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ABSTRACT

Pakistan is one of the major remittance-receiviogntries. Foreign remittances to the
country exceed other public and private finanamlows. In this study, we examine some
aspects pertaining to the nature, causes and aoersees of migrant remittances. We find
that remittances to Pakistan are relatively stablte are motivated by mainly altruistic
reasons. They also respond to host-country econoamditions. They also appear to lower
the incidence, depth and severity of poverty indbentry, and reduce economic inequality.
However, remittances induce symptoms of Dutch diséa the economy, and are associated
with falling trade competitiveness. Moreover, fgreiremittances lead to a reduction in
labour participation among the recipients. As sulte their over all influence on Pakistan’s
economy is a mixed one, and their use as a pdheotountry’s development plans requires
careful thinking. In the light of our findings, weghlight the challenges the country faces
from sustained large inflows of remittances andgesythe measures which could maximize
their beneficial impacts and avoid the pernicione

Keywords: Remittances, Developing Countries, Pakistvolatility, Dutch disease, poverty,
inequality, labour supply.

JEL Codes: 010, 015, F40.

RESUME (FRENCH)

Le Pakistan fait partie des dix grands pays quivent des transferts de fonds des immigrés.
Les transferts de fonds qui arrivent dans le pamasssent les autres flux publics ou priveés.
Dans cette étude, nous analysons quelques aspeatesdtransferts de fonds, en ce qui
concerne leur nature, leurs causes ainsi que ¢emstquences. Nos résultats montrent qu’ils
constituent un flux relativement stable. lls sonv@yés particulierement pour des raisons
altruistes. Les transferts réagissent également @anditions des pays d’accueil des

immigrés. D’ailleurs, nous constatons qu'’ils dingnt I'incidence, la profondeur et la

sévérité de la pauvreté au Pakistan et atténusnihégalités économiques. Néanmoins, ces
flux provoquent les symptémes du syndrome hollandsdi sont associés a la baisse de
compétitivité. Les transferts provenant de I'étrmmngngendre une baisse de la participation
au travail de ses bénéficiaires au Pakistan. Raséruent leur impact global sur I'économie
est mitigé. C’est pourquoi le role des transfegdahds dans un plan pour le développement
de I'’économie demande une réflexion attentive. Alumiere de nos recherches, nous

v



soulignons les defis auxquels le pays est confrent&ison des flux incessants des transferts
de fonds. Nous suggérons donc quelques mesurggequettent d’optimiser leurs bienfaits

et éviter les effets néfastes.
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Chapter 1: Introduction

CHAPTER 1: INTRODUCTION

1.1 FOREWORDT

Migration has been one of the key phenomena shapeéfuman history. Its importance has
not faded in the recent past, and improved tramgpon has even made long-distance
migration easier. Today, an estimated 215 millienogde (almost three percent of the world's
population) live outside their native countries {tgd Nations 2009). Migration affects the
home economy in a number of ways (Azam and GulB6R One of the main consequences
of migration, and arguably the most important innetary terms, is the remittances that
migrants send to their country of birth. Remittasbave been rising for the last four decades,
having roughly quadrupled between 1976 and 2010ri@VBank 2011a). Remittances to
developing countries have grown more rapidly, aleng those destined to developed
countries. Migrants from developing countries astneated to have sent over $315 billion to
their home countries in 2009 (Ratha et al. 2010).

Remittance flows today make up over three timethefOfficial Development Assistance to
developing countries, and for many low- and midd@me countries, constitute the most
significant source of foreign exchange. This pheeoah rise of remittance flows to
developing countries has generated lots of interegtonly in the academia, but also among
the policy-makers and the public at large. Whileegoments in developed countries grapple
with the question of immigration, migrant-sendinguntries confront the economic and
social challenges and opportunities that the egswemittances offer. Some developing
countries have in recent decades made migration ramdttances a part of, if not the
centerpiece of their development strategies. Rhiigs, Morocco, Mexico and other Central
American and Caribbean countries are good exangdlekis strategy being implemented
since the 1980s. A growing body of theoretical antpirical research has studied the growth
and development implications of remittances on ltbasehold, community and economy
level. Areas examined have included interactiomeofittances with welfare, growth, trade,
monetary system, labour and financial markets mé&as well as host countries.

However, empirical research has not kept pace thélspectacular rise in remittances.

The South Asian state of Pakistan has witnessedeadnerage flows even in the context of
developing countries. Formal remittances to thentguhave grown almost thirty fold

1
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between 1976 and 2011, and today form the counsgt®nd highest foreign exchange
earning category after the country's primary expofttextiles and garments. The country is
one of the top ten remittance-receiving countnethe world, with inflows above $12 billion
in 2011 (State Bank of Pakistan 2012). Nonetheleswirical studies on these flows are
scarce and the role of remittances in the counttgtelopment remains uncléar

In this thesis, we attempt at bridging the gaprnmpirical literature by taking up some of the
empirical questions the flows of foreign remitta;maaise in the context of Pakistan. But
before that, let us briefly introduce the Pakiseronomy (section 1.2) and the remittances it

receives (section 1.3).

1.2 OVERVIEW OF THE PAKISTANI ECONOMY

Pakistan is a middle-sized country in South Aseginbouring India, China, Afghanistan and
Iran, with 1200 sg. km. of coastline on the Arabsea. The country sits at a position of
geostrategic importance at the cross-road of Santh Central Asia and the Middle East.
Pakistan is a mosaic of distinct landscapes, ckmsaéthnicities and languages. It has a
surface area of 796,096 sq. km. and a populatidimated at 175 million in 2010
(Government of Pakistan 2011). From 33 million Bb1, Pakistan’s population has grown
five-folds in the last sixty years. Today, Pakisiamhe world’s sixth most populous country,

and the fourth most populous in Asia.

The economy has grown even more strongly. At itine of independence from Britain in

1947, Pakistan was a poor, overwhelmingly agracemntry. Since then, the country has
substantially evolved, gradually graduating to nedidcome group with a purchasing power
parity per capita income of $2,600 in 2010 (WorldnR 2011b). The Average growth rate
has remained a robust 5.1 percent in the last gedys (State Bank of Pakistan 2011). This is

despite continuing political instability with peds of unstable democratic governments

! For instance, Google Scholar shows only 15 unique results for studies on
Pakistani remittances during the last decade, two o f which are earlier
versions of section 3.2 and chapter 4 of this thesi s presented in various
conferences. These studies are limited in scope, an d other than district-
specific studies, mostly deal with remittances’ cor relation with the growth

rate.
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punctuated by military rule, and periodic naturaltastrophes that have devastated the
country. Growth has fluctuated, as a result, franagerage of 3.1 % in the 1950s to 6.8 % in
the 1960s to 4.8 % in the 1970s, followed by 6.14%,% and 5.4 % in the 1980s, 1990s and
2000s respectively. The country has gone througlraephases in its economic history. The
government-planned-and-directed era of industasibn and green revolution in the 1960s
was followed by mass nationalization in the 197lace the late 1980s Pakistan has begun
liberalizing the economy and privatizing the statened industry. The decade of 2000s saw

high foreign investments and private consumpti@hgjeowth.

Table 1.1. Sectoral distribution of the Pakistazoremy

Sector 1950s 1960s 1970s 1980s 1990s 2000s
Agriculture 49.066 40.741 33.700 28.551 26.065 22.262
Industry 12.860 19.072 22.637 23.258 24.652 25.239
Services 38.370 40.185 43.661 48.189 49.378 52.497

Source: Author’s calculations using State Bank aififtan (2011)

In the last 65 years the country's economy hastanbally diversified, and now the country
boasts a sizeable industrial and services sectl€Tl.1). The services sector makes up over
half of the economy's value-added, main servicesgbgansport and telecommunications,
banking, trade and construction. Agriculture cdnitées to 20 percent of the country's annual
output. Major crops include wheat, cotton, rice andarcane along with fruits, vegetables
and lentils. The country also hosts a considerdbiey and meat farming sector. Cotton
serves as an input for the textile and garmentasing, which constitutes over half of the
country's exports. Other major exports are ricathler, sports goods, surgical equipment,

fish, fruits, and light manufactured goods (Figlire).
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Figure 1.1. Major imports and imports of Pakistamhe financial year 2010
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Gulf states, European Union and United States ald@sfn’s principal trade partners.

Pakistan's exports in financial year 2010 stoo#i1& billion, 15 billion dollars less than the

country's import payments (State Bank of Pakis@l? Main import items include

crude oil, industrial machinery, transport and camiation equipment, vegetable oil and
food items. The country has faced chronic tradecideivhich has occasionally led to balance
of payment crises and regular devaluation in tHes®ani Rupee. As a result, the country has
had to resort to the International Monetary Fund ather international lending institutions.

Debt service payments have taken as much as halieobnnual federal budget causing
stunted growth and weak social development. Goventnmas often resorted to private
domestic borrowing to cover its budget deficit,vweding out private investment and raising

money supply. Therefore, inflation has remained enatkly high (sometimes even in double
digits). This notwithstanding, the country has neaeed hyperinflation.

1.3REMITTANCES TO PAKISTAN

As in the case of its South Asian neighbours, ramdes to Pakistan have experienced a
sharp and sustained increase in recent years, mgowom under $1 billion in 1999 to over
$12 billion today (State Bank of Pakistan, 2012¢nfRtance flows to Pakistan exceed the
capital inflows from foreign direct investments,rd@n aid and development assistance
(figure 1.2), making up the second most importaoirse of foreign capital behind the
receipts from cotton and textile exports, and urderent trends, may soon surpass them.
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Figure 1.2. Remittances, Foreign Direct Investmants Official Development Assistance to
Pakistan (1973 — 2010)

millions of USD
2000 4000 6000 8000 10000
|

T T T
1970 1980 1990 2000 2010
year

workers remittances
----------------- foreign direct investment
_____ ODA

Source: Author’s calculations using World Bank Vddflevelopment Indicators (2011)

Today, remittances comprise about 6 per cent ofaB®, which compares favourably with
many developing countries. Persian Gulf, North Angeand Europe are the main sources of
remittances, and remittances from the United St&agdi Arabia, the United Arab Emirates,
the United Kingdom and the Gulf states of Kuwaitt®), Bahrain and Oman together
constitute over four fifth of Pakistan’s annualegats (figure 1.3). The bulk of the country’s

remittances flow to the two northern provinces ohjab and Khyber-Pakhtunkhwa (KPK).
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Figure 1.3. Region-wise receipts
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Pakistan has been one of the major labour-expoatilgremittance-receiving countries in the
past decades. The estimates of Pakistani immigrantge from 3.5 million (United Nations

2009) to over 7 million, including illegal immigres and overstayers, (Government of
Pakistan 2010). Though many of them, especiallgghroceeding to North America and the
European Union, have gone abroad on their own, Rhkistani government has also
facilitated temporary migration to Persian Gulf sswme East Asian countries through the

Bureau of Emigration and Overseas Employment.

Remittances to Pakistan first picked up in the 197@hen the construction boom in the
Persian Gulf engaged millions of Pakistani temppnanigrants. Remittances from these
migrants peaked in the early 1980's, when theytgoped exports as the biggest source of
foreign capital, accounting for as much as 10 %hefcountry's GDP. At that time, Pakistan
was receiving about half of the remittances sethédndian Subcontinent.

These flows slowed down during the cheap oil geabthe late 1980's and the 1990's with
the weakening of Arab economies. The Gulf war & darly 1990's also had a dampening

7
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effect on remittances. The yawning gap betweenoffieial and the market exchange rate

during the 1990s also contributed to orientingrémaittances towards informal channels.

The steps taken by the government to promote ngrand attract more remittances have
often been in reaction to increased internatiomshahd for labour. In the 1970's, with the
onset of the construction boom in the region, haddrof thousands of Pakistani workers,
mostly unskilled or semi-skilled, emigrated to tPersian Gulf. The government of Pakistan
took some tentative steps for the promotion of sanmd skilled labour export through the
establishment of technical institutes in the cogne&xploring new labour markets and
facilitating the emigration process. The BureauEofigration and Overseas Employment
(BEOE), established in 1971 and working under thaidtty of Overseas Pakistanis,
Government of Pakistan, is the government agenaharge of regulation, facilitation and
monitoring of the emigration process. Between 18@d 2006, some 3.87 million Pakistanis
went abroad for work through over 1,100 BEOE auteat private employment promoter

agencies (OEPs).

The second and ongoing phase of growth in offi@alittances began in the aftermath of the
tragic events of September 11, when in the findn@ar 2001-02 remittances to Pakistan
more than doubled. This ongoing phase has seerarp simd sustained rise in remittance
inflows from all the major concentrations of Pa&rss around the world. Official remittances

from the United States have risen the most, fromeae $73.3 million in 2000 to over $1.8

billion in 2010.

The sharp rise of remittance flows to Pakistanesi2@01-02 can partly be attributed to curbs
on informal remittance-transferring channels, knoasnHundi or Hawala, which provided
immigrants with a quick, cheap and free from buceatic hassle method of delivering
money to their families back home. Other reasoghkide panic transfers in the immediate
aftermath of Sep 2011 attacks and the passingeoP#triot Act in the USA, the maturing of
the Pakistani Diaspora in North America and theogaan Union, an increase in the number
of Pakistanis abroad, changing education and gkidifile of the Pakistani migrants,
diminishing black market premium since the freeaflof the Pakistani Rupee, and the
reduction in the cost of remitting and the deswoeavail themselves of the opportunities

offered by an expanding economy during the 2000=r§2as Pakistanis are thought to have
8
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substantially participated in the record rise ofdGhi Stock Exchange (KSE), the country’s
prime stock markét as well as in the real-estate boom. An importactor behind the rise of
remittances is the shift towards more skilled andlifjed migration from the country (Kock
and Sun 2011).

In 2009, realizing the potential for increased itanice inflows in filling the chronic current
account gap - knowing that much of the remittartoethe country came through unofficial
means (Government of Pakistan 2008) -, the govemhrdecided to launch the Pakistan
Remittance Initiative (PRI). The objective of timtiative is to facilitate, and support a faster,
cheaper, convenient and efficient flow of remit@scFor this purpose, the national airlines
PIA, Pakistani embassies and missions abroad,t#ite lsank and other domestic banks are
collaborating to ensure inexpensive, easy and rex-fvithin-hours transfer of money to

Pakistan.

Lately, not only has the volume of remittances &iiBtan increased, but the average size of
remittances has also grown, jumping from Rs. 484had in 1996-97 to Rs. 151 thousand in
2007-08 (Irffan 2011). This means an increase lhyrd in real terms. According to the 2005-
06 and 2007-08 Household Integrated Economic Ssnwdgse to 5 % households reported
having received foreign remittances during the ye@ceding the survey. Rural migrant
households and those in the top income quintileiveche highest share of remittances.

These remittances have improved Pakistan’s balahgayment situation and helped the
country cope with several natural disasters theaeé Iséruck the country in the recent past. For
instance, many victims of the deadly October 208%hejuake in northern Pakistan were able
to get back on their feet thanks to financial supfrom the Pakistanis abroa¢Suleri and
Savage, 2006). In the wake of the devastating dndhe country during July-August 2010
too, money transfers to Pakistan grew substantiSityilarly, several philanthropic projects
in the past have been launched and sustained thfotgign remittances (Najam 2006).

2 The KSE rose from 1,247 points shortly before the September 11 attacks
to over 15,000 points in early 2008 (Oda, 2009).

3The amount remitted to the country jumped by 9 perc ent in the aftermath
of the October 2005 earthquake, in contrast to an a verage monthly growth of

1 percent in the period 1996 — 2010.
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1.4OBJECTIVES

The objective of this thesis is to study the rolgnant remittances have played in the
Pakistani economy and gauge their development aafphins. What is the nature of these
flows? What are their main defining characterigiétow have they impacted the country's
international trade competitiveness? What has besinimpact on the country's poverty and
inequality levels? Are these remittances really Mafrom Heaven; a silver bullet out of the
blue? or do they have their down side? More immtistacan a developing country, such as
Pakistan, employ these inflows for its developme®i? should it treat them as private

transfers among its citizens, mostly from their dkih and kin, and hence of little use as a
development tool? This study aims at analyzing éhgaestions in the light of recent

evidence. By finding answers to these questions;ameunderstand the way in which foreign
remittances have fared so far, the means and clsatiimeugh which they have impacted the
economy, and subsequently judge their potentialhercountry's development. In the light of
this analysis, we can discern the ways in which likaeficial effects of remittances on

Pakistan's economy can be maximized.

We first examine the stability or otherwise of réamces to Pakistan using monthly
remittance data from July 1972 to December 201%. dim is to comprehend the nature of
remittance flows entering Pakistan from varioudgaf the world. Secondly, we examine the
key drivers of remittances both from the home dralhost country perspectives. To do so,
we use micro-level household economic survey datael as annual aggregates for the last
three decades. This sheds light on the factorsdhape and determine the incidence and

volume of foreign remittances to Pakistan.

Once the nature and characteristics of foreign ttantges are better known, we will study
their interaction with Pakistan's exchange ratajdble and non-tradable sectors, and labour
market participation. The two sets of analysesttogyegive us an idea of the role remittances
have played in the country's evolving trade andoexpompetitiveness. The exchange rate
impact is studied using both the annual and mordhtg, while the labour supply effects are
examined using household survey data. We also tiga¢s the welfare impacts of

remittances by analyzing their impacts on inequaitd magnitude, depth and severity of

10



Chapter 1: Introduction

poverty in the country. Wherever possible, we haitempted to disaggregate the remittance
flows with respect to their source countries inesrtb obtain a more thorough understanding

of the phenomenon.

As a result of these analyses, a clearer pictute emerge of the potential of migrant
remittances as a tool for the country's developm@re will therefore be able to discern
whether remittances to Pakistan represent “priedtiforeign aid” as termed by Adelman
(2003) and continuous IMF bailouts with no strigiached, as coined by Agunias (2006), or
whether they are a kind of "disease from which ¢bantry suffers (Julca 2007, cited in
Grabel 2008).Consequently, we can suggest some \waywhich remittances can be

leveraged for development whilst avoiding the figf¢hey present.

1.5ScopPe

The body of literature on migration and remittamée large and spans through various
disciplines, from economics to sociology to antlwlogy. In this work, we limit the focus of

discussion to the economic aspects of remittan€epics such as brain drain/gain, the
Diaspora'’s role in the development of the home lawgt economies’ human and physical

capital, etc therefore are not investigated.

We explore both the macro and microeconomic asp#atsigrant remittances. The micro-
analysis is based on a binary foreign remittancasable, taking the value of one if the
migrant household reports receiving money from atiroRecent household economic
surveys also contain some variables on the amdhbateouseholds receive and the methods
of remittances used (PSLM 2007-8). However, the lmemof observations is very limited,
implying that a representative economic analysimoabe carried out with these variables
(see Irfan 2011 on the possible non-representasgeinf the amounts received by migrant

households).

On the macro-level, we limit our focus to formals(acalled official or officially-received)

remittances. Though estimates of informal remisneary, they are known to form a
substantial share of the total remittances of agiefy countries such as Pakistan (World
Bank 2006). The study of these remittances is beéyba scope of this thesis. Consequently,

11
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we use the official remittances data provided te&SBank of Pakistan and the World Bank
Balance of Payment statistics. These remittanca it suffer from classification problems,
as money from exports/imports under/over-invoiaingther illegal activities can be brought
back in the form of remittancésThis study generally does not go into data ctbecissues,

and takes the data at face value, limiting its $otmuthe economic causes and consequences

of these remittances.

Furthermore, the macro-analysis of remittances'achgpn competitiveness considers the
Dutch disease effects, but does not delve into @axgph rate competitiveness and possible
misalignment effects of remittances. The topic akiBtan’s equilibrium exchange rate and
its determinants has already been examined in @lesteidies (see for example Ahmed 2009,
Hussain 2008, and Rehman et al. 2010 for recenysasgof Pakistan’s real exchange rate

misalignment).

1.6 THESIS OUTLINES

The thesis consists of five chapters. The threeirrapanalysis chapters (Chapter 2 - 4) can
stand alone, each investigating a different are@sdarch. The second chapter deals with the
nature and causes of remittances, while the tmddfaurth focus on some of their economic
consequences. The introductory and concluding emapiChapter 1 and 5) provide the
context for respectively the empirical work in geleand suggest some common

conclusions. The thesis, as a result, can alsedntas a collection of loosely-knit pieces.

Chapter 1 introduces the phenomenon under stuxpaias the objectives, scope and
organization of the analysis. The chapter ends \aithrief introduction to the Pakistani

economy and the remittances.

After providing a brief overview, Chapter 2 presetite analysis of the volatility and micro-

as well as macroeconomic determinants of remittdloses to Pakistan. Chapter 3 analyses
two ways in which foreign remittances influence iBtn's trade competitiveness, first

studying the so-called Dutch Disease, and themdhgttances' interaction with the country's

4 For a detailed discussion on problems with remitta nces and migration
data, see Black and Skeldon (2009).
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labour market. Chapter 4 examines the associatetwden remittances and household
poverty and inequality. Different poverty and inatijty measures are drawn, and their
relationship with the probability of receiving rdtances estimated. The macroeconomic
impacts of aggregate and region-wise amounts ofttaames are also evaluated. Chapter 5

sums up the discussion and considers some polighcations.

1.7 STARTING DEFINITIONS

Before getting into the nitty-gritty of our analgsiet us define the key concepts examined.
We use the terms remittances, foreign remittaneegrant remittances and formal
remittances interchangeably in this work, and redethe private monetary transfers received
by households from persons who live abroad (indgdfamily members, friends and
neighbours). Following World Bank, we define remmiites as "the sum of workers’

remittances, compensation of employees, and migjraahsfers” (World Bank 2011%)

We define a migrant as a person who is a former lpeerof a Pakistani household, living
outside Pakistan. We employ the terms overseastaalg, migrant community and Diaspora

loosely when making reference to the stock of nmtg@f Pakistani origin.

5 Chami et al. (2008) argue that only the first of t hese three items

should be considered remittances.
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CHAPTER 2: REMITTANCES TO PAKISTAN: NATURE AND
CHARACTERISTICS

2.1OVERVIEW ®

Extant literature on remittances can be divided itwo distinct currents. One aims at
examining the nature of remittances. Main questgindied include: what are the motives for
which migrants send money? what are the economsimodraphic and geographical factors
on macro and micro level influencing remittances@ remittance flows stable? If so, to what
extent? The other current concerns with the stddypacro and microeconomic impacts of
remittances on the monetary and financial systents labour markets, as well as their
interaction with income and consumption. The twaents of research are closely linked as
the first helps us understand the second. Studithefnature of remittances is therefore
essential in order to determine the adequate poésponse and maximize their favourable

effects on the economy.

In this chapter, we empirically examine some of theestions related to the nature of
remittance flows to Pakistan. First, we investighie stability or otherwise of aggregate and
region-wise remittances. In the subsequent sectimesstudy the individual, household,
geographical and macroeconomic factors that deternthe incidence and level of

remittances to Pakistan.

6 version of section 2 was published as Mughal, M.Y. and Makhlouf, F.,
(201) "Volatility of Remittances to Pakistan: What do the Data Tell?",
Economics Bulletin, Vol. 31 no.1 pp. 605-612.

http://ideas.repec.org/a/ebl/ecbull/eb-10-00500.htm I

A version of section 3 was published as Anwar, A. a nd Mughal, M. (2012).
Motives to remit: some microeconomic evidence from Pakistan, Economics
Bulletin, AccessEcon, vol. 32(1), pages 574-585.

