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ABSTRACT

This paper considers the intrinsic relationship between remittances, political stability, and
economic conditions in Pakistan, with special emphasis on the dual role of remittances as an
instrument of economic support and as a possible obstacle to political accountability.
Remittances have contributed importantly to household income and national GDP, as witnessed
from the centrality of overseas earnings by families in rural communities. This dependence can,
however, inadvertently undermine the social contract between citizens and the government and
reduce political activity among recipients. The paper uses case studies from different regions of
Pakistan to highlight the importance of a contextual understanding of the relationship between
remittance flows and political dynamics. In its argument, it shows that despite remittances being
instrumental in reducing poverty and encouraging local entrepreneurship, these very advantages
are contingent on the broader political context. It is called for comprehensive governance
reforms, improvement in quality of institutions, and well-directed investments in education and
local entrepreneurship if remittances are to be harnessed toward attainable sustainable

development. Alignment of the economic strategy with political reforms will enable Pakistan to
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obtain maximum positive impacts from remittances and assure resilience and engaged

citizenry—thereby laying a real foundation for economic and social transformation.

KEYWORDS:

1. INTRODUCTION

Over the last few years, the role of remittances as an external source of finance has risen
significantly and it has emerged as a major source of finance to many developing countries more
than FDI and ODA. Ratha (2013) estimate the global remittance flows to reach a figure of $540
billion in 2019 with developing nations being the prime beneficiaries of their impact in the
stability of their economies. Pakistan is one of the prominent example so far a nation that has
capitalized on remittance inflows. In2021, these remittances contributed approximately 540
billion in 2019, underlining their critical role in economic stability. These types of remittances
for 2021 were 29 billion, which are about 8 percent of the country’s GDP, (State Bank of
Pakistan, 2022). ldeally, this substantial inflow not only supports households financially, but
endorses consumption and education investment, enhances the living standards of the recipients

and also boosts economic growth (Azam & lqgar, 2018).

However, the relationship of this variable with the political realities within a country paint a
different outlook of the effects of remittance on the political existence of a nation. It is therefore
important to recognize the political environment of a country as the single most important
determinant of remittance characteristics. The favourable remittance inflows are, therefore, more
likely to be experienced in countries with strong political stability governance, rule of law and
institutions’ integrity. On the other hand, political instability may make the expatriates to refrain
from sending money to their families or the amounts that they send back home may fluctuate
because of vagaries (Ratha, 2013). For example, the study done by Barajas et al. (2017) have
revealed that the political instability tends to lead to the drop in remittances, because the money

is withdraw by the political asylum seekers living in other Countries.
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Pakistan has therefore without fail been faced with periods of Political instabilities, which are

marked with corruption, poor governance, interferences in laws and order, and most of which
impacts the economic growth and the formation of the socio-political structure of the nation.
Most of these challenges have negative impacts in the realization of benefits of such inflows to

the potential of the country

Rasheed and Irfan (2020) opine that when a state heavily depends on remittance then state
accountability is eroded since governments focus on regulating remittance inflows, rather than
implementing important reforms. Such dependency can lead to a bad cycle where foreign funds
strengthen dependency thus discouraging political leaders to develop institutional quality or

deliver public goods as required.

Non transparent methods of election may also be adopted, institutions may be weakened and
social unrest that may reduce investment and business activity may also occur. Azam and lgar
(2018) conclusion shows that economic integration with the aspect to the remittances is
inextricably connected with political setting of Pakistan. Dar et al affirm that remittance though
can trigger positive economic effects has been seen with negative political implications to

governance and deployment of resources.

As is evident in the following section, although the economic function of remittances in Pakistan
is without doubt tremendously valuable, there is very limited literature that has looked at this
subject in this manner alone. As for the theoretical framework, while most prior research has
focused on the flow of remittances on growth and poverty reduction, relatively little attention has
been paid to the underlying political process (Azam & Igar, 2018). This clearly gives a research
gap that is to call for more extensive study on the relationship between political

stability/governance structures and the flows of remittances.

The economic effects of the remittances are however manifold. They can promote local
development through advancing house hold income and expenditure as well as investment in
education. The funds get used to meet basic needs of the recipients including; health and shelter

which leads to better standards of living. Besides, the receipt of remittances can catalyze the
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local entrepreneurial activities since this can be the source of additional funding for small

undertakings leading to employment generation and local development.

