely, when only relatively wealthier households can afford to send migrants abroad, remittances may 

reinforce existing hierarchies and widen income gaps. In conflict-affected regions, however, the capacity for remittances to 

serve as investment capital is greatly constrained by ongoing economic instability, weak financial institutions, and persistent 

political uncertainty (Nyberg-Sørensen, Van Hear, and Engberg-Pedersen, 2002). Under these conditions, households often 

channel remittances into covering immediate needs, such as food, healthcare, and shelter, rather than productive investments 

aimed at long-term growth. This trend is illustrated in Somaliland, where only 15% of remittances went toward business or 

asset investments; the remainder primarily supported essential consumption (Ahmed, 2000). Consequently, remittances in 

such environments may not lead to upward mobility and instead function as a short-term buffer against hardship. Migration 

selectivity further accentuates these inequalities. Households with sufficient resources to finance migration are more likely to 

send family members abroad, while those already at a disadvantage, often the most vulnerable, are unable to participate 

(Lindley, 2008). This exclusion means remittances tend to bypass the poorest, with funds instead accruing to middle- and 

higher-income groups already owning property or enjoying stable income streams (Adams, 2011; Mazzucato et al., 2008). 

The outcome is a remittance system that bolsters the position of relatively wealthier households, reinforcing pre-existing 

inequalities rather than reducing them. 

 

A third pillar of the NELM framework is the insurance hypothesis, which holds that households utilize migration to safeguard 

against risks such as food insecurity, unemployment, and economic downturns (Lucas and Stark, 1985). In conflict-affected 

or post-conflict environments, where formal insurance mechanisms are often weak or nonexistent, this role becomes 

especially critical. Research consistently shows that, in these contexts, remittances are used primarily for immediate 

necessities, such as food, housing, and healthcare, rather than for long-term investments (Fagen and Bump, 2006; Nyberg-

Sørensen, Van Hear, and Engberg-Pedersen, 2002). Hence, instead of serving as a tool for economic transformation, 

remittances act as financial insurance that helps households cope with displacement, resource scarcity, and other facets of 

instability (Horst and Van Hear, 2002; Fagen and Bump, 2006). For instance, Somali refugees in Kenyan camps depend 

extensively on remittances to meet daily subsistence needs (Horst and Van Hear, 2002), a trend also observed in other post-

conflict contexts (Kabki, Mazzucato and Appiah, 2004; Rosenzweig and Stark, 1989). While higher-income remittance-

receiving households may gain enough financial flexibility to invest in businesses or property, lower-income non-recipient 

households often remain excluded. Even among poorer households that do receive remittances, most funds are devoted to 

essential consumption demands rather than productive investments. Consequently, the selective nature of migration and 

remittance distribution can exacerbate existing economic disparities, undermining the equalizing potential of remittance 

flows. In conflict-affected settings, therefore, remittances function chiefly as a buffer against hardship, with limited capacity 

to foster long-term, broad-based economic development. 

 

2.3. Gaps in the literature 

Despite significant research exploring the relationship between remittances and income inequality, critical gaps remain 

unaddressed, particularly concerning the moderating role of conflict. Existing literature primarily examines remittances’ 

direct effects on inequality, often neglecting the substantial influence conflict exerts on migration dynamics, remittance 

patterns, and their distributional outcomes. Conflict is typically treated as a peripheral factor rather than a central variable, 

limiting our understanding of how it fundamentally reshapes migration decisions and remittance impacts. Migrants in conflict 

contexts prioritize security and immediate survival over economic aspirations, leading to remittance behaviors significantly 

different from those observed under purely economic migration scenarios (Lindley, 2008). This study addresses this critical 

gap by explicitly analyzing conflict as a primary moderating variable within the remittance-inequality nexus. 

 

Additionally, despite Latin America being among the largest global recipients of remittances, its specific dynamics within the 

remittance-inequality-conflict relationship remain notably underexplored. While the region benefits from well-established 

migration networks and geographic proximity to key remittance-sending countries like the United States-factors often 

associated with reduced inequality-, existing studies frequently overlook how conflict affects these dynamics. Conflict 

elevates displacement costs, fosters selective migration, and entrenches structural inequalit ies, disproportionately excluding 

vulnerable populations from migration opportunities and remittance inflows. Even when lower-income households receive 

remittances, these funds predominantly cover immediate consumption needs rather than productive investments, thus limiting 

their long-term inequality-reducing potential. In advanced migration stages, remittance inflows often become increasingly 

concentrated among wealthier households, exacerbating inequality rather than alleviating it (Jones, 2021). Hence, i t remains 



How does conflict moderate the impact of remittances on income inequality in Latin American countries? 

 

UCL Journal of Economics 

https://doi.org/10.14324/111.444.2755-0877.2055  

unclear how effectively established migration networks and proximity mitigate the exacerbating effects of conflict -induced 

disparities. 

 

Methodologically, this research contributes by employing a GMM framework that addresses endogeneity and captures the 

dynamic nature of remittance flows. By incorporating interaction terms and lagged variables, this study reflects the temporal  

evolution of remittances and their interaction with conflict. Drawing on Ambassa et al. (2024) and Bkwayep and Tsafack 

(2020), the analysis integrates conflict as a key factor to offer a more nuanced understanding of how remittances shape 

inequality in Latin America.  

 

This paper’s theoretical contribution lies in expanding the conventional NELM framework to explicitly incorporate conflict 

contexts, refining our understanding of migration motives and remittance behaviors under distress. Empirically, it enriches 

the literature by providing nuanced insights into how conflict fundamentally alters remittance distribution patterns, offering 

specific evidence from the Latin American context. Conceptually, this research bridges existing theoretical gaps by proposing 

and validating conflict as a central moderating factor. Ultimately, by addressing these critical theoretical, empirical, and 

methodological gaps, this study aims to generate actionable policy insights aimed at fostering equitable economic 

development in Latin America, particularly in regions disproportionately affected by conflict. This is a timely contribution in 

light of the global rise in conflict-driven migration. 

 

3. Data, model and methodology 
This section discusses the methodology, model, and data employed to explore the impact of conflicts on the nexus of 

remittances-inequality in Latin America, estimating the model parameters using annual data from 2001-2014 for 20 countries. 

 

3.1. Data 
The dataset used in this study consists of a balanced panel covering 20 countries over 14 years (2001-2014), yielding a total 

of 280 observations (N × T = 20 × 14). While data availability constrains the temporal and geographic scope, it ensures 

consistency across countries and years. Table 1 presents a summary of the dataset, including descriptive statist ics and the 

countries included in the sample. 

 

 

Table 1: Summary statistics and list of countries 



How does conflict moderate the impact of remittances on income inequality in Latin American countries? 

 

UCL Journal of Economics 

https://doi.org/10.14324/111.444.2755-0877.2055  

This study's dependent variable is income inequality, in which the primary measure is the Gini coefficient, sourced from the 

World Income Inequality Database (WIID). The Gini coefficient, based on household surveys, quantifies the extent to which 

income distribution deviates from perfect equality. A Gini index of 0 represents absolute equality, whereas an index of 100 

indicates complete inequality. This study examines pre-tax and post-tax Gini coefficients to explore how redistributive 

policies influence inequality. However, a well-documented limitation of the Gini coefficient is its inability to capture income 

disparities at the extremes of the distribution (Zhang and Naceur, 2019). To address this limitation and control the tails of  the 

distribution of inequalities, the analysis incorporates alternative measures of inequality, specifically income share ratios, 

which compare the income received by lower-income deciles to that of higher income deciles. These supplementary measures 

allow for a deeper examination of how remittances influence inequality across different income groups, helping to determine 

whether the observed effects stem from broad-based improvements or disproportionate gains among specific population 

segments. 