We thank the anonymous referees of the journal for their useful

suggestions on the earlier drafts.
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2.2V OLATILITY OF REMITTANCE FLOWS
221 Introduction

Formal remittances to developing countries havenismb in the recent times, overtaking
other financial flows and becoming the economielilife of many developing countries.
Pakistan is one of them, being among the top teritta@ce receiving countries. Remittances,
the country’s highest foreign financial inflow, dobreat importance for the country, and

sharp variations in remittance receipts can be o the country's policymakers.

Remittances are generally presented in the literadis a stable source of foreign exchange
flows, much less responsive to business cyclesaodomic shocks than the FDI and foreign
portfolios (see for example Bugamelli and Pate2@f)9; Chami, Hakura and Montiel, 2009;
Ratha and Mohapatra, 2007; Ratha 2003). Remittailacdsveloping countries declined by
6% during the 2009 Global recession. At the same tforeign investment inflows fell by a
substantial 30% (World Bank 2011). Being unrequitechsfers, remittances are generally
not withdrawn from the home country, which can mrdwelpful during periods of high
volatility. This stability can help an economy ad@harp swings and their consequent effects
on the monetary and fiscal policies as well as ablip welfare (Grabel, 2008).

The volatility of remittances is contingent uponmigas macroeconomic factors, including the
output fluctuations in the home and host counttigs bilateral exchange rate and the over all
socioeconomic conditions of the home and host cmmt (particularly inflation,
unemployment and socio-political stability). It cdatermine the consumption patterns and
saving propensity of the remittance receiving hbokis, thereby impacting the national

output, both in the immediate and in the long run.

To what extent this is true needs to be empiricdétermined. The question is of substantial
import to Pakistan, as the government is seekimgnéri remittances under the Pakistan
Remittance Initiative (PRI). This study is an atpgmat analyzing this aspect of remittance
inflows. We examine monthly remittance flows to Btkn from July 1972 to December
2011, and therefore, the whole period of the cgtgtnistory in which foreign remittances
played any significant role in the economy. Wesider remittances from the three major
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remittance sending regions, namely North Ameritee Middle East and Europe The
economies of these three regions differ substéytiahd disaggregating remittances can
thence help discern the differentiated impact afitences. Persian Gulf, from where half of
Pakistani remittances originate, is a mainly oill @as exporting region, and has therefore a
very different business cycle as compared to Pakist Crude oil constitutes the biggest
single import item of the latter. Like Pakistan, rifioAmerica and Europe are net energy
importers, as well as being Pakistan’s main traaiénprs. As a result, Pakistan’s economy
reacts to changes in the economies of these regidawever, the Pakistani migrant
community in the two regions differs in its econonaind demographic profile, and as a
result, exhibits dissimilar remitting patterns (man it below). We look into the extent of
stability of formal money transfers by these Diasgp and examine the possible causes of
the resulting volatility. In the end, we examine tthallenges and opportunities this volatility
presents. We study the volatility of aggregate agion-wise remittances to Pakistan using
the ARCH and GARCH models presented in subsectiato2g with the data. Subsection 3
presents the model's main findings. We discuss guuseible explanations of these results.

The study ends with some conclusions and policgmerendations.

2.2.2 Methodology and data description

Remittances, whether meant for helping the familgmbers, investment or philanthropic
causes, react to the economic and social changesrimg in the home and host economies.
These can be in response to shocks which can lbeahg&earthquakes, floods), economic
(foreign exchange, balance of payment or debtsjrier political (instability, war etc). In the
last four decades, Pakistan suffered from sevextlral catastrophies. Notable of these are
the consequence of the deadly earthquake in Oct2®@s, and the great floods of 2010
which submerged about 200, 000 sq. km. of the cypuih the wake of these disasters,
remittances to the country rose to contribute g rhabilitation of the affected households.

" These regions account for over 90% of the over 7 m illion Pakistanis
overseas and a similar proportion of remittance rec eipts. Moreover, the
three regions together account for the bulk of Paki stan’s foreign trade.
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The flow of formal remittance inflows also jumpedthe immediate aftermath of the tragic
events of Sep 11 2001.8

Figure 2.2.1: Growth in remittances by region
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This behaviour of remittances means that theiratians vary with time, and should thus be
clustered in small and large groups. Periods oh higlatility are followed by periods of
relative calm. We examine this volatility of the riaamce of remittances using the
Autoregressive Conditional Heteroskedastic (ARCHinity of models, first proposed by
Engle (1982). ARCH and GARCH models are especmliyed for the analysis of volatility
of economic variables (Engle, 2001). A model is Awmtoregressive Conditional
Heteroskedasticity (ARCH) model if its error vamanis related to the squared error in the
previous term. Bollerslev (1986) generalized theCARmodel by allowing the variance to

evolve over time. As a result, the Generalized fegoessive Conditional Heteroskedasticity

8 Formal remittances from the US more than doubled i n the financial year
2001-02. This sharp rise was probably due to the in creased scrutiny of
money transfers from the US and curbs on informal r emittance channels.
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(GARCH) model is able to estimate the time-dependetatility found in many economic

time series as a function of observed prior vatgtiiDue to this ability to capture the
persistence of volatility, model parsimony and ealseomputation, the GARCH model has
become the workhorse of empirical studies on Vjati

In this study, we use the first-order GARCH( 1nigdel. For that, however, we first need to
check for the non-stationarity and non-linearitytiod series under examination.

Remittance inflows to Pakistan, just like many oteeonomic time series, show non-
stationarity in levels, but are stationary in thaist differences. The differenced logarithmic
series expectedly show higher variability, indiogtithat variance must be changing with
time. Moreover, for all the time series studied #alue of kurtosis is higher than 3, implying
that the normality assumption has to be rejected, therefore, ARCH effects should be
present. The presence of ARCH effects can be eonafirby using Engle’s LM test. The P-
values for all the series examined are below 0abwith a P-value zero to at least three
decimal places), implying that the null hypothesi:io ARCH effects must be rejected (tests
shown in Appendix A).

Data for remittances are taken from the State B#rRakistan and span from July 1972 to
December 2011. Therefore our dataset is composetl/dfmonthly observations for the
aggregate as well as regional remittance seriegioR& series are constructed by grouping
country-wise remittances with respect to three ¢magcal regions: North America
(consisting of Canada and the US), the Middle Eastsisting of the six Gulf Cooperation
Council (GCC) countries: Bahrain, Kuwait, Oman, ataudi Arabia and the United Arab
Emirates) and Europe (consisting of UK, Germany,wy, Switzerland, France, the
Netherlands, Spain, Italy, Greece, Sweden, Dennti@liand and Belgium).

Summary statistics (shown in Table 2.2.1) indicttat remittances from Europe have
remained in a smaller range ($3.9m to $213m), wthitese from the other two regions have
varied from $0.7m and $2 to $282m and $738m fortiNéimerica and Gulf respectively.

This gives an initial idea of the pattern of vaoatin the remittance flows.

° For an introduction to ARCH family of models, see for instance Enders
(2004, Stock and Watson (2007) and Wooldridge (2009 ).
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Table 2.2.1. Summary statistics

VARIABLES N Mean Sd min max
remittances_aggregate 474 232.0 222.4 9.470 1,310
north_america 474 42.09 58.15 0.710 282.5
Gulf 474 135.4 127.5 2.070 738.6
Europe 474 27.50 30.89 3.910 213.6
saudi_arabia 474 64.72 52.41 0.500 309.8
uae. 474 38.11 52.17 0 294.5
Bahrain 474 4.609 3.814 0.140 18.61
Kuwait 474 13.00 11.88 0 61.90
Qatar 474 6.074 7.870 0.130 34.02
Oman 474 8.865 6.869 0.700 36.41
Usa 474 39.89 54.89 0.580 263.6
Canada 474 2.197 3.707 0.130 33.75
u_k_ 474 19.97 22.83 3 163.9
Germany 474 3.109 2.367 0.080 16.17
Norway 474 1.245 0.849 0.020 5.040
Switzerland 474 0.586 1.043 0 7.540
France 474 0.379 0.819 0 5.970
Netherland 474 0.228 0.357 0 2.700
Spain 474 0.393 1.086 0 6.370
Italy 474 0.410 1.009 0 5.560
Greece 474 0.107 0.273 0 1.340
Sweden 474 0.106 0.209 0 1.150
Denmark 474 0.520 0.557 0 3.040
Ireland 474 0.340 1.040 0 7.640
Belgium 474 0.116 0.214 0 1.400

In the next subsection, we take a closer look atpidiiterns of volatility using GARCH(Z1, 1)

model.
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2.2.3 Results and discussion

Results (given in table 2.2.2) indicate that reamties to Pakistan exhibit low volatility. The
ARCH coefficient for Pakistan’s aggregate remitess 0.27 (significant at 1% level), while
the volatility persistence coefficient is a moder&.38. In other words, remittances to
Pakistan do not vary widely as a result of exogershocks. This may partly have to do with

the diverse nature of host economies (more onet)la

Table 2.2.2. ARCH and GARCH effects for aggregaie @egion-wise remittances (July
1972 — Dec 2011)

VARIABLES Inrem Ingulf Innorth Ineurope

L.arch 0.279**  0.364**  (0.307*** (0.228***
(0.078) (0.080) (0.084) (0.070)

L.garch 0.388*** 0.387*** 0.132 0.024
(0.085) (0.082) (0.111) (0.209)

Constant 0.008***  0.010*** 0.024***  0.026***
(0.001) (0.001) (0.003) (0.007)

Observations 473 473 473 473

Standard errors in

parentheses

*** n<0.01, ** p<0.05, *

p<0.1

Among the three regions studied, remittances frbom Middle East exhibit the highest
volatility, both in ARCH and GARCH terms (ARCH a&ARCH coefficients being 0.36

and 0.38 respectively). This difference in the hbeha of remittances from the Gulf

countries could mainly be attributed to two factors

The nature of host economies: In contrast to tren@wmies of the other two regions, the
economies of Gulf countries mostly rely on the piitbn of natural resources (mainly oil
and natural gas). Hence, oil prices, which havenlbeghly volatile in the past, are probably

related to the boom or bust in these countrieshétigil prices ultimately lead to higher
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labour demand, which attracts low-cost labour fiamoad, including from the neighbouring
Pakistan.

The nature of migration: Migration from Pakistan tiee Gulf countries is mostly of
temporary nature, as given the volatile naturerofwh, the governments of these countries
promote only transient labour influx. Much of thekistani labour force in the Gulf
comprises of semi or unskilled workers who comesbaort term, often non-renewable work
contracts and work in construction, services arrobooming sectors (Gilani 2008). They
often come from poor, rural backgrounds and sawgla proportion of their salaries, sending
their savings back home with little delay, as thremittances serve as the mainstay of their
families.

As a result, higher oil prices should contributehigher remittance transfers to Pakistan (as

seen in figure 2.2.%.

10 The monthly prices for a barrel of Brent crude oil are taken from the
website of I'Institut national de la statistique et des études économiques
(Insee) France, available at: http://www.insee.fr/en/bases-de-
donnees/bsweb/serie.asp?idbank=001565198 . The series spans from January

1990 to December 2011.
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Figure 2.2.2. Remittances from Gulf and price dféanuary 1990 — December 2011)
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The more volatile nature of remittances from thdf @ooperation Council (GCC) countries
is also evident from the country-wise results @abl2.3). Four out of six countries of the
region exhibit volatility coefficient in excess 0f35, while five out of six have a GARCH
coefficient above 0.30 reaching as high as 0.5&forait. One positive finding here is that
remittance inflows from Saudi Arabia are compasdtiviess volatile (ARCH coefficient
being 0.21 and GARCH coefficient of 0.39). Giveratthhe country accounts for over a
quarter of Pakistan’s total foreign remittancegs timplies a relatively stable source of
foreign exchange for Pakistan.
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Table 2.2.3. ARCH and GARCH effects for remittanftesh Gulf states (July 1972 —

December 2011)
VARIABLES Insaudi Lnu_a_e Inkuwait Inbahrain Ingata Inoman
L.arch 0.216*** 0.373*** 0.456***  0.360*** (0.292*** (.379***
(0.067) (0.078) (0.058) (0.067) (0.091) (0.069)
L.garch 0.392*** (0.225*  0.584***  (0.376*** 0.316** 0.547***
(0.134) (0.095) (0.034) (0.075) (0.133) (0.056)
Constant 0.014***  0.034*** 0.004***  0.024*** 0.029* 0.006***
(0.003) (0.005) (0.001) (0.004) (0.006) (0.002)
Observations 473 449 470 473 473 473
Standard errors in
parentheses
*** n0<0.01, ** p<0.05, *
p<0.1

Table 2.2.4. ARCH and GARCH effects for remittanftesh North America and Europe
(July 1972 — December 2011)

VARIABLES Inusa Incanada Inu_k Ingermangnorway Inswitzerland

L.arch 0.309*** (0.365*** (0.282*** (0.278** (0.223** (.894***
(0.081)  (0.077) (0.066) (0.073) (0.061) (0.158)

L.garch 0.153 0.207**  0.032 0.362**  0.407*** -0.002
(0.114)  (0.086) (0.177) (0.147) (0.076) (0.084)

Constant 0.025*** (0.033*** (0.036*** 0.024*** 0.036** 0.169***
(0.003)  (0.005) (0.008) (0.008) (0.005) (0.024)

Observations 473 473 473 473 473 185

Standard errors in

parentheses

*** n0<0.01, ** p<0.05, *

p<0.1
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In contrast to remittances from Gulf, those fromrdpe exhibit low volatility (ARCH
coefficient of 0.22 and an insignificant coefficidor GARCH). This low volatility can also
be seen in the remittances from the United Kingdaesich form the bulk of remittances
from the region (table 2.2.4). An explanation forstbehaviour may lie in the nature of
migration to the region, particularly to the Unitthgdom. Pakistani migrants to the region
are mainly permanent immigrants to UK (typicallytkeel in the country for several decades),
who often send money home to assist the extendeitida. Such financial support is usually
steady, that waxes in the hour of need but faltklia its historic trend once the economic
shock has been absorbed. The European Pakistamnwoity is a mix of professional and
low-skilled immigrants, which apparently does nawvé an investor profile. This can not be
said for the North American migrant community hoeevThis Diaspora, like the one in
Europe, comprises of permanent migrants, but mesthgists of highly educated individuals,
including doctors, engineers, programmers-&ithe comparatively higher volatility of their
remittances (table 2.2.2, 2.2.4) may be due teewdfit remitting behaviour associated with
the host or home country’s economic progress. Gaisbe seen in the way remittances from
North America are associated with home and hosatcpwutput. Remittances from Canada
and the United States show a high correlation 88 Gnd 0.85 with host country’'s GDP.
Their correlation with Pakistan’s GDP is even higaie0.92.

This points to the investor profile of the Pakis¢éaimmn North America. Being the most
gualified and the highest earning group among thenty's overseas communities, North
American Pakistanis are best place to take advardathe new investment opportunities in
their country of origin. Therefore, they send mam®ney in periods of high growth.
Anecdotal evidence suggests high proportions ofttantes from North America going into
real estate, construction and stock market boormgluhe high growth period from 2003 to
2006.

The correlation of remittances with official exclgarrate also point in the same direction, as
the North American remittances appear to be thes amest strongly associated with

1 The 2005 American Community Survey undertaken by t he US Census Bureau
shows that among the male Pakistani population aged 25 years and over,
60.9% had bachelor's degrees or higher while the Am erican average for the
same category was 28.5% (Oda, 2009). In contrast, t ertiary enrolment rate

in Pakistan is hardly 5 percent.
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exchange rate fluctuations (more on the relatigndleétween aggregate and region-wise

remittances, and Pakistan’s real exchange rateeingxt chapter).

On the other hand, remittances from Europe aredesslated with either the regional or the
Pakistani annual output. These remittances appelae more or less altruist, sent regardless

of the level of growth in the host or the home doyn

A related explanation for this divergent behaviofiremittances may be the more volatile
nature of economic growth of the US and Canadaoagpared to the anaemic growth rates
prevalent in Europe during the studied period. fige in the share of remittances from North
America in the aftermath of the 9 11 attacks mayp &lave affected the over all volatility of
remittance flows. Table 2.2.5 shows that North Apzer remittances have a very high
ARCH coefficient of 0.84 in the post-Sep 2011 peras compared to 0.37 before it, and a

low insignificant persistence coefficient as congghio a significant one before.
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Table 2.2.5. ARCH and GARCH effects for remittanedsfore and since 11 Sep 2001

Before 11 September 2001

VARIABLES Remittances_aggregate gulf  north_america europe usa
L.arch 0.236*** 0.121**  0.377**  0.258*** 0.374***
(0.086) (0.036) (0.109) (0.087) (0.105)
L.garch 0.493*** 0.805*** 0.267* -0.085  0.230*
(0.120) (0.068) (0.140) (0.190)  (0.133)
Constant 0.007*** 0.003* 0.017***  0.030***0.020***
(0.002) (0.001) (0.004) (0.007) (0.005)
Observations 349 349 349 349 349

Since 11 September 2001

L.arch 0.300** 0.442*  0.848*** 0.801***
(0.152) (0.172) (0.136) (0.137)

L.garch 0.170 0.203 0.040 0.111
(0.219) (0.146) (0.157) (0.187)

Constant 0.009** 0.008***  0.014** 0.012*
(0.003) (0.002) (0.006) (0.006)

Observations 123 123 123 123

Standard errors in

parentheses

*** p<0.01, ** p<0.05, *

p<0.1

Table 2.2.5 also shows that both the total and @uifittances have a higher ARCH and a
lower GARCH coefficient since September 2001. thBCAl coefficient for over all
remittances, for instance, has gone from 0.23360,0vhich nevertheless remains moderate.
Here, it needs to be mentioned that FDI-relatedtaiafiows to Pakistan have a ARCH
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coefficient of 0.22 in the post-Sep 2001 periog\jizs not shown), comparable to the one for
remittances before that period but lower than theia the post-Sep 2001 &a

En passant, it can be noted that the relatively loMatility of the over all Pakistani
remittances is thanks to this diversity of economanditions in which the overseas
Pakistanis find themselves. While the high oil erdriven remittances from the Gulf states
help the country cope with the deterioration inrent balance caused due to rising oil import
bill and lower remittances from North America, tlemittances from Europe remain steady

and keep the over all volatility in check.

2.2.4 Concluding remarks

So what message does this study bring ? One gowssd isethat the remittances to Pakistan
are relatively stable. This, as the analysis shovgdnainly due to the diverse economic
conditions of the sending countries and the vasedoeconomic profile of the Pakistani
Diaspora. An across the board increase in remgtdloovs under the PRI should therefore
not worry the country’s economic managers on tleisoant. Remittances from the United
Kingdom and other Western European countries h&wesvis little volatility so far, and
additional receipts from the region should in femprove the country’s economic stability.
So the government can indeed rely on remittances stable source of foreign exchange
inflow. The country can benefit from this stablgura of remittances by securitizing them
and thereby improving its sovereign credit ratimgofe on it in the concluding chapter).
Rising remittances may continue their salutary icbpgmn the inequality and poverty in the
country (chapter 4), but could pose the economimagers additional difficulty on the
macroeconomic front by exasperating the Dutch disdéeom which the country’s economy
already suffers (chapter 3). However, more reseaschneeded on the macro and
microeconomic determinants of remittances in otdegstablish the main motivation of the
Pakistani migrants behind such different pattefmemittance flows analyzed in this section,
a task we take up in the next two sections. To spngiven some deft handling, remittances

should continue playing a positive role in Pakisatonomic progress.

12 The monthly series for FDI inflows begins only in 2000, so a comparable

pre-9 11 volatility estimation can not be carried o ut.
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2.3 MICROECONOMIC DETERMINANTS 13
2.3.1 Introduction

Remittances, the portion of income that internatianigrants send back home, are playing
an increasingly important role in the developingumnies. In some small developing
countries such as Tajikistan, Tonga and Moldovaittances make up as high as a third to
half of the national output (World Bank, 2011). Wume of remittance transfers to many
developing countries exceeds that of foreign pevatpital and official development
assistance combined. Pakistan is one such coulmryhe last three decades, officially
recorded remittances to the country made up cloge fgercent of the GDP as compared to
2.2 percent for the ODA and 1 percent for the FDI.

Remittances are considered much less responsibediness cycles and economic shocks
than FDI and foreign portfolios (see for exampleg8melli and Paterno, 2009; Ratha and
Mohapatra, 2007). The impact of remittances on eson growth is also often found to be
higher than that of Foreign Direct Investments @fficial Development Assistance. Given
such significance, it is important to study the med behind these remittances, and the

economic impact they entail.

Extant literature proposes five major motives femitting: altruism, risk insurance, loan
repayment, exchange and inheritance (Rapoport audjider, 2006). These motives range
from purely altruistic to purely self-interestedndse in between the two extremes can be
termed as “tempered altruism” or “enlightened salfiess” (Andreoni, 1989; Lucas and Stark
1985). In the presence of altruistic motives, aramg sends money back home to financially
support his family (Johnson and Whitelaw, 1974;dsiand Stark, 1985). Such remittances
are therefore higher in the case where the reagiousehold is poor, and go down as the
household income rises. Poor households diverbgyr income sources by sending their
members abroad. This serves to reduce risks tdyfantome and acts as insurance against
local economic shocks (Stark, 1991; Gubert, 2002).

13 A version of this section was published as “Motive s to remit: Some
microeconomic evidence from Pakistan”, Economics Bu lletin, AccessEcon vol.
32(1), pp. 574-585.
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Remittances can also be considered the result gifaincontract between the members of a
household. Households invest in the education astlaf the migration process. The migrant
sends remittances to the family to repay this iaipland informal loan (Johnson and
Whitelaw, 1974; Lucas and Stark, 1985; Stark anchkyu1988; llahi and Jafarey, 1999). The
money sent by the migrant can also be due to tbhbagge motive. The family back home
takes care of the migrant’s children, physical ssaed other financial and social interests,
and receives remittances as payment for thesecssr{Cox, 1987; Cox, Eser and Jimenez
1998). Finally, remittances can be sent with theirdeto inherit. The migrant aspiring for a
share in inheritance sends money in order to maing@od relations with the family

members back home.

These motives have been widely studied for differeountries using both macro and
microeconomic data. On the microeconomic leveltdiac such as migrant and family
income, household size, age and sex of the hetdtkedfousehold, family wealth and level of

education have been found to be important indisatbthese motives.

In the context of Pakistan, previous studies hawave a muddled picture. For instance,
Nishat and Bilgrami (1993) found migrants' earnjngeusehold size and income to be
important factors behind the likelihood of remittimoney, while Pasha and Altaf (1987)
found investment motive to be influential in thegnaints' decision to remit. llahi and Jafarey
(1999), using the ILO-ARTEP (1987) survey data fbuhat informal loan repayment was

important in the case of returning Pakistani miggan

Pakistani migrant community, whose numbers rang 8.5 million (United Nations, 2009)
to 7 million (Government of Pakistan, 2010), is Hligdiverse in level of education and
income, and is spread around the world. The Aratestof Persian Gulf host about half of
the worldwide Pakistani diaspora, whereas North Acaeand Europe share the remaining
half. At the time of the above mentioned studié®g, $ource of Pakistan's remittances was
overwhelmingly the Persian Gulf states, where m®akistani migrants are temporary
workers. This has changed in recent years, withifleein importance of the North American
remittance corridor. Pakistani migrants in the WB8d Canada, in contrast, are often
permanent migrants (Najam, 2006), and may thus l#fferent remittance motives than

those from the Middle East. Temporary migrantsfauad in the literature to often remit for
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investment purposes while the permanent migrams te show more altruistic behaviour

(Glystos 1997).