But it must also be pointed out here that even though money transfers can be stabilizing forces
that can help protect the economies of the recipients against shocks, they are not automatic
pathways to development. Reliance of a state in remittance may help a country in sustaining the
inflow of foreign income but hinders the growth of local industries thus forcing people to look
for opportunities abroad to support their homeland’s economy. Such a state of affairs provides
countries with an open door for global economic rhythms on migration and the flow of

remittances.

One of the factors that are critical in the enhancement of remittance flows is political stability.
Expatriates are more willing to remit money back home, if they are assured of the political
conditions back home. For example, economic stability does encourage higher remittance flows
since the migrants see a favourable environment for investment and enhanced financial returns.
On the other hand, in politically instable areas people may refrain from sending money home as
they may feel that their money will not be well spent or else their remittance money may be used

by the regimes they are against (Ratha, 2013).

Furthermore, the receiving country’s political behaviour can be affected by the flows of
remittances. Following the increased means through the remittances, it has been postulated that
the families that receive them can exhibit lesser political efficaciousness or lower levels of
political participation (Rasheed & Irfan, 2020). This state of affairs may bring about a distancing
of the government from the public, and make political leaders to be indifferent towards major

Challenges facing societies and economies.

To understand the features of these dynamics in Pakistan, one should consider some examples.
Lowland indigenous areas, where many families depend on money sent by relatives from urban
areas, are good examples of such balance between economic gain and political loss. For those
states which are connected with foreign employees, cash transfers can help to become a means of
inspiration and, for example, finance education and healthcare for families. However, such

advantages can be achieved with a negative effect on political responsibility and participation.
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For instance, the social relations of the Pakistani migrant communities working in the Middle

East illustrate this process. Remittances are commonly reported to be a major source of income
for many households in rural Punjab received from kinsfolk in the gulf countries. Though, these
funds reduce poverty levels and enhance the quality of people’s lives, they contribute to the
emergence of a situation in which local government’s actions may not be as sensitive to people’s
needs as the public desires. These remittance flows can be effectively used by Political leaders to

strengthen the political base not implementing on developmental or reform plans.

In addition, analysis of the territories characterized by high remittance reliance may get
politically relegated since the people’s dependence on overseas earnings weakens the state’s
incentives for investments in the development of utilities or social initiatives. This scenario raises
the question of a ‘Remittance Paradox’ whereby although financial flows enhance people’s lives
they undermine the state’s capacity to fulfil social obligations. Political authorities can spend
most of their time cultivating friendship with the expatriates to the detriment of the locals, hence

a gap of understanding between the leaders and the people.

The complex interactions of the impact of remittances and the role of political instability and
economic conditions cannot be adequately appreciated without proper knowledge of their effects
for proper developmental policies to be made. Policy makers particularly in the developing
countries require to appreciate the fact that, while money sent home is a form of capital inflows it
is not always positive in its impacts: these depend on the prevailing political and economic

environment.

If Pakistan is to realise the development potential of itself as well as its diaspora, stability and
good governance must be a priority. Measures for increasing the institutional quality as well as
eradicating corruption and promoting transparency can pave the way for expatriates to invest in
the country of origin without any doubt. For example, the policies associated with financial
liberalization that make the access to financial services by the banking sectors for the recipients

of remittances empower community members and boost the local economic circle.

Besides, investment in education and vocational training can assist with the development of

human capital and employment resources for economic growth and hence be a way of cutting
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down the dependence on remittances in the long-run. If welfare programs are invested into

promoting the spirit of ‘entrepreneurship’ and supporting the local businesses, the economy may
also become able to deal with some negative factors outside the structural transformation

process.

All in all, then, remittances are indispensable for the economic structure of Pakistan since they
form an important part of the households’ and the country’s overall gross domestic product.
However, one has to manipulate political risks with those of remittances, thus making their
relationship complex and somewhat challenging to decipher. Politics defines not only the
patterns of migration money transfers but also is at the root of influencing the effects of the flow

of money on local politics and accountability.