 

Remittances, one of the key independent variables, are measured at the country level using workers’ remittance inflows, 

expressed as a percentage of GDP. The primary measure of remittances is a percentage of GDP, as is standard in the literature 

(Acosta et al., 2008; Adams and Klobodu, 2017; Akobeng, 2016; Anyanwu, 2011). This measure standardised remittances 

relative to the size of the economy, facilitating cross-country comparisons and highlighting the extent to which an economy 

depends on remittance inflows. This remittance-to-GDP ratio is particularly useful for macro-level comparisons. 

 

The second key independent variable is conflict intensity, which is measured using a highly disaggregated, event-level dataset. 

Following Fang et al. (2020) and Ambassa et al. (2024), conflict is proxied by the number of conflict-related deaths per 1,000 

people, calculated as follows: 

Conflict Intensity =  
Total conflict-related deaths

Total population
× 1000 

Data is sourced from the Uppsala Conflict Data Program (UCDP) Georeferenced Event Dataset, which provides the best 

estimates of fatalities, including those of civilians, combatants, and unknowns. This methodology has been widely adopted 

in prior studies examining conflict's economic and social consequences (Novta and Pugacheva, 2021). While data consistency 

is ensured, a notable limitation arises from potential inaccuracies in conflict-related fatalities data. These figures from the 

UCDP, though widely used, may underreport fatalities due to data collection challenges in conflict zones (Novta & 

Pugacheva, 2021). Nonetheless, UCDP remains the most comprehensive and reliable source currently available. 

 

A range of control variables is included in this study to account for other key determinants of income inequality. These 

variables are standard in the literature and represented by matrix X, comprising real gross domestic product (GDP) per capita, 

inflation, government expenditure, foreign aid, trade openness and unemployment.  

 

Real GDP per capita controls for overall economic development and living standards and is used by several papers within the 

literature as a control (e.g. Akobeng, 2016; Vacaflores, 2018). Higher income levels are generally associated with lower 

inequality as they facilitate greater access to education, healthcare, and job opportunities. This follows Kuznets’ (1955) 

hypothesis, which suggests that inequality initially rises with economic development but eventually declines once a country 

reaches a certain level of prosperity (Ambassa et al., 2024). Inflation affects income distribution by eroding the real value of 

wages, remittances, and government transfers (Piketty and Saez, 2003). High inflation often disproportionately harms lower-

income households, as their earnings and purchasing power decline rapidly, exacerbating inequality (Chauvet et al., 2019; 

Bjornskov, 2010). Government expenditure is an essential determinant of redistributive policies. Public spending on social 

programs, education, and healthcare can reduce inequality by enhancing access to essential services. According to Fournier 

and Johansson (2016), higher public spending is generally associated with declining inequality, a finding supported by 

Anyanwu (2011) and Ebeke and Le Goff (2011). Foreign aid is included to account for the poverty reduction initiatives 

present in many countries receiving remittances in the Latin America sample. As a significant source of external funding, 

official development assistance (ODA) as a percentage of GDP is used to measure the role of aid in mitigating economic 

inequality (Vacaflores, 2018). Trade openness influences income inequality through structural economic shifts and 

employment redistribution. Empirical studies such as Woo et al. (2017) suggest that more open economies experience lower 

inequality, as trade expands job opportunities and raises incomes in export-driven sectors. However, trade liberalisation can 

also exacerbate inequality if specific sectors or workers are disproportionately affected by increased competition. 
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Unemployment is a key determinant of income inequality, as job availability directly affects household earnings. Higher 

unemployment rates tend to increase inequality, particularly among lower-income populations who rely on wage-based 

income and lack financial buffers (Vacaflores, 2018). This study incorporates the unemployment rate in remittance-receiving 

countries to control for variations in labor market conditions that may shape inequality dynamics. 

 

Table 2 demonstrates the detailed definitions of all the variables employed in this paper. 

 

Table 2: Description of variables 

 

Table 3 presents the correlation between variables. 

 
Table 3: Correlation matrix of key variables 
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3.2. Model  

To examine how conflict influences the relationship between remittances and income inequality, this study first estimates the 

direct effects of remittances and conflict on inequality. Drawing on prior research (Bkwayep and Tsafack, 2020; Adams and 

Klobodu, 2017; Zghidi, Sghaier and Abida, 2018), the baseline equation is: 

 

𝐼𝑛𝑒𝑞𝑢𝑎𝑙𝑖𝑡𝑦𝑖𝑡 = 𝛽1𝐼𝑛𝑒𝑞𝑢𝑎𝑙𝑖𝑡𝑦𝑖𝑡−1 + 𝛽2𝑅𝑒𝑚𝑖𝑡𝑡𝑎𝑛𝑐𝑒𝑠𝑖𝑡−1 + 𝛽3𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡 + 𝛽4𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡−1 + 𝛽5𝑋𝑖𝑡 + 𝜇𝑖𝑡 + 𝜈𝑡 + 𝜀𝑖𝑡  (1) 

 

where 𝐼𝑛𝑒𝑞𝑢𝑎𝑙𝑖𝑡𝑦𝑖𝑡 represents income inequality indicators, measured by the Gini coefficient and income share ratios. 

𝑅𝑒𝑚𝑖𝑡𝑡𝑎𝑛𝑐𝑒𝑠𝑖𝑡−1is the remittance inflow (expressed as a percentage of GDP) lagged by one year to address potential 

endogeneity. 𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡 represents the conflict variable, including the contemporaneous and lagged form 𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡−1, to 

capture both immediate and persistent effects of conflict on inequality. 𝑋𝑖𝑡 denotes a vector of control variables influencing 

inequality, 𝜇𝑖𝑡  accounts for country-specific unobserved heterogeneity, 𝜈𝑡 represents time-fixed effects, and 𝜀𝑖𝑡 is the error 

term. 

 

Besides the direct impact of remittances and conflict described in equation (1), the study explores whether conflict modifies 

remittances’ impact on inequality by adding an interaction term. The extended specification is: 

 

𝐼𝑛𝑒𝑞𝑢𝑎𝑙𝑖𝑡𝑦𝑖𝑡 = 𝛽1𝐼𝑛𝑒𝑞𝑢𝑎𝑙𝑖𝑡𝑦𝑖𝑡−1 + 𝛽2𝑅𝑒𝑚𝑖𝑡𝑡𝑎𝑛𝑐𝑒𝑠𝑖𝑡−1 + 𝛽3𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡 + 𝛽4𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡−1+𝛽5(𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡 ×

𝑅𝑒𝑚𝑖𝑡𝑡𝑎𝑛𝑐𝑒𝑠𝑖𝑡−1) + 𝛽6𝑋𝑖𝑡 + 𝜇𝑖𝑡 + 𝜈𝑡 + 𝜀𝑖𝑡   

 

(2) 

 

where (𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡 × 𝑅𝑒𝑚𝑖𝑡𝑡𝑎𝑛𝑐𝑒𝑠𝑖𝑡−1) is the interaction term that captures the conditional effect of remittances on inequality 

in conflict. To interpret this relationship, the marginal effect of remittances on inequality conditional on conflict intensi ty is 

computed as:  

 

𝜕𝐼𝑛𝑒𝑞𝑢𝑎𝑙𝑖𝑡𝑦𝑖𝑡

𝜕𝑅𝑒𝑚𝑖𝑡𝑡𝑎𝑛𝑐𝑒𝑠𝑖𝑡−1

= 𝛽2 + 𝛽5𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡 
(3) 

 

If 𝛽5 > 0, this suggests that conflict weakens the inequality-reducing effects of remittances or amplifies their inequality-

increasing effects, possibly due to wealthier households benefiting more from remittance inflows during conflict periods. 