Furthermore, in recent times, remittances to Rakisave been associated both with poverty
reduction and more costly real estate and stocksrefore, both altruistic and investment

motives may be at play. The aim of this study isineestigate the motive that may be

dominant in Pakistan. We employ two recent housklealonomic surveys carried out in

2005-06 and 2007-08. With these representativesdita we study the recipient side

determinants of remittances, and assess the mofivaehind their incidence. The study is

organized as follows. Subsection 2 presents theemand the theoretical underpinnings

behind the variables included. Subsection 3 giwaseskey findings and looks at possible

explanations, followed by concluding remarks.

2.3.2 Data description and empirical strategy

Pakistan Social and Living Standards Measuremente$s (PSLMs) are carried out every
two or three years in order to obtain represergatiusehold socioeconomic data on
household level. The 2005-06 and 2007-08 PSLM sgrused in this study consist of 15453
and 15512 households respectively.

In this study, we examine various economic, demolgic and geographical factors observed
in the surveys that affect the likelihood to renfihese variables correspond to one or more
motives to remit. Household income, for instan@a be a clear indicator of altruistic motive
as opposed to the investment motive. Low-incomesébalds are more likely to receive
remittances, given higher unmet basic needs (Furddrp 1995). This negative relationship
can also occur in the presence of implicit intranifeal contracts insuring the household
against adverse economic conditions. A positivatiahship will however correspond to
either bequest or investment motive. Similarlgréhmay be a negative relationship between
family wealth and remittance incidence in the pnegeof an altruistic motive. Migrants from
poorer households may feel morality or custom botandelp their families and those from
richer households may not find much need for tpaiticipation. However, migrants from
wealthier households may instead remit for bequeggstment or exchange motives, which
may imply a positive correlation with family wealtBhare in inheritance may be a strong

motivation for remitting if the household is wealtfDe la Briere 1997; Cox et al. 1998;
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Lucas and Stark 1985). Likewise, the probabilityredeiving remittances could increase if
the migrant intends to return permanently, as is ¢ase, he transfers his savings back home
to buy land or property. The aforementioned threstives could dominate the altruistic
motivation to remit. Consequently, the correlatmiincome and wealth with remittances

may diverge depending on the socioeconomic circanests of the migrants.

The level of education of the household is anothetor determining remittances (Amuedo-
Dorantes and Pozo, 2006). Incidence of remittingpsitively correlated with education level

if remittance is seen as return to household'ssimrent on education. Household spending
on education therefore takes place as an inforoa bgreement (Johnson and Whitelaw,
1974; Lucas and Stark, 1985), and the educatedantigemits to repay the implicit loan

incurred. However, the education - remittance iecak correlation can be negative if the
migration is of a permanent nature (Faini, 2007}hé migrant intends to settle abroad, he

will be more likely to spend and invest his saviimgghe adopted country.

This effect is also evident in the presence of@sp or children back home. If the head of
the household is female, it may imply higher praligbof receiving remittances. Whether
the female is the migrant’s spouse or mother, @lireiistic motive may come into play.
Similarly, higher number of family members or malependants at home may be related to
higher likelihood of remittances (Banerjee 1984 rkfie and Zimmermann 1992), regardless
of whether the motive be altruistic or co-insuraricethe former case, it may reflect concern
for high family needs, whereas in the latter casmjttances may be the payment for a Pareto

superior strategy of co-insurance by sending somusdhold members abroad.
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Table 2.3.1. Empirical effects found for probakilib remit

No. Hhold Age | Education
Effect of ... on probability| Hhold Hhold members/ dep. | Hhold Hhold

of remittances income | wealth ratio Head Head

Agarwal &  Horowitz - - - X X
(2002)

Guyana, Altruism model

Banerjee (1984) +
India

Durand, Kandel, Parrado, -(2) X
Massey (1996)
Mexico, [Remittances &

savings]

X
X
X
X

Germeniji, Beka & Sarri
(2001)
Albania

Hoddinott (1994) + X +

Western Kenya

Holst & Schrooten (2006) _(2) X
Migrants in Germany

Itzigsohn (1995) [+]- + X +/ X(3)
Jamaica, Haiti, Dominican X (3)
Republic &
Guatemala

Osaki (2003) - - - (4)
Thailand, [interna

migration]

Chavez (2004) - + X
El Salvador

Schrieder & Knerr (2000) +(5)/ +
Cameroon -(6)
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The explanation to the above table is:

+:  positive effect

negative effect

included in regression but not significant
business owned

real estate owned

depends on country

no. children

property

other wealth variables

@ a kh w N B X

Source: adopted from Zanker and Siegel (2007)

The signs found in the literature for the above no@ed variables are given in table 2.3.1. In
addition to these demographic and economic indisatee add two geographical variables,
pertaining to the household's location. The prowinariable describes which of the four
provinces of Pakistan (Punjab, Sindh, Khyber Paktitwa (KP) and Balochistan) in which

the household lives. Most of the country's migracwsne from Punjab. Hence, a higher
remittance incidence probability can be expectedHte province. However, the more rural
and less developed provinces of KP and Balochistay also expect higher remittance
likelihood for altruistic motives. Similarly, theyge of migration from Pakistan differs

depending on whether the household location isl raraurban. Therefore, a proxy for

rural/urban setting is also included in the model.

The empirical model estimated in the present sisid@xpressed as follows:

Femittances = o + [31HHsize + 3z femalehead + Bz agehead + 4wt
+ Bt Inlncome + Be enrollmentStatus + B province+ Beregion +

Table 2.3.2 gives the definitions of these varighised in our model, where their summary
statistics are described in table 2.3.3. All thaaldes in the model pertain to the household
back home, given that no migrant-related variakdiste in the two surveys. Subsequently,
potentially important drivers such as migrant’s eation, marital status, length of stay abroad

etc cannot be examined in this study.
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Both household income and savings are taken irritbgaic form, and zero values have been
replaced with one for both variables to allow lotdmnic transformation.
Besides, we alternately replace our demographdicators (household size and female

household head) by number of dependents and nurhbssile adults respectively.

We alternately use the monetary value of housebalthgs, home, commercial property and
agricultural land ownership as indicators of theidehold wealth. The PSLM datasets also
contain other potential wealth indicators such as awvnership, livestock etc. but are not

included in the study due to small number of obsgowns for these variables.
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Table 2.3.2. Description of the Variables

Variable Description of the Variable

Forr; 1 if any member of the household received oversmagtances
during last 1 year (money received which will netrepaid) or 0
otherwise

Hhsize number of family members in the household

Femalehead 1 if the head of the household is female or @ntise

Dependent number of household members above under 18 anc &foyears

Maleadult number of male household members between 18 agda&s of age

agehead Age (in complete years) of the household head

Inincome Natural logarithmic of total income (earned in Bg.household
Members through first /second occupation or thropghsion during
the last one year)

Insaving Natural logarithmic of total savings (total valueRs. of net savings

of the household at present or during the lastdr.yAlso the total
value in Rs. of gold, silver etc. includireyelry, stones sold
during
the last 1 year

Residentialbuilding

=1 if any of the HH members own or had ownedséential
building

(Completed / under construction) during tet [L year
= 0 otherwise

Commercialbuilding

1 if any of the HH members own or had owned arcencial
building

(Completed / under construction) during the lagear

= 0 otherwise

Agriculturalland

1 if any of the HH members own or had owned adfucal land
during the last 1 year or 0 otherwise

Enrollment statys

=1 if the HH member has ever enrolled in schoblatherwise

Province

= 1 if remittance recipient household lives in Rmj
= 2 if remittance recipient household lives in $ind

= 3 if remittance recipient household lives in KhylPakhtunkhwa
= 4 if remittance recipient household lives in Bdiistan

Region

=1 if a urban household receives remittances
= 0 otherwise

household i
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Given the dichotomous nature of dependent variabtkthe characteristics of the variables
selected, all model specifications are estimat@aguBrobit model. All standard errors in our
specifications are robust (Eiker-Huber-White Hes&amlastic-Consistent Standard Errors) to
control for unobserved heterogeneity. The diagoossts for our baseline and alternate
models are given in Appendix B. The models cleartésts for goodness of fit, classification

and colinearity.
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a. 2005 dataset
VARIABLES

Hhsize

Dependent
Agehead
Femalehead
Maleadult

Forrem

Inc

Savings

agri_land

Residentialbuilding133.557

Enrollmentstatus

Region

b. 2007

2007 dataset

VARIA
Hhsize

BLES

Dependent

Agehead

Femalehead

Maleadult

Forrem

Inc

Savings

Commercialbuilding21.188
Agrilandownership 15.511

Enrollmentstatus

Region

Remittances to PAKISTAN: nature and attristics

Table 2.3.3. Summary Statistics

N mean Sd Min Max
134.819  8.590 4.654 1 55
134.819  4.459 3.212 0 33
15.800 46.00 14.02 10 99
134.819  0.010 0.102 0 1
134.819 1.890 1.330 0 11
15.442 0.057 0.232 0 1
131.143 115,915 151586 O 4.500e+06
87.461 46,212 178,366 10 2.000e+07
100.252  0.128 0.334 0 1
0.888 0.315 0 1
100.872  0.545 0.498 0 1
112,995 0.392 0.488 0 1
N Mean Sd min Max
124.835 8.236 4.091 1 37
124.835  4.394 2.942 0 26
15.978 46.19 13.53 0 99
124835 0.011 0.109 0 1
124.835 2.074 1.372 0 10
8.136 0.043 0.203 0 1
124.830 142.101 223.774 1 1.022e+07
93.287 85.070 478911 O 3.000e+07
0.022 0.150 0 1
0.089 0.286 0 1
97.117 0.567 0.495 0 1
108.469  0.391 0.488 0 1
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2.3.3 Key findings

Results given in table 2.3.4 show that demografdators are possibly the most important
determinants of remittances to Pakistan. A famiithwa female head of the household shows
a much higher likelihood of receiving remittancescampared to the households headed by a
male. This points to the probable presence of @ngtialtruistic motivation behind money
remitted to the country. The positive sign for heludd size implies the presence of either
altruistic or co-insurance motive.

As regards household income, a 1% higher househotane is associated with a 15% lower
likelihood of receiving money from abroad, cetgyegibus.This negative relationship again

suggests the presence of altruistic or co-insuramué/es.
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Table 2.3.4. Determinants of remittance incider@@9%-06 and 2007-08)

VARIABLES 2005 2007
Hhsize 0.050***  0.060***
(0.005)  (0.020)
Femalehead 0.448***  1.517***
(0.138) (0.242)
Agehead 0.0127** 0.013*

enrollmentstatus

Lninc

Region

Province

Constant

Observations

(0.001)  (0.007)
0.325%  0.391*
(0.044)  (0.190)
-0.146%%* -0.150%**
(0.011)  (0.024)
-0.109%  -0.217
(0.044)  (0.181)
0.000 -0.054
(0.018)  (0.081)
-1.304%%% 1. 417%%
(0.148)  (0.466)

12,909 984

Robust standard errors

parentheses

** p<0.01, ** p<0.05, * p<0.1

in

Given that most of the Pakistani migrants go abroasnprove their and their households'

economic situation, both these motives are likahaction. It is not possible to distinguish

between the two in a cross-sectional setting (el study however, the difference can be

observed as growing household incomes could ledeWwer altruistic motivated remittances,

while those due to co-insurance motive continuehanged). A similarly strong piece of

evidence for altruistic motives is found using otldemographic indicators (Table 2.3.5).

Replacing household size with number of dependaarhbers at home does not change the
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positive sign associated with the altruistic matili&kewise, the number of male adults seems
to be negatively related, as opposed to femaledigadndicating an altruistic motive.

Another possible manifestation of the altruistictiv® is the positive sign for the age of
household head (table 2.3.4). Older heads of thedtwlds have a slightly higher probability
of receiving remittances, which may be due to nmijsaconcern for the family head's health
or work capacity. The age of the female head okkbald, however, does not appear to have
any effect on the incidence of remittance (resalb$ shown). The migrant may feel it
necessary to remit regardless of whether the holddtead is his spouse or mother. This
observation points to the fact that in the abseatemale migrant workers (who are
commonly the primary bread winners of the famiRgakistani women often must carry out

household responsibilities, and receive remittangasistain the family expenses.
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Table 2.3.5. Determinants of remittances with otdemnographic indicators

VARIABLES 2005 2007
Hhsize 0.050*** 0.093***
(0.005) (0.024)
Femalehead 0.4171%** 1.504***
(0.133) (0.244)
Agehead 0.014* 0.012***  0.014**  0.015*
(0.001) (0.001) (0.006) (0.007)
Enrolimentstatus 0.334***  0.321***  0.384** 0.265
(0.044) (0.044) (0.190) (0.181)
Lninc -0.139*** -0.146*** -0.143*** -0.190***
(0.011) (0.011) (0.024) (0.024)
Region -0.110**  -0.108** -0.191 -0.127
(0.044) (0.044) (0.182) (0.175)
Province 0.013 7.08e-05 -0.048 -0.080
(0.018) (0.018) (0.081) (0.080)
Dependent 0.049*** 0.073**
(0.007) (0.029)
Maleadult -0.475%** -0.218***
(0.139) (0.083)
Constant -1.285** .0.832*** -1.393**  -0.717
(0.149)  (0.145)  (0.471)  (0.437)
Observations 12,909 12,909 984 984

Robust standard

parentheses

errors

in

We do not include wealth variables in the baseiimael, as their presence along with the

income variable causes high multicolinearity (theam variance inflation factor breaches the

suggested value of 10). As a result, we test oudehalternately adding the wealth indicators

and excluding income variable. These wealth indisathowever, tell a different story (table

2.3.6). All the wealth variables (except for homenership) show a positive, highly
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significant and relatively strong relationship witbmittance incidence. This suggests the
presence of bequest, investment or exchange mdist@isad some of the remittances. Given
the diverse nature of migration from the counthys tdifference between the behavior of
income and wealth variables, and their respectix@gble motives, is not surprising.
Pakistani Diaspora in North America, for instansejighly educated, prosperous and mostly
permanently settled in the adoptive countries (@08@9). The motives behind remittances
from this community are thus partly investment egbest related and partly altruistic. The
Pakistani American community, for instance, is\aetn philanthropic endeavors in Pakistan,
establishing and running various humanitarian aothdn development projects (Najam,
2006). At the same time, anecdotal evidence suggfestcommunity’s strong participation in
Pakistan’s real estate and stock market boom o2@®®s. On the other hand, as mentioned
earlier, the large Pakistani community in the RersGulf mostly comprises temporary
workers from a poor, rural background, with varyaegrees of qualifications. Money sent
by these workers, as a result, may be primarily dltruistic purposes, whether for the

household’s basic alimentary needs, education althcare.
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Table 2.3.6. Determinants of foreign remittanceth wiealth indicators

VARIABLES 2005 2007
hhsize 0.034**  0.051***  (0.046*** 0.012 0.106 0.1%9
(0.005) (0.005) (0.004) (0.023) (0.068) (0.080)
femalehead 1.351%*  1,213%* 1,233%*  ],882%** 2.29%**
(0.097) (0.090) (0.078) (0.288) (0.669)
agehead 0.006***  0.008***  (0.009*** 0.007 0.001 001
(0.002) (0.001) (0.001) (0.008) (0.011) (0.012)
enrollmentstatus 0.110**  0.277** 0.287*** -0.036 4404**  0.630
(0.054) (0.049) (0.042) (0.210) (0.585) (0.610)
Insaving 0.218*** 0.253***
(0.019) (0.064)
region -0.262*** -0.116** -0.120*** -0.392** 0.177 -0.713
(0.052) (0.048) (0.043) (0.190) (0.531) (0.496)
province -0.0005 0.012 0.021 -0.0001 -0.075
(0.019) (0.020) (0.017) (0.078) (0.229)
agri_land 0.222*** 1.322**
(0.062) (0.618)
commercialbuilding 5.039***
(0.677)
residentialbuilding 0.058
(0.067)
Constant -4.441%%* 22,7027 2.771%%* -4,788***  -2.454**  -3.420***

(0.214)  (0.108)  (0.111)  (0.728)  (1.004)  (0.909)

Observations 8,203 9,709 12,976 727 155 68

Robust standard errors in
parentheses
*** p<0.01, ** p<0.05, * p<0.1

The strong positive association of the completaccation variable supports the implicit loan

agreement between the family members. Educatedi¢snare often financially well off, and
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Can afford to send their members abroad and subsdyureceive foreign remittances.
Households with mostly illiterate members often wiat possess the knowledge or the

financial wherewithal to undertake overseas migrati

The province indicator does not appear to sigmifiijadrive the incidence of remittances.
Province-wise analysis of determinants (table 2.8hbws that Khyber Pakhtunkhwa has a
higher probability of receiving remittances as cangal to Punjab (taken as baseline). In
contrast, both the southern provinces Balochistad &ind show substantially lower
probabilities than Punjab. This indicates that &kiBtan, overseas migration and the money
transfers that follow are mostly confined to thei$eholds residing in the upper provinces of
KPK and Punjab.

Unlike an over all insignificant association witietprovincial indicator, the region dummy
shows a significant negative relationship with gnebability of receiving remittances. This
implies that rural areas have a higher probabiityreceiving remittances from abroad as
compared to urban areas. This is in line with theeovation that most Pakistani migrants,
especially those going to the Gulf countries, cdram rural areas.
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Table 2.3.7. Determinants of foreign remittanceth wespect to provinces

VARIABLES 2005 2007
hhsize 0.048***  0.073***
(0.005) (0.022)
femalehead 0.262*  1.717***
(0.141) (0.271)
agehead 0.012**  0.012*
(0.001) (0.007)
enrollmentstatus 0.318***  0.457**
(0.047) (0.204)
Ininc -0.145***  -0.127***
(0.011) (0.025)
region -0.077* -0.233
(0.046) (0.194)
2.province -0.697*** 0
(0.077) 0)
3.province 0.405*** 0.276
(0.048) (0.205)
4.province -0.576*** -0.698**
(0.085) (0.321)
Constant -1.198*** -1.790***

(0.151)  (0.485)

Observations 12,909 725

Robust standard errors in
parentheses
*** n<0.01, ** p<0.05, * p<0.1

The robustness of our findings is reflected initentical signs and very similar magnitudes
and levels of statistical significance across wsigpecifications for both the 2005-06 and

2007-08 datasets. Here, it must be mentioned ¢maittance incidence in our survey data are
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based on both formal and non formal money recdipta abroad. Consequently, our results
provide a more complete picture of remittance sgenhan the macroeconomic analyses
based on officially recorded remittances. Informeans of remittances are widespread in
Pakistan, and the amount of money brought throughdhcarry and Hundi/Hawala
constitutes a sizeable proportion of the total temces (World Bank 2006; ILO-ARTEP
1987). Therefore, our findings may or may not coneith those based on aggregate formal

remittance data.

2.3.4 Concluding remarks

In sum, our findings indicate the possibility ofslong altruistic motive behind Pakistan’s
remittance incidence. This is evident from high iteance probability for demographic and
income variables. The weaker likelihood of remdtiowing to wealth and education
indicates support for implicit interfamilial exchga and loan repayment arrangements. Our
findings back the argument of Dustmann and Meg{2840) that the motivation to remit
depends, in part, on the form of migration. As raigm from Pakistan is of a temporary as
well as a permanent nature, and migrants’ destingtare spread across different regions

around the world, it is but natural to find eviderfor such diverse motives to remit.

Nonetheless, we are unable to distinguish betwleemltruistic and co-insurance motives on
the one hand, and the loan repayment, exchangaeestment motives on the other. This is
because the inter-temporal aspects of remittandes@socannot be studied, given the cross-
sectional nature of the data. A longitudinal stwshymigration and remittances would help
better discern the motives to remit. The temposgleats of remittance are also important to
study as the migrant’'s degree of attachment tdamsly and the home country can evolve
over time. Moreover, migrant’'s home and host cguetonomic and social conditions too
vary over the period of stay. In addition to thecrmeconomic motives examined in this
section, these macroeconomic variables also fasttie decision about whether and how

much to remit. We study these factors in the folfmsection.
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2.4 M ACROECONOMIC DETERMINANTS
2.4.1 Introduction

Macroeconomic conditions can also influence theramtys decision to remit. Regardless of
whether the motive behind remitting is altruist smif-interested, home and host country
economic situation can impact the migrant's degibioth whether and how much to remit.
Factors like the home and host country's growtltharge rate movements, interest rates,
inflation and investment are notable in this reg&dssell 1986.

A deterioration in the economic conditions of thggrant's home country may lead him/her
to transfer more money to help the family membexskbhome (De la Briére et al., 2002;
ElSakka and McNabb, 1999). On the contrary, imprg@weconomic conditions can give a
migrant more investment opportunities back homegdileg to higher remittance flows (
Aydas et al. 2004; Glytsos, 1988, 2002; Higginale2002).

The two reactions to home economic developmentyirapunter and pro-cyclical behaviour

of remittances respectively.

Remittance behaviour of the migrant in the facenatroeconomic changes depends on the
nature of migration. Temporary migrant may respeondre to home country economic
conditions. On the other hand, a permanent migreaa¢ earn more with the growing host
economy, and may choose to save or invest moréeanhbst economy, implying lower
transfers back home (Chami et al. 2005. The degfregegration between the home and host
countries also affects the remitting behaviourthié two grow in analogous fashion, the
migrant’s home and host savings and investments ingbrove at the same time. From an
altruistic perspective, this may induce a fall @mittances, whereas remittances may register

an increase if the migrants have an investor @rofil

Empirical research on the question has come up westdence for differing remittance

motives from different remittance-receiving couasti In his study of 76 low and middle-
income developing countries, Adams (2009) findg #ra inverted u-shaped curve exists
between the level of country GDP income and theipt®f remittances. "The level of per
capita remittances received by a country increasgs a country has a per capita GDP

income of about $2,200 per year, and falls theeedfSimilarly, Chami et al. (2005) examine
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a panel of 87 developing countries and concludertmaittances have a negative relationship
with the home country GDP and an opposite one thighhost country GDP.

Aydas et al. (2004) in case of Turkey, Chamon, Saménd Morant (2005) in case of
Samoa, Glytsos (2002) in case of mediterraneantgesnand Quartey and Blankson (2004)
in case of Ghana also come up with evidence farymtalal nature of foreign remittances.

In contrast, Agarwal and Horowitz (2002) in theeca$ Guyana, and Gupta (2005) in case of
India find evidence of a negative effect of homertoy economic activity on the amount of
money remitted. Other studies which conclude a@tiurelationship between remittances and
home country output include De la Briere et al.020) El-Sakka and Mcnabb (1999), Faini
(1994), and Karpestam and Andersson (2011).

Exchange rate of the home and host countries cam la an important determinant of
remittances. Depreciation of the home currency mehat goods and services become
relatively less expensive. If the migrant sends eyaie help the household maintain a certain
standard of living, he will now need a lower amoahforeign currency to consume the same
bundle of goods and services given the higher @sioly power of the foreign currency.
Nevertheless, the migrant may remit more allowihg family members back home to

increase their consumption and benefit from an awed purchasing power.

However, if the motive is investment in the locaoeomy, depreciation may cause the
migrant to modify his investment plans. A deprenmtcurrency often signals deteriorating
economic conditions. This may dissuade an investmerivated migrant from remitting
further. But if the migrant intends to return honog, he feels confident of the long-run
prospects of the home economy, a ffalling domestrcency may also encourage the migrant
to remit more to take advantage of cheaper loc#tgwices.

