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Abstract. Diaspora remittance either smooths consumption, boosts welfare among recipients, or en-
hances the balance of payment in economies such as developing nations. Nonetheless, institutions that
support its usefulness for financing business are always a concern, as they may not encourage interest
in self-employment. The study investigates the linkages between diaspora remittances, institutions, and
self-employed business activities. The integration is essential for promoting entrepreneurship while sol-
ving the unemployment problem. Annual time series data sets covering the period from 1991 to 2020
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were used in Nigeria. The autoregressive distributed lag (ARDL) is used as the baseline. Three long-run
estimate techniques are used for sensitivity analysis. The short-run coefficient of diaspora remittance
on self-employment is positive and significant. In the long run, the effect of diaspora remittance on
self-employment is significantly negative. It shows that diaspora remittances are used for immediate
consumption, rather than translating into long-term employment generation in Nigeria. However, the
impact of institutions on self-employment, in the short and long run, is significantly negative revealing
poor institutions that are inadequate for employment creation. Due to poor institutional quality, dias-
pora remittances do not translate to long-run self-employment creation. Policymakers must strengthen
the institutional environment to incentivize diasporans to remit.

Keywords: diaspora remittance, institutions, self-employment, Nigeria

Introduction

Self-employment enables individuals to follow their passions. This enables Africa to
tap into the entrepreneurial potential of its population. The World Bank (2023 ) report
reveals a steady rise in diaspora remittances, with a staggering $54 billion flowing into
sub-Saharan Africa. Meanwhile, the National Bureau of Statistics report for the first
quarter of 2024 shows that 84% of the Nigerian working class is self-employed. This
statistic may resemble unsecured jobs, low wages, and poor work conditions, with
very few being highly skilled and well remunerated, as observed by Mourougane et al.
(2020) in OECD nations, where 15% of the workforce represented self-employed per-
sons. However, the portion of the amount remitted to sub-Saharan Africa reported by
the World Bank that is used to drive and support self-employment is often unknown.
Mohammed and Karagél (2023) confirm the concern. Sometimes, one assumes that
the institutional quality in different countries could be the source of the threat, which
is why the utilization of remittances is inconsequential. Rodrik et al. (2004) empha-
size the importance of institutional quality for economic growth. The study by Goshu
(2020) notes that institutions are critical impediments to people’s ability to start their
businesses. The challenge is not limited to the individual country’s environment alone;
foreign competition also contributes to the obstacles to self-employment (Diez &
Ozdagli, 2011). Youths receiving remittance may not have an interest in establishing
their own business. This contradicts the example in Macedonia, where Petreski and
Mojsoska-Blazevski (2015) found that households receiving remittances are more like-
ly to start their businesses than their counterparts in non-receiving households.
Several African economies’ unemployment rates have not decreased despite efforts
to mitigate the issue. In 2023, for instance, the unemployment rate in Eswatini stood at
37.6 percent, and it is unlikely to decrease anytime soon (Statista, 2024). This alarming
rate concerns the government and policymakers, as it keeps them worrying about the
effectiveness of various interventions developed and deployed to reduce unemploy-
ment. In developing countries, self-employment is prevalent because these nations of-

413


https://www.emerald.com/insight/search?q=Umar Mohammed
https://www.emerald.com/insight/search?q=Erdal Tanas Karagöl

ISSN 2029-4581 eISSN 2345-0037 Organizations and Markets in Emerging Economies

ten lack job opportunities (Giambra & McKenzie, 2019; Ajide et al., 2021). Providing
opportunities to start businesses would be a key policy option in this situation. Govern-
ment interventions, such as YOUWIN in Nigeria, YOP and WINGS in Uganda, Nairo-
bi microfinancing, SLMS and SIYB in Sri Lanka, Ghana Microenterprises, and various
interventions in African nations, are often inadequate funding sources for stimulating
self-employment. Due to the increasing poverty rate, emerging economies in the Afri-
can region should be more deliberate in their efforts. In 2023, poverty in Nigeria and
DR Congo ranked highest, with 11.3 and 9.6 percent in the region (Statista, 2024).
One way to address this is by boosting the intention of any entrepreneurial endeavour
that impacts labour market outcomes (Premand et al., 2016), thereby raising the neces-
sity for good institutional quality.

Financing issues often characterize self-employment. Additionally, institutional out-
looks across nations are often unfair to individuals who aspire to start their businesses.
The question around these daunting challenges remains unanswered. This study aims
to investigate the following question: Do diaspora remittances and institutional quality
impact self-employment in emerging economies?