Conversely, if 𝛽5 < 0, this implies that conflict enhances the inequality-reducing effects of remittances, potentially because 

poorer households become more reliant on external support during crises. 

 

This study includes contemporaneous and lagged conflict variables to differentiate between short-term and persistent effects 

on inequality. Contemporaneous conflict disrupts labor markets, weakens institutions, and erodes economic stability, leading 

to immediate increases in inequality. However, even after active conflict subsides, long-term consequences such as capital 

destruction, displacement, and institutional breakdown may continue to shape inequality dynamics. The inclusion of lagged 

conflict allows for an assessment of these persistent effects and whether inequality worsens or improves in post-conflict 

periods. Similarly, remittances are included in lagged form following Vacaflores (2018) to mitigate endogeneity concerns. 

Since remittance flows can be both a response to and a driver of inequality, using lagged remittances ensures that current 

inequality levels do not directly influence remittance inflows, reducing simultaneity bias. 
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3.3. Methodology  

This study follows the approach of several papers (e.g., Bkwayep and Tsafack, 2020; Ambassa et al., 2024) in employing the 

System Generalized Method of Moments (S-GMM) estimator, as initially proposed by Arellano and Bond (1991), Arellano and 

Bover (1995), and Blundell and Bond (1998). The use of GMM is particularly suited to this study for several reasons. 

 

First, the panel data structure meets the condition for GMM estimation, with the number of cross-sectional units (countries) 

exceeding the number of time periods (years). In this dataset, there are 20 countries (N=20) and 14 years (T=14) spanning 2001 

to 2014. Second, the inequality variables exhibit persistence, as demonstrated by the high correlation between their levels and 

first lags. A correlation above 0.800 is widely considered a threshold for establishing persistence (Asongu and Nwachukwu, 

2016; Tchamyou, Erreygers and Cassimon, 2019). In this study, the correlation values for the Gini coefficient, Top 10 Bottom 

50, Top 10 Bottom 10, Top 20 Bottom 20, Top 30 Bottom 30, Top 40 Bottom 40, and Top 20 Middle 20 ratios range from 

0.9326 to 0.9901, confirming persistence. The S-GMM estimator is particularly effective in handling dynamic panel data, where 

past values of inequality significantly influence current values.  

 

Third, the GMM strategy accounts for cross-country variations in the estimation, making it appropriate for panel data. Fourth, 

a key advantage of GMM is its ability to address endogeneity concerns and avoid biases due to simultaneity or reverse causality. 

Several studies have highlighted the endogeneity of remittances in inequality models (Koechlin and Leon, 2006; Chauvet, 

Gubert and Mesplé-Somps, 2009). This endogeneity arises from multiple sources: (i) measurement errors, as remittance data 

often fail to capture informal transfer channels; (ii) omitted variable bias, where exogenous shocks, such as price shocks or 

climate-related events, may simultaneously affect inequality and remittance inflows; and (iii) reverse causality, where higher 

inequality may drive increased remittance flows, while remittances, in turn, shape income distribution. To mitigate these 

concerns, this study implements four key strategies: (i) using a dynamic panel data estimation, where past observations serve as 

instruments for explanatory variables, (ii) incorporating a lagged measure of remittances, ensuring that past inequality does not 

influence current remittance flows, (iii) explicitly treating remittances as an endogenous variable, and (iv) employing inter nal 

instruments through the GMM framework. 

 

A well-specified GMM estimation requires a robust identification strategy and a careful consideration of exclusion restrictions. 

Following the literature (Asongu and Nwachukwu, 2016; Tchamyou, Erreygers and Cassimon, 2019), this study classifies all 

explanatory variables as predetermined, suspected endogenous, or endogenous explaining, and exogenous variables are assumed 

to be uncorrelated with the error term and serve as instruments. 

 

The lagged dependent variable, inequality, is included to account for persistence, as past inequality levels significantly influence 

current inequality dynamics. To mitigate simultaneity bias and reverse causality, it is treated as predetermined and instrumented 

using deeper lags, following the Arellano-Bond (1991) approach. Conflict is treated as endogenous due to potential reverse 

causality, where inequality can influence conflict and vice versa. To address this, the current conflict is instrumented using its 

first lag, ensuring that past conflict levels rather than current inequality drive the relationship. In contrast, lagged conf lict is 

treated as exogenous, as it is a strong predictor of present conflict while being assumed not to have a direct contemporaneous 

effect on inequality beyond its indirect influence through present conflict. This distinction allows the model to separate the long-

term effects of conflict from its immediate effects on inequality. Similarly, remittances are also classified as endogenous, as 

prior literature like Vacaflores (2018) highlights the bidirectional relationship between remittances and inequality. To correct 

for this, remittances are instrumented using their first and second lags, eliminating contemporaneous bias and ensuring that 

remittance inflows are driven by past economic conditions rather than current inequality. Additionally, the interaction between 

lagged remittances and conflict is considered "suspected endogenous," as both components are themselves endogenous. This 

allows the model to capture the dynamic relationship between remittance inflows and conflict without suffering from 

simultaneity bias. 

 

Control variables, including GDP per capita, inflation, government expenditure, foreign aid, trade openness, and unemployment 

rate, are treated as endogenous, as these macroeconomic factors may both influence and be influenced by inequality. To address 

potential simultaneity bias and ensure instrument validity, each control variable is instrumented using its first lag, following the 

approach of Milanovic (2005), who employed lagged values of explanatory variables to mitigate endogeneity concerns. 

Additionally, the lagged values of GDP per capita and inflation are used as exogenous instruments as they exhibit a strong 

correlation with their contemporaneous values while remaining uncorrelated with the error term, thereby ensuring instrument 

relevance (Arellano and Bond, 1991). 
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This study employs the two-step estimator, which has been found to be more efficient than the one-step estimator due to its 

reliance on optimal weighting matrices (Law et al., 2018). To validate the GMM specification, three key diagnostic tests are 

conducted: 1) the Arellano-Bond tests which examines whether the error term is not serially correlated, implicitly assumed in 

the orthogonality conditions; 2) The Hansen test, which assesses the overall validity of the instruments to ensure they are not 

overidentified; 3) The difference-in-Hansen test, which evaluates the validity of the instruments used in the level equations of 

the system GMM estimator. The exclusion restriction assumption is validated if the difference-in-Hansen test fails to reject the 

null hypothesis, confirming that the identified strictly exogenous variables influence inequality only through suspected 

endogenous or predetermined channels. However, if the null hypothesis is rejected, it suggests that the chosen instruments may 

directly affect inequality, raising concerns about the validity of the identification strategy. 

 

4. Results 

4.1. Baseline model with Gini pre-tax 
This section presents the baseline model results examining the impact of remittances and conflict on income inequality before 

taxation, as measured by the Gini pre-tax coefficient. The results are shown across three specifications in Table 4: (1) the basic 

model without controls or interaction, (2) the model including controls but without interaction, and (3) the model incorporating 

both controls and the interaction between remittances and conflict. 

 

 
Table 4: Baseline model with Gini pre-tax 
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The diagnostic tests validate the robustness of the econometric approach for all the specifications used in the paper. The AR(1) 

test is significant across all specifications, indicating first-order serial correlation, which is expected. The AR(2) test is not 

significant, suggesting no second-order autocorrelation and confirming the suitability of the System Generalized Method of 

Moments (S-GMM) estimator. The Hansen test for overidentifying restrictions is also not significant, indicating that the 

instruments are valid and uncorrelated with the error term. The Sargan test, though not robust, is not weakened by instrument 

proliferation, whereas the Hansen test is robust but sensitive to overfitting. Consistent with standard econometric practice 

(Tchamyou, Erreygers and Cassimon, 2019), the Hansen test is preferred. The instrument count remains below the number of 

groups, minimizing the risk of overfitting. Lastly, the Difference-in-Hansen test (DHT) confirms the validity of the Hansen test 

results, collectively indicating that the model is well-specified, the instruments are exogenous, and there are no major 

identification issues. 