Studies such as Chami et al. (2005), Chamon €R@05), Faini (1994) and Garson (1994)
find that remittance flows increase in the aftetmaf domestic currency depreciation.
However, Hysenbegasi and Pozo (2008), using data2® Latin American countries
demonstrate that migrants avoid remitting whenetkeéhange rate is under pressure implying
that remitters try to reduce their exposure to erge rate losses by taking into account the

expected future value of their transfers.
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Yet another macroeconomic factor determining thieime of remittances is inflation in the

home and host economies. Higher inflation in then@ocountry relative to host country

represents more economic uncertainty in the homeatcg which may negatively affect the

migrants' remittance decision. High inflation mag B cause of political instability or

economic mismanagement. Inflation in the home aguertodes the purchasing power of the
migrant's household, and may lead to an increasenmttances under altruistic motives.
Empirical works have generally shown a negativeaiotf inflation on the amounts remitted
(see for instance Aydas et al. 2004, Buch and Kigcki2004, Elbadawi and Rocha 1992,
Glytsos 2002, and Katseli and Glytsos 1986).

Literature on macroeconomic determinants of remts has also highlighted the role of
home and host interest rates. Interest rates aselglassociated with an economy's return on
financial assets. Higher interest rates in the haoenomy can therefore imply higher
remittances if the migrants are motivated by invesit prospects back home. Studies such as
Adams (2009), El Sakka and McNabb (1999), and 13afi®97) show a positive effect of
home country interest rates on the flow of foreigmittances. Alper (2005) examines
Turkish remittance inflows and finds that remittas@re positively affected by the interest

and currency rates in the long-term and negatigffgcted in the short term.

From the above brief review, we can infer that sevome and host country factors
influence remittance flows. However, there is nmsensus among the researchers as to
which, if any, of the two sets of macroeconomiddes play a bigger role in determining the
flow of remittances. Vargas-Silva and Huang (2008),their study of a host of Latin
American economies, conclude that remittances aoee mesponsive to host country’s
economic conditions than to economic conditionda@me country. Kemegue et al. (2011)
reach a similar conclusion in the context of Sub&Ban African economies. In contrast,
some studies e.g. Straubhaar (1986), Swamy (19&1)iftle role of macroeconomic factors

in determining foreign remittances.

In this study, we examine key macroeconomic facsoggested in the literature to influence
remittances. Having established the role of indiald and household socioeconomic
characteristics, we need to know to what extentitree and host country economic activity

affects remittances. This will help us know morewatbthe possible motives behind the
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volume of money being officially transfered. Theabysis will help us understand the
evolution of remittance inflows to Pakistan durthg last few decades, and their spectacular
rise in the 2000s. Given the heterogenous natureroittance flows to Pakistan, we analyse
both the aggregate as well as region and host-gewite determinants of remittances. The
study is organized as follows: The next subseqbi@sents the data and methodology used.

Key findings are given in subsection 3. Conclusitmi®w.

2.4.2 Data and methodology

We examine the influence of macroeconomic variablebiding per capita annual output,
real effective exchange rate (REER), real interatst, consumer price index (CPI) and gross
fixed capital formation (GFCF) on remittances fottbthe home and host countries. For this
purpose, we construct three datasets. The firspasas macroeconomic variables pertaining
to Pakistan from 1973 to 2010 (Table 2.4.1). Gitleat REER is available only from 1980,
our dataset is restricted to 31 annual observatMesconstruct three regional variables, Gulf
comprising of remittances from the six Gulf Coopiera Council states of Saudi Arabia,
United Arab Emirates, Kuwait, Bahrain, Qatar anda@mNorth America consisting of the
United States and Canada, and Europe consistitigeothree principal European remitting
countries: the United Kingdom, Germany and Norway.described previously, these three

regions are the source of over 90 % of Pakistan'sttance reciepts.
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Table 2.4.1. Summary statistics for the home-cqumicroeconomic determinants of

VARIABLES N
Gdp per capita constant 2000 (88
Inflation consumer prices annu 38
Gross fixed capital formation 38
Real effective exchange rate in81
Call money rate 38
Population growth annual 38

Agriculture value added of g 38

Remittances 38
Bahrain 38
Canada 38
Germany 38
Kuwait 38

Norway 38

Qatar 38
Saudi Arabia 38
Oman 38
Uae 38
Uk 38

Usa 38
North America 38
Gulf 38

Europe 38

remittances

mean
456.3
9.624
16.71
133.9
8.668
2.678
26.84
2,576
50.66
20.19
34.74
141.6
14.03
63.60
693.1
96.69
369.9
197.6
413.7
433.9
1,416
246.4

Sd
1111
5.521
2.007
43.39
2.368
0.599
4.046
2,200
39.04
30.08
23.59
115.0
8.174
83.02
456.1
66.54
439.7
172.2
574.2
601.7
1,108
198.1

min Max
290.4 668.5
2.914 26.66
11.44 20.96
97.09 237.1
2.139 12.33
1.761 3.436
20.33 6.03
136 9,690
2.460 153.3
2.120 115.1

1.320 100.7
6.930 445.1
0.670 34.68
2.170 354.1

7.870 1,918
12.20 287.3
0 2,039
49.29 876.4
9.980 1,771
12.10 1,886
31.74 5,194

59.76 992.3

Our second dataset is a panel containing macroedonariables for the above mentioned

host countries (Table 2.4.2). Only remittances rew®mplete series with 418 observations

starting from 1973. For the remaining variableg tlumber of observations varies between
242 for the REER and per capita GDP (402 obsemsl)ioWe alternately carry out our

analysis using the official exchange rate, for WhE68 observations are available. The

variables are taken in their logged form.
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Besides considering the home and host country esmnactivity, migrants may also react to
the relative performance of the home economy coetpaith the host country. We therefore
construct a third dataset made up of differentaiiables. Given higher inflation and real
interest rates, and sharper fall in Pakistani Ruypéle respect to other major currencies, we
take CPI, real interest rate and the REER as ardiite between Pakistan's and the host
country's figures. For per capita GDP and investmages, it is the other way round, and thus
our variables are the difference between host aowmheh GDP per capita and GFCF

respectively.

Research on other developing countries has foumdblas such as migrant stock and
political instability to play an important role idetermining the amount of remittances
(Chami et al. 2005, Freund and Spatafora, 2005ga%&6ilva (2009). As the overseas
migrant community grows, so do normally the remitiss. Political unrest acts on the
amount of remittances negatively, as migrants fiéaf losing their savings or investment

back home, prefer to keep their savings in the bosntry. Pakistan's migrant community
has greatly evolved in the last three decades, iggpvin numbers, and diversifying

geographically as well as in terms of qualificatidime country has also gone through times
of political instability during this period. Howenyewe do not include these potentially
important indicators in our model due to insuffrdi@umber of observations (more on this in
Chapter 5). The amount that a migrant sends horhether for altruistic, investment or

insurance motives, crucially depends on whetherhéisstay abroad is temporary or
permanent. Migrants settled overseas with their édiate family members may have less
need to remit, while migrants with temporary workavmay transfer more amounts both to
build their nesteggs back home, and also becawsetibs with the home country may be
stronger. Lacking a thorough Pakistani migrant esyrwe are unable to account for this

variable.
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Table 2.4.2. Summary statistics for the host-cogumacroeconomic determinants of

remittances

A. Host country macroeconomic determinants

VARIABLES N mean sd min Max
Remittances current us 418 190.5 335.3 0 2,039
Inflation consumer prices annu 310 3.978 5.035 -21.68 34.58
Real interest rate 262 4.945 8.352 -25.09 46.20
Real effective exchange rate

ind 242 108.9 29.38 75.96 244.2
Official exchange rate Icu per 368 2.332 2.012 9.26 8.992
Gdp per capita current us 402 20,813 14,925 589.6 3,369
Gross fixed capital formation 342 20.84 5.507 5.814 44.06

B. Macroeconomic differentials between the home aedibst economy

VARIABLES N mean sd min Max
Inflation consumer prices annu 279 5.718 5.397 4@4. 27.81
Real interest rate 54 -0.227 7.964 -44.86 13.64
Real effective exchange rate ingll7 23.98 39.51 -31.87 137.3
Official exchange rate Icu per 330 29.85 22.57 a.16 84.91
Gdp per capita constant 2000 (813 20,546 10,931 3,343 61,035
Gross fixed capital formation 333 3.194 6.011 -¥7.4 27.57
Remittances current us 380 203.2 348.2 0 2,039

Data for all variables come from the World Banlkeon@ccess data online, except for foreign
remittances which come from State Bank of PakicE8P).

The aggregate and region-wise home economy magroato determinants models are
estimated using Ordinary Least Squares (OLS), vasetiee two panel models are estimated
using random-effects panel regression technique.hibme-economy model is also estimated

using the General Method of Moments method to &apkitential endogeneity.

55



Chapter 2: Remittances to PAKISTAN: nature and att@ristics
2.4.3 Main findings

Results given in table 2.4.3 show that remittartoeBakistan are responsive to the country's
economic activity, exchange rate movements andeasteaate changes, the three variables
showing impacts significant at one percent leveDFGper capita appears to have the
strongest impact of all the variables: one percisetin per capita output implies an increase
of remittances by a substantial 6.77 %. Real effecexchange rate index also shows a
strong positive influence, one percent raise initigex being associated with 3.66% gain in

remittances. Real interest rate has a small, thaoghegligible influence on remittances.

The strong relationship between remittances andehoountry output gives us a hint of the
procyclical characteristic of remittance flows takistan. Pakistani migrants tend to take
advantage of the expanding economy and invest gluhia boom period. This is different
from the altruistic interaction with the migrantisusehold that remittance incidence showed
in the previous section. The negative influencentdrest rates also points to a possible self-
interested motive. Rising interest rates can sigmakoming of difficult economic conditions
in a developing country, and migrants react to ti@®s by holding back their savings in the

host economy.

Pakistani migrants appear to remit more when tlallourrency is depreciating. This may
also suggest an investment-oriented behaviour. Mexvea sizeable depreciation in the
Pakistani Rupee has generally been a consequendetefiorating balance of payment
situation. The resulting rise in remittances impliea helping hand, somewhat
counterbalancing their procyclical response togagita income. The effects of interest rates,
exchange rate and economic activity on remittancas be considered a short-term
interaction with the home economy. Lack of respaimsehange in the country's investment

rate can also be a case in point.
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Table 2.4.3. Remittances and home country macrassmfactors (OLS estimation)

(1) (2) (3) (4) (5)
VARIABLES Lnrem Ingulf Innorth Ineurope Inrem
Lngdppc 6.777**  6.706*** 9593** 5 8309%* 3 715
(0.607) (0.633) (0.764) (0.781) (2.199)
Lncpi 0.089 0.0203 0.155 0.380** 0.088
(0.140) (0.129) (0.208) (0.151) (0.107)
Ininterest_rate -0.673*** -0.530*** -1.359*** -0.823*** -0.384**
(0.137) (0.131) (0.186) (0.138) (0.147)
Lnreer 3.666***  4.274**  3.366*** 3.231**  3.315%*
(0.382) (0.369) (0.519) (0.488) (0.414)
Lngfcf 0.202 -0.258 0.967 0.469 -0.784
(0.469) (0.523) (0.596) (0.620) (0.463)
Lnagriculture -4.182***
(1.438)
Constant -51.21%** -53.15*** -70.24*** -46.70***  -14.88
(5.354) (5.436) (7.107) (6.098) (13.67)
Observations 31 31 31 31 31
R-squared 0.824 0.820 0.897 0.806 0.871

Robust standard

parentheses

in

Region-wise results (columns 2 - 4) paint a simpi@ture. All the three regional remittance

aggregates show a strong influence of home couatiput. Remittances from North

America respond the most, a finding that corrolesde conclusions of section 2.2.

Bouhga-Hagbe (2006 examine the macroeconomic detants of remittances to Egypt,

Jordan, Morocco, Pakistan and Tunisia, taking afitical value added as a share of the GDP

as a proxy for economic hardship. They come up ewidence of altruistic motives. Using

this variable in our model (column 5) gives resuttaccordance with his finding. Pakistani

remittances exhibit a substantial negative asgooiatith the country's agricultural output,

57



Chapter 2: Remittances to PAKISTAN: nature and att@ristics

indicating that poor harvest or low market pricentdjor crops follows higher remittance by
Pakistani migrants. This response may be limitechigrants with households living in rural

areas, and may contrast with the investment profileban migrants.

Several variables in our model may have two-wagpa@ation with remittances. Factors such
as a country’s real exchange rate, per capita dwtpd inflation are not only among the
possible causes of remittances, but may also erdby remittance flows themselves. To
tackle this potential endogeneity problem at hamd, run regressions using the General
Method of Moments (GMM) with lagged values of reggars as instruments. The results
shown in table 2.4.4 maintain identical signs aemkls of significance, as well as similar

coefficients.

Table 2.4.4. Remittances and home country macrassmnfactors (GMM estimation)

VARIABLES Inrem Ingulf Innorth Ineurope
Lngdppc 7.188*** 7.484%** 10.15*** 6.596***
(1.154) (1.150) (1.378) (0.941)
Lncpi -0.318 -0.406 -0.169 0.288
(0.286) (0.274) (0.398) (0.219)
Ininterest_rate -0.460** -0.349* -1.264*** -0.837***
(0.207) (0.187) (0.254) (0.167)
Lnreer 3.684*** 4,591 *** 3.513*** 3.650***
(0.664) (0.583) (0.920) (0.609)
Lngfcf 2.266 1.763 2.923 1.091
(1.594) (1.643) (1.930) (1.160)
Constant -59.31*** -64.75%** -79.48*** -54.97***
(9.952) (10.06) (12.36) (8.010)
Observations 30 30 30 30
R-squared 0.724 0.688 0.867 0.800

Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Table 2.4.5. Remittances and host country macraenanfactors

(1) (2) (3)
VARIABLES InremittancesInremittancesinremittances
Lngdppc 1.498*** 1.428*** 1.332%**
(0.131) (0.0903) (0.110)
Lncpi 0.183** -0.123** 0.112*
(0.083) (0.050) (0.064)
Inexchange_rate_nominal -1.522%** -0.973***
(0.312) (0.341)
Ininterest_rate -0.006
(0.066)
Lngfcf 1.423*** 1.609*** 1.115%**
(0.426) (0.232) (0.361)
Lnreer -0.112
(0.307)
Constant -15.34%** -14.56*** -11.91%**
(1.932) (1.292) (2.015)
Observations 147 237 189
Number of cntrycode 8 9 7
Standard errors in
parentheses
*** n<0.01, ** p<0.05, *
p<0.1

As regards host country economic factors, host tgwutput and investment rates show the
strongest influence on remittances ( Table 2.4d)e percent rise in them leading to a 1.4%
increase in remittances. Higher per capita outpuhé host economy signifies at an average
better economic prospects for the migrant. Migratiterefore feel confident in their
conditions, and can take better care of the houdddark home. They may also have higher
savings as a result of booming host economy. Similative is probably at work in case of

host economy currency fluctuations : remittana@esto respond to host country exchange
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rates negatively, implying that migrants tend tnsfer more money back home when the
host country currency is rising. Interest rate does appear to impact the volume of
remittances. Given a small number of observationgterest rate and real exchange rate, we
repeat our estimations excluding interest rateiaddiding nominal effective exchange rate.
The gist of our findings remains the same, with papita output and investment rate
maintaining a strong positive coefficient. Inflatian the host countries shows a small and

non-robust effect on remittances.

Looking at the remittance response to the diffeednetween home and host macroeconomic
variables (Table 2.4.6), we find a positive and tiyasignificant effect of difference in home
and host output, inflation and real exchange rdteseasing gap between host and home per
capita output implies better economic situationthe host country relative to the home
country, which allows migrants to remit more. Highdifference in inflation and real
exchange rates may indicate weak economic situatidime home economy leading to more
money transferred, suggesting a possible altrumstitive behind these remittances. Just like
the host country interest rate, the home and hoghtey interest rate differential does not
appear to significantly impact remittances. Thisaiagpoints to altruistic motives and
corroborates the findings of Katseli and Glystd33@).

Here, it needs to be mentioned that the diffea¢ntiodel is based on a small number of
observations (ranging from 40 to 223). The resoltsthis model should therefore be

interpreted with caution.
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Table 2.4.6. Remittances and home - host macroaticrdifferentials

-1 -2 -3
VARIABLES remittances  remittances remittances
current us current us  current us
Gdp per capita N ke
constant 2000 US 0.0173 0.0303 0.007
(0.010) (0.006) (0.004)
inflation consumer g /4 17.90% 1236w+
prices annu
(20.08) (5.472) (3.820)
real effectlve. 31 10%* 0.975
exchange rate ind
(12.75) (1.004)
real interest rate -22.99
(22.68)
gross fixed capital g g, 11.92%  11.44%
formation
(22.84) (5.185) (4.581)
official exchange rate 5 340k
lcu per
(1.192)
Constant -163.0 -566.2*** -239.8**
(380.3) (204.7) (116.6)
Observations 40 194 223
Number of cntrycode 6 7 8

Standard errors in
parentheses

2.4.4 Concluding remarks

In this section, we examined the role macroeconoroiaditions play in determining the
volume of remittances. We found evidence for botmé and host economic activity.
Remittances to Pakistan strongly respond to hontk leost GDP per capita. They also
increase following depreciation of the local cumgror appreciation of the host country
currency. The results indicate an over all invegtoofile of Pakistani migrants. This
notwithstanding, some altruistic motives do alspesgy to be in play. The findings of this
section, together with those of the previous sectindicate that although the decision of
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whether or not to remit is mostly based upon atraiconcern for the Pakistani migrant’s
home-based household, the amount and timing of tteemee is mainly driven by
macroeconomic factors. The latter consequently isspan investor’s portfolio allocation
perspective.

From these findings, it can be inferred that resmites to Pakistan react both to home as well
as host macroeconomic variables. Government of sRakishould therefore anticipate
remittance reciepts keeping in view the economieddmns of Pakistanis' main migration
destinations. A mostly procyclical behaviour of r#ances is another factor the policy
makers should consider, as remittances can suddtgywhen the country requires them the

most.

This chapter examined the nature and causes oftamwes to Pakistan. In the next two

chapters, we study some of the ways they impaatdbatry’s economy.
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APPENDIX
APPENDIX A. VOLATILITY OF REMITTANCES

LM test for autoregressive conditional heterosk&diag (ARCH)

d.Inrem
lags(p) | chi2 df Prob > chi2
_____________ e
1 | 28.951 1 0
d.Ingulf
1 | 43.792 1 0
d.Innorth
1 | 18.216 1 0
d.Ineurope
1 | 16.447 1 0.0001
d.Insaudi
1 | 15.678 1 0.0001
d.lnu_a_e
1 | 44.829 1 0
d.Inkuwait
1 | 124.573 1 0
d.Inbahrain
1 | 43.719 1 0
d.Inqatar
1 | 19.808 1 0
d.Inoman
1 | 22.336 1 0
d.Inusa
1 | 20.570 1 0
d.Incanada
1 | 44.111 1 0
d.Inu_k
1 43.787 1 0
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d.Ingermany
1 | 47.613 1 0
d.Innorway
1 65.041 1 0
d.Inswitzerland
1 | 39.043 1 0

HO: no ARCH effects  vs. H1: ARCH(p) disturisan
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APPENDIX B. MICROECONOMIC DETERMINANTS

Diagnostic tests: 2005 Baseline equation

Probit model for foreign remittances — Classifioattest

-------- True --------
Classified | D ~D | &bt
___________ T S
+ | 32 41 | 73
- | 516 12320 | 12836
___________ N SR
Total | 548 12361 | 12909

Classified + if predicted Pr(D) >= .5
True D defined as forrem != 0

Sensitivity Pr( +| D)5.84%
Specificity Pr(-|~D)99.67%
Positive predictive value Pr(D|+) 4384
Negative predictive value Pr(~D|-) 95.98%
False + rate for true ~D Pr(+|~D) 0.33%
False - rate for true D Pr(-| D) 4.%%
False + rate for classified + Pr(~D|+) 56.16%
False - rate for classified - Pr(D|-) 02

Correctly classified 95.69%
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Probit model for forrem, goodness-of-fit test

number of observations = 12909
number of covariate patterns = 12577
Pearson chi2(12569) = 12537.79
Prob > chi2 = 0.5764

Model | Obs [I(null) lI(model) df AIC BIC
_____________ A o e
.| 12909 -2267.554 -2032.029 8 4088. 4139.783

Variable |  VIF 1VIF
_____________ e
Lninc | 19.74 0.050
Agehead | 12.31 0.081
hhsize | 5.72 0.174
province | 4.60 0.217
enrollment~s | 2.52 0.396
region | 1.85 0.540
femalehead | 1.04 0.961
_____________ e

Mean VIF | 6.83
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Alternate models

Probit model for forrem

-------- True --------
Classified | D ~D | @bt
___________ S S
+ | 26 29 | 55
- | 522 12332 | 12854
___________ S Y
Total | 548 12361 | 12909

Classified + if predicted Pr(D) >= .5
True D defined as forrem != 0

Sensitivity Pr( +| D)4.74%
Specificity Pr(-|~D)99.77%
Positive predictive value Pr(D|+) 4®R7
Negative predictive value Pr(~D|-) 95.94%

False + rate for true ~D Pr( +|~D) 0.23%
False - rate for true D Pr(-|D) .Z®%0
False + rate for classified + Pr(~D|+) 52.73%

False - rate for classified - Pr(D|-) 620
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Probit model for forrem, goodness-of-fit test

number of observations = 12909
number of covariate patterns = 12536
Pearson chi2(12528) = 12759.03

Prob > chi2 = 0.0729

Model | Obs IlIi(null) lIlmodel) df AIC BIC

_____________ A o

| 12909 -2267.554 -2057.633  8131.265 4190.991

Variable |  VIF 1VIF
_____________ o
Lninc | 19.16 0.052
Agehead | 11.89 0.084
province | 4.60 0.217

dependent | 3.14 0.318
enrollment~s | 2.53 0.395
region | 1.86 0.537
femalehead | 1.04 0.961

_____________ S

Mean VIF| 6.32
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Probit model for forrem

-------- True --------
Classified | D ~D | &bt
___________ R T
+ | 33 40 | 73
- | 515 12321 | 12836
___________ N SR
Total | 548 12361 | 12909

Classified + if predicted Pr(D) >= .5
True D defined as forrem != 0

Sensitivity Pr( +| D) 6.02%
Specificity Pr( -|~D) 99.68%
Positive predictive value  Pr(D|+) 4391
Negative predictive value  Pr(~D|-) 95.99%

False + rate for true ~D Pr( +|~D) 0.32%
False - rate for true D Pr(-|D) .98
False + rate for classified + Pr(~D| +) 54.79%
False - rate for classified - Pr(D|-) 10
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Probit model for forrem, goodness-of-fit test

number of observations = 12909

number of covariate patterns = 12577

Pearson chi2(12569) = 12545.25
Prob > chi2 = 0.5579

Model | Obs li(null) lllmodel) df AIC

_____________ A o

| 12909 -2267.554 -2030.662  8077.325

Variable | VIF 1/VIF
_____________ e
Lninc | 54.00 0.018
Maleadult | 44.43 0.022
agehead | 12.31 0.081
hhsize | 5.72 0.174
province | 4.67 0.214
enrollment~s| 2.53  0.395
region | 1.86 0.536
_____________ o