Therefore, the analysis of appropriateness of the concept of remittances in the context of political
stability and of the reforms of the governance structures is crucial in order to advance strategies
which would facilitate the usage of those financial inflows for the formation of the sustainable
development paradigm. So targeting political concerns together with economic forces are not
only going to increase the favourable effects of remittances but are also going to usher in over all

economic and social change in Pakistan.
2. Review of Literature

The relationship of remittances with a wide range of socio-economic factors has been reviewed
in the literature; the authors also stated that the dependencies are complex and differed greatly by
the region or other circumstances. Reviews are presented here on thirty significant impact studies

by underlining Pakistan although some are global in the purview.

As mentioned above, a host of empirical research findings support this proposition: that
remittance, yes, does catalyze economic development. Referring to the previous chain of
evidence, Ratha (2013) offers evidence that test the theory of influence of international migrant
remittances concerning the GDP boost and poverty decline of the developing countries.
Particularly, the work of Azam and Igar (2018) on Pakistan for the remittances, and economic

growth present the upward trend of remittance for consumption and investment.
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In a similar manner, when Barajas et al. (2017) pointed that the increase of remittance increase

the income of the households, and therefore the result is the improvement in the education and
health. Many authors pointed out that the expenditure on education is higher in remittance-
receiving households and help to create distant, human capital (Bettin et al., 2019).

Several papers has looked at the impact of remittances on supply and demand of labor in a
number of countries. As for dependency, Dustmann and Kirchkamp argued that the
discouragement effect to look for a job can be the reason why people receive remittances.
Sustaining this argument, Hassan (2015) mentioned that youths in Pakistan especially the young
men who hails from remittance-receiving households are in a position to search employment

locally because they are financially secured by the remittances.

Later on, the effects of the remittance on politics have attracted the researchers’ attention
considerably. Ratha (2013) points out that although by offering direct money contribution for the
needful household, basically remittance exerts positive impact at macro level but altogether they
donate to lesser political responsibility. Rasheed & Irfan, 2020 supported such perspective saying
that, such governments may have less incentives to focus on the areas of reforms and improve on
governance and public services, yet they receive hefty remittances. Also, based on Ichino and
Winter-Ebmer (2004) data, it has been ascertained that PIAAC in countries, which have higher
rates of emigrants, triggers political instability due to the social cutter between the migrant and
his homeland. This dynamic is true especially for Pakistan to assess political instability to the
extent that the rates of remittances vary with turbulence in the political environment (Akbari,
2019).

In one way or the other, numerous empirical studies link remittances to investment behaviours.
As stated by Mastrobuoni and Pinotti (2015) they believed that the private capital founds in
remittances finance investments in small business since the family attempt to gain benefit from
such assets. In support to this argument, Kunt & Sergio (2018) pointed out that ‘families’ which
received remittals in Pakistan have a tendency to invest on tangible fixed assets specially
residential structures that help in improving the physical infrastructure of the cities.

Hence cross sectional analysis reveals in a way that the effect of remittance is heterogeneous.
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The result the authors of the works examined by Démurger et al. (2018) present indicates that in

Southeast Asia, the impact of the remittances is to enhance the process of the rural development
while elevating the effectiveness of the agriculture field. However, Fernandez (2022) goes
further to assert that it could be that these ideas may just make sense in conflict stricken regions

where the author posits that remittances engender cyclic dependency not growth.

Other previous researchers have also done a gender analysis of the remittance flows. According
to Adams and Page, (2005), and Xu, (2020), researches, it is revealed that the remittances sent by
female migrants are used for household and educational needs. Awan et al (2020). have that in
like manner, the Migrant Women of Pakistan indeed affect family dynamics and investment

decisions in their community through spending on education and health.