 

4.1.1. Effect of remittances on inequality 

In the first specification, which excludes control variables and interaction terms, the coefficient for lagged remittances 

(L1_Remittances) is negative and statistically significant at the 5% level (-0.000485, p<0.05). This suggests that higher 

remittance inflows contribute to a reduction in pre-tax income inequality. This finding aligns with previous literature, which 

suggests that remittances serve as an income-smoothing mechanism, particularly for lower-income households. By providing 

financial stability and facilitating investments in education, healthcare, and entrepreneurship, remittances enable recipients to 

improve their long-term economic standing (Adams and Klobodu, 2017; Vacaflores, 2018). 

 

When macroeconomic controls, such as GDP per capita, inflation, government spending, and trade openness, are introduced in 

the second specification, the magnitude of the inequality-reducing effect of remittances intensifies (-0.00120, p<0.05). This 

persistence suggests that remittances maintain an independent role in curbing inequality, beyond broader economic conditions. 

The result implies that remittances not only supplement household resources but also foster meaningful redistribution by 

bolstering the incomes of lower-income groups, in line with several cross-country studies (Acosta et al., 2008; Akobeng, 2016). 

 

The third specification introduces an interaction term between lagged remittances and conflict (L1_Remittances x Conflict) to 

capture the extent to which remittances mitigate inequality in conflict-affected environments. The coefficient for lagged 

remittances remains negative (-0.000711, p<0.10) but becomes less statistically significant than in previous specifications. This 

indicates that while remittances still help reduce inequality, their effectiveness is conditional on conflict dynamics, reinf orcing 

the relevance of the interaction term. These findings are consistent with prior studies (Acosta et al., 2008; Akobeng, 2016), 

which argue that remittances are most effective in reducing inequality when migration costs are low, allowing a larger proportion 

of the poor to migrate and send financial support home. The results also suggest that Latin America may benefit from established 

migration networks in destination countries, which facilitate continued remittance flows and broader economic gains for 

receiving households, thus reducing inequality.  

 

4.1.2. Effect of conflict on inequality 

In the first specification, the lagged conflict variable is negative and significant at the 5% level (-0.106, p<0.05), implying that 

past conflict is associated with reduced inequality in subsequent years. This counterintuitive result suggests that post-conflict 

economic adjustments, such as increased aid flows, post-war reconstruction, or social safety nets, play a role in mitigating 

inequality after conflict subsides. At the same time, the contemporaneous conflict index (Conflict) is positive and highly 

significant (0.117, p<0.01), confirming that active conflict exacerbates inequality by undermining labor markets, limiting 

economic opportunities for disadvantaged groups, and creating heightened economic vulnerability (Novta and Pugacheva, 

2021). 

 

Introducing control variables in the second specification preserves the negative, statistically significant effect of lagged conflict 

(-0.108, p<0.05), reinforcing the idea that past conflict events may trigger policy responses or development interventions that 

gradually reduce inequality. The contemporaneous conflict index remains positive and significant (0.129, p<0.01), consistent 

with the notion that ongoing instability further widens income gaps. 
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In the third specification, the conflict index becomes even more positive and statistically significant (0.218, p<0.01), suggesting 

that the destabilising effects of ongoing conflict on inequality become even more pronounced when adjusting for remittances 

and broader economic conditions. Interestingly, the coefficient for lagged conflict grows in both magnitude and significance (-

0.136, p<0.01), highlighting that any long-term inequality-reducing mechanisms associated with past conflict, such as 

reconstruction, targeted social programs, or international aid, may grow stronger over time. 

 

4.1.3. Interaction between remittances and conflict 

The interaction term in the third specification is negative and highly significant (-0.0237, p<0.01), clearly indicating that 

remittances have a more potent inequality-reducing effect during periods of heightened conflict. This critical finding highlights 

remittances' role as essential financial buffers in fragile and conflict-affected contexts, stabilizing household incomes where 

formal institutions and welfare systems may collapse or become severely weakened (Ebeke and Le Goff, 2011). 

 

To interpret this interaction quantitatively, we substitute the estimated coefficients into Equation (3): 

 

𝜕𝐼𝑛𝑒𝑞𝑢𝑎𝑙𝑖𝑡𝑦𝑖𝑡

𝜕𝑅𝑒𝑚𝑖𝑡𝑡𝑎𝑛𝑐𝑒𝑠𝑖𝑡−1

=  −0.000711 + (−0.0237 × 𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡 ) 

 

This expression shows that in the absence of conflict (𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡= 0), remittances reduce inequality by approximately 0.000711, 

indicating a statistically significant inequality-reducing effect even in conflict-free settings. As conflict intensity rises 

(𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡> 0), the term (−0.0237 × 𝐶𝑜𝑛𝑓𝑙𝑖𝑐𝑡𝑖𝑡) further reduces inequality, meaning remittances become even more effective 

at reducing inequality. Figure 1 visually illustrates this relationship, plotting the marginal effect of remittances on inequality 

across different levels of conflict. The red line represents the estimated marginal effect, while the shaded area denotes the 95% 

confidence interval. As seen in the figure, the marginal effect becomes increasingly negative with higher conflict intensity.  This 

reinforces the Insurance Hypothesis as households rely on remittances as a form of financial protection during periods of 

heightened risk and instability (Lucas and Stark, 1985). In conflict-affected settings, remittances serve as a crucial safety net 

for households experiencing displacement, loss of income, or the breakdown of formal institutions.  

 

 

Figure 1: Marginal effect of remittances by level of conflict 
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4.2. Robustness check: Impact on different income ratios 

To test the robustness of the findings and explore how remittances affect income inequality across different segments of the 

population, this section examines both the post-tax Gini coefficient and a set of alternative inequality measures. Specifically, 

we use income share ratios comparing the top 10%, 20%, 30%, and 40% of earners with their corresponding bottom percentiles, 

as well as ratios comparing the top 10% to the bottom 50%, and the top 20% to the middle 20%. These metrics provide a 

narrower view of how remittances affect income disparities across different segments of the population. Table 5 presents the 

results of these specifications. 

 

 
Table 5: Robustness check: Different measures of inequality 

 

4.2.1. Effect of remittances on inequality 

The effect of remittances on inequality remains largely consistent across different measures, although the magnitude and 

significance vary. For the post-tax Gini coefficient, the coefficient for lagged remittances remains negative and statistically 

significant at the 10% level (-0.00106, p<0.10). This suggests that remittances continue to reduce income inequality even after 

accounting for the redistributive effects of taxation and transfers. However, the effect is weaker than the pre-tax Gini results, 

indicating that government intervention may already mitigate some of the inequality that remittances seek to alleviate. This 

aligns with previous findings that remittances play a stronger role in inequality reduction in countries with weaker welfare states 

due to existing government redistribution mechanisms (Valencia, 2016). 
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The results of the income share ratios provide further insights. The impact of remittances is particularly strong and highly 

significant for the Top 10/Bottom 10 and Top 20/Bottom 20 ratios, with coefficients of -2.000 and -3.000 (p<0.01), respectively. 

This suggests that remittances disproportionately benefit the poorest 10% and 20% of the population relative to the wealthiest 

groups. These findings support the argument that remittances function as a redistributive tool, helping the most economically 

disadvantaged households close the income gap with wealthier households (Vacaflores, 2018).  