Mean VIF | 17.93

4137.05
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2007

Baseline equation

Probit model for forrem

-------- True --------

Classified | D ~D | &bt
___________ N SR
+ | 12 2 | 14
- | 30 940 | 970
___________ N SR

Total | 42 942 | 498

Classified + if predicted Pr(D) >= .5
True D defined as forrem != 0

Sensitivity Pr( +| D)28.57%
Specificity Pr(-|~D)99.79%
Positive predictive value Pr(D|+) 8341
Negative predictive value  Pr(~D|-) 96.91%

False + rate for true ~D Pr( +|~D) 0.21%

False - rate for true D Pr(-| D) 486

False + rate for classified + Pr(~D| +) 14.29%

False - rate for classified - Pr(D|-) 349
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Probit model for forrem, goodness-of-fit test

number of observations = 984
number of covariate patterns = 975
Pearson chi2(967) = 994.62

Prob > chi2 = 0.2620

Model | Obs li(null)  li(model) df AIC BIC

_____________ A o

| 984 -173.556 -123.823 8 3.887 302.780

Variable | VIF 1VIF
_____________ o
Lninc | 17.73  0.056
Agehead | 12.35 0.080
Hhsize | 6.16 0.162
Province | 451 0.221

enrollment~s | 3.01 0.332
region | 2.14 0.466

femalehead | 1.06 0.940

_____________ o

Mean VIF | 6.71
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Alternate models

Probit model for forrem

-------- True --------

Classified | D ~D | Total
___________ S S
+ | 13 1 | 14
- | 29 941 | 970
___________ S S
Total | 42 942 | 984

Classified + if predicted Pr(D) >= .5
True D defined as forrem =0

Sensitivity Pr( +| D)30.95%
Specificity Pr( -|~D)99.89%
Positive predictive value  Pr(D|+) 92.86%
Negative predictive value Pr(~D|-) 97.01%
False + rate for true ~D Pr(+|~D) 0.11%
False - rate for true D Pr(-|D) .G
False + rate for classified + Pr(~D| +) 7.14%
False - rate for classified - Pr(D|-) 2®

Correctly classified 96.95%
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Probit model for forrem, goodness-of-fit test

number of observations = 984
number of covariate patterns = 975
Pearson chi2(967) =  1040.10

Prob > chi2 = 0.050

Model | Obs lli(null) lI(model) df AIC BIC
_____________ N

| 984 -173.556 -124.781 8 265.562 304.695

Variable | VIF 1VIF
_____________ o
Lninc | 17.27 0.057
Agehead | 11.64 0.085
province | 4.53 0.220

dependent | 3.44 0.290
enrollment~s | 3.01 0.332
region | 2.16 0.462
femalenead | 1.06 0.940

_____________ S

Mean VIF | 6.16
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Probit model for forrem

-------- True --------
Classified | D ~D | Total
___________ S T
+ | 14 3 | 71
- | 28 939 | 967
___________ N SR
Total | 42 942 | 984

Classified + if predicted Pr(D) >= .5
True D defined as forrem != 0
Sensitivity Pr( +] D 33.33%
Specificity Pr(-]»D 99.68%
Positive predictive value Pr(D|+) &3
Negative predictive value  Pr(~D|-) 97.10%
False + rate for true ~D Pr( +|~D) 0.32%
False - rate for true D Pr(-| D) 6.&7%
False + rate for classified + Pr(~D|+) 17.65%
False - rate for classified - Pr(D|-) 9%

Correctly classified 96.85%
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Probit model for forrem, goodness-of-fit test

number of observations = 984
number of covariate patterns = 975
Pearson chi2(967) = 984.26

Prob > chi2 = 0.342

Model | Obs li(null) li(model) df AIC BIC
_____________ N

| 984 -173.556 -133.104 882209 321.342

Variable | VIF 1VIF
_____________ o
Lninc | 17.51 0.057
Agehead | 13.40 0.074
Hhsize | 8.77 0.114
Maleadult | 6.44 0.155
Province | 4.53 0.220
enrollment~s| 3.01 0.331
region | 2.13 0.468
_____________ o

Mean VIF |  7.97
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CHAPTER 3: REMITTANCES TO PAKISTAN AND
COMPETITIVENESS

3.1 OVERVIEW

According to the Global Competitiveness Index 2010GCl), Pakistan was ranked 12

the list, with only 12% countries further belowThe country lost 22 positions in the ranking
with respect to the previous year. Although Pakistaored relatively well in innovation,
sophistication and market size, it fares badly scraeconomic policy and human resources
compared to its neighbours and other comparableldeing countries (Figure 3.1)
Pakistan’s macroeconomic and labour market indisadoe in fact among its weakest points
on the index (Competitiveness Support Fund 201h¢s€& two are among the main channels
through which foreign remittance flows can impacatauntry’s competitiveness. Can then
remittances be a cause of falling competitivenessPkistan? In this chapter, we aim to
study the relationship of remittances with the d¢oyis macroeconomic and labour market
factors. In the first part, we study the remittasicenpact on the country’s real effective
exchange rate. A conclusive real exchange appreciahpact of remittances will suggest a
tougher competition for the country’s traded sect®his, along with an increasing
importance of the non tradable sector, form thepms of the Dutch disease.

In the second part of the chapter, we examine tanaés’ interaction with the labour market.
A substantial drop in the labour market participatiof remittance-receiving households
would indicate lower labour supply and a more espanlabour force, leading to lower

competitiveness.

14 For a detailed analysis of Pakistan’s current co mpetitiveness situation,

see GCF's State of Pakistan’s Competitiveness Repor t.
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Figure 3.1.1. GCI Rankings for Pakistan and fivmparable countries
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3.2 REMITTANCES AND DUTCH DISEASE™®
3.2.1 Introduction

Remittances are an important source of foreign axgl for developing countries. The
volume of remittance transfers to many developingngries, including Pakistan, exceeds
that of foreign private capital and official devetoent assistance combined. Remittances are
found to promote economic growth (Faini, 2002; Gafuentes and Kennedy, 2009; Stark
and Lucas, 1988). Rise in remittances has also riedédeveloping countries governments

less reliant on other financial inflows for theiréign exchange requirements.

However, remittances can lead to the overshooting country’s real exchange ratand
hurt its competitiveness, a phenomenon known asDileh diseasg. The overvaluated

15 This section benefited from the useful comments and suggestions of the
participants of various conferences. Earlier versio ns of this section were
presented at DIAL Development Conference: Shocks in Developing Countries,
June 30th and July 1st 2011, Paris, and the 50th An nual Congress of Société
Canadienne de Science Economique, May 11th to 13th 2011, Sherbrooke, Canada,
as well as the department’'s CATT seminar, 3rd Febru ary 2010.
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exchange rate makes the country’s exports relgtiggpensive, imports cheaper, and thus
puts pressure on the country’s current accSuithe additional demand stemming from the
remitted money raises prices in the non-tradabd¢osevhile the prices can not move much
in the tradable sector in a small open economys Ehifts resources from industry and
agriculture (tradable sectors) to services (nodaide sector), making the country’s tradable
sector less competitive. Why does this matter?hi words of Rajan and Subramanian
(2010): “a number of studies (Jones and Olken (2@@8 Rodrik (2007)) have argued that
the traded goods sector is the channel throughhndmceconomy absorbs best practices from
abroad. The absence of these learning-by-dointpgeils, which may be critical to long run
productivity growth, could be one constraint onwgtta'.

The aforementioned spending and resource shiftiegts of the Dutch disease which lead to
lower competitiveness have been examined for vart@myeloping countries. For example, in
their study of 13 Latin American and Caribbean d¢oes, Amuedo —Dorantes and Pozo
(2004) find that a 100 percent rise of remittancasse the real exchange rate (REER) to
appreciate by 22 percent. Similarly, Bourdet anltk&£006), in their empirical analysis of
the Cape Verdean economy, find evidence of adwdfeets of remittances on the country's
competitiveness. A doubling of remittances leada 1@ % appreciation in the country’s real
exchange rate. Acosta et al. (2009) examine a pain@D9 developing countries for the
period of 1990 to 2003 and find that capital flowsm abroad help the exchange rate go up.
Kapur (2004) argues that the exchange-rate appiregiaffect of remittances is stronger

among smaller developing countries.

16 Real exchange rate represents the nominal exchange
relative changes in consumer prices. An increase in
denotes a depreciation of home-country currency.

7 The phenomenon can be caused by any large foreign
such as natural resource boom, development assistan
foreign direct investments. The term initially refe
competitiveness the Netherlands faced in the 1960s
large natural gas reserves.

18 For instance, Kappler et al. (2011) show that in
developing countries, within three years after a ma
current account balance on average deteriorates by

of GDP, savings are reduced while export growth slo

rate adjusted for

the real exchange rate

exchange inflows,
ce, remittances or
red to the falling

after the discovery of

a sample of 128
jor appreciation, the
three percentage points

ws down substantially.
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As discussed in the next section, remittances hase been associated with declining
competitiveness through a decrease in the labqulgun the remittance-receiving country
(Amuedo-Dorante and Pozo, 2006; Bussolo and Medwex#7; Gorlich et al., 2007; Kim,
2007; Rodriguez and Tiongson, 2001).

However, there is no consensus on the deleteridigxt® of remittances on external
competitiveness. Rajan and Subramanian (2005)n$teince, find remittances to be different
from other financial flows in this sense. Mongardind Rayner (2009) look for the impact of
worker remittances in Sub-Saharan Africa, and findink with rise in exchange rate. Grabel
(2008) suggests that the short-term impacts of ttantes are similar to those of other

financial inflows, with the differences mostly digedifferent economic policies.

In the context of Pakistan, Hyder and Mahboob (2@imate that an increase in workers’
remittances of one percentage point of GDP is #@ssatwith an appreciation of Pakistan’s
real effective exchange rate by 0.16 percent. @ngilAhmed (2009) finds that a 1 %

increase in remittances as a share of GDP appeecRéakistan’s real exchange rate by
approximately 2.5%. Other studies on Pakistan geléfridi (1995), Chishti and Hasan

(1993), Haque and Montiel (1992, 1998), Hussair0&0Janjua (2007), and Rehman et al
(2010). These studies generally evaluate the cgargquilibrium exchange rate, and do not

study the resource movement symptoms of Dutch sksea

Remittances, being financial inflows, are intriradig associated with the country’s monetary
aggregates, and hence, influence and may in turimflheenced by the country’s monetary
policy. Any model studying the impact of worker riglances on a developing economy will
therefore contain an element of uncertainty presemet to the role of the country’s central
bank. Whether by performing sterilization operasion the open market or controlling
money supply to combat inflation acceleration, ¢eatral bank appears in the remittances —
real exchange rate equation in one way or the otBé&ren this uncertainty, and the
availability of limited number of observations, sifjcant number of parameters and potential
endogeneity issue make the use of standard Ordibeagt Squares (OLS) techniques
problematic for the problem at hand. The use obabdlistic Bayesian paradigm can help in
such a situation. In the section, we study the Bulisease aspect of migrant remittances to
Pakistan using Bayesian analytical methods.
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Though the use of probabilistic approach is indreps economic studies, particularly those
dealing with macro and financial econoniicshis is to the best of our knowledge, the first
application of the technique in a study of Dutckedise effects.

n

In this study, we employ both annual as well as tmgrdata, examining the periods 1980-
2008 and July 2000-March 2009 respectively. Thipheis gauge both the short- and
medium/long-run role of foreign remittances on theuntry’s external and internal
competitiveness. Appropriate instrumental variabés been selected and constructed to
tackle the potential endogeneity of remittances tueeverse causality between the money
remitted and the country’s real exchange rate. e bok at the sector-wise effect of
remittances to determine which sectors are losorgpetitiveness as a result of remittance
inflows. Consequently, we are able to monitor btitb spending as well as the resource

movement aspects of the Dutch disease.

Moreover, in assessing the remittances’ impacttiom REER, remittance flows are

disaggregated with respect to remitting regionds Ttelps better examine the differential
impact of remittance transfers pertaining to défarPakistani migrant communities. In the
previous chapter, we saw that migrant remittances fthe three main remitting regions
differ substantially in their macroeconomic behavioThe volatility and magnitude of

remittances from these regions varies substantitlgl can therefore impact the

country’s course of currency and sectorial tramagttion in a differential manner. A region-
wise analysis of remittances’ impact on competite®s can thereby help us better

comprehend their role in the economy.

We are mainly interested in answering the followipgstions:

Has Pakistan’s real exchange rate gone up as la oésemittance inflows?

If so, remittance flows from which regions have tritnuted the most?

Has the country’s competitiveness suffered as altfesiow, if so, have the inflows altered

the country’s economic structure?

19 For other applications of Bayesian paradigm in mac roeconomics, see for
example Clark and Doh (2011)'s evaluation of trend inflation and
Antonakakis and Tondl (2011)’s study on the determi nants of FDI.
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In the rest of the section, we attempt at analytimgge questions. First, we present key facts
regarding Pakistan’s exchange rate (Subsectiols@)section 3 introduces the model and
d?mpact of remittances on the reallocation of ressi between the tradable and non-
tradable sectors. The last subsection concludessthdy and provides some policy

recommendations.

Remittances and Exchange rate of Pakistan: Soytieest facts

Historically, remittances sent by the overseas $akis have ranged from 1 to 10 per cent of
the country’s annual output, average during thethady years being 5%.

Being such a substantial source of foreign excharemittances surely have generated some
effect on Pakistan's exchange rate. This raisepdbsibility of the economy facing the Dutch
disease. A cursory look at figure 3.2.1 shows aetation between the remittance flows and
Pakistan’s Real Effective Exchange Rate (REER). Halestani Rupee gradually fell during
the 1980s and 90s. In 1982, Pakistan abandoned fixehange rate and switched to a
managed float regime. The Rupee fell sharply inftiwing decades, owing mainly to
chronic trade deficit. This was despite the shagp m official migrant remittances which
reached an all time high of ten percent of the GDkhe financial year 1983. The nominal

exchange rate dropped from Rs. 10 to a US Dollarvér 50 in late 1990s.

The currency continued sliding till the beginning the new century, when Pakistan
switched to a free-float after two years of mukipind dirty-float exchange rates. This led to
an immediate drop of 18.5 % in the financial ye@d2.

The Rupee appreciated in early 2000s in part du boost of formal remittance inflows

starting from the financial year 2001. This perigiinessed higher inflation in the country

compared to its major trade partners, and an ewanpsr nominal rise of other major

currencies against the US Dollar than the Pakidtapee. However, by the middle of the
decade, high financial inflows had begun to tal@rttoll and the REER had again begun to

fall?°.

20 pakistan's real exchange index was at the same lev el in June 2009 as in
January 2001.
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Figure 3.2.1. Pakistan’s Real and Nominal Exchdages (year 2000 = 100) and

Remittances as a share of the GDP

450 - 1
400 -
350 -
300 -
250 -
200 |
150 -
100 -
50 -

- 10

REER &NEER
[=n
Remittances (% of GDP)

Source: WB Online ‘World Development Indicators’|BS database

The State Bank of Pakistan (SBP) targets inteegst1to pursue the twin goals of growth and
price level adjustment. It sells and purchasestmgabills, and intervenes in the open market
to inject or mop up money to balance the monetastesn. In spite of this occasional
intervention policy, money growth in the economyg heamained somewhat high, consistently
in the double digits during the previous decadey2d inflation rate has remained above the
comfort zone22, putting the country’s export seatoder increasing pressure. Pakistan
competes with other developing countries in mosityicultural and low-cost industrial
products. Major items include cotton, textiles apgarels, rice, leather goods, fish, surgical
instruments, sporting goods, light machinery, ceimand petroleum products. Margins for

these products are often low in the internationarkat, and even small fall in price

21 The growth in the country’s mass of money in circu lation remained in
double digits in all years of the last decade (exce pt for the year 2008).

22 For instance, the inflation rate rose by 24.3 per cent in the financial
year 2008-09. In cumulative terms, the economy expe rienced an inflation of
66 per cent between June 2007 and Oct 2010 (SBP 201 0).
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competitiveness can cost the exporters their mathate. Figure 3.2.2 gives a nonparametric
estimation of the relationship between remittarntcePakistan and its exports and imports.
Prima faci, there is a negative relationship betwegports and remittances (elasticity

between remittances and exports as a share of §eteris paribus, -0.20 as against +0.16
for imports).

This preliminary evidence of the Dutch disease met&dbe substantiated. For this, we

proceed and study the drivers of real exchange(REER) in Pakistan.

Figure 3.2.2. Relationship between Remittancesortspand exports (millions of USD)

(Kernel density estimation)
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Source: authors’ calculations based on WB OnlinerM/Development Indicators’.

3.2.2 Empirical Analysis

A. Econometric strategy

Real effective exchange rate (REER) is considereniagor determinant of a country’s
external competitiveness. It is the relative po€eomestic to foreign goods. An appreciation
of the REER reduces the profitability of the expmrented sectors of the economy by raising
their relative costs and by making the non-tradaldédatively cheaper. Following Edwards
(1988; 1989), and Montiel (1999), the Real EffeetiExchange Rate (REER) can be
considered as a measure of relative prices ofrdtables and non-tradables, determined by
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various macroeconomic fundamentals driving theriake or external equilibrium. These
fundamentals (also called determinants or drivesglain, at least partly, the medium to
long-term behaviour of the real exchange rate (Eagal. 2007)For a review of literature
on the REER determinants, see for instance, Edwag89), Edwards and Savastano (2000),
Froot and Rogoff (1995), Hinkle and Montiel (192®)d Rogoff (1996).

A country’s real exchange rate can be estimateggusrious measures and macroeconomic
models (more on it below), and the choice of therapriate measure depends on the
guestion under study (Driver and Westaway 2004 Yhis study, we are mainly concerned
with whether or not foreign remittances have affdcthe country’s competitivenédsFor
this, we employ Real Effective Exchange Rate (REBRJ examine its interaction with
migrant remittances using annual as well as mordaty.

First, we analyse the impact of our selected anmadhbles on Pakistan’s real effective

exchange rate. Following the literature on drividrREER, our model can be written as:

REEF:= B + 81TOTt + B20PEMt+ BsMoney growthe + B4GOVe+ BsGDPpar

+ BeFDIt + O7REMIT: + 950DA: + OsExchange rate regimer + BroDisaster: +

(1)
Here, FDI represents the foreign direct investmedi3A represents the official development
assistance (the two taken as a share of GDP), @pflesents the terms of trade, OPEN
stands for the trade openness as a share of GDW, r§®esents the public expenditure to
GDP, and PROD is the proxy for productivity. Besid®OP indicates the demographic
change, M2 growth the growth in money supply, 280® dummy variable for exchange
regime change, and disaster the dummy indicatondtural disaster hitting the countfyis
the parameter to be estimated ansdtands for the errors. All the variables excepttfe
growth of money supply and the dummy variablestaken in their log form (The variables
and the reasons for their inclusion are explairedve. Summary statistics are shown in table
3.2.1.

2 We do not consider issues related to real exchange rate misalignments.
Models such as Behavioural, Desired, Fundamental, N atural or Permanent

Equilibrium Exchange Rate are thereby not estimated
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Table 3.2.1. Summary statistics for Annual and Mbninodels

Yearly variable Label Min. Mean SD Max.

Real effective exchange rate
REER index (2005 = 100) 96.91 134.27 40.382 228.16

Workers' remittances and

compensation of employees,

Rem received (% of GDP) 1.454 4.747 2.430 10.248

Open Trade (% of GDP) 25.581.13 3.348 38.23
Net barter terms of trade index

TOT (2000 = 100) 57.63 107.71 21.689 150.00

GOV Expense (% of GDP) 7.781 11.347 2.382 16.805

GDPpcw GDP per capita weighted 11399686 1466.366 18851

GDPpcp GDP per capita (current US$) 372523.4 91.965 702.8
Age dependency ratio (% of

Pop working-age population) 70.2684.87 7.101 93.17

ODA Net ODA received (% of GDP) 0.939 2.242 0.957 4.984
Foreign direct investment, net

FDI inflows (% of GDP) 0.102 0.984 0.975 3.904
Instrumental variable for

\Y remittances 1345 2057 5344.937 31128
Remittances from Middle East

ME (current US$) 0.9202.977 2.177 7.950
Remittances from Europe(current

Europe US$) 0.12 0.46 0.246 0.93
Remittances from North

America America(current US$) 0.1100.547 0.397 1.500

Money growth Money growth rate 4.314 14.967 5.832 29.301

TNT Tradable to non-Tradable ratio

Monthly variables Min. Mean SD Max.

Real effective exchange rate
REER index (2005 = 100) 93.02 100.00 3.021 104.10
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Workers' remittances and
compensation of employees,
Rem received (current US$) 84.74 371.60 109.390 602.20
Foreign direct investment, net
FDI inflows(current US$) 18.30 212.20 237.566 1263.00
Money Market Rate Call Money Rate 0.740 6.336 3.051 11.2P

Export Imports (current US$) 395601550 19783.3581316

Import Exports (current US$) 4288011100 54946.9682624

Money Growth rate Money Growth rate -0.063.016  0.043 0.334
Remittances from the Middle

ME East (current US$) 442 1825 73.117 333)9
Remittances from Europe(current

Europe US$) 531 31.31 15.125 66.46
Remittances from North

America America(current US$) 7.73 91.11 40.880 152.30

Along with the impact of aggregate remittance flpwse include three region-wise

remittance variables to study the correspondingarhpf remittances coming from the three

principal remitting geographical zorfésThe three regions are the Persian Gulf (compyisin

six Gulf Cooperation Council states of Bahrain, KitwOman, Qatar, Saudi Arabia and the

United Arab Emirates), North America (consisting ©@anada and the U.S) and Europe

(mainly the United Kingdom).

Remittances may also affect the REER in the short-run. To account for this possibility, we
study the behaviour of the REER in the last decade using monthly data. We take imports,
exports, remittances, FDI, and money growth rate as potential drivers for this analysis.

Monthly data for GDP are not available, hence we are unable to determine the Balassa-

24 The regional regressions are not instrumented as the R packages used

for these estimations do not allow multiple variabl e instruments.
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Samuelson effect. Similarly, terms of trade, demographic evolution and official development
assistance are not included due to data inavailability. As discussed above, these
fundamentals explain a big part of REER movement, and in their absence, the monthly
estimations can only be considered suggestive. dindysis can show the robustness of the
impacts of remittances on the annual REER. AltéraBt, it can hint at the way in which the

impact has deviated in the recent years from tlee aV trend.

Once the existence of Dutch disease has been edfetiirough REER appreciation
mechanism, we go further and estimate the remtsirassociation with the tradables to non-
tradables ratio (TNT) in the country. The coursetlut ratio, calculated as the sum of
agricultural and industrial value-added weightedthy services sector value-added (Lartey,
Mandelman and Acosta, 2008), approximates the ramiand direction of resource
reallocation through the sectoral movement of resesi We also construct alternative series
of tradables and non-tradables using disaggregsdetbr-wise data, in which the tradable
sector consists of agricultural and industrial goadd services that the country has traded in

the last three decades.

B. Choice of variables

The REER can be measured in different ways, eacsune appropriate for a particular line
of investigation. We take Consumer Price Index j&idked Real Effective Exchange Rate
(REER) index as our indicator of choice, definedtlas nominal effective exchange rate
index adjusted for relative changes in consumeregriThe REER for the Pakistani Rupee is
calculated as a geometric-weighted mean of thd veonsumer prices in Pakistan relative
to its major trade partners. The REER can alsodbeulated using Wholesale Price Index
(WPI) or Producer Price Index (PPI). Unlike CPI4@&<REER, these two give a higher
weightage to the tradables than the domestic ramahles. Given that non-tradables
constitute half of Pakistan’s output, the use of-B&sed REER should be more suitable for

this analysis.

