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ABSTRACT 
 
One of the major international financial resources in the world is remittances which 

occasionally exceeds the foreign direct investment flows in few economies of the world 

(Gapen et al., 2009). There had been number of research articles and debates on the 

economic growth sources within developed and under developed countries (Pradhan, 

Upadhyay & Upadhyaya, 2008; Fayissa & Nsiah, 2010). Remittances considered holding 

the strong influence on the growth of an economy. The purpose of this research study is 

to examine the influence of worker’s remittances on the economic growth along with few 

economic indicators in Pakistan. Panel data for the time period 1971 to 2016 is taken to 

examine the empirical linkage between the worker’s remittances and economic growth. 

By applying the ARDL and bound cointegration approach, the study found that there is a 

positive impact of remittances on the economic growth of Pakistan in the short run and 

long run. This study also elaborated that worker’s remittances impact increases at higher 

levels relative to economic growth in Pakistan. Furthermore, the study concluded positive 

association among the FDI, labor force, capital and economic growth for both short run 

and long run. However, no statistically significant linkage found between economic 

growth and net exports in Pakistan. The study also concluded that unattractive rate, lack 

of proper foreign policy, transactions through freelancing business, AML/compliance, 

rebates on home remittances and religious factors hurdles the growth of remittances.  

 

Keywords: Remittances, Economic Growth, ARDL, Granger Causality, Pakistan 

 

 

  



 

vii 
 

ACKNOWLEDGEMENT 

 

I am using this opportunity to express my gratitude to everyone who supported me 

throughout the course of this research work. I am thankful for their aspiring guidance, 

invaluably constructive criticism and friendly advice during the research work. I am 

sincerely grateful to them for sharing their truthful and illuminating views on a number of 

issues related to the completion of this thesis. 

I express my warm thanks to Mr. Muhammad Mahmood Shah Khan for their support and 

guidance as a supervisor in providing valuable suggestions to make my work easier and 

in continue right direction. 

I would also like to thank my project external guide Dr. Muhammad Naveed Tahir from 

the FC University, Lahore, Pakistan and all the people who provided me with the 

facilities being required and conductive conditions for final thesis as a partial fulfillment 

for my MS degree in Finance. 

  

Thank you, 

 

Muhammad Moazzam Hassan  



 

viii 
 

TABLE OF CONTENTS 

 

RESEARCH COMPLETION CERTIFICATE .................................................................. ii 

CERTIFICATE OF APPROVAL ...................................................................................... iii 

DECLARATION ............................................................................................................... iv 

DEDICATION .................................................................................................................... v 

ABSTRACT ....................................................................................................................... vi 

ACKNOWLEDGEMENT ................................................................................................ vii 

TABLE OF CONTENTS ................................................................................................. viii 

CHAPTER # 01 .................................................................................................................. 1 

1. INTRODUCTION ....................................................................................................... 2 

1.1 Remittances in Pakistan ....................................................................................... 2 

1.2 Significance of the Study ..................................................................................... 7 

1.3 Research Gap........................................................................................................ 7 

1.4 Research Questions .............................................................................................. 8 

1.5 Research Objectives ............................................................................................. 8 

1.6 Sequence of the Study .......................................................................................... 9 

CHAPTER # 02 ................................................................................................................ 11 

2. LITERATURE REVIEW .......................................................................................... 12 

2.1 Previous Studies ................................................................................................. 12 

2.2 Factors Hurdles the Growth of Remittances ...................................................... 22 

2.2.1 Unattractive Rate ........................................................................................ 22 

2.2.2 Religious Issue ............................................................................................ 22 

2.2.3 AML/Compliance ....................................................................................... 22 

2.2.4 Foreign Policy ............................................................................................. 22 

2.2.5 Freelancing .................................................................................................. 23 

CHAPTER # 03 ................................................................................................................ 24 

3. RESEARCH METHODOLOGY .............................................................................. 25 

3.1 Research Variables ............................................................................................. 25 

3.1.1 Independent Variables ................................................................................ 25 

3.1.2 Dependent Variable .................................................................................... 26 



 

ix 
 

3.1.3 Variables Proxy ........................................................................................... 27 

3.2 Research Framework .......................................................................................... 27 

3.3 Statistical Tests ................................................................................................... 28 