 

The effect of remittances on the Top 30/Bottom 30 and Top 40/Bottom 40 ratios is smaller in magnitude and statistically 

significant at the 5% and 10% levels, respectively. This indicates that while remittances reduce inequality at the broader middle 

and lower income levels, their strongest effects are concentrated among the most disadvantaged groups. This pattern suggests 

that remittances primarily flow to the poorest households rather than being distributed evenly across the lower and middle 

income groups. 

 

The Top 20/Middle 20 ratio results show a weaker effect, with the coefficient significant at only the 10% level (-0.0212, p<0.10). 

This implies that remittances have a relatively weaker role in closing the income gap between the middle class and the upper -

income groups compared to their effect on reducing disparities between the poor and the rich. This is consistent with prior 

studies indicating that remittances may be less effective in lifting middle-income households, as they are often used for 

immediate consumption rather than long-term investment in productive assets that could generate sustained income growth 

(Koechlin and Leon, 2007). 

 

4.2.2. Effect of conflict on inequality 

The relationship between conflict and inequality varies depending on the measure of inequality used. For the post-tax Gini 

coefficient, the lagged conflict variable is negative (-0.0450) but not statistically significant, suggesting that past conflict does 

not directly impact inequality when considering post-tax income distributions. However, for the Top 10/Bottom 10, Top 

20/Bottom 20, and Top 30/Bottom 30 ratios, the effect of lagged conflict is large and significant at the 1% level. These results 

indicate that past conflict tends to reduce inequality, possibly due to economic redistribution in post-conflict recovery efforts, 

such as increased aid inflows, labor market restructuring, and post-war government policies to rebuild economic stability (Novta 

and Pugacheva, 2021). 

 

In contrast, the contemporaneous conflict index is positive and highly significant across multiple inequality measures, 

particularly for the Top 10/Bottom 10, Top 20/Bottom 20, and Top 40/Bottom 40 ratios, indicating that ongoing conflict 

exacerbates inequality by disproportionately harming low-income groups. This effect is especially pronounced for the Top 

10/Bottom 50 ratio, where the coefficient is 69.11 (p<0.01), suggesting that conflict further widens the gap between the richest 

10% and the bottom 50% of the population. These results confirm that active conflict exacerbates inequality by 

disproportionately harming lower-income groups, who are more vulnerable to displacement, job loss, and institutional 

breakdown (Fang et al., 2020). The differential impact of conflict across ratios further illustrates that its effects are most severe 

at the bottom of the income distribution. 

 

Interestingly, conflict does not significantly affect the Top 20/Middle 20 ratio, suggesting that while conflict exacerbates 

disparities between the wealthiest and poorest groups, it does not significantly alter income distributions between the middle 

and upper classes. This may be because middle-income households often have greater economic resilience during periods of 

conflict, such as through diversified income sources, higher levels of education, and greater access to remittance inflows. 

 

4.2.3. Interaction between remittances and conflict  

The interaction between lagged remittances and conflict reinforces the earlier findings. Across most inequality measures, the 

interaction term is negative and statistically significant, highlighting that remittances become more effective in reducing 

inequality under conditions of conflict. The strongest effects are observed for the Top 10/Bottom 10, Top 20/Bottom 20, and 

Top 40/Bottom 40 ratios, where the interaction term is highly significant (p<0.01). This suggests that remittances act as an even 

more critical income-stabilizing mechanism during periods of instability, helping to offset the economic disruptions caused by 

conflict.  

 

The impact of the interaction term is particularly notable for the Top 10/Bottom 50 ratio (-9.435, p<0.01), highlighting that 

remittances substantially mitigate inequality when considering a broader portion of the lower-income population. In the context 
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of conflict, when social protection systems are weakened or absent, remittances appear to step in as an informal safety net, 

supporting consumption, enabling access to basic services, and preventing more severe declines in household welfare. These 

findings align with the Insurance Hypothesis (Lucas and Stark, 1985), which posits that remittances act as a buffer against 

income shocks, especially in high-risk settings. When formal safety nets deteriorate, remittances help recipients maintain 

minimum living standards, thereby containing inequality from widening further. 

 

This protective effect, however, appears to taper off higher up the income distribution. For the Top 20/Middle 20 ratio, the 

interaction term is negative but smaller in magnitude (-0.0832) and only significant at the 10% level. This suggests that the 

ability of remittances to reduce inequality between the middle and upper-income groups is more limited, possibly because 

middle-income households already possess greater economic resilience through diversified income sources, assets, or 

educational advantages. Consequently, remittances, while still beneficial, have less pronounced redistributive impact among 

these groups. 

 

To further illustrate how the interaction between remittances and conflict variables varies across the income distribution, Figure 

2 plots the estimated coefficients on the interaction term for each income ratio. Each point corresponds to the coefficient f rom 

a separate regression. 

 

 
Figure 2: Interaction effect of remittances and conflict on inequality across income ratios 

 

As depicted in Figure 2, the inequality-reducing effect of remittances during periods of conflict is most pronounced at the lower 

end of the income distribution. The interaction coefficient for the Top 10/Bottom 10 ratio is the largest in magnitude at -313.1, 

followed by Top 20/Bottom 20 at -126.2, both of which are statistically significant at the 1% level. These results suggest that 

remittances play a particularly powerful stabilising role in reducing extreme income disparities when conflict is present. In 

contrast, the coefficients for broader income ratios, such as Top 30/Bottom 30, Top 40/Bottom 40, and Top 10/Bottom 50, are 

smaller in absolute value, although still negative. This indicates a more modest redistributive effect in the middle segments  of 

the income distribution. Interestingly, the coefficient for the Top 20/Middle 20 ratio is the weakest and only marginally 

significant, reinforcing the idea that remittances have less impact on middle-income groups during conflict. 
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5. Policy implications 
The findings of this study carry important implications for designing inequality-reduction policies in Latin America, particularly 

in conflict-affected settings, where remittances play a critical stabilising role. To ensure that remittance inflows effectively 

reduce income inequality, especially among the most vulnerable populations, policymakers must adopt conflict -sensitive 

strategies that preserve and enhance these financial flows' impact. 

 

Governments should prioritise measures to significantly reduce the transaction costs of sending remittances. High transfer fees 

disproportionately burden lower-income migrants, diminishing the net financial support available to recipient households. 

Regulatory reforms should encourage competition among financial institutions and money transfer operators, which can lead to 

lower prices and greater efficiency. Additionally, promoting technological innovations such as digital banking services, mobile 

money, and blockchain solutions can further reduce costs and improve access, particularly for communities in remote or 

conflict-impacted areas. Transparent fee structures and enhanced consumer protection frameworks should also be implemented 

to empower migrants with clear information, enabling informed financial choices. Collaborative partnerships with international 

bodies, such as the World Bank’s Remittance Prices Worldwide initiative, can help establish benchmarks and drive ongoing 

improvements. 

 

Establishing and maintaining secure remittance corridors during periods of conflict is equally crucial. Conflict-sensitive 

remittance policies should incorporate rigorous contingency planning to ensure the continuous operation of financial services , 

even amid instability or violence. Policymakers must institute robust regulatory frameworks to maintain functional remittance 

channels, safeguard transactions from misuse by illicit groups, and protect migrants and recipients from exploitation. Strategic 

partnerships with diaspora networks and international financial institutions are essential in creating resilient transfer systems 

capable of withstanding disruptions. These measures ensure that remittance flows remain consistent, reliable, and secure, 

providing an essential economic buffer for households affected by conflict-induced economic shocks. Additionally, rapid 

recovery plans should be implemented to swiftly restore remittance infrastructure following episodes of violence, preventing 

prolonged economic hardship and aiding rapid economic stabilisation. 