Remittances are taken as a share of GDP. As detadmve, foreign remittances may cause
the real exchange rate to appreciate. They can \ewequally respond to changes in the

country’s exchange rate. This is because migrardy mary their remitting behaviour,
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keeping in mind the welfare of the recipients ahdirt investment plans. In other words,
migrants’ behaviour, whether altruist, self-intéeglsor compensatory, plays a role in the
determination of a country’s exchange rafmney remitted for investment motives, for
instance, would likely be procyclical and may tliere push the real exchange rate further
up; the reverse may happen in the case of alttuisthittances. This means that remittances

may be endogenous to the REER in our model andribed to be instrumented.

Several instruments for remittances have beengsexpin the literature, such as the stock or
flow of migrants, distance from the remittance segaountry, remittances to the rest of the
world, population, recipient country's latitude,hsol enrolment, population density etc.
Nevertheless, data availability precludes some h@nt while others are not found
appropriate in our case. The stock or flow of nmgsacan be an excellent instrument, but
complete and reliable data on the variable areamailable (see chapter 2 for a discussion on
the issue). Remittances to Pakistan are found ttroaegly correlated both to home as well
as host countries’ economic situation (chapteiBerefore, remittances to Pakistan may not
be strongly associated with remittances to the okshhe world. Likewise, latitude does not
appear to be a pertinent instrument for remittancé¥akistan. The choice of latitude is based
on the premise that most host countries are imtnth, while the migrant-sending countries
are located in the south. In case of Pakistan hewevbig chunk of remittances comes from
the Persian Gulf states which are further to the&hso@f Pakistan. Likewise, the reasoning
behind the choice of distance as instrument forittantes is that greater distances between
the migrant-sending and receiving countries areeriggly proportional to migration, and
ultimately the amount remitted by the migrants haligh millions of Pakistani migrants live
in the nearby Gulf states and their remittancesemgka major part of the total, yet two of
the four major sources of Pakistani remittancestheedistant United States and United

Kingdom.

We take the per capita output of Pakistan’s toprénittance-sending countridsveighted

by their respective shares in the country’s remd#s, as our instrument for remittances. As

% In Pakistan’s case, the ten top remitting countri es during the last

three decades have been: Saudi Arabia, USA, UAE, UK , Kuwait, Oman, Bahrain,

Qatar, Germany and Canada.
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shown in the preceding chapter, remittances to deakifrom various destinations are
strongly influenced by economic situation of thesthoountries. In particular, they show a
high correlation with the host economies’ GDP. Néwaess, these outputs, weighted by the
respective host country’s share of remittancesakidtan’s total remittance flows, need not
be linked to the country’s REER. Besides beingiive, the instrument passes the required
econometric tests of overidentification and weastrumments. It is highly correlated with
Pakistan’s remittance flows (correlation coefficidreing 0.81) and is exogenous to the
REER (correlation coefficient being 0.06).

Foreign Direct Investments (FDI) and foreign a@D{A) as shares of the GDP are the other
indicators of the country’s private and public ficél receipts. We do not include portfolio
investment in our model, as portfolio inflows hastayed relatively insignificant for most of
the period under study

Following Lartey (2007, 2008), Prati and Tress€l0@&), and Rajan and Subramanian (2010),
we expect Dutch disease effects for developmentimdidws. Foreign assistance to a
developing country is often directed at the improeat of institutional and human capital as
well as various infrastructure projects. Much o tlesulting increase in demand falls on the
non tradables, leading to higher prices and anempgied real exchange rate. Nonetheless,
these investments may foster higher productivigpéeially that of the non-tradable sector
relative to the tradable sector) and increased etithgeness in the long run, which may
alleviate or even reverse the previously inducettbdisease effects.

The evidence from extant literature on the Dutckedse effects of FDI is mixed. Lartey
(2007) and Saborowski (2009), for instance, findtdbudisease effects for FDI, while
Athukorala and Rajapatirana (2003) and Hyder antiddab (2006) find no evidence of real
exchange rate overvaluation (appreciation) due . Hhe competitiveness enhancing
impact of FDI crucially depends on the nature atign investments. Investments made in
export and import-competing sectors lead to impdoyghysical and human capital,
technology and technical knowledge spillovers anghér productivity, which should

ultimately lead to a more competitive economy. @& other hand, if foreign investors gain

% |In the studied period, portfolio investments never went above 0.02
percent of the GDP in contrast to remittances, fore ign assistance and FDI
which crossed 10, 7 and 4 percent of the GDP respec tively.
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access to domestic assets through hasty privatizcaind the investment amounts to little
more than change of asset ownership, the investaysnot care to substantially invest in the
acquired assets’ future, and the investments mayeasult in higher productivity (Mughal
and Vechiu 2010). FDI may well cause the REER for@gate in such a case.

In Pakistan, much of the FDI coming during theerdgcyears have gone to the services
sector, with finance, information and telecommutiwes attracting the bulk of foreign
investments (SBP 2011). The country has also pzie@tmuch of the previously state owned
banks and industrial corporations. The cumulatmpact of these investments on the REER

may well be positive.

Among the REER fundamentals, country’s per capitgper worker output (taken as an
indicator of productivity) control for the BalasSamuelson effect. The Balassa-Samuelson
effect (Balassa 1964, Samuelson 1964) could devmtpdue to the productivity differential
between the country’s tradable and non-tradabléosecas well as due to the productivity
differential between the country and its trade mend. To examine the latter aspect, we take
the ratio between Pakistan’s and its ten principatle partners’ GDP per capita, each
weighted by the country’s corresponding share ikidtan’s trade, as an alternative indicator
of productivity besides the standard GDP per capésablé’’. Following the Balassa
Samuelson hypothesis, we expect a positive signther productivity variables. As a
developing country catches up with the developexheies, the productivity of its tradable
sector increases faster relative to the non-tra&dabttor. This leads to higher income and
increased demand for the non-tradables, thus aasmctural inflation. As a result, the
REER moves up. This positive association has be#ensively shown in the empirical
literature in the context of developing countriesq for instance Choudhri and Khan, 2005;
Dumrongrittikul, 2011; Lartey et al., 2008).

27 pakistan’s ten major trade partner during the stud ied period, in
descending order, are the United States, Japan, Ger many, United Kingdom,
Saudi Arabia, China, France, Italy, South Korea, an d Malaysia.
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The sign of trade openness, taken as the sum oftsxand imports of the country as a share
of its output®, is mostly found in the literature to be negatfsee for instance, Candelon et
al., 2007; Edwards, 1989; Lee et al., 2008 ; Sabskg 2009). It is mainly because opening
up to international trade through lower tariff amon-tariff barriers leads to more efficient
tradable sector, bringing down the relative pricdsthe tradables and increasing their

consumption.

On the other hand, the impact of terms of tradereatnbe judged a priori, and depends on
whether the income or the substitution effect datea (the REER rises in the former

scenario and wanes in the latter). Improved terfmsaole means higher domestic income,

which leads to increased spending. Spending oralitad does not cause a change in their
prices (small economy hypothesis), but higher dehwimon-tradables causes their prices to
increase, leading to appreciation in the REER. l@nather hand, cheaper imports relative to
domestic non-tradables lead to higher consumptiomported goods at the cost of the non-

tradables. The resulting drop in the relative wioéthe non-tradables causes the REER to
fall.

The net effect of government consumption is likengsnbiguous. Government expenditure
in developing countries is predominantly spent on-tradables (principally on public sector
salaries), contributing to real exchange rate apatien. On the other hand, if public
spending involves a high share of imported godas,country’s trade balance is adversely
affected, necessitating a depreciation in exchaatge However, if public money is well
spent on infrastructure, development and maintenasfcpublic institutions and human
capital improvement, the country's productive secghould strengthen and the short-term
appreciation in the REER should dampen in the kumg The impact of public spending on
the REER can be better studied with the governmpanding on the non-tradables. This
variable is however unavailable, and in absendal government spending as a share of the
GDP is deemed a suitable alternative (Edwards 10B&hti and Hassan 1993).

2 The Sachs - Warner trade restriction index could s erve as a better
proxy, but the data for this variable are incomplet e and hence, can not be

considered in our study.
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We take age dependency ratio as the primary irmli¢dat demographic change. It is defined
as the ratio of dependents (persons under 15 ar @eto the working-age population.
Alternatively, we use population growth rate. Botidicators put upward pressure on a
developing country’s real exchange rate, as thaliegsincrease in demand raises the
country’s imports and causes a deterioration in tiagle balance. A positive sign can

therefore be expected for both of the indicators.

There is some evidence that monetary policy intt@sna country's real exchange rate, at
least in the short term (Rodrik, 2008). For exampleney growth, being a nominal variable,
is usually not considered among the determinanth@®fREER. However, several studies,
including Lartey et al, (2008) and Lommatzsch amdbdr (2004) count it among REER's
important drivers. Excess money growth puts upwamessure on prices of non-tradable
goods and services, and is associated with inflatiptendencies and appreciation of the real

exchange rate (Lartey et al., 2008).

Similarly, change of exchange rate regime, if ra)en into account, can lead to spurious
empirical results (Ball et al., 2010; Caceres andaS 2006; Levy-Yeyati and Sturzenegger,
2005). A fixed exchange rate regime is less ableetdralize the spending effects on the non-
tradables, causing resource reallocation, ultigdesding to a higher REER (Lartey et al.,
2008). As mentioned above, Pakistan followed a maddloat till 1998, and after a brief

transition period, officially free-floated the Rugpén 2000. We take a dummy variable to
account for this de jure change in exchange rediaking the value of one for the post-2000

period™.

Recent literature has proposed natural disasteamather potentially important determinant
of the REER in the developing countries (see fetance Barajas et al., 2010, Christiansen et
al. 2009). A natural disaster can wipe out a deualp country’s productive capital, causing
lower productivity. If the resulting income shoakproves the country’s trade balance, this
can lead to a REER depreciation. On the contrdrithe country relies on foreign capital

(such as foreign aid) to rebuild the damaged itfuature or to smooth consumption, the

2 For a discussion on exchange rate regimes in devel oping countries, see
Frankel (2011).
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country’'s REER may appreciate. Since Pakistan ltaasionally suffered severe natural
catastrophes, we find it appropriate to includeititedence of natural disasters as a driver of
the country’s real exchange rate. The disasteabbriis a dummy variable which takes the
value of one for a loss of 1000 or more lives, l0E$1 billion or 1 million casualties in any
given yeat. In our studied period, six years (1992, 1996,819999, 2005 and 2007) meet

the above criteria, either due to severe floodinthe 7.6 magnitude earthquake in 2005.

We consider the period from 1980 to 2008 in theuahrand from July 2001 to March 2009
for the monthly analysis. Therefore, we work with yearly and 93 monthly observations.
Data for remittances and FDI have been providedth®y State Bank of Pakistan, the
dependency ratio is taken from the World Bank WRtathase, data for our the disaster
dummy come from Université Catholique de LouvaleM-DAT Disaster Database, whereas
the remaining variables come from the IFS onliniloase.

Before describing the results, we first briefly rtien the technique used in the study.

C. The Bayesian paradigm:

The Bayesian analysis provides the benefits of tesample results, integration of decision-
making, ‘estimation’, ‘testing’, and model selectjoand a full accounting of uncertainty
(Rossi et al., 2005). It is a rational frameworkiethmodels all the inputs, implying that the
parameters are considered as variables. Takingrtbleservable information into account in
this way can improve the quality of the estimatiansl forecasts (Parent and Bernier, 2007).
The Bayesian approach draws heavily on the prabalileory and takes account of prior

information to generate the distribution of obsétea conditional on the data and the prior.

We use the Bayesian Instrumental Variable methogbtudrol for endogeneity. We estimate

the parameters of the above equation, so our nuaahebbe written as

30 We take this arbitrary definition keeping in view the area, population
and economic size of the country. Relaxing the defi nition of number of dead
to 500 adds another year. Considering monetary loss es of at least $100

million adds yet another two years.
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REMIT =0PIBH + ¢,
REER= SREMIT+ Xy, +&, 1=1.8
(£1,&,) ~N(0,0)

Where:

X is the matrix of explanatory variables definedtire following subsection. PIBH is the
instrument for remittances.

The Bayesian approach requires the specificatiopramir distribution. The prior can be
specified as follows:

d~N(my;AZ), (B.¥)~Nm,, Aj)ando ~IW(7,V)

(The prior values are given in parentheses)

m; : prior mean (0)
A ;: pds prior precision (0 .01)
m,, : prior mean vector for prior o, y ( 0)

A, . pds prior prec for prior o8, y ( 0.01)
n: d.f. parm for IW prior ono (5)

V : pds location matrix for IW prior on Sigma (0)

There are several types of priors. We use the nfmrmative prior (also called flat prior),
giving the mean a value 0. A prior distributioncensidered noninformative if its impact on
the posterior distribution of is minimal.

The results of Bayesian analysis are shown indaha of moments of marginal distributions
of the parameters (such as the posterior mean @stdrpr standard deviation). These are the
OLS analogues of parameter coefficients and standarrs. To calculate the posterior
mean, we apply the Markov Chain Monte Carlo (MCM@thod using the Gibbs algorithm.
Monte Carlo is a method of investigating the bebawviof economic models which are too
complicated for analytical solutions to be possible

A system is started off at a large number of ahitiositions chosen at random, and followed
through a numerical simulation using a sequenceantiom variables generated using a

Markov chain. For the purpose of our study, we @gabs sampler, a widely used MCMC
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method, which provides an accurate estimation @htlarginal posterior densities (Parent and
Bernier, 2007

3.2.3 Remittances and Dutch disease - Spending effect

A. Annual REER model

Table 3.2.2. IV annual REER determinants

Mean SD

Intercept -0.660 8.291

Rem 0.29 0.27

Open -0.272 0.825

TOT -0.226 0.615

GOV -0.339 0.451

GDPpcw -0.461 0.741

Pop 2.814 2.104

ODA -0.051 0.158

FDI 0.014 0.153

Moneygrowth -0.004 0.009

Exchange rate regime0.068 0.378

Disaster 0.036 0.155

Quantiles
25% 5% 50% 95% 97.5%

Intercepte -17.340-14.655 -0.618 13.077 15.667

Rem -0.23 -0.12 0.28 0.74 0.87

Open -1.885 -1.594 -0.283.073 1.327

TOT -1.449 -1.241 -0.228.769 0.927

GOV -1.207 -1.055 -0.36M@.424 0.587

GDPpcw -1.942 -1.683 -0.466.763 0.965
31 The annual and monthly estimations are made using the R Bayesm and
MCMCpack packages respectively, the latter solves t he linear model whereas
the former finds the posterior marginal distributio n.
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Pop -1.460 -0.585 2.790 6.190 6.901
ODA -0.373 -0.321 -0.040.203 0.266
FDI -0.293 -0.231 0.014 0.266 0.319
Moneygrowth -0.022 -0.020 -0.00@.012 0.014
Exchange regim -0.816 -0.705 -0.060%B42 0.653
Disaster -0.285 -0.225 0.040 0.281 0.3p3

The findings given in Table 3.2.2 show that remitess parameter has a positive marginal
posterior mean, the posterior mean being +0.29%ther words, a doubling of migrant
remittances (as a share of GDP) leads to a reakexge rate appreciation of 29%. A look at
the quantiles with three quantiles showing a pesitign confirms the positive (though
moderate ) nature of the remittances posteriorsedeer, if the baseline equation is repeated
without the remittance instrument, the marginal mdeops to 0.27which signifies that the

the impact of remittances is underestimated if gedeity is not taken into consideration.

FDI and ODA show a positive and negative sign retpely, both showing a relatively weak

mean value. Their impact seems marginal as compgardidat of foreign remittances. The

dependency ratio and disaster dummy exhibit pasisigns, while the remaining variables
show negative signs. Age dependency ratio hasrthéastrongest impact of all the variables
in the model. The same model is alternatively estidth using GDP per capita as the
productivity indicator, and does not alter our tes(ilrable A3.2).

In terms of region-wise impacts (Table 3.2.3), tggmnices from the Persian Gulf show a
strong positive impact. A 1 % growth in remittandesm the Gulf as a share of GDP is
associated with 0.35 % appreciation of the REERmiRances from North America and

Europe, however, do not appear to be associatédRHER appreciation. Remittances from
Europe have a negligible impact, while those frowrthNl America show a small negative
relationship. Both the Gulf and North American réemces have robust signs maintained
through out the distribution.
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Table 3.2.3. Annual REER determinants (region-wise)

Mean SD
Intercept -0.595 3.943
Open -0.053 0.288
TOT -0.268 0.160
GOV -0.356 0.127
Gdppcw -0.078 0.220
Pop 1.836 0.913
ODA 0.002 0.046
FDI 0.062 0.043
ME 0.350 0.089
Europe -0.004 0.105
America -0.109 0.048
Disaster 0.0001 0.040
Exchange rate regime  -0.047 0.125
Quantiles
2.5% 25% 50% 75% 97.5%
Intercept -8.341 -3.126 -0.661 1.936 7.2%4
Open -0.620 -0.241 -0.052 0.128 0.531
TOT -0.586 -0.370 -0.268 -0.164 0.048
GOV -0.610 -0.439 -0.356 -0.275 -0.103
Gdppcw -0.518 -0.218 -0.804 0.065 0.361
Pop 0.025 1.244 1.848 2.429 3.595
ODA -0.091 -0.027 2.686 0.032 0.09
FDI -0.024 0.035 6.276 0.090 0.151
ME 0.170 0.293 3.502 0.408 0.52pP
Europe -0.212 -0.073 -4.481 0.061 0.206
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America -0.206 -0.140 -1.097 -0.078 -0.014
Disaster -0.079 -0.025 6.262 0.026 0.079
Exchange.rate -0.301 -0.127 -4.824 0.034 0.197

B. Monthly REER model

The REER lifting effect of remittances is confirmading the monthly data (Table 3.2.4).

Remittances and FDI respectively show positive meghtive marginal mean values. Exports
and imports have intuitive negative and positivegimal means. The region-wise impacts of
remittances (Table 3.2.5) are similar for Europewver, remittances from the Persian Gulf
appear to negatively interact with the REER. Tloistadicts the Dutch disease effects found
with the annual series. The reason may lie in ifferdnce in the length of the time periods

examined in the two cases. The monthly resultsapeto 93 monthly observations of the

2000s. During this decade, remittances from The @G@htries have grown almost every

year, in both absolute and relative terms. The higntesults are much weaker than the
annual ones.

This notwithstanding, if indeed remittances frora Middle East have had no Dutch disease-
causing effect during the 2000s, this should ponesil for the economy, given the ongoing

substantial flows of remittances from the Gulf ssat
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Table 3.2.4. Monthly REER determinants

Mean SD
Intercept 4.759 0.165
Rems 0.021 0.011
FDI 0.005 0.004
Exports -0.086 0.028
Imports 0.057 0.018
Money growth -0.170 0.058
Quantiles
2.5% 25% 50% 75% 97.5%
Intercept 4.437  4.647 4.760 4.870 5.084
Rem -0.0003 0.014 0.021  0.029  0.043
FDI -0.003 0.002 0.005 0.008 0.014
Exports -0.141  -0.105 -0.087 -0.068 -0.03
Imports 0.021 0.045 0.057 0.069 0.094
Money growth -0.285 -0.209 -0.170 -0.131 -0.0%4
Table 3.2.5. Monthly REER determinants (region-yise
Mean SD
Intercept 4.662 0.184
Asia -0.038 0.012
Europ -0.001 0.015
America 0.010 0.007
FDI 0.009 0.004
Exports -0.069 0.027
Imports 0.072 0.019
Money growth -0.136 0.056
Quantiles
2.5% 25% 50% 75% 97.5%
Intercept 4.308 4.537 4.660 4.782 5.026
Asia -0.064 -0.047 -0.038 -0.03 -0.013
Europ -0.031 -0.011 -0.001 0.008 0.028
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America -0.004 0.005 0.010 0.015 0.025
FDI 0.001 0.006 0.009 0.012 0.017
Exports -0.124 -0.088 -0.069 -0.051 -0.016
Imports 0.034 0.059 0.072 0.085 0.110
Money growth -0.248 -0.174 -0.136 -0.098 -0.027

Here, a caveat needs to be mentioned: Even thdoghREER appreciating effects of

remittances found in this study are unambiguous strehger than those found in earlier
studies on Pakistani remittances (section 3.2he&)effects found over all, are relatively mild

(They are just a fraction of the impact exerteddeynographic factors, for instance). This
may owe to the strong relationship with domestigregs that remittances to Pakistan exhibit
(Mughal and Diawara, 2010). Part of the savingd tlemittances generate goes to the
tradable sector, thus limiting the loss to the @etiirough other channels. Similarly, some of
the remittances consumed are spent on importedsgpoghing down the real exchange rate

(the positive correlation between remittances amgbrts (figure 3.2.2) is a case in point).

Official development assistance, on the contraogsdnot appear to have a damaging impact
on the country’s exchange rate. This could be dube fact that these inflows, being official
transfers, are not spent in the same way as remésa Our results provide evidence to the
argument that despite wastage of development fdondgo bureaucratic red-tape, corruption,
and lack of spending capacity, ODA has improveddbentry’s real exchange rate. This is
hardly surprising given the fact that foreign assise is often directed at infrastructure
development and provision of public service prgesith high social and economic returns
in developing countries, adding to the local ecoyisnproductive capacity. Aid also puts
upward pressure on a country’s imports, and kelepsdal exchange from rising in the long

run?,

FDI shows mixed signs of Dutch disease inducinga$f (the correlation with the REER is

positive in the annual and negative in the monthbdel). This divergence may be due to the

32 See for instance, Tressel et al. (2009) and Torvik (2001) for more on

the latter argument.
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remarkably high levels of foreign investment in 2@00s that reflect disproportionately in
the monthly results. FDI remained under $1 billiti?003, but rose sharply then onwards to
cross $5.4 billion in 2008.

The effect of FDI on the REER, however, appearbdomuch weaker than those of the
remittances. This can be gauged from the sectasalidition of these inflows. Foreign
investments in Pakistan have involved both servases industrial sectors. FDI to Pakistan
has been either in the form of acquisitions of geviocal concerns (e.g. banks, food and
beverage companies) and nationalized -corporatians,domestic-consumption-related
investments. Oil and gas exploration, fossil-fuakdd power plants, communications and
financial services together comprised 72 percefbr@ign investments in Pakistan during the
period from 2001 to 2009 (SBP 2011).

Among other determinants of REER, terms of tradetesde openness both show a negative
correlation with the real exchange rate. In theeaafstrade openness, the result is expected,
and corroborates the evidence generally foundaritérature. The negative sign for terms of
trade implies that rapid deterioration of termdrafie in the recent years has pushed the real
exchange rate upwartis The strong relationship between REER and agendiepey ratio
highlights the important role demographic changelaying in the developing countries. The
negligible mean value of money supply growth intBsathat this nominal variable plays no
role in the medium to long run. The exchange regiomamy shows a negative sign, meaning
that Pakistan’s adoption of flexible exchange ragme has made the country’s exchange
rate more competitive. The disaster dummy showsall positive impact, which may point
to the fact natural disasters in Pakistan have rgdgdollowed a surge of remittances and
official development assistance.

Another notable finding is the lack of support bEtBalassa Samuelson hypothesis. This
apparently counterintuitive result has been disetlss previous studies such as Rogoff
(1996). Dumrongrittikul (2011) also find evidenckreal exchange rate depreciation among

relatively rapidly growing developing countries.