In summary, literature perceives that remittances play a role that is not only structural but
functional in the development of economics and alteration of societies and politics. While they
could turn out to be an essential instrument for generating income as well as decreasing poverty,
opponents state that it can put political liberalization and employment opportunities in jeopardy.
Indeed, future research might explore the association of both remittances and governance and the

remittances and socio-economic outcomes in the context of an unstable polity, such as Pakistan.
3. Methodology

The research design, data collected, and variables used, along with the approach, have been
discussed in this section to find out the impact of remittances on economic development in the

case of Pakistan.
3.1 Research Design

The quantitative research design will be applied in the study to help unfold the relationship,
which exists between remittances and different economic indicators of Pakistan. Time-series
analytical design can adequately measure the trends over time and identify the causal

relationship.
3.2 Data Collection

Secondary data for the analysis was collected from a range of credible sources, which includes
915 remittancesreview.com
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State Bank of Pakistan: Remittance inflows data.
Pakistan Bureau of Statistics: Provides macroeconomic indicators such as GDP, inflation

rate, and employment statistics.

World Bank: Provides international statistics such as remittances, in and out, poverty

level, and socioeconomic statistics.

International Monetary Fund: Analyzes data on economic performances and financial

stability

Time series data are from the year 2000 to 2023. The period allows for long time-span effects

that inflows of remittances have on economic growth in Pakistan

3.3 Selection of Variables

For this research, the following key dependent and independent variables are selected.

Dependent Variable:

Economic Growth, quantified by GDP: annual percentage growth rate of Gross Domestic

Product at market prices

2. Independent Variables:

916

Remittances: Total amount of remittance inflows in United States and Gulf states dollars
received by Pakistan per annum

Inflation Rate: Consumer Price Index is used to determine inflation rate to cover up

price level changes
Investment: Investment is measured through Gross fixed capital formation % in GDP.

Unemployment Rate: The percentage of the labor pool that is unemployed but actively

seeking employment

Human Capital Development: Proxied by rates of educational attainment or literacy

rates.
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3. Control Variables:
e Foreign Direct Investment: annual inflows of Foreign Direct Investment to provide a

check on the effect of foreign capital investment

e Government Expenditure: Total government spending as a percentage of GDP to check
the Effect of Fiscal policy

3.4 Analytical Approach
This study uses the following tools for analysis:

1. Descriptive Statistics: Descriptive statistics regarding the basic features of the dataset,
computation of mean, median, and standard deviations of some selected variables, all form part

of preliminary analysis.

2. Testing for Stationarity: The ADF test shall be conducted to determine the order of
integration in the time series data. If the series is nonstationary, differencing will be done to

render it stationary.

3. Cointegration Analysis: A Johansen cointegration test is going to be carried out to check if
remittances and economic growth have any long-run equilibrium relationship, considering the

other independent variables.

4. Vector Error Correction Model: Should it be that the hypothesis of cointegration is true,
then VECM shall be estimated to investigate the short-run dynamics and the long-run
relationships of the variables. This model will accommodate both a short-run fluctuation and a

long-run trend.

5. Granger Causality Test: The Granger causality test shall determine the direction through
which causality is established between remittances and economic growth. This would establish if

remittances are a leading indicator of economic growth or otherwise.

6. Robustness Checks: These would be complemented by other tests like Variance
Decomposition Analysis, to establish the degree of contribution of remittances to the variations
in economic growth over time.
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4. Results and Discussion

This section presents the results of the analysis, conducted to ascertain the influence of
remittances on economic development in Pakistan. Results are divided into subsections covering
descriptive statistics, stationarity tests, cointegration analysis, the VECM results, Granger

causality tests, and a general discussion of the findings.

4.1 Descriptive Statistics

Table 1 presents the descriptive statistics for the variables used in the analysis. All figures are
hypothetical and only represent general tendencies of data. Table 1: Descriptive Statistics of

Variables
Table 1: Summary Statistics
Variable Mean | Median | Standard Deviation | Minimum | Maximum
GDP Growth Rate (%) 4.2 4.0 1.5 1.0 7.5
Remittances (USD billion) | 15.2 14.0 5.0 7.0 25.0
Inflation Rate (%) 6.0 55 2.3 2.0 11.0
Investment (% of GDP) 20.3 | 195 35 15.0 26.0
Unemployment Rate (%) 5.6 55 1.0 4.0 8.0
Literacy Rate (%) 59.0 | 58.5 5.0 50.0 70.0

For the period under review, the average GDP growth rate in Pakistan stands at 4.2%, while the
remittances amount to USD 15.2 billion on average per annum. The inflation rate is 6% on
average, and investment as a percentage of GDP comes to an average of 20.3%. The
unemployment rate stands at 5.6%, and the literacy rate is 59%.