Based on the foregoing, this study makes the following contributions to the litera-
ture. First, the study examines the joint roles of diaspora remittances and institutions on
self-employment in Nigeria, which is largely missing in the empirical literature. Second,
the study focuses on an emerging economy, Nigeria. Nigeria provides an interesting
study area, being the largest recipient of diaspora remittances in sub-Saharan Africa
(World Bank, 2024; Dada & Akinlo, 2023). Specifically, Nigeria received a total value
of $20.98 billion in diaspora remittances in 2024, which is more than 40% of the total
remittance inflow into Sub-Saharan African countries (World Bank, 2024). Similarly,
institutional indicators such as law and order, government stability, corruption control,
democratic accountability, and bureaucratic quality are below their average value in Ni-
geria, suggesting weak institutions. Three, the study applies an estimation technique
that captures time variation, since policy prescriptions tend to differ based on the time
horizon. Precisely, the autoregressive distributed lag (ARDL) is used to examine both
the short- and long-run effects of diaspora remittances and institutions on self-employ-
ment in Nigeria. The study’s outcome provides valuable insights for policymakers and
the literature by harnessing the potential of remittances in financing self-employment.
It also identifies points of concern in institutions and provides suggestions for address-
ing them.

The preceding section considers the research question and the study’s objective,
among others. The subsequent sections, including the literature review, data and meth-
ods, discussion and empirical findings, and conclusion and policy recommendations,
are addressed in sections 2, 3, 4, and S, respectively.
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2. Literature Review
2.1 Theoretical Review

The study connects with the new economics of labour migration. The theory suggests
that decisions to migrate within any household are often driven by the motivation that
migrants will remit money back home (Lucas & Stark, 1985). Remittances are intend-
ed to mitigate or reduce whole-family income constraints or serve as income insurance
for those at home (Taylor, 1999). Taylor also establishes the importance of remittanc-
es as a positive tool for economic development. However, institutions are still consid-
ered a limitation to the effectiveness of remittances” potential in emerging economies
such as Nigeria. This may be why remittances are channeled more towards consump-
tion (Chrysostome & Nkongolo-Bakenda, 2019; Dada & Akinlo, 2023) than towards
employment generation, business creation, or the expansion of existing enterprises in
developing economies. This theory predicts that such remittances should drive invest-
ment in migrants’ home countries; however, little has been realized due to weak eco-
nomic policies.

The new economics of labour migration could be more effective when combined
with institutional theory to address the issue of self-employment in developing na-
tions. In this light, institutional theory represents the ‘rules of the game’ (North, 1991),
which either encourage or dissuade diasporans from remitting, noting that creating an
enabling environment for self-employed business activities to operate is crucial. It can
further strengthen new economics of labour migration, confirming that an institutional
framework can shape the scope and efficacy of interventions (OECD/ERIA, 2018),
such as diaspora remittances.

2.2 Empirical Review

Past studies have lamented that self-employment has not yielded significant improve-
ments in the overall employment rate, despite efforts in entrepreneurship education
(Premand et al., 2016). A poor self-employment culture is sometimes linked to a lack
of financial resources or weak institutions. For instance, strong institutions often play
a significant role in driving economic growth, as former President Obama of the Unit-
ed States noted during his 2009 visit to Ghana (Chrysostome & Nkongolo-Bakenda,
2019). In practice, such institutions can encourage self-employment in emerging econ-
omies. A key component of employment is self-employment. However, limited paid
employment openings often bedeviled and reduced job opportunities, as observed in
the East African labour market, aside from insufficient finance to start new businesses
(Goshu, 2020).

According to Goshu (2020), self-employment is defined as working for oneself in-
stead of being employed in a paid position. According to Diez and Ozdagli (2011, p. 1),
“Self-employment is viewed as the portion of employers or employed workers in the
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country’s entire workforce.” In this case, people find employment in their profession,
trade, or business, exercising control and independence in their work choices while
bearing business-related risks. In the opinion of Wynn (2016), self-employed individu-
als have a contract of rendering services to clients, which differs from those in employ-
ment who have a contract of service with their employers. Similarly, the OECD (2016)
views self-employment as those working in their own business, either as unincorpo-
rated or own-account employees (without employees), whose remuneration is based
on profits from goods and services produced, including their consumption. However,
Hammed (2018) raises concerns that corruption in offices and unstable government
politics impede self-employment in Africa, including Nigeria.

Ainembabazi and Kemeze (2022) establish a connection between remittances and
the employment of household members in family-owned businesses in Nigeria and
Uganda. However, the number of employed family members decreases with increased
remittances, resulting in a higher proportion of non-family workers being engaged as
remittances increase. Despite that, Funkhouser (1992) confirms that the possibility of
self-employment tends to grow in remittance-receiving households. This contradictory
trajectory is problematic; however, what accounts for the decline in households’ inter-
est in prompting more family members to invest such funds in family-owned businesses
remains unclear.

Proneness to migration is not common among self-employed people, as highlighted
in Giambra and McKenzie (2021); however, it may be that remittances, as a form of
finance and institutions, support this idea. However, it is never mentioned in the study.
It entrenches only the importance of self-employment in any economy. In Uzbekistan,
Kakhkharov (2018) confirms that diasporans often send money to support their home
business projects. Noting this, the recipient’s family will only be encouraged when there
are other income or savings to supplement the remittance.