 

Policymakers must actively pursue equitable migration policies to broaden access for lower-income individuals who typically 

face substantial barriers to international mobility. Conflict environments often exacerbate existing inequalities by limiting 

migration opportunities primarily to wealthier households, reinforcing socioeconomic disparities. Addressing this requires 

inclusive migration frameworks that reduce the financial and logistical burdens associated with migration. Governments could 

establish subsidised migration programs, simplified and affordable visa procedures, and secure legal migration pathways to 

facilitate broader participation among economically disadvantaged groups. Furthermore, bilateral labor agreements with key 

migrant destination countries can formalise and protect migration processes, ensuring safer migration routes and reducing 

vulnerability to exploitation. Enhanced information dissemination about legal migration routes, employment opportunities 

abroad, and the rights and protections available to migrants can also help improve access to migration. By making migration 

more equitable, policymakers can ensure that remittance inflows reach broader population segments, maximising their 

inequality-reducing effects. 

 

In conflict-affected settings, institutional fragility significantly constrains households’ abilities to utilise remittances for 

productive and sustainable economic activities. Strengthening financial inclusion is, therefore, a critical policy objective. 

Governments should prioritise investments in expanding the reach and accessibility of financial institutions, particularly in rural 

and marginalised regions. Promoting mobile money platforms, rural banking infrastructure, and tailored financial services such 

as savings accounts, microloans, and insurance products designed explicitly for remittance recipients can significantly enhance 

financial accessibility. Additionally, comprehensive financial literacy and capacity-building programs should be introduced to 

encourage households to allocate remittance funds beyond immediate consumption toward productive investments such as 

education, healthcare, entrepreneurial activities, and asset accumulation. These interventions can potentially transform 

remittances from temporary relief into sustainable tools for economic growth, social mobility, and long-term resilience, which 

are especially crucial in post-conflict recovery phases. 
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6. Conclusion  
An extensive body of literature explores the role of remittances in shaping income distribution and addressing inequality in 

developing countries. However, far less attention has been paid to how conflict moderates the relationship between remittances 

and income inequality. This study addresses this important gap by examining the interaction between remittances, conflict, and 

inequality in Latin America, a region marked by entrenched inequality, widespread migration networks, and a persistent history 

of internal conflict. Using a balanced panel dataset of 20 Latin American countries spanning 2001 to 2014, this study applies 

dynamic panel estimation methods, specifically the two-step System GMM estimator, to account for endogeneity, persistence, 

and country-specific effects. This study finds that remittances play a significant role in reducing income inequality, particularly 

in conflict-affected settings. These findings are robust across multiple inequality indicators, including pre-tax and post-tax Gini 

coefficients and various income share ratios. 

 

The results show that while remittances generally reduce income inequality, their effects are conditioned by the presence of 

conflict. Conflict amplifies the importance of remittances as a financial lifeline and constrains their potential as an engin e for 

long-term economic transformation. The interaction between remittances and conflict is negative and statistically significant, 

suggesting that remittances become even more vital in cushioning vulnerable households from the adverse economic shocks 

induced by violence. However, this stabilising role is limited by structural inequalities in migration access: wealthier households 

are more likely to send migrants abroad and thus disproportionately benefit from remittance inflows. Furthermore, in conflict  

settings, remittances are often used for immediate consumption rather than investment, reducing their capacity to support 

upward mobility and long-term reductions in inequality. 

 

The findings suggest that remittances reduce income inequality, particularly in conflict-affected settings. The interaction 

between conflict and remittances is negative and statistically significant across multiple specifications, indicating that the 

inequality-reducing effect of remittances is stronger in contexts of heightened conflict. However, these effects are not uniform 

across income groups. While remittances significantly narrow the income gap between the poorest and the wealthiest segments 

of the population, their effect on middle-income groups is less pronounced.  

 

Nevertheless, this study has limitations. The results cannot be generalised to regions outside Latin America without caution, as 

the presence of strong migration networks and proximity to the United States may mitigate some of the inequality-increasing 

effects of conflict. Future research could explore comparative analyses across different world regions, particularly in Sub-

Saharan Africa or South Asia, where remittance and conflict dynamics may differ significantly. Further studies could also 

examine underexplored moderating factors such as gender, informality, or access to property and credit, which may further 

condition the relationship between conflict, remittances, and inequality. Exploring whether remittances have different effects in 

countries with persistent or high-intensity conflict may also be useful. One approach would be to construct a ‘high-conflict’ 

dummy variable, based on a threshold above the sample mean, and interact it with remittances to test whether the observed 

relationship is driven by conflict or by how more severely affected countries respond. Similarly, future studies could examine 

the role of conflict volatility, proxied by the standard deviation of conflict intensity, to assess whether remittance effects differ 

in more unstable environments. 

 

7. Acknowledgments  

I would like to express my sincere gratitude to Dr Dunli Li (UCL) for her continued encouragement and thoughtful advice. I 

am also very thankful to Dr Martin Ambassa for his guidance and support throughout this research. 

 
 

 

 

 

 

 

 

 

 

 



How does conflict moderate the impact of remittances on income inequality in Latin American countries? 

 

UCL Journal of Economics 

https://doi.org/10.14324/111.444.2755-0877.2055  

References 

 
Acosta, P., Calderón, C., Fajnzylber, P. and Lopez, H. (2008). What is the impact of international remittances on poverty and 

inequality in latin america? World Development, [online] 36, pp.89-114. 

doi:https://doi.org/10.1016/j.worlddev.2007.02.016. 

Adams, R. (1998). Remittances, investment, and rural asset accumulation in pakistan. Economic Development and Cultural 

Change, 47, pp.155–73. 

Adams, R.H. (1991). The effects of international remittances on poverty, inequality, and development in rural Egypt: Research 

reports 86, International Food Policy Research Institute (IFPRI). 

Adams, R.H. (2011). Evaluating the Economic Impact of International Remittances On Developing Countries Using Household 

Surveys: A Literature Review. The Journal of Development Studies, 47(6), pp.809–828. 

doi:https://doi.org/10.1080/00220388.2011.563299. 

Adams, S. and Edem, K. (2017). Capital Flows and the Distribution of Income in sub-Saharan Africa. Economic Analysis and 

Policy, 55, pp.169–178. 

Ahlburg, D. (1995). Migration, remittances, and the distribution of income: Evidence from the pacific. Asian and Pacific 

Migration Journal, 4, pp.157–167. doi:https://doi.org/10.1177/011719689500400108. 

Ahlburg, D.A. (1996). Remittances and the income distribution in Tonga. Population Research and Policy Review, [online] 15(4), 

pp.391–400. doi:https://doi.org/10.1007/BF00128431. 

Ahmed, I.I. (2000). Remittances and Their Economic Impact in Post-War Somaliland. Disasters, 24(4), pp.380–389. 

Akobeng, E. (2016). Out of inequality and poverty: Evidence for the effectiveness of remittances in SubSaharan Africa. The 

Quarterly Review of Economics and Finance, [online] 60, pp.207–223. doi:https://doi.org/10.1016/j.qref.2015.10.008. 

Ambassa, M., Mondjeli Mwa Ndjokou, Itchoko Motande and Tsopmo, P.C. (2024). Foreign aid and inequality: Do conflicts 

matter? Research in Economics, [online] 78(4), p.101008. doi:https://doi.org/10.1016/j.rie.2024.101008. 

Anyanwu, J. (2011a). INTERNATIONAL REMITTANCES AND INCOME INEQUALITY IN AFRICA. [online] Review of 

Economic and Business Studies. Available at: https://econpapers.repec.org/RePEc:aic:revebs:y:2011:i:7:anyanwuj. 

Anyanwu, J. (2011b). International Remittances and Income Inequality In Africa. Review of Economic and Business Studies, 4. 