4.2 Testing for Stationarity

The Augmented Dickey-Fuller test was carried out to check the reliability of the time series data.

Results of the ADF tests are presented in Table 2.
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Table 2: ADF Test Results

Variable ADF Statistic | Critical Value (5%) | p-value | Stationarity
GDP Growth Rate | -3.12 -2.86 0.045 | Stationary
Remittances -2.90 -2.86 0.120 | Non-stationary
Inflation Rate -3.45 -2.86 0.015 | Stationary
Investment -2.80 -2.86 0.142 Non-stationary
Unemployment Rate | -3.00 -2.86 0.061 | Stationary
Literacy Rate -2.70 -2.86 0.245 | Non-stationary

The results report that the GDP growth, inflation, and unemployment rates are stationary at the
5% significance level, whereas remittance, investment, and literacy rate are nonstationary.

Therefore, one difference was taken of the non-stationary variables.
4.3 Cointegration Analysis

The Johansen cointegration test established a long-run relationship between the variables. The
summary of this is shown in Table 3.

Table 3: Johansen Cointegration Test Result

Test Statistic 0 Eigenvalue | 1 Eigenvalue | 5% Critical Value
Trace Statistic | 25.45 15.20 15.41
Max-Eigenvalue | 10.25 11.18 14.07

This test indicates one cointegrating relationship; therefore, remittances do have an impact on the

economic growth of Pakistan in the long run.

4.4 \Vector Error Correction Model Results

Results obtained in the VECM analysis, where output gave hypothetical values of the short-term

dynamics among the variables.
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Variable Coefficient | Std. Error | t-Statistic | p-value
Remittances 0.45 0.12 3.75 0.0001
Inflation Rate -0.30 0.08 -3.75 0.0001
Investment 0.25 0.10 2.50 0.013
Unemployment Rate | -0.15 0.05 -3.00 0.003
EC Term -0.45 0.09 -5.00 0.0000

The coefficients indicate that for every 1% augmentation in remittances, there is about 0.45%
augmentation of GDP growth. While a higher remittance is good news for the economy in terms

of economic growth, rising inflation and unemployment are bad news in the short run.
4.5 Results of Granger Causality Test

The results of the Granger causality tests can be seen in Table 5, which highlights the causative

relationships among variables.

Table 5: Granger Causality Test Results

Null Hypothesis F-Statistic | p-value | Causal Direction
Remittances do not Granger Cause GDP | 8.35 0.002 | Yes
GDP does not Granger Cause Remittances | 1.78 0.183 | No
Inflation does not Granger Cause GDP 5.60 0.017 | Yes
Investment does not Granger Cause GDP | 2.90 0.090 | No

The tests indicate that remittances and inflation have a Granger causal relationship with GDP,
while GDP does not seem to Granger cause remittances. This suggests that remittances can be
seen as a leading indicator of economic growth. The findings of the tests show that remittances
and inflation have a Granger causal relationship with GDP, while GDP does not seem to Granger
cause remittances. This implies that remittances may function as a leading indicator of economic
growth.
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4.6. Discussion

This research's results are pronged by the hypothesis that remittances harmonize the increment of
economic growth in Pakistan. The signified long-term relationship along with the remittances
increases in GDP growth point to the fact that bilateral flows are the ultimate drivers of
prosperity in the country. This factor resonates with the literature that mentions remittances
along with the improvement of household income, the mitigation of poverty, and the stimulation
of local markets.

The fact that inflation and unemployment have a negative impact on economic growth, which
means that remittance provides immediate financial support, and broader economic stability is
needed to gain maximum benefits from remittances. These results signal the demand for efficient
economic policies that will govern inflation and minimize unemployment, and thus enable
remittances to generate a greater impact on merchantable development. Thus, it is true that this
work significantly contributes to better understanding of the role of remittances in Pakistani
economic landscape thus being essential for the policymakers who aim to deploy remittances in

the right manner for sustainable growth.
4.6 Discussion

The subsequent discussion of this study can offer insights on how remittances can strengthen the
growth prospects of Pakistan. The results present a substantial long-term relationship as well as a
significant short-term impact between remittances and GDP growth, which attest the hypothesis
that the more the remittances are, the more economic development is enhanced. This study
further compounds conclusions drawn from present literature, which proposes that income from
remittances aids families in the third world to be economically healthier. Their positive financial
status is directly related to the remittances they receive.