The study by Goshu (2020) confirms that government quality, including stable
politics, control of corruption indices, voice and accountability, and economic indica-
tors such as electricity access and enrollment in primary education, has a significantly
positive effect on East African self-employment. However, industrial employment and
growth in real GDP show a negative relationship. The source of finance is not disclosed
to determine whether it is exposed to any challenge. Nyame-Asiamah et al. (2020) af-
firms the paradoxical stance of the institutional framework, establishing that it could
serve as both a push and pull factor in entrepreneurship. This indicates that institu-
tions have the potential to either discourage or stimulate self-employment. Dada et al.
(2024a) also demonstrate that institutions are crucial for diasporans to remit funds to
their home country. Migrants’ decisions to remit could be enhanced where institutions
complement each other.

The impact of remittances on investment is confirmed in the study of Mohammed
and Karagsl (2023). However, to drive investment in Sub-Saharan Africa, a substitu-
tional linkage between remittances and institutions was established. This diminishes
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the role of institutions, indicating a reduced use of remittances in promoting invest-
ment due to weak institutions in the region. This single-country study adds another
dimension to this position. Also, contrary to Mohammed and Karagol’s study, three es-
timation techniques are used for sensitivity analysis, which strengthens the robustness
of the results from the current study.

The tendency for households to engage in self-employment diminishes with the
regular receipt of remittances (Salman, 2016). Salia et al. (2022) highlight that Afri-
ca’sinterest in diaspora remittances is to smooth household consumption and augment
the government’s balance of payments. Nonetheless, the welfare of recipient families
improved along this line, confirming that most households used the received money
for consumption. This contradicts diasporans’ willingness to return to their country to
start their own business (McCormick & Wahba, 2001).

Concerning the relationship between institutions and self-employment, studies
have shown that improved economic freedom within an institution increases the like-
lihood of self-employment preferences among both existing self-employed individuals
and latent entrepreneurs (Gohmann, 2012). In line with this thought, the study con-
firms a more significant effect for those currently engaged in self-employed business ac-
tivities within such institutions. This resonates with the belief that institutions will pro-
mote self-employment in any economy, including Nigeria. In line with this, assessing
the actual conditions of the institution and the perception and awareness levels among
labour market actors, including self-employed business owners, is essential to policy-
making (Bégenhold et al., 2024; Olubodun et al., 2025). The relevance of institutions
to self-employment is somewhat chronicled. Institutions are game rules that govern or
guide formal and informal endeavour (North, 1991). This reaffirms institutions’ abil-
ity to redefine anyone’s interest and desire to start a business in the shadow or formal
economies.

The study by Nystrom (2008) establishes a tendency for increased self-employment
in areas with a minimal government sector, an improved judicial structure, and secure
property rights, accompanied by limited credit regulation, labour market flexibility, and
enterprise development. Less credit regulation is likely to create room for financing;
however, this is doubtful in developing nations, such as Nigeria. The perception is that
funds received from other sources, such as remittances, will be poorly accounted for
and subject to corruption, making any funds not raised from their account insecure.
However, studies in the West (see Bdgenhold et al., 2024; Nystrom, 2008) have focused
on regional economies which differ from the single-country evidence presented in this
study.

In the Eurozone, the failure of early self-employed entrepreneurs is linked to mac-
roeconomic factors and institutions, with a negative correlation between the quality
of formal institutions, entrepreneurial culture, and social norms (Del Olmo-Garcia et
al,, 2020). On the contrary, successful entrepreneurs who leverage environmental sup-
port are highly respected. They confirm the paradoxical stance of Nyame-Asiamah et
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al. (2020), which posits that institutions either contribute to or hinder the survival of
self-employed businesses. Institutional roles cannot be determined solely on face value
unless empirical evidence is applied to unveil the underlying dynamics that shape insti-
tutions. It is hypothesized that:

H1: Diaspora remittances and institutions have a significant effect on self-employed business ac-

tivities in Nigeria.

Figure 1 presents the authors’ conceptualization of the relationship among the var-
iables in the study.

Figure 1
Conceptual Model

Independent variables

Dependent Variable

REM % SELF

/

Institutions ,/
/

/

/
Control variables

o GEX
e DCPS
e GDP

3. Data and Methods
3.1 Data

The Nigerian annual time series data set spanning from 1991 to 2020 was utilized in the
study. The availability of data for the core variables guides the study’s time frame. Using
Nigerian data for the study is more appropriate and strategic. In Sub-Saharan Africa,
Nigeria leads the list of countries receiving foreign remittances, with $20.98 billion re-
ceived in 2024 (World Bank, 2024 ). Nigeria received more than 40% of the remittances
inflow into the Sub-Saharan African countries. Furthermore, the country’s institutional
architecture is relatively weak, allowing sharp practices and opportunistic behaviour
among various economic agents. However, despite the vast volume of remittances in-
flow, many of Nigeria’s growing population still wallow in poverty.