Anyanwu, J. (2011c). Working Paper 135 - International Remittances and Income Inequality in Africa. African Development 

Bank., 325. 

Arellano, M. and Bond, S. (1991). Some tests of specification for panel data: Monte carlo evidence and an application to 

employment equations. The Review of Economic Studies, 58, pp.277–297. doi:https://doi.org/10.2307/2297968. 

Arellano, M. and Bover, O. (1995). Another look at the instrumental variable estimation of error-components models. Journal of 

Econometrics, 68, pp.29–51. doi:https://doi.org/10.1016/0304-4076(94)01642-D. 

Asongu, S.A. and Nwachukwu, J.C. (2016). A Brief Future of Time in the Monopoly of Scientific Knowledge. Comparative 

Economic Studies, 58(4), pp.638–671. doi:https://doi.org/10.1057/s412940160008y. 

Azizi, S. (2021). The impacts of workers’ remittances on poverty and inequality in developing countries. Empirical Economics, 

[online] 60(2), pp.969–991. doi:https://doi.org/10.1007/s00181019017648. 

Barham, B. and Boucher, S. (1998). Migration, remittances, and inequality: estimating the net effects of migration on income 

distribution. Journal of Development Economics, [online] 55, pp.307–331. doi:https://doi.org/10.1016/S0304-

3878(98)90038-4. 

Bjørnskov, C. (2010). Do elites benefit from democracy and foreign aid in developing countries? Journal of Development 

Economics, 92(2), pp.115–124. doi:https://doi.org/10.1016/j.jdeveco.2009.03.001. 

Bkwayep, N.Y.B. and Tsafack, N.R. (2020a). Remittances, Financial Inclusion and Income Inequality in Africa. University 

Library of Munich, Germany. 

Bkwayep, N.Y.R. and Tsafack, N.R. (2020b). Remittances, Financial Inclusion and Income Inequality in Africa. University 

Library of Munich, Germany Working Paper No. 99684. 

Blundell, R. and Bond, S. (1998). Initial conditions and moment restrictions in dynamic panel data models. Journal of 

Econometrics, 87, pp.115–143. doi:https://doi.org/10.1016/S0304-4076(98)00009-8. 

Borja, K. (2013). Home and Host Country Business Cycles and remittances: the Case of El Salvador and the Dominican Republic. 

Applied Econometrics and International Development, 13, pp.101–118. 

Chauvet, L., Ferry, M., Guillaumont, P., Guillaumont Jeanneney, Sylviane, Tapsoba, Sampawende J.A and Wagner, L. (2019). 

Volatility widens inequality. Could aid and remittances help? Review of World Economics, 155(1), pp.71–104. 

doi:https://doi.org/10.1007/s1029001803317. 

Chauvet, L., Gubert, F. and Mesplé-Somps, S. (2009). Are Remittances More Effective than Aid to Reduce Child Mortality? an 

Empirical Assessment Using Inter and intra-country Data. Annual World Bank Conference on Development Economics. 

Davies, S., Engström, G., Pettersson, T. and Öberg, M. (2024). Organized violence 1989–2023, and the prevalence of organized 

crime groups. Journal of Peace Research, 61(4), pp.673–693. doi:https://doi.org/10.1177/00223433241262912. 



How does conflict moderate the impact of remittances on income inequality in Latin American countries? 

 

UCL Journal of Economics 

https://doi.org/10.14324/111.444.2755-0877.2055  

Ebeke, C. and Le Goff, M. (2011). Why Migrants’ Remittances Reduce Income Inequality in some Countries and not in Others? 

CERDI, Working Papers. 

Fagen, P.W. and Bump, M.N. (2006). Remittances in Conflict and crises: How Remittances Sustain Livelihoods in War, Crises 

and Transitions to Peace. New York: International Peace Academy, International Peace Institute. 

Fang, X., Kothari, S., McLoughlin, C. and Yenice, M. (2020). The Economic Consequences of Conflict in Sub-Saharan Africa. 

IMF Working Papers, 20(221). doi:https://doi.org/10.5089/9781513559667.001. 

Fournier, J. and Johansson, Å. (2016). The Effect of the Size and the Mix of Public Spending on Growth and Inequality. ECD 

Economics Department Working Papers, 1344, OECD Publishing, Paris. doi:https://doi.org/10.1787/f99f6b36-en.. 

Fransen, S. and Mazzucato, V. (2014). Remittances and household wealth after conflict: A case study on urban burundi. World 

Development, 60, pp.57–68. doi:https://doi.org/10.1016/j.worlddev.2014.03.018. 

Horst, C. and Hear, N. (2002). Counting the cost: Refugees, remittances and the ‘war against terrorism’. Forced Migration Review, 

14. 

Jones, R.C. (1998). Remittances and inequality: A question of migration stage and geographic scale*. Economic Geography, 

[online] 74, pp.8–25. doi:https://doi.org/10.1111/j.1944-8287.1998.tb00102.x. 

Jones, R.C. (2008). Remittances and Inequality: A Question of Migration Stage and Geographic Scale*. Economic Geography, 

74(1), pp.8–25. doi:https://doi.org/10.1111/j.1944-8287.1998.tb00102.x. 

Kabki, M., Mazzucato, V. and Appiah, E. (2004). ‘Wo Benane a Eye bebree’: the Economic Impact of Remittances of 

Netherlandsbased Ghanaian Migrants on Rural Ashanti. Population, Space and Place, 10, pp.85–97. 

Koechlin, V. and Leon, G. (2007). International Remittances and Income Inequality: An Empirical Investigation. Journal of 

Economic Policy Reform, 10(2), pp.123–141. doi:https://doi.org/10.1080/17487870701346514. 

Kuznets, S. (1955). Economic Growth and Income Inequality. The American Economic Review, 45(1), pp.1–28. 

Lindley, A. (2008). Conflict-induced Migration and remittances: Exploring Conceptual Frameworks. Oxford: Refugee Studies 

Centre, Oxford Department of International Development., (Working Paper Series No. 47). 

Lipton, M. (1980). Migration from rural areas of poor countries: The impact on rural productivity and income distribution. World 

Development, [online] 8(1), pp.1–24. doi:https://doi.org/10.1016/0305750X(80)900479. 

Lucas, R.E.B. and Stark, O. (1985). Motivations to Remit: Evidence from Botswana. Journal of Political Economy, 93(5), pp.901–

918. 

Massey, D.S., Goldring, L. and Durand, J. (1994). Continuities in Transnational Migration: An Analysis of Nineteen Mexican 

Communities. American Journal of Sociology, 99(6), pp.1492–1533. doi:https://doi.org/10.1086/230452. 

Mazzucato, V., Den, V. and Nsowah-Nuamah, N.N.N. (2008). Remittances in Ghana: Origin, Destination and Issues of 

Measurement. International Migration, 46(1), pp.103–122. doi:https://doi.org/10.1111/j.14682435.2008.00438.x. 

McKenzie, D. and Rapoport, H. (2007). Network effects and the dynamics of migration and inequality: Theory and evidence from 

Mexico. Journal of Development Economics, 84, pp.1–24. 

Milanovic, B. (2005). Measuring International and Global Inequality. Princeton University Press. 

Novta, N. and Pugacheva, E. (2021). The macroeconomic costs of conflict. Journal of Macroeconomics, [online] 68, p.103286. 

doi:https://doi.org/10.1016/j.jmacro.2021.103286. 

Nyberg–Sørensen, N., Hear, N.V. and Engberg–Pedersen, P. (2002). The Migration–Development nexus: Evidence and policy 

options. International Migration, [online] 40, pp.49–73. doi:https://doi.org/10.1111/1468-2435.00211. 