33 After remaining above 100 throughout the 1980s and 1990s, the country’s
terms of trade sharply fell from 90 in 2001 to 55 i n 2008.
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The results so far have confirmed spending effgatptoms of the Dutch disease. We also
have some indications of the gradual erosion ofpmiitiveness of Pakistan’s export sector
(figure 3.2.2). In the next subsection, we study tesource movement aspect of the Dutch

disease.

Remittances and Dutch disease - Resource reatoceatiect

In this subsection, we analyze the impact of remdes on the reallocation of resources
between the tradable and non-tradable sectors.hEf@s distinguish the resource movement
effect of remittances from their spending effecarey et al., 2008). The rising spending
power of remittances-receiving households thateases the relative demand for services
raises the price level of the non-tradable sectbis leads labour and capital movement
towards the non-tradable sector at the cost ofbidgoods sector, resulting in the loss of
export competitiveness. A clear negative relatignstill therefore confirm our hypothesis
that in Pakistan, remittances have added to theedbsompetitiveness of the major exports

through resource movement towards the productioronftradable goods and services.
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Table 3.2.6. Remittances and tradable - non-trad@MT) sector resource reallocation

Mean SD
Intercept 5.849 2.890
Open 0.175 0.108
TOT -0.080 0.073
GOV -0.039 0.070
GDPpcp -0.616 0.209
Pop -0.456 0.453
ODA 0.009 0.023
FDI -0.009 0.021
Rem -0.059 0.029
Exchange.rate -0.098 0.057
Disaster 0.016 0.020

Quantiles

2.5% 25% 50% 75% 97.5%
Intercept 0.255 3.941 5.825 7.717 11.560
Open -0.042 0.106 0.175 0.245 0.391
TOT -0.231 -0.127 -0.077 -0.03 0.066
GOV -0.177 -0.085 -0.040 0.005 0.100
GDPpcp -1.041 -0.752 -0.615 -0.480 -0.209
Pop -1.343 -0.752 -0.456 -0.155 0.441
ODA -0.035 -0.004 0.009 0.025 0.055
FDI -0.053 -0.023 -0.009 0.004 0.033
Rem -0.117 -0.078 -0.059 -0.040 -0.001
Exchange.rate -0.214 -0.135 -0.097 -0.059 0.015
Disaster -0.024 0.002 0.016 0.029 0.057

Table 3.2.6 shows the findings of estimation ushregtradable to non-tradable (TNT) ratio as
the explained variable. As expected, remittances he negative average impact on the

sectoral output decomposition. However, its impaearginal posterior mean = -0.06), is
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much smaller than those of trade openness, pradlyctor the demographic charijeThis
behaviour of remittances (strong REER appreciatmupled with a weak relative tradable to

non-tradable output. ) corroborates the findingSa@$a and Magud (2010).

We further probe this question by reconstructing tadable to non-tradable ratio by
redefining the tradable and non-tradable sectorsgyudisaggregarted data. Agricultural and
industrial goods and services which Pakistan hasrgdly not traded in the last three decades
are excluded from the list of tradables. We treatustrial subsectors of slaughtering,
construction and electricity and gas distributiang the agricultural subsector of forestry as
non-tradables. The series slightly differs from drginal one, with a partial correlation of
0.95. Results using this reconstructed series (showable 3.2.7) confirm the weak nature
of correlation between remittances and sectoraduree& movement. A 100 % increase in

remittances causes less than 1 % change in thebteath non-tradable ratio.

34 Lartey et al. (2008), in contrast, find a sizeable 1 percent drop in
the tradable to non-tradable ratio for every 1 perc ent remittances to GDP

increase.
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Table 3.2.7. Remittances and tradable to non-ttadatNT) sector resource reallocation

(Reconstructed series)

Mean SD
(Intercept)  4.592 2.483
Open 0.040 0.093
TOT -0.130 0.063
GOV -0.042 0.060
GDPpcp -0.379 0.179
Pop -0.425 0.389
ODA -0.006 0.019
FDI -0.016 0.018
Rem 0.0006 0.025
Exchange
rate regime  -0.156 0.049
disaster 0.006 0.017
2. Quantiles for each variable:

2.5% 25% 50% 75% 97.5%
(Intercept)  -0.215 2.952 4571 6.196 9.499
Open -0.146 -0.019 0.040 0.100 0.225
TOT -0.260 -0.171 -0.130 -0.090 -0.004
GOV -0.161 -0.081 -0.043 -0.004 0.077
GDPpcp -0.744 -0.495 -0.378 -0.262 -0.029
Pop -1.187 -0.679 -0.425 -0.166 0.346
ODA -0.045 -0.019 -0.006 0.006 0.032
FDI -0.054 -0.028 -0.016 -0.004 0.020
Rem -0.049 -0.015 0.0005 0.016 0.050
Exchange
rate regime  -0.256 -0.188 -0.156 -0.123 -0.058
Disaster -0.028 -0.004 0.006 0.018 0.042
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Pakistan’s economic structure has evolved in #s three decades, with an increasingly
important role of services at the cost of the sludtee agricultural sectdt Remittances also
seem to be among the contributors to this trends pbint is borne out by the Kernel density
estimation shown in figure 3.2.3. Remittances asitively correlated with the country’s
services sector during the studied period, whetleadradable sector, comprising industry
and agriculture, seems to be negatively associAtede in remittance inflows has pushed up
the weight of non-tradable sector in the economyhat cost of industry and agriculture.
However, it must be noted that agriculture shovesekpected negative relationship, whereas
the association with industry comes out to be p@sitA possible reason for this can be that
industry has over the years benefited from theeim®e in demand for manufactured goods as
a result of remittance receiving households’ rignugchasing power. Moreover, remittances
have sometimes financed small and medium industi@atups, whereas remittance receiving
households are often known to neglect or abandocudigire. This last result nevertheless

requires further investigation and is left for fiteuesearch.

% The share of services in the national production r ose from 45 percent
in 1980 to 54 percent in 2009, whereas that of agri culture dropped by a
equal 9 percent to 20 percent from the previous 29 percent.

113



Chapter 3: Remittances to Pakistan and Competés®n

Figure 3.2.3. Relationship between remittancessaatbral output shares (Kernel density

estimation
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Source: authors’ calculations based on WB Onlinerl/Development Indicators’.

On the other hand, FDI shows a small but helpfiliénce on the non-tradables’ sector. The
weak impact of FDI on the TNT ratio points to theelse nature of foreign investments
made in the country, ranging from bank acquisititmgertilizers and pharmaceuticals. FDI,
therefore, exhibit neither a clear spending nor rgsource movement effect of the Dutch
disease. However, lack of real exchange rate degpi@t effect suggests that the flows of
FDI that accelerated in the 2000s have apparentlynmprove the country’s competitiveness,

and the purported benefits of FDIs have not mdieeid.

Among other findings, the productivity indicatorosts a negative relationship with the

structural shift ratio. The gradual strengthenirfighe services sector, mostly at the cost of
the agricultural sector, is a common sight in teeedoping economies. The negative sign of
government spending also underscores this poirRakistan, much of the federal budget has
historically gone on debt servicing, defence, payd perks of government employees, and
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provision of education and health services. Thisfioms the expenditure bias towards non-

tradable goods shown in the literature (see fdamse, Bergstrand, 1991).
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Table 3.2.8. Region-wise remittances and tradabi®nb-tradable ratio

Mean  SD
Intercept 7.424 2.989
Open -0.037 0.123
TOT -0.056 0.066
GOV -0.065 0.074
GDPpcp -0.537 0.236
Pop -0.739  0.448
ODA -0.013 0.021
FDI -0.022 0.018
ME -0.124  0.039
Europe 0.128 0.046
America -0.035 0.020
Exchange.rate -0.125 0.050
Disaster 0.026  0.017
Quantiles
2.5% 25% 50% 75% 97.5%
Intercept 1.552 5.506 7.411 9.345 13.376
Open -0.280 -0.119 -0.039 0.041 0.211
TOT -0.189 -0.099 -0.056 -0.013 0.075
GOV -0.210 -0.114 -0.065 -0.018 0.080
GDPpcp -1.021 -0.684 -0.536 -0.385 -0.062
Pop -1.629 -1.029 -0.733 -0.447 0.126
ODA -0.057 -0.027 -0.013 0.00009 0.028
FDI -0.059 -0.034 -0.022 -0.010 0.015
ME -0.203 -0.149 -0.124 -0.098 -0.046
Europe 0.036 0.098 0.128 0.158 0.222
America -0.076 -0.048 -0.035 -0.223 0.006
Exchange.rate -0.226 -0.158 -0.125 -9.308 -0.025

The positive sign for the trade openness is iMejtand supports the broad agreement in the

literature on the productivity-enhancing impactstraide liberalization. In terms of region-
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wise impact (Table 3.2.8), rmittances from the Rer&Gulf and North America both show
negative signs. This confirms the anecdotal evidesfaemittances financing the real estate
boom in the country (Oda 2009).

Conclusions and policy implications

The above analysis illustrates that the Pakistanonemy exhibits symptoms of the Dutch
disease as a result of the remittance inflows. rTingdact on the country's competitiveness
appears to be detrimental, even though many holdselbenefit directly from them. The
results lend credence to the idea that remittaihee®, over the years, caused a gradual
(though small) shift in resource allocation througinsumption of non-tradable goods and
services. The phenomenal rise in real-estate anditg (two important expenditures of the
overseas Pakistanis) points in this direction. gnsicant spending effect coupled with a
weak resource movement one indicates a higher esigpba non-tradable goods and services.
This additional demand for non tradable goods amdices has pushed up the price level and
made local production relatively expensive. Theefédct is that the country’s exports have
become relatively less competitive in the foreigarkets and the imports have become more
attractive. Our findings also corroborate the asialyof macroeconomic drivers of
remittances in the previous chapter. Remittancesnfestment motive are surmised to be

pro-cyclical and inducing symptoms of Dutch dise@s® also Combes et al. 2011).

The harmful effects of remittances on the coustpompetitiveness are opposite to what we
find for FDI and official development assistancEhe real exchange rate appreciating effect
of remittances is more significant than the onesedilby other financial flows because unlike
foreign capital inflows, remittances are the outeamha gradually developing social process
(that of migration), and are not prone to suddepsstor reversals. Therefore, their REER
affecting tendency can be dealt only partially tlgio temporary monetary and fiscal
measures. The loss in external competitivenestisncase, needs to be remediated through
improvements in internal competitiveness. More rdit® is required for channelling
remittances towards productive avenues. In theralesef adequate investment opportunities,
much of the remittances are spent on conspicuonsucaption. By providing investment
schemes for overseas Pakistanis, and promotind-soaé enterprises, these remittances can
be harnessed in a way that improves the countrgdyztivity. Development of the financial

sector is also necessary. Higher financial liteyacgulture of bank deposits and easier and
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less costly access to banking services can belusdhis regard. In terms of macroeconomic
adjustment, the country needs to rethink its magegmlicy in light of the increasing
importance of remittance receipts. As demonstrétgdChami et al. (2006), a country’s
optimal monetary policy for a remittance-depend=anomy is different from the one for an
economy with no significant remittances. The contpenhess-affecting impact of
remittances can be further controlled through jiadis use of fiscal policy. Improving labour
productivity through skill enhancement programs araking the taxation regime leaner and
more transparent can be steps towards this goal.

3.3 REMITTANCES AND LABOUR SUPPLY
3.3.1 Introductiort®

Remittances can also impact a country’s competiggs through the channel of labour
market. This channel has been sparsely studieldeircdse of Pakistan, despite the fact that
the country is one of the largest migrant-sending eemittance-receiving countries in the
world (World Bank 2011). In an earlier study on theban areas, Kozelt and Alderman
(1990) found a negative impact of remittances otertedbour participation in Pakistan. The
nature of migration and remittance flows to Pakiskes greatly evolved in the last two
decades.

Pakistani migrant community has significantly dsiéed, with North America and Europe
emerging as two other important destinations beside established Pakistan - Persian Gulf
corridor. Furthermore, the importance of skilledgration has grown (Kock and Sun 2011).
This makes it important to analyse the labour ¢ffe¢ remittances. This study is an attempt
in this regard. In this section, we study the intpaicforeign as well as more numerous
internal remittances on the participation and symfllabour using a recent representative

household economic survey. Our analysis mainlygeswon four questions:

3% A version of this section was presented at the 46t h annual conference
of the Canadian Economic Association held at Calgar yfrom7 ™ to10 ™ June,
2012. We thank the discussant and participants of t he session for

discussion and useful comments on the presentation.
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1. Is the labour participation behaviour of renmtte-receiving households different from
their non-receiving counterparts? We find that ifgmeremittance recipients do have lower
labour participation rates than non-recipients.

2. If so, what activities do the non-labour papant remittance-recipients pursue? We
examine the relationship of remittances with wgless to work and education enroliment of
the members from recipient households. We findigoificant difference in the likelihood of
looking to work between recipients and non-recifgieiklowever, there is some evidence of
an increase in middle school enroliment among ¢n@ttance recipients.

3. Do workers modify the quantity of labour suppligh the receipt of transfers? We find no
significant change in the labour quantity suppl{edterms of months worked during the
preceding year and number of days worked during grexeding month) between the
remittance receiving and non-receiving individuals.

4. Does the receipt of remittances modify the lik@bd of participation in a particular type of
work activity? We examine the association of reanites with the probability of being self-
employed, paid employee and own cultivator, and @inpositive association of foreign and
internal remittances with non-agricultural self-dayment and self-cultivation respectively.

The labour effect of remittances from migrants aldres not bound to be identical to the one
of internal remittances. A contribution of this Wois that the same four questions are
investigated for both kinds of transfers, and tesults of the two comparatively analyzed.
The rest of the study is organized as follows: Tie&t subsection describes some salient
features of remittance-receiving households ana thieraction with the labour market. A

brief review of theoretical and empirical literatufollows in subsection 3.3.3. Subsection
3.3.4 explains the empirical strategy and introgduitee data set used. Key findings on the
four questions studied are presented and discusseslibsection 3.3.5. Subsection 6

concludes.
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Table 3.3.1. Labour characteristics of remittammeeiving

households
Foreign Internal
(%) remittances remittances
Worker Of Age 15
Or Above 24 30.238

Worker Between
The Age Of 15 And
25 21.111 20

Worker Between
The Age Of 26 And
50 28.125 45.323

Worker Between
The Age Of 51 And

65 30 32.876
Male Worker 51.190 56.097
Female Worker 4.347 13.779

Worker Age 15 Or
Above In Urban
Area 23.287 30.128

Worker Age 15 Or
Above Working In

Rural Area 24.409 30.303

Job status — Self-
Employed (Non-

Agricultural) 22 14.960
Job status- Paid
Employee 46 53.543
Job status- own-
cultivator 8 7.04
Highest education
level — No
schooling 0 1.18
Highest education
level — Primary 32.61 28.24
Highest education
level — Middle 16.30 20
Highest education
level — Secondary 40.22 37.65
Highest education
level — University 10.87 12.94
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3.3.2 Remittances and labour supply : some stylized facts

Migration is a widespread phenomenon in PakistaoreMhan one in four households in the
rural areas report at least one migrant (Mansufi720and almost two-thirds of those

migrants send remittances to their households. Wing to the more representative
household integrated economic survey 2007-08 useolir analysis, about 4.3% of Pakistani
households report receiving transfers from abreddle 8.3% receive internal remittances.
More rural households receive foreign and domestigittances (5.3% and 10.1%) than the
urban households do (3.6% and 6.7% respectiveiveF persons aged 15 or more from
foreign remittance-receiving households report hgwworked during the month prior to the
survey (24%) compared to those from non-receivingso(47%). The corresponding figures
for internal remittance recipients are 30% and 468%pectively (table 3.3.1). Labour

participation rates among females from foreign t&nce recipient households are
substantially below the over all female averagecthipared to 16%). The participation rate
of women from internal remittance-receiving housdgpis, however, little different from the

average (13.7%). Rural areas have generally higgi®ur participation rates than urban

areas.

Over half the respondents considered to be at \W@tko) report working as paid employees,
other major job categories being unpaid family warkin-agricultural self-employment and
self-cultivation. The prevalence of own-account kvas higher among individuals from

foreign remittance-receiving households than therinmal remittance receiving ones. On the
whole, about three quarter of Pakistan’s work ithminformal sector, and almost half of the
work force (45%) is employed in agriculture or edlisectors (Labour Force Survey 2010-
11). Besides, 6% of working age population is unleygd, the unemployment phenomenon

being mainly concentrated in the urban areas (Labortce Survey 2010-11).
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3.3.3 Theoretical and Empirical Underpinnings

In the neoclassical theory of labour supply, indi)ls provide labour for market and non-
market activities according to the incentives anddget constraints they face. Thess budget
constraints are determined, in part, by the noodalincome available to the individual. The
income earned by other members of the househaddaaca source of non-labour income for
an individual. Given the assumption that leisura isormal good, an increase in non-labour
income decreases the opportunity cost of leisuk ramses the reservation wage of the
worker (Killingsworth 1983). If the reservation wa@f the individual is higher than the
prevailing market wage, the individual will choot® withdraw from the labour market

(Disincentive effect).

A large body of literature has investigated theeef of non-labour income. For instance,
Imbens et al. (2001) in case of lottery wins andtaed et al. (2003) in case of pension
payments find evidence of disincentive effect oh+@bour income, whereas Joulfaian and
Wilhelm (1994) find no negative effect of inherit@on labour participation.

Remittances are also a form of non-labour inconrettie remaining migrant household
members. Remittances raise the household’s regarmwadges and therefore make the labour
participation of the household members less likélye members prefer to consume more
leisure (Rodriguez and Tiongson 2001) or allocateentime to household production. The
latter effect, called labour substitution, impl@s increased production and consumption of
non-market goods such as childcare. The departtirdheo migrant raises the marginal
productivity of household work of the remaining Bebiold members (Cahuc and Zylberberg,
2004). Receipt of transfers reduces the shadowevafuthe market wage of the staying
behind household members, and allows them to adocere time for household activities
(Acosta 2011). This leads to a higher intra-houkkbpecialization where the migrant takes
up the responsibility of providing for the housatislfinancial needs and the remaining
members (especially the women) specializing in hoaleng (Hanson 2007a). The
disincentive effect should be greater among the @omembers of the developing country

migrant households due to generally high numbelependents at home.
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Remittances, through their disincentive effectsy cause moral hazard problems (Chami et
al 2005), making the households lazy (Azam and Gud@06) and dependent on money
transfers from abroad (Kapur 2005). This notwithdiag, the effects of migration and
remittances on the domestic labour market are byneans invariably negative. Remittances
alleviate the household members’ budget and coedistraints, and make it possible to invest
in more profitable or risky ventures. This can @ase the household’s labour supply and can
also cause a change in activity and job statuseofmorker.

Better financial conditions also allow the houselsdio invest in its human capital and keep
the young members out of the labour market (McKerazidd Rapoport 2011, Stark et al.
1997). Besides, the incentives for higher educaiteinment are stronger among remittance-
receiving households due to the household’s betteess to foreign labour markets, where

returns to university education are higher.

Given the ambiguous and contradictory nature afat$f of remittances on the labour market,
the question is ultimately an empirical one. Inemnly study of the question, Funkhouser
(1992) found negative relationship between foreigmittances to Nicaragua and labour
participation of the receiving households. The labparticipation drops by 2.1 percent for
males and 5 percent for females for every hundodidrd transfered from abroad.

Similarly Goarlich et al. (2007), Gubert (2002), dttd (2009), and Justino and Shemyakina
(2010) bring evidence of negative participatioreef§ of remittances from Moldova, Mali,
Haiti and post-conflict Tajikistan respectively. @ studies, however, find no significant
impact of remittances on labour supply (Funkho2€€6, Yang 2008). Damon (2009) using
a panel survey even finds an increase in laboyslgup rural El Salvador.

Amuedo-Dorantes and Pozo (2006a) find that renud#arto Mexico reduce formal sector
employment among both males and females, wherdasmal sector labour participation
rises among the males. Other studies which findatingy labour participation effects for
women include Acosta (2011), Cabejin (2006), Lokshnd Glinskaya (2009), Hanson
(2007b), and Mendola and Carletto (2009). On theemohand, Justino and Shemyakina
(2010) find the intriguing result that the negateféect of remittances on labour supply is
smaller for women than for men, a finding they explin the context of Tajikistan’s social

conflict.
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Another interesting question is what the migrantideholds do when they decrease their
labour supply. Gérlich et al. (2007) find that naigt households are more likely to be
involved in home production activities and univgrseducation, whereas Rodriguez and
Tiangson (2001) consider leisure to be the impoatvity for migrant households.

Several studies, such as Calero et al. (2009) aadfr, Hanson and Woodruff (2003) on

Mexico, Cox Edwards and Ureta (2003) on El Salvadod Mansuri (2006) on Pakistan

show positive impact of remittances and migrationchild education. In contrast, Acosta

(2011) find no difference between the levels ofestment in human capital of remittance
receiving and non-recipient households, while Mcdenand Rapoport (2011) 7 and

McKenzie (2005) indicate that migration might etkscourage investment in education.

Foreign remittances are also found to generatgesmdote self-employment among recipient
households (Funkhouser 1992, Woodruff and Zenteb@/2 Brown and Leeves (2007)
observe an increase in self-employment and farnmangd, a drop in wage employment and
subsistence agriculture in Fiji and Tonga as alreduremittances. In contrast, Amuedo-
Dorantes and Pozo (2006b), in their study of remie effects on the Dominican Republic’s

economy, find a drop in entrepreneurial activiaesong recipient households.

3.3.4 Empirical Methodology

A. Data description

Data for this study come from the Household IntegteEconomic Survey 2007-08 (HIES)
conducted by the government of Pakistan. This ise@resentative survey comprising
observations for 15512 households. The datasetitsnseveral variables pertaining to the
incidence and quantity of labour supplied by theaudeholds. Definitions and summary
statistics of these and other variables used inaoatysis are given in table 3.3.2. We add
various individual, household and location indicatdo control for the socioeconomic
situation of the individuals. Our baseline modeldgs the likelihood of the person working,
where work refers to the dichotomous variable tgkhre value of 1 if the person of age 15 or
above has worked for profit for at least one hounirdy the month prior to the survey. Age
(in complete years) and gender of the person &snteo control for individual features of the

member of the household. Among the household Vasathe number of dependents in the
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household (persons below 18 and over 65years of #ge number of male adults and a
binary variable for female headship control for tm@usehold’s demographic conditions.

Besides, we construct the variable “highest class@d” to reflect the education level of the
household. It is a categorical variable taking ttadue of zero for no education for any

household member, one for primary school (grade 3)ttwo for middle school (grade 6 to

8), three for high school (grade 9 to 12) and ffmuruniversity education. The monetary

value of the household’s savings (in natural lesgaken as a proxy for the household wealth.
Finally, two geographical variables are includede standing for the household’s residence
in rural or urban area, while the other reflectitggresidence in one of the country’s four

provinces (Punjab, Khyber Pakhtunkhwa, Sindh arlddBéstan).