The measurement of variables includes percentages of total employment and GDP,
as well as employee compensation and personal transfers for the self-employed and
diaspora remittances, respectively. Institutional quality is generated from an average of
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five indices: corruption control, law and order, government stability, bureaucracy quali-
ty, and democratic accountability. Details of how this index is constructed are presented
in the Appendix. Other control variables include government expenditure, calculated
as a percentage of GDP, domestic credit to the private sector, and per capita income.
Data on self-employed individuals, diaspora remittances, government expenditure, do-
mestic credit to the private sector, and per capita income are extracted from the World
Bank’s Development Indicators. Institutional quality data are obtained using the Inter-

national Country Risk Guide (ICRG).

3.2 Model Specification

This study investigates the linkages between diaspora remittance, institutions, and
self-employed business activities in Nigeria. The general functional form of the specific
self-employed activities model is expressed in Equation 1 as follows:

SELF = f(REM, INS, X) (1)

where SELF, REM, and INS are self-employed business activities, diaspora remittanc-
es, and institutional quality. X is another control variable that influences self-employed
business activities.

These variables are transformed into a logarithmic model since log-linear models
are more consistent and reliable than linear models. Thus, Equation 1 is stated in its
specific form:

InSELF = a + BInREM + yInINS + §InGEX + {InDCPS + nInGDP + ¢ (2)

where GEX, DCPS, and GDP represent government expenditure, domestic credit to
the private sector, and per capita income, respectively, which are used as the control
variables in the study. In is the logarithmic form, and ¢ is the unobserved random term,
which is normally distributed. From Equation 2, the positive (negative) and significant
coefficients of the independent variables suggest that the variable increases (decreases)
self-employment business activities in Nigeria.

3.3 Estimation Technique

Based on the stationarity properties of time series data, which are usually I(0) and I(1),
the autoregressive distributed lag (ARDL) is used as the baseline estimation technique.
This approach benefits the study by accommodating I(0) and I(1) variables and pro-
viding both the short- and long-run estimates of the parameters. Similarly, ARDL re-
solves the endogeneity problem by using the lag of the dependent variable (Fabiyi &
Dada, 2017; Ahmed et al., 2019; Arnaut et al., 2023). Lastly, this technique offers policy
variation in both the short and long term. The ARDL is expressed in Equation 3:
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AINSELF, = 1, InSELF,_; + ¥,InREM,_; + {3InINS,_, +
W4InGEX,_; + Y5InDCPS,_y + YeInGDP,_; + Y, ¢; AInSELF,_; +
;-lzo ﬁ] AlnREMt_] + Z?:O }/] AlnINSt_] + Z?:O 6] AlnGEXt_] +
?20 C] AlnDCPSt_] + Z;-lzo T]J AlnGDPt_J + Et (3)

From Equation 3, n is the optimal lag length chosen using the SIC. A is the change
operator, 1//] (j=1,2..,3) is the long-run estimate; o ﬂj, 7 8]., Zj/\ 1; are the short-
run estimates. The null hypothesis of no cointegration among the series is specified as
H,: y;=0, and verified against the alternative hypothesis of H, : y; # 0. Using the Pesa-
ran et al. (2001) approach, the F-statistic is compared to the lower and upper bounds of
the critical values. No conintegration hypothesis is valid if the F-calculated is below the
lower bound. Otherwise, the alternative of cointegration is accepted, as indicated by
the F-statistic being above the upper critical bound, which signifies a long-run relation-
ship between the variables. Nevertheless, the result is inconclusive if the F-calculated
value lies between the lower and upper bounds.

Apart from the ARDL, other long-run estimates, such as canonical cointegrating re-
gression (CCR), dynamic ordinary least squares (DOLS), and fully modified ordinary
least squares (FMOLS), are used for sensitivity analysis. The models for these cointe-
grations are not stated due to space constraints.

4. Discussion of Empirical Findings

Before discussing the results from the model estimates, it is essential to scrutinize the
descriptive and statistical characteristics of the dataset employed in the study. The de-
scriptive statistics and pairwise correlation between the variables are shown in Table 1.
The mean value of self-employment is 82.951, which is a bit greater than the median
value. This suggests that the distribution of self-employment in Nigeria is positively
skewed, a finding also reinforced by the skewness statistic. The Jarque-Bera statistics for
self-employment also show that it is normally distributed. The mean value of diaspora
remittance during the period under study is 3.564, with minimum and maximum val-
ues of 0.118 and 8.312, respectively.

Furthermore, diaspora remittance is positively skewed, with a peak of 1.684. Simi-
larly, institutional quality is evenly distributed, with mean and median values of 4.108
and 4.201, respectively. In addition, other variables, such as government expenditure,
domestic credit to the private sector, and per capita income, have mean values 0f 94.801,
11.089, and 1913.605, respectively. Likewise, the average values of these control vari-
ables fall between their minimum and maximum values. The Jarque-Bera statistic sug-
gests the series is evenly distributed.