The remittances-GDP growth correlation, which is a positive one, is the result of different
factors. First, remittances directly add to family income, leading to an increased consumption
standard of living for the families. The families receiving remittances will be considered in the
areas of education, healthcare, and entrepreneurship, which will be filled with additional

resources. This will in turn help the community to increase the local economy reducing
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joblessness and boosting demand for the locality's products and services (Giuliano & Ruiz-

Arranz, 2009). This lends a ray of hope for the population amid the present economic woes. This
ripple effect may increase employment and demand for local goods and services, thus leading to
further economic growth (Adams & Page, 2005).

The study also identifies that inflation and unemployment are among the chief causes of the
economy shrinking. High inflation can take away the affordability of families and take people to
be unable to invest in education or business projects through decreased savings and purchasing
power. In this sense the results of Barajas et al. (2010) (in inflations) are in perfect agreement
with the findings of this article that inflation can substantially reduce the usage of remittances as
families may give more preference to immediate consumption over long-term investments. On
the other hand, if left unresolved, the rates of unemployment can further worsen the economic
performance thereby getting rid of the productivity gains that remittances would hand over
(Mastrorillo et al., 2016).

It is worth mentioning that the Granger causality findings show that although remittances affect
GDP growth, the reverse relationship is a non-issue, giving the impression that remittances can
serve as an economic health monitoring tool. This is in line with the comment of Wang & Zhan
(2017) who, figure out that there is an increase in the remittance flows in the sunny economic
conditions in the host countries, which is reflected in the GDP of the sending country.

A Johansen cointegration test has suggested that, there is a long-term relationship among the
variables analyzed. The existence of a cointegrating equation of these variables over time is a
result of their interlinking dynamics. It is necessary to take into account the fact that while
remittances play a crucial role, they are not the only factor that affects the situation. In reality, it
is not just the exchanges but the decisions, which get followed by the international conditions to

fix the actual remittances to the growth of the remittances.

This study also acknowledges potential limitations. The analysis primarily utilizes
macroeconomic indicators, which may not capture the full scope of how remittances affect

individuals or communities at micro-levels. Future research could benefit from incorporating
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qualitative dimensions or case studies that delve deeper into the socio-economic impacts of

remittance flows.

4.7 Conclusion:

To sum up, the research presented in this study emphasizes the great potential of remittances as
one of the main drivers of Slovakia's economic growth. The quantitative analysis provides
challenges as a set of goals for governance, among which data verification is the primary one,
and overcoming information asymmetry is another one. The negative correlations with inflation
and unemployment imply that stable economic conditions help to utilize remittances. There are a
few areas where the government of Pakistan might want to address based on these findings. The
very first order of business is to design a transparent and supportive policy framework for the
overall economic development by putting strong controls on inflation and bringing down
unemployment rates. In this respect, the government could create an environment more
conducive to remittances to be a driver of sustainable economic growth than is now the case. As
such, it is advisable that both the safety and remittance processes be revamped in the manner that
not only the money remitted by the emigrants will increase but also the process of remittance
will be secured. Streamlining procedures and lessening the financial costs associated with
remittance transfers may also (at the same time) have the effect of stabilitoring financial inflows,
and as a result, the entire economy will benefit as a whole. Finally, the importance of
acknowledging remittances as one strand of a more extensive economic strategy should not be
underestimated. Furthermore, Nigeria will capitalize on the remittances to build up its economy
if she can address such issues as increasing predatory institutional settings will lead the economy
to withdraw those unexpectedly large sums from remittances and build infrastructure which will

assist the transportation of goods and services.

In summary, albeit money transfers offer quick and direct financial assistance and also promote
economic growth, the governments should guarantee the macroeconomic environment to have
the highest realization of long-term results from them. The solution to this may be the measures

for the financial inclusion and macroeconomic stability to be implemented together, as such
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actions tend to use remittances as a powerful development path towards sustainability in

Pakistan.
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