Piketty, T. and Saez, E. (2003). Income inequality in the united states, 1913–1998*. The Quarterly Journal of Economics, [online] 

118, pp.1–41. doi:https://doi.org/10.1162/00335530360535135. 

Ratha, D., De, S. and Kim, E. (2011). Leveraging Remittances for Development. World Bank. 

Rodriguez, Edgard R. (1998). International Migration and Income Distribution in the Philippines. Economic Development and 

Cultural Change, 46(2), pp.329–350. doi:https://doi.org/10.1086/452341. 

Rosenzweig, M.R. and Stark, O. (1989). Consumption Smoothing, Migration, and Marriage: Evidence from Rural India. Journal 

of Political Economy, 97(4), pp.905–926. 

Stahl, C.W. (1982). Labor Emigration and Economic Development. The International Migration Review, [online] 16(4), pp.869–

899. doi:https://doi.org/10.2307/2546163. 

Stark, O. (1985). Motivations to Remit: Evidence from Botswana. Journal of Political Economy, 93(5), pp.901–918. 

doi:https://doi.org/10.1086/261341. 

Stark, O. and Bloom, D. (1985). The New Economics of Labor Migration,. American Economic Review, Papers and Proceedings, 

75(May), pp.173–78. 

Stark, O. and Taylor, J.E. (1989). Relative Deprivation and International Migration. Demography, 26(1), p.1. 

doi:https://doi.org/10.2307/2061490. 

Stark, O., Taylor, J.E. and Yitzhaki, S. (1986). Remittances and inequality. The Economic Journal, [online] 96, pp.722–740. 

doi:https://doi.org/10.2307/2232987. 



How does conflict moderate the impact of remittances on income inequality in Latin American countries? 

 

UCL Journal of Economics 

https://doi.org/10.14324/111.444.2755-0877.2055  

Stark, O., Taylor, J.E. and Yitzhaki, S. (1988). Migration, remittances and inequality: A sensitivity analysis using the extended 

Gini index. Journal of Development Economics, [online] 28, pp.309–322. doi:https://doi.org/10.1016/0304-

3878(88)90002-8. 

Taylor, J.  Edward, Rozelle, S. and de Brauw, A. (2003). Migration and Incomes in Source Communities: A New Economics of 

Migration Perspective from China. Economic Development and Cultural Change, [online] 52(1), pp.75–101. 

doi:https://doi.org/10.1086/380135. 

Tchamyou, V.S., Erreygers, G. and Cassimon, D. (2019). Inequality, ICT and financial access in Africa. Technological 

Forecasting and Social Change, 139, pp.169–184. doi:https://doi.org/10.1016/j.techfore.2018.11.004. 

The World Bank (2019). Personal remittances, received (% of GDP) | Data. [online] Worldbank.org. Available at: 

https://data.worldbank.org/indicator/bx.trf.pwkr.dt.gd.zs. 

Vacaflores, D.E. (2018). Are remittances helping lower poverty and inequality levels in Latin America? The Quarterly Review of 

Economics and Finance, [online] 68, pp.254–265. doi:https://doi.org/10.1016/j.qref.2017.09.001. 

Valencia, M.F.V. (2016). Reducing Inequality in Latin America: The Role of Tax Policy. 1st ed. Routledge. 

Woo, J., Bova, E., Kinda, T. and Zhang, S. (2017). Distributional Consequences of Fiscal Adjustments: What Do the Data Say? 

IMF Economic Review, 65(2), pp.273–307. doi:https://doi.org/10.1057/s4130801600211. 

Woodruff, C. and Zenteno, R. (2007). Migration networks and microenterprises in Mexico. Journal of Development Economics, 

[online] 82(2), pp.509–528. doi:https://doi.org/10.1016/j.jdeveco.2006.03.006. 

World Bank (2005). Global economic prospects 2006: Economic implications of remittances and migration. World Bank. 

World Bank (2023). Trade (% of GDP) | Data. [online] Worldbank.org. Available at: 

https://data.worldbank.org/indicator/ne.trd.gnfs.zs. 

World Bank Group (2024a). Expense (% of GDP) | Data. [online] data.worldbank.org. Available at: 

https://data.worldbank.org/indicator/GC.XPN.TOTL.GD.ZS. 

World Bank Group (2024b). Inflation, consumer prices (annual %). [online] Worldbank.org. Available at: 

https://data.worldbank.org/indicator/FP.CPI.TOTL.ZG. 

World Bank Group (2024c). Net ODA received (% of GNI) | Data. [online] data.worldbank.org. Available at: 

https://data.worldbank.org/indicator/DT.ODA.ODAT.GN.ZS. 

World Bank Group (2025). Unemployment, Total (% of Total Labor force) (national estimate) | Data. [online] Worldbank.org. 

Available at: https://data.worldbank.org/indicator/SL.UEM.TOTL.NE.ZS. 

World Inequality Database (2024). Data – WID – World Inequality Database. [online] WID - World Inequality Database. 

Available at: https://wid.world/data/. 

Zghidi, N., Sghaier, I. and Abida, Z. (2018). Remittances, Institutions, and Economic Growth in North African Countries. Journal 

of the Knowledge Economy, 9. doi:https://doi.org/10.1007/s1313201603775. 

Zhang, R. and Naceur, S.B. (2019). Financial development, inequality, and poverty: Some international evidence. International 

Review of Economics & Finance, [online] 61, pp.1–16. doi:https://doi.org/10.1016/j.iref.2018.12.015Krautkraemer, 

Jeffrey A, and Raymond G Batina. “On Sustainability and Intergenerational Transfers with a Renewable Resource.” 

University of Wisconsin Press, 1999.  

 

 

 

 

 

 

 

 



How does conflict moderate the impact of remittances on income inequality in Latin American countries? 

 

UCL Journal of Economics 

https://doi.org/10.14324/111.444.2755-0877.2055  

Appendix 

 
Figure A: Average remittances per capita in Latin America 

 

 

 

 

 

 

 

 

 

Figure B: Average remittances % of GDP in Latin America 

 

Source: Authors' own illustration using data from World Bank estimates based on IMF balance of payments data, calculating 

remittances per capita by dividing remittances by population, and calculating both averages by computing the simple average 

among Latin American countries. 

 

 

Figure C: Average Gini Coefficient of Latin America 

Source: Author's own illustration using data from World Income Inequality DataBase (WIID), calculating the simple average 

of the Gini coefficient among Latin American countries. 
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Figure D: Average Conflict Intensity in Latin America 

Source: Author's own illustration using disaggregated data from UPSALA, aggregating it and dividing by population and 

multiplying by 1000 to find conflict-related deaths per 1000 people, then calculating the simple average among Latin American 

countries.  

 

Notes on Figures 

The figures presented in this appendix highlight key regional patterns in remittances, inequality, and conflict, providing 

important context for the paper’s analysis. 

• Figures A and B show remittance dynamics. Average remittances per capita increased steadily, reaching record highs 

by 2023. As a share of GDP, remittances peaked at nearly 6% in 2007 before declining until 2013, then rebounding 

above 7% by 2023. The 2007 dip likely reflects the impact of the global financial crisis on migrant incomes and 

transfer flows. In some countries (e.g., El Salvador, Honduras, Guatemala), remittances now exceed 20% of GDP, 

underscoring their economic significance. 

• Figure C traces the average Gini coefficient. While inequality declined over past decades, this reduction was uneven, 

with fluctuations and a notable increase after 2020. The 2009 change may correspond to the global recession and 

subsequent redistributive policies in Latin America. 

• Figure D depicts conflict intensity. The trend is volatile but rising, especially in the last decade. Conflicts in countries 

such as Colombia, Venezuela, and El Salvador played a major role in shaping both migration patterns and remittance 

flows, with consequences for inequality outcomes. 
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