The kurtosis statistic is also employed to examine the distribution’s peakness or ev-
idence of outliers. The results in Table 1, as indicated by the kurtosis statistic, suggest
that self-employment, remittances, and per capita income are platykurtic, as their val-
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ues are less than three. On the other hand, institutions, government expenditure, and
domestic credit to the private sector are leptokurtic since their value are less than three.
However, none of the variables is mesokurtic. The outcome of the kurtosis shows the
absence of outliers in the dataset.

At the lower part of Table 1, the correlation shows that the variables are moderately
correlated. Thus, the postulation of multicollinearity or near multicollinearity between
the series can be discarded. Hence, multicollinearity does not present any risk to our
model estimates. Regarding the direction of the correlation, all the variables positively
correlate with self-employment, and their coeflicients are significant.

Table 1
Descriptive and Correlation Matrix
SELF REM INS GEX DCPS GDP
Mean 82.951 3.564 4.108 94.801 11.089 1913.605
Median 82.395 3.849 4.201 93.874 9.395 1888.825
Maximum 85.066 8.312 4.611 111.267 22.289 2563.900
Minimum 81.151 0.118 3417 76.949 5.241 1348.681
Std. Dev. 1.447 2.425 0.292 7.362 4.271 464.658
Skewness 0.273 0.116 -0.697 0.096 0.881 0.074
Kurtosis 1.339 1.684 3.011 3.470 3.203 1.346
Jarque-Bera 3.823 2.232 2.426 0.322 3.936 3.448
Probability 0.148 0.328 0.297 0.851 0.140 0.178
SELF 1
0.537***
REM (0.000) !
0.002* 0.155**
INS 0091)  (0.041) 1
0.339* 0.246 0.090
GEX 1
(0.067) (0.190) (0.635)
0.420%** 0.651*** 0.068 0.329*
DEPS (0.000)  (0.000)  (0.720)  (0.075) !
Kok *okk K% KKk
GDP 0.341 0.525 0.067 0.438 0.530 1

(0.000)  (0.000)  (0.726)  (0.015)  (0.000)

Note. SELF is self-employed, REM is remittance, INS is institutional quality, GEX is government expen-
diture, DCPS is domestic credit to the private sector, and GDP is per capita income. () is the probability
value, ¥, ** and *** represent 10%, 5% and 1% level of significance, respectively.

In addition to the descriptive statistics, the econometric characteristics of the var-
iables are presented in Tables 2, 3, and 4. Table 2 presents the stationarity properties
of the variables. Two estimation approaches are used to investigate these stationarity
properties — Augmented Dickey-Fuller (ADF) and Philip and Perron (PP) unit root
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tests. The results of the ADF and PP unit root tests suggest that all the series possess
a unit root at the level; however, they become stationary at the first difference. This
hints that the series is integrated of order one (I(1) variables). The stationarity of the
variables at first difference gives the likelihood of long-run cointegration between the
variables.

To account for the evidence of long-run cointegration, the Johansen cointegration
test and ARDL bounds testing are used, and their results are displayed in Tables 3 and
4. According to Table 3, the Johansen cointegration test indicates evidence of at most
three cointegration equations. Similarly, the ARDL bounds test in Table 4 also estab-
lished the evidence of a long-run relationship among the variables, with the significant
value of the F-statistic (7.229) greater than the upper bound critical value. Cointegra-
tion and long-run relationships indicate that, although the variables tend to diverge in
the short run, they converge to a steady state in the long run.

Table 2
Unit Root Test
] ADF PP
Variables Level Difference Level Difference
T-Stat. T-Stat. T-Stat. T-Stat.
(Prob.) (Prob.) (Prob.) (Prob.)
SELF -1.219 -3.231% -1.120 -3.175%
(0.651) (0.029) (0.693) (0.032)
REM -1.872 -5.538*** -1.812 -7.752%%*
(0.340) (0.000) (0.368) (0.000)
INS -1.784 -3.347* -1.783 -3.481%%*
(0.178) (0.002) (0.173) (0.000)
GEX -1.652 -7.948%%* -2.527 -11.754***
(0.183) (0.000) (0.119) (0.000)
DCPS -2.107 -4.186™* -1.738 -6.059***
(0.243) (0.003) (0.402) (0.000)
GDP -1.577 -5.300%** -1.262 -6.306***
(0.160) (0.000) (0.191) (0.000)

Note. ** and *** represent 5% and 1% levels of significance.

Table 3
Cointegration Test
Hypothesized Eigen Trace 5% Critical
no. of CE(s) value statistic value Prob.

None 0.815 156.344 95.753 0.000***
Atmost 1 0.754 109.042 69.818 0.000%**
At most 2 0.679 69.707 47.856 0.000***
At most 3 0.622 37.890 29.797 0.004***
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At most 4 0.266 10.632 15.494 0.235
Atmost S 0.067 1.946 3.841 0.163

Note. *** denotes a 1% level of significance.