3.3.1 Unit Root Test ............................................................................................. 28 

3.3.2 Augmented Dickey-Fuller (ADF) Test ....................................................... 29 

3.3.3 ARDL Approach to Cointegration .............................................................. 29 

3.3.4 Granger Causality Test ............................................................................... 30 

3.3.5 Diagnostic Tests .......................................................................................... 31 

3.4 Research Model .................................................................................................. 31 

CHAPTER # 04 ................................................................................................................ 32 

4. RESULTS AND DISCUSSION ................................................................................ 33 

4.1 Unit Root Test .................................................................................................... 33 

4.1.1 Gross Domestic Product Unit Root Test ..................................................... 33 

4.1.2 Remittances Unit Root Test ........................................................................ 34 

4.1.3 Foreign Direct Investment Unit Root Test.................................................. 35 

4.1.4 Exports Unit Root Test ............................................................................... 36 

4.1.5 Labor Unit Root Test .................................................................................. 37 

4.1.6 Capital Unit Root Test ................................................................................ 38 

4.1.7 Summary of Unit Root Tests ...................................................................... 38 

4.2 Bounds Testing Approach .................................................................................. 39 

4.3 Long Run Relationship....................................................................................... 40 

4.4 Short Run Relationship ...................................................................................... 41 

4.5 Granger Causality Test ....................................................................................... 43 

4.6 Diagnostic Tests ................................................................................................. 44 

4.6.1 Serial Correlation ........................................................................................ 44 

4.6.2 Heteroskedasticity ....................................................................................... 45 

4.6.3 CUSUM Charts for Stability ....................................................................... 45 

4.6.4 Testing for Multicollinearity ....................................................................... 46 

4.6.5 Variance Inflation Factor ............................................................................ 46 

CHAPTER # 05 ................................................................................................................ 47 

5. CONCLUSION AND IMPLICATIONS................................................................... 48 



 

x 
 

5.1 Conclusion .......................................................................................................... 48 

5.2 Implications ........................................................................................................ 49 

5.3 Research Limitations .......................................................................................... 50 

REFERENCES ................................................................................................................. 51 

ANNEXURES .................................................................................................................. 62 

Annexure – A (SBP Circulars against Remittances in Pakistan) .................................. 63 

Annexure – B (CUSUM & CUSUM Square) ............................................................... 64 

Annexure – C (Similarity Report) ................................................................................. 65 

 



1 
 

CHAPTER # 01 

 

INTRODUCTION 
  



 

2 
 

1. INTRODUCTION 

 

One of the major international financial resources in the world is remittances which 

occasionally exceeds the foreign direct investment flows in few economies of the world. 

There had been number of research articles and debates on the economic growth sources 

within developed and under developed countries. Remittances considers as one of the 

resilient foreign earnings source for many developing economies including Pakistan. 

Remittances considered holding the strong influence on the growth of an economy. There 

had been seen steady growth in the remittances flow within the under developing nation 

for the last three decades (Gammeltoft, 2002). Remittances are regular or periodical 

private income that is transferred to family members in the origin country by the 

international migrants. 

 

Worker’s remittances are one of the significant income sources due to its large size and 

positive influence on the development of economy across the world. Remittances are a 

new financial phenomena and had seen steady growth within the under developing 

countries of the world.  According to Ratha (2007), remittances unrecorded flows and 

true size is expected to be significantly large by both channels, that is, formal and 

informal. There are around 140 million individuals, which mean nearly two percent of 

world’s population that live within a place that is not actually belongs to them by 20th 

century. According to the report of world migration (2010), the estimated migrants across 

the world were 214 million by the year 2010 and with the same pace it might touch 405 

million in 2050.  

 

1.1 Remittances in Pakistan 

 

The economy of Pakistan is highly dependent on the agriculture sector. There had been 

seen a significantly increment in the large number of people who are moving to other 

countries for the purpose of earnings for their families due to lack of employment 

facilities and poor development of industrial infrastructure in the country. For Pakistan, 

remittances are believed to a vital foreign earnings source since 1970. Every year, 