Table 4
ARDL Bounds Testing for Cointegration
Model Optimum Lag F-statistic
InSELF = f(InREM, InINS, InGEX, InDCPS, InGDP) (1,1,3,1,2,3) 7.229%*
Significance level Lower bound Upper bound
1(0) I(1)
10% 2.26 3.35
5% 2.62 3.79
1% 341 4.68

Note. *** represents significance at 1%.

The short-run and long-run estimates of the coeflicients of the error-correction ver-
sion of ARDL (1, 1, 3, 1, 2, 3) are reported in Table S. The coefficient of the error-cor-
recting term (ECT) is significant and negative, thus reaffirming the evidence of long-
run linkages among the series. The significant value of the ECT suggests that, though
the variables tend to diverge in the short term, they return to their long-run steady-
state equilibrium annually by 51.1%. The short-run coefficient of diaspora remittance
on self-employment is significantly positive, with a coefficient of 0.148. This result re-
veals that diaspora remittances benefit small business expansion in the short term by
easing the financial constraints available for investment and consumption. Similarly,
this aligns with the New Economics of Labour Migration proposition that low-income
households or those vulnerable to shocks use migration as a coping strategy to mitigate
shocks (Stark & Bloom, 1985). The findings from this short-run result corroborate the
conclusions of studies in Latin America and the Caribbean countries (Kshetri et al,,
2015), Nepal (Devkota, 2016; Adhikari, 2017), Uzbekistan (Kakhkharov, 2018), and
Nigeria (Kotorri et al., 2020; Akinlo & Dada, 2022).

However, in the long run, the influence of diaspora remittance on self-employment
is significantly negative. This result indicates that diaspora remittances are primarily
used for immediate consumption in the long run, which does not translate to long-term
employment generation in Nigeria. As documented by Zheng and Musteen (2018), re-
mittance has a positive impact on necessity entrepreneurs and a negative impact on op-
portunity entrepreneurs because the former require little capital for start-up, while the
latter involve a significant amount of capital for creativity and innovation. Furthermore,
studies (see Dada & Akinlo, 2023; Ajide et al., 2021; Ajide & Osinubi, 2020; Laniran
& Adeniyi, 2015) have shown that remittance, basically in developing countries like
Nigeria, contributes to consumption and poverty reduction in recipient countries, but
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does not result in wealth creation and productive activities. The negative impact of dias-
pora remittances on self-employment is related to similar works by Chami et al. (2005),
Shapiro and Mandelman (2016), Ajide and Osinubi (2020), and Asiedu and Chimbar
(2020).

The influence of institutional quality on self-employment is significantly negative
in both periods. Specifically, in the short term, remittance (lags 1 and 2) has a coeffi-
cient of -0.994 and -0.589, respectively, while in the long run, the coefhicient is -0.16S.
This finding suggests that institutional quality in Nigeria is not conducive to self-em-
ployment. Additionally, it indicates that the level of institutional development is weak
and does not provide an enabling environment for employment creation. Institutional
mechanisms, including corruption control, bureaucratic quality, rule of law, democratic
accountability, and government stability, remain low, as indicated by the average value
of the institution index in Table 1. This negatively affects the operations of small-scale
businesses and self-employment. For instance, corruption affects the effective function-
ing of business law and regulation, which in turn increases the bureaucratic procedures
in implementing government policies regarding employment creation.

Furthermore, a weak rule of law reduces the confidence and participatory level of
economic agents in an economy. In addition, weak institutions lead individuals and
households to seek funds through self-financing, especially from friends and family
living abroad (Plaza et al., 2011; Bjuggren & Dzansi, 2008). In addition, weak institu-
tions limit the opportunities available to entrepreneurs and fail to support their inter-
est in creating a favorable business environment (Elert & Henrekson, 2020; Dada et
al., 2024b). Similar studies (such as Ajide & Osinubi, 2020; Dada & Fanawopo, 2020;
Chrysostome & Nkongolo-Bakenda, 2019; Ajide & Aderemi, 2014) have shown that
most developing countries tend to have poor institutional quality, which retards the
growth process. Furthermore, the empirical study by Fredstrom et al. (2021) demon-
strates that governance quality has a negative impact on entrepreneurial activity. Like-
wise, LéKhang and Thanh (2018) and Fuentalsaz et al. (2015) obtained a negative
connection between institutions and entrepreneurship. On the other hand, Harbi and
Anderson (2010) found that investment freedom as a measure of institutional quality
boosts the self-employment rate. Similarly, Herrera-Echeverri et al. (2014), Crnogaj
and Hojnik (2016), and Aparicio et al. (2016) found that strong institutional quality is
beneficial to entrepreneurship activity.

On the other hand, government spending (GEX) had a significantly positive im-
pact on self-employment generation in both periods. A percentage rise in government
expenditure increases self-employment by 0.023% and 0.094% in the short and long
run, respectively. This result indicates that government spending has a positive impact
on employment creation in Nigeria. However, domestic credit to the private sector
negatively impacts self-employment in the short run. In contrast, the long-run effect
is not significant. This implies that a percentage rise in domestic credit to the private
sector reduces self-employment by 0.043% in the short run. As documented by Vaaler’s
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(2013) study, remittances should strengthen and make the financial environment more
conducive to entrepreneurship. However, studies (Dada & Akinlo, 2023) in develop-
ing countries have shown that most remittances are not retained in the financial sector
and thus have a limited contribution to entrepreneurship development. This result is
not surprising as most empirical studies in Nigeria have established the presence of
loopholes and lapses in the financial system (Olaniyi et al., 2023; Abanikanda & Dada,
2023). Additionally, the country’s institutional framework enables sharp practices and
the diversion of funds from the productive sector (Olaniyi et al., 2023).

Similarly, per capita income (economic growth) has a positive and significant influ-
ence on the growth of self-employment in both periods. However, the result shows a time
lag before economic growth can improve self-employment. This result highlights the sig-
nificance of income/ economic growth in fostering self-employment in Nigeria. This con-
clusion supports the empirical postulation of Yavuz and Bahadir (2022) that economic
growth increases entrepreneurship in developing countries. However, Ajide and Osinubi
(2020) found the negative impact of income on enterprise creation in Africa.

The stability of the model parameters is also validated using the cumulative sum
(CUSUM) and the cumulative sum of squares (CUSUMSQ), as shown in Figures 2
and 3. The findings from the CUSUM and CUSUMSQ imply that the model and esti-
mated parameters are stable, as their values fall within the 5% critical values. Further-
more, other diagnostic tests are used to validate the result of the ARDL. The results
reported in the lower part of Table S indicate that the model does not exhibit hetero-
scedasticity problems, serial correlation, or multicollinearity. Thus, the results obtained
from the estimates can be used for policy inference.

Table §
Estimate using ARDL (1, 1, 3, 1, 2, 3): Dependent Variable SELF
Variable Coefficient t-statistic Probability

Short Run
AREM 0.148** 2.682 0.025
AINS 0.212 1.347 0.211
AINS(-1) -0.994*** -4.738 0.001
AINS(-2) -0.589** -3.186 0.011
AGEX 0.023** 3.007 0.014
ADCPS 0.017 0.899 0.391
ADCPS(-1) -0.043* -2.034 0.072
AGDP 0.001 0.355 0.731
AGDP(-1) 0.002* 1.856 0.096
AGDP(-2) 0.003** 2.496 0.034
A@trend 0.074** 2426 0.038
Ect(-1) -0.511** -3.293 0.001
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Variable Coeflicient t-statistic Probability
Long Run
REM -0.188*** -3.826 0.004
INS -0.165* -2.097 0.066
GEX 0.094** 2.357 0.042
DCPS -0.034 -1.014 0.337
GDP -0.001 -0.628 0.545
C 5.549*%* 18.783 0.000
@trend -0.145** -2.852 0.019
Diagnostic Test
J-B normality test 0.361 0.701
B-G serial correlation LM 3.189 0214
test
ARCH test 0.721 0.384
Ramsey 0.154 0.492
Note. *™**,**, * represent 1%, 5% and 10% significance, respectively.
Figure 2
CUSUM
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The accuracy of the long-run estimates is verified using the FMOLS, DOLS, and
CCR methods. Tables 6, 7, and 8 show the sensitivity analysis results. The results from
these methodologies are similar to the long-run estimates obtained using the ARDL
methodology. Thus, it could be inferred that the long-run estimated coeflicients are reli-
able and stable. Specifically, the coeflicient of diaspora remittance in all the estimates is
negative and statistically significant, with coeflicients ranging from 0.193 to 0.232. Nev-
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ertheless, the coeflicient of institutional quality is significantly positive at 10 percent
in FMOLS and CCR estimates. Furthermore, government expenditure and per capita
income increasingly impact self-employment, respectively. Moreover, the results also
established a negative and significant impact of domestic credit on the private sector’s
self-employment in Nigeria.

Figure 3
CUSUM of Squares
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—— CUSUM of Squares - 5% Significance
Table 6
Robustness Estimate Using FMOLS: Dependent Variable SELF
Variable Coefficient t-statistic Probability
REM -0.193*** -6.431 0.000
INS 0.454* 1.746 0.072
GEX 0.007 1.018 0.319
DCPS -0.050*** -2.989 0.006
GDP 0.002*** 10.784 0.000
C 5.349 5.342 0.000
Adj. R-sq 0.948
Long run variance 0.063
Mean dep. variance 82.878
SE of Reg. 2.386

Note. ***, * represent 1% and 10% significance, respectively.
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Table 7

Robustness Estimate Using DOLS: Dependent Variable SELF
Variable Coeflicient t-statistic Probability
REM -0.232*** -10.729 0.000
INS 0.103 0.428 0.690
GEX -0.013 -1.880 0.133
DCPS -0.087** -4.201 0.014
GDP 0.001** 4.186 0.014
C 8.129 12.467 0.000
Adj.R-sq 0.996
Long run variance 0.002
Mean dep. variance 82.849
SE of Reg. 0.024

Note. ***, ** represent 1%, and 5% significance, respectively.

Table 8
Robustness Estimate Using CCR: Dependent Variable SELF
Variable Coefficient t-statistic Probability

REM -0.198*** -6.008 0.000
INS 0.467* 1.854 0.062
GEX 0.004 0.461 0.649
DCPS -0.048** -2.741 0.012
GDP 0.002*** 10.436 0.000
C 5.538*** 7.680 0.000
Adj. R-sq 0.947
Long run variance 0.064
Mean dep. variance 82.878
SE of Reg. 2.446

Note. ***, ** and * represent 1%, 5% and 10% significance, respectively.

S. Conclusion and Policy Recommendations

The paper examines the relationship between remittances and institutional quality in
Nigeria from 1991 to 2020 as well as their impact on self-employment. As an estimation
technique, the autoregressive distributed lags (ARDL) model is employed to examine
both the short- and long-run effects. FMOLS, DOLS, and CCR (the other cointegra-
tion regressions) are utilized to validate the long-run estimates.

In the short run, the empirical outcome indicates that diaspora remittances, gov-
ernment expenditure, and per capita income positively influence self-employment,
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whereas domestic credit to the private sector has a negative impact. Yet, the effect of
institutions on self-employment is not significant. In the long run, however, diaspora
remittances and domestic credit to the private sector have a negative impact on the
growth of self-employment. In contrast, government expenditure and per capita in-
come significantly contribute to the growth of self-employment in Nigeria. This result
indicates that diaspora remittances do not lead to long-term self-employment creation
due to poor institutional quality, which hinders business start-ups. Weak economic
and political institutions could lead recipients of diaspora remittances to use them for
immediate consumption, thereby negatively impacting long-term investment and em-
ployment generation.

These empirical outcomes have important policy implications that can help poli-
cymakers in Nigeria and other developing countries. Policymakers in the region must
fortify the institutional environment so diasporans can be incentivized to remit. Di-
asporans living in the developed world are used to strong institutional quality; hence,
institutions” indicators, e.g., improved bureaucratic quality, enforcement of contracts,
property rights, reduction in the cost of business start-up, and transparency in govern-
ment activity should be strengthened, as they motivate them to remit and invest in the
economy through enterprise creation and self-employment. Furthermore, policymak-
ers should prioritize value reorientation, especially in building trust and promoting col-
laboration between diasporans and their home countries. The Nigerians in Diaspora
Commission (NiDCOM) can be utilized in reorientation, enhancing the confidence of
the diasporans to remit.

Promoting fintech-enabled remittances (Sohst, 2024) can reduce costs, boost em-
ployment generation, and contribute to long-term economic growth by increasing the
amount remitted to the country. Similarly, lowering the cost of sending remittances
will enable it to be channeled through the financial sector, leveraging fintech, rather
than the informal channel (shadow economy). On the other hand, the financial sector,
which is responsible for transferring diaspora remittances, will facilitate the creation of
cost-effective and reliable products and services for remittance beneficiaries, enabling
new business creation. Further, remittances could be used to increase available credit to
the bank for business activities in Nigeria.

While this study makes significant policy contributions to the literature, it is not
without limitations, including its single-country focus, which future studies will ad-
dress. The scope of the study is limited to the period 1991-2020 due to the availability
of data on the essential variables of the study. Future studies should overcome this lim-
itation as reliable data become readily available. The research output can be comple-
mented by investigating the link at the microeconomic level. Including other political
and social variables will be useful when examining the determinants of self-employ-
ment. Lastly, this study can be extended to other developing nations.
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Appendix
Institutional Index

This study follows the approach of Dada et al. (2025b), Dada et al. (2024a), Olaniyi and
Adedokun (2022), and Aluko and Ibrahim (2020) to generate the institutional index. The
process of rescaling the five indicators on an ordinal scale of 0-10 is described as follows:

i.  Democratic accountability, corruption control and law and order are on a scale

of 0-6 from ICRG. These indicators are rescaled to 0-10 as g X 10.

ii. Bureaucratic quality is on a scale of 0 - 4, and it is rescaled as E x 10.

ili. Government stability is originally 0-12 from ICRG database. This is rescaled as
X
=X 10.
12

where x is the score obtained from each of the indicators, out of the maximum point. After-
ward, the five indicators are average to generate an index of institutional quality as

n
1
INS, = —Z INS;
-y 1 j ¢
i=

INS is the aggregate institutional quality index, n is the number of institutional qual-
ity measures, j denotes each individual institutional quality index, and ¢ is the time series
observations.
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