Table 3.3.2. Summary Statistics of the dataset

Variables Description Obs %
Forrem Remittances received in cash from abroad 6813 4,31%
Intrem Remittances recieved in cash from inside

Pakistan 9118 8,38%
W15 Did the person of 15 years or above work for at

least one hour for profit during the last month? O3 45,2%

status3 Self-employed (non-agricultural) 30092 11%
status4 Paid employee 30092 54,3%
status6 Own-cultivator 30092 7,41%
malework

Working man (15 year or above) 31872 74%
femwork

Working woman (15 year or above) 31957 16,7%
Wurban Urban working person (age 15 or above) 26507 41,2%
wrural Rural working person (age 15 or above) 37429 48,1%
work1525 Age group: workers below 25 years 24537 37,2%
work2650 Age group: 26 - 50 years 27337 56%
work5165 Age group: 51 - 65 years 8744 44,4%
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seekl5 Person out of work unwilling to seek work o4 96,8%
seekl5male Man out of work unwilling to seek work 298 92,5%
seekl5female Woman out of work unwilling to seekkvo 26624 98,1%
sex Sex (0 for female, 1 for male) 107832 50,4%
Femalehead Is the head of the household a female? 2483% 1,19%
Highestclasspassedl

Highest class attained (household) - Primary 286532,251%
Highestclasspassed2

Highest class attained (household) - Middle 28651.9,494%

Highestclasspassed 3

Highest class attained (household) — Secondary 5@86 35,623%
Highestclasspassed 4

Highest class attained (household) — University 6588 12,251%

curr2 Current enrollment : primary school 26437 52,5%
curr3 Current enrollment : middle school 26437 17,4%
currd Current enrollment : secondary school 26437 15,2%
currb Current enrollment: university 26437 5,59%
region region of residence (O for rural area, luidran

area) 108469 39,1%
Province 1 Punjab 108469 39,733%
Province 2 Khyber Pakhtunkhwa 108469 23,67%
Province 3 Sindh 108469 20,823%
Province 4 Balochistan 108469 15,774%

B. Methodology

We rely on Probit and Propensity Score Matching MP$echniques for most of our
estimations. Probit provides us with a simple iefee on the sign and significance of the
relationship between the receipt of foreign anckrimal remittances on the one hand and
labour participation of the household members enatmer. However, it fails to deal with the
potential self-selection problem. Remittance-reiogijvhouseholds may not be randomly
selected, and may differ from non-migrant househaidsuch characteristics as motivation to
work, ability and skills (Cobb-Clark 1993). Thesabserved and unobserved features might

126



Chapter 3: Remittances to Pakistan and Competés®n

not only influence a household’s likelihood of retreg remittances, but could also affect the
household members’ decision to participate in #o®lr market (Gérlich et al 2007)

The use of Propensity Score Matching is usefuhmdling such potential non-randomness
of migrant households. The method consist of mateipersons from remittance-receiving
households with those from non-remittance-receivioges with similar observable
characteristics (number of dependents in the hamldefemale headship, highest education
level attained by a member of the household, sayiadan orr rural setting, and province of
residence). First, the probability of receiving rtamces given various household covariates
is calculated alternatively using probit and lagibdels. This gives us the propensity scores
for observed covariates by ranking individuals frogoeiving and non-receiving households.
From this, difference between labour participatioh treated group (individuals from
remittance-receiving households) and non-treatedigr(individuals from non-remittance-
receiving households) is calculated. This diffeeene averaged out to give the Average
Treatment effect on the Treated (ATT). Propensigr8 Matching is considered appropriate
in the cases with a small treated group and a leogérol group. In our dataset, only 4.3%
and 8.3% households receive foreign and interrmaltt@nces respectively. The use of this

technique is therefore warranted.

Different econometric methods can be used for madcthe treated and control groups.

In this study, we alternatively use two commonlgdisnethods, Nearest Neighbour (NN) and
Kernel propensity score matching. As a robustnésslc the Nearest Neighbour estimation
is also carried out using logistic regression ie finst step. We also test for the balancing
property to make sure that observations with saropgmsity score have same distribution of
observable characteristics regardless of theitdneant status.

3.3.5 Key findings

Our analysis proceeds as follows: First we exantiee likelihood of participation in the
labour market of individuals from remittance-redegs households. We also estimate this
impact separately for working men and women, andsabolds living in rural and urban
areas. Besides, we study the impact on the respetdabour participation of three age

categories: young (15 — 25 years), middle age (86 years) and senior (51 — 65 years). In
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the second step, we analyze the non-labour aedvif recipient households. We study the
person’s likelihood of looking for a job and his/leglucational attainment. The probability of
both activities is studied as a whole as well aglifferent age groups and genders.

The third and fourth parts investigate the laboupact of remittances on the individuals
participating in the labour market. In part three, study the relationship of remittances with
the number of months and days worked, while pant @mmpares the likelihood of members
of recipient households being self-employed in @dtural and non-agricultural sectors or

working on wages.

A. Participation in the labour force

Results for probit estimations shown in table 3i8dcate a strong, negative association of
foreign remittances with the likelihood to work esmpared to an insignificant one for
domestic remittances. Members of foreign remittareceiving households have a lower
marginal probability’ to work (0.34) than those from non-receipient lehdds (0.63). The
marginal probability for internal remittance re@pts is less different from that of non-
recipients (0.52 against 0.61 respectively).

According to these results, foreign remittanceseapfgo be among three factors having a
substantial impact on the probability of a persofiva in the labour market, the other two
being the person’s gender and whether or not thediwld is female headed. This last factor
reflects the fact that households headed by fenzakeat an average much poorer than those
with male heads (the two households have an avénagme of Rs. 43 thousand and Rs. 100
thousand respectively). The level of household’'scation also seems to play a role, as

members from more educated households have a pgbleability to work.

37 The marginal probability or marginal effects are nonlinear functions
of the parameter estimates and the levels of the ex planatory variables
(Anderson and Newell 2003). They provide a good app roximation to the amount
of change in the explained variable that will be pr oduced by a 1-unit

change in a regressor.
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Table 3.3.3. Remittances and Labour Participatmuegate and age-wise) — Probit estimation

labour participation Age 15-25 Age 26-50 Age 51-65

Foreign Internal Foreign Internal Foreign Internal Foreign Internal

129



Chapter 3: Remittances to Pakistan and Competés®n

Forrem -0.738*** -0.569** 1.044%** 0.666*
(0.179) (0.253) (0.334) (0.357)
Age -0.00817*** -0.00873***
(0.00313)  (0.00289)
Sex 2.125%+* 2.017*%+* 1.889*** 1.815*** 2.528%+* 2.415%+* 2.621*** 2.267**
(0.0880) (0.0815) (0.131) (0.123) (0.133) (0.122) (0.363) (0.320)
dependent 0.0176 0.0244* 0.0292 0.0336 0.0384 0.0251 -0.118** -0.0997**
(0.0162) (0.0146)  (0.0237) (0.0219)  (0.0299) (0.0265)  (0.0476) (0.0445)
femalehead 0.820* 0.620* 1.359*** 0.334 0.672
(0.450) (0.325) (0.517) (0.408) (0.783)
Highest class
passed 0.107*+* 0.128*+* -0.0645 -0.0604 0.172* 0.201*** 0.0174 0.0806
(0.0397) (0.0371)  (0.0671) (0.0633)  (0.0676)  (0.0636) (0.111) (0.0983)
Insaving -0.0413 -0.0540* -0.0539 -0.0585 -0.0519 -0.0743 0.0669 0.0239
(0.0332) (0.0308) (0.0522) (0.0488) (0.0510)  (0.0476) (0.109) (0.0969)
Region -0.109 -0.0519 0.0617 0.124 -0.311* -0.280** -0.395 -0.380
(0.0839) (0.0785) (0.129) (0.121) (0.140) (0.133) (0.275) (0.252)
province -0.0738* -0.0659* -0.0835 -0.0956* -0.126** -0.0593 0.0213 -0.0177
(0.0378) (0.0357) (0.0577) (0.0554) (0.0628)  (0.0598) (0.122) (0.110)
Intrem -0.243 -0.205 0.295 -0.344
(0.148) (0.237) (0.263) (0.370)
Constant -0.453 -0.378 -0.306 -0.281 -0.580 -0.440 -1.933 -1.301
(0.370) (0.346) (0.582) (0.548) (0.564) (0.531) (1.244) (1.131)
Observations 1,576 1,756 565 627 801 886 166 192
Table 3.b. Marginal probabilities
Baseline equation age 15-25 Age 26 — 50 Age 51-65
forrem intrem Forrem Intrem Forrem intrem forrem ntrém
0 0.6364 0.6182 0.5271 0.5029 0.773 0.753 0.597 0.600
(0.015)*** (0.014)***  (0.255)*** (0.024)***  (0.020)*** (0.20)*** (0.049)**  (0.043)***
1 0.3484 0.5232 0.308 0.421 0.385 0.836 0.819 0.464
(0.0642)***  (0.569)***  (0.0856)***  (0.089)***  (0.124)*** (0.063)*** (0.085)***  (0.14)***

Table 3.3.4. Remittances and Labour Participatmuyilegate and age-wise) — Nearest Neighbour

and Kernel PSM estimation

NN

Kernel
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Baseline Treated Controls DifferenceS.E Treated Controls DifferenceS.E
equation

Forrem 0.4 0.626 -0.226 0.057 04 0.61 -0.21 0.05
Intrem 0.44 0.552 -0.11 0.077 0.44 0.60 -0.16 0.44
Age 15-25

Forrem 0.406  0.75 -0.343 0.14 0.406  0.501 -0.095 092.
Intrem 0.339 0.509 -0.16 0.11 0.33 0.50 -0.16 0.07
Age 26-50

Forrem 0.375 0.625 -0.25 0.14 0.375 0.677 -0.302 880.
Intrem 0.6 0.58 0.02 0.10 0.6 0.67 -0.7 0.07
Age 51-65

Forrem 0.625 0.5 0.125 0.263 0.625  0.603 0.021 0.19
Intrem 0.434 0.739 -0.30 0.14** 0.434 0.621 -0.186 0.11

The labour participation effect of remittancesaarid to vary with age (Acosta 2011, Garlich
et al 2007). Accordingly, we consider the impacthwespect to three age categories: young
(15 — 25), middle aged (26 — 50) and senior (55b)- Bhe findings for these age categories
concur with the baseline model. The demographidatiger categories of young and middle
aged workers indicate a lower participation in thbour market among the members of
foreign remittance-receiving households. The yobage the lowest marginal probability to
work, whereas the fall in marginal probability isetgreatest among foreign remittance-
receiving middle-aged individuals. Internal remmttas do not seem to modify the labour

participation of the recipients.

Working age women have a much higher probabilitynoh-participation than their male
counterparts (Table 3.3.5). The marginal probabild work among foreign remittance-
receiving females is 1.6% as compared to 15% antbegnon-recipient women; the
corresponding figures for men are 66% and 86%.meréesting finding is that women from
more educated households have a higher probatnlityork than those from less educated

households.
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A household’s geographical location also influenitedabour participation. Rural foreign
remittance recipients show less likelihood of wogkithan do their urban counterparts. A
rural recipient of foreign remittances has a 34%edomarginal probability to work than a
non-recipient, while an urban foreign remittanceereer has an 18% less marginal
probability. In rural areas, households with femaéads of households and high number of
dependents at home have a relatively higher prétata work, whereas wealthy households
show a lower likelihood of labour participation.i$tabour supply behaviour probably points
to the nature of work available in the rural arddsstly related to agriculture and livestock,
work in the rural areas is often physically taxiswgd hazardous. The rate of labour market
participation is therefore lower for wealthy houslkels and is higher for less prosperous ones.
The indicator for residence in one of the four pmoes also points to lower rural labour
participation, given the negative sign for otheoyances as compared to the more urban
Punjab taken as the default province.

The results for foreign remittances are generagjgiScant at 1 percent level of significance.

We check our model for potential mis-specificaticansd find it robust to a battery of tests.
Nevertheless, as mentioned in the previous sedlising probit for the study of remittances
leaves the problem of potential self-selection soleed. For this purpose, we resort to
propensity score matching, controlling for demo@iepeconomic and geographical factors
that determine the receipt or not of foreign antrnmal remittances. Table 3.3.4 gives the
results of our baseline model using the Nearesgieiur and Kernel propensity score
matching techniques. Our findings confirm the nigatarticipation impact of foreign
remittances. The average treatment effect of thated (ATT) is -0.22 significant at 1
percent. This difference is strong and robust ® uke of different PSM techniques. The
effect for internal remittances of -0.11 is, as rfduwith our baseline probit model,
statistically insignificant

As a robustness check, we also run our models usgiginstead of probit for ranking the
remittance receiving and non-receiving household® results of these estimations (not
shown) generally concur with the probit estimations

The above mentioned differing labour participatieffects for foreign and internal
remittances can be traced to the different socio@wac conditions of the two sets of
households. Foreign remittance-receiving househoblage an above average household

income, while those receiving transfers from witthie country earn much below the national
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average. In our sample, foreign remittance rectpiearn 82% more than the recipients of
internal remittances do. The labour effect may ali$er du to different monetary nature of
the two remittancé& Foreign remittances generally come in the forrthafd currency” like
the US Dollars, Euros, Pound Sterlings etc., andhdblose their value in the times of
domestic economic crisis. Consequently, migrantskbald might feel more comfortable
about their earning and saving prospects thannateéemittance-receiving households might.
This differential impact is also evident in the agee estimations. The average treatment
effects for the young and middle aged categoriessagnificant at -0.34 and -0.25 points
respectively in case of foreign remittances, whilese for internal remittances are
statistically insignificant. The findings for thersor category (51 — 65 years) are telling. The
ATT for foreign remittances is insignificant, whilthat for internal remittances is a
significant -0.30. Majority of the members fromamal remittances-receiving households
work as paid employees or as own cultivators, aedess involved in non-agricultural self-
employment than foreign remittance recipients. Thigygests that internal remittance
receiving households quit their more physically dading and less paid work as soon as
their economic conditions allow. Alternatively, thdeparture from the labour market may
be dictated by health concerns. Internal remittantieerefore, help the elder workers of the
households to reduce their labour participation emasume more leisure. Conversely, the
senior members from foreign remittance-receivingdemolds do not significantly change
their labour participation. Here, it needs to beiceal that the results of probit and PSM
estimations both show a positive sign, and are lyesignificant for the probit estimation.
This may be associated with lower credit constsawoftthe household allowing the senior
members to engage in self-run ventures (more anithpart D below). The lower labour
participation of the middle-aged foreign remittameeipients coupled with no drop in labour
participation of the old age group points to thegbility that the need or the incentive for
leaving the labour market is the greatest for thedie age category. Whether for child care,
taking up other household-related non-market dotsji or simply for consuming more
leisure, persons in the middle age group face &ehigncentive structure and may have

higher reservation wages.

% We thank an anonymous review of International Revi ew of Applied

Economics for suggesting this line of argument.
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The above results also indicate the possibilityadhreshold effect of remittances. Foreign
remittances, being generally higher in value mayalove the threshold above which a left-
behind household decides to reduce its participatio the labour market. Conversely,

internal remittances may not be sufficient for pgant households to reduce their labour

participation.

Table 3.3.5. Remittances and Labour Participasex gnd region-wise) —Probit estimation

male participation

female participationurban participation

rural participation

Foreign Internal Foreign Internal Foreign Internal  Foreign Internal
Forrem -0.654*** -1.113* -0.456* -0.885***
(0.205) (0.525) (0.249) (0.251)
Age -0.009*** -0.010*** -0.002 0.0002 -0.012***-0.013*** -0.004 -0.004
(0.003) (0.003) (0.005) (0.005) (0.004) (0.003) .0Qa) (0.004)
Sex 2.181*** 2.148** 2.085**  1.858***
(0.115)  (0.109)  (0.143) (0.129)
dependent 0.022 0.031* 0.005 0.014 -0.008 -0.001 0518*  0.060***
(0.019) (0.017) (0.030) (0.027) (0.023) (0.022) .0RB) (0.019)
Femhead 0.844 0.336 0.487 0.112 1.341** 1.570*
(0.553) (0.337) (0.615) (0.430) (0.615) (0.578)
highestclasspassed 0.075 0.093** 0.163** 0.183*** 0.094* 0.123** 0.127** 0.154***
(0.048) (0.046) (0.071) (0.065) (0.052) (0.050) .0€1) (0.057)
Lnsaving -0.055 -0.059  -0.022  -0.056 0.049 0.037 .17D**  -0.184***
(0.042) (0.039) (0.052) (0.050) (0.043) (0.040) .0%®) (0.050)
Region -0.062 0.050 -0.224  -0.262*
(0.101) (0.097) (0.155) (0.138)
Province -0.051 -0.063 -0.151**-0.079 -0.030 -0.033  -0.126** -0.096*
(0.046) (0.044) (0.070) (0.062) (0.051) (0.049) .0%B) (0.053)
Intrem -0.551*** 0.144 -0.086 -0.379*
(0.163) (0.191) (0.194) (0.225)
Constant 1.849*** 1.783*** -0.696 -0.595 -1.367***-1.264***  0.762 0.831
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(0.474) (0.450) (0.594) (0.561) (0.493) (0.468) .58D)  (0.535)

Observations 1,024 1,114 552 642 902 1,011 674

745

Marginal probabilities

Urbain workers Rural workers Mal worker Femal lers

forrem Intrem forrem Intrem Forrem intrem forrem ntrem
0 0.587 0.57 0.70 0.67 0.859 0.85 0.155 0.15

(0.20)***  (0.019)*** (0.02)*** (0.02)*** (0.01)*** (0.01)***  (0.16)*** (0.01)
1 0.406 0.54 0.36 0.52 0.66 0.69 0.016 0.194

(0.09)* (0.07)**  (0.09)*** (0.86)*** (0.07)** (0.055)*** (0.02)  (0.049)**

Table 3.3.6. Remittances and Labour Participagen &nd region-wise) — Nearest Neighbour

and Kernel PSM estimations

NN Kernel
Maleworker  Treated Controls Difference S.E Treated Controls Difference S.E
Forrem 0.65 0.88 -0.22 0.1®.65 0.85 -0.20 0.7
Intrem 0.667 0.878 -0.21 0.00.66 0.85 -0.18 0.5
Femaleworker
Forrem 0.032 0.35 -0.32 0.1@.03 0.18 -0.14 0.03
Intrem 0.22 0.16 0.05 0.080.22 0.16 0.05 0.05
Urban
Forrem 0.43 0.71 -0.28 0.19.43 0.57 -0.13 0.09
Intrem 0.43 0.76 -0.32 0.090.43 0.56 -0.12 0.06
Rural
Forrem 0.73 0.72 -0.34 0.12.37 0.64 -0.26 0.07
Intrem 0.44 0.66 -0.22 0.110.43 0.56 -0.12 0.06

Similar to probit estimations, the PSM results ioth male and female labour participation
given in table 3.3.6 are negative and significanthie case of foreign remittance recipients.
Similarly, male recipients of internal remittanc®w a lower labour participation than their

non-recipient counterparts, while female remittaregpients show no significant treatment
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effect. The substantial drop in female labour paréition in case of foreign remittance
receipts, particularly among less educated houdshohay also owe to the possibility that
additional savings may allow parents to afford dovand wedding expenses of their
daughters, thus permitting the girls to exit tHsolar market.

Region-wise estimations show lower labour paréiign in rural as well as urban areas for
foreign remittance recipients, whereas the padiogm of internal remittance-receiving
households significantly drops only in rural are@lese findings probably reflect the fact
that income level in the urban areas is much higénegrage income being Rs. 102 thousand)
than the rural areas (average income being R&id@gand). This implies that the reservation
wages in the rural areas might be lower than incilies. Work in the rural areas is often
more challenging and dangerous, and receipt oftt@ntes makes it possible for the rural

workers to move out of them.

Now that we have established the negative particpaffects of remittances, let us examine

the activities which non-participating working ageividuals pursue.

B. Activities in case of non-participation

Inactivity among remittance recipients may be dwe three main reasons: leisure
consumption, home production, and pursuit of edocdGorlich et al 2007). The first effect,

called the Disincentive effect, implies that theipgéent’'s reservation wage rises above the
prevailing market wages, and consumption of leifireomes a better alternative. This effect
can be estimated by studying the association oittemees with the likelihood of the person

declaring unwilling to work. The second effect,ledlthe home labour substitution effect,
occurs when members of remittance-receiving houdsheithdraw from the labour market

to take up household responsibilities. The departfra migrant increases the household
duties of the members staying back, and receigtaofsfers gives them the possibility to
reduce their labour participation and tend to tleeidehold. The last effect pertaining to
education is most likely among young members ofittanrce receiving households. Partly
thanks to lower financial constraints, and partlie do relatively strong higher education
incentives facing the migrant households, young bemof the household could be kept out

of labour market into the school for longer.
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Given data limitations, we are unable to study libene production effect. We analyse the
disincentive effect through the variable “seekingd@iowhich takes the value of 1 if the

respondent is out of work and not looking for woke study the education effect of
remittances by examining the probability of the embeing enrolled at school. Four
categories of enrollment are considered: primargdg 1 to 5), middle school (grade 6 to 8),

secondary and higher secondary (grade 9 to 12)highe@r education (university).
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Table 3.3.7. Remittances and probability of persmeking a job — Probit

estimation

person seeking work

men seeking work

VARIABLES Foreign Internal Foreign Internal
Forrem -0.331 -0.846*
(0.315) (0.451)
Age 0.004 0.011** 0.018**  0.029***
(0.005) (0.005) (0.005) (0.006)
Sex -0.926**  -1.067***
(0.226) (0.213)
Dependent 0.032 0.019 0.009 -0.020
(0.038) (0.035) (0.053) (0.044)
highestclasspassed 0.005 0.003 0.059 0.085
(0.085) (0.085) (0.136) (0.136)
Lnsaving 0.033 0.050 -0.005 -0.068
(0.059) (0.062) (0.114) (0.109)
Region -0.547** -0.322* -1.041%**  -0.795***
(0.248) (0.193) (0.388) (0.282)
Province 0.033 0.069 0.253* 0.277**
(0.102) (0.097) (0.134) (0.127)
Intrem -0.481** -1.188***
(0.235) (0.364)
Constant 1.772** 1.254 0.769 0.867
(0.777) (0.801) (1.268) (1.221)
Observations 617 699 156 179
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Marginal probabilities

person seeking work men seeking work women seeking
work
Forrem intrem Forrem intrem forremntrem
0 0.97 0.97 0.94 0.94 0.98
(0.008)*** (0.007)*** (0.02)*** (0.02)*** (0.005)***
1 094 0.92 0.76 0.64 0.98
(0.031)*** (0.028)*** (0.12)*** (0.10)*** (0.01)***

Table 3.3.8. Remittances and probability of persmeking a job — Nearest Neighbour and Kernel

PSM estimations

NN Kernel

person Treated Controls DifferenceS.E Treated Controls DifferenceS.E

seeking work

forrem 0.933 0.911 0.02 0.06 0.92 0.96 -0.38 0.04
intrem 0.90 0.94 -0.04 0.04 0.90 0.96 -0.05 0.03
men seeking

work

forrem 0.8 1 -0.2 0.10* 0.8 0.92 -0.12 0.11

intrem 0.72 0.95 -0.22 0.12 0.76 0.91 -0.15 0.10
women

seeking work

forrem 1 0.9 0.1 0.07 1 0.98 0.01 0.008

intrem 0.98 0.92 0.05 0.03 0.98 0.98 -0.001 0.02

Results of probit estimation given in table 3.310w an insignificant association of foreign
remittances with the likelihood of being unwilling work as opposed to internal remittances’
significantly negative one. Internal remittanceeigimng household members have a slightly
lower marginal probability of being unwilling to wo than the non-receiving ones. PSM
results portray a similar picture for foreign retauitces (table 3.3.8). This lower likelihood to
be unwilling to work is particularly the case foalm household members, whereas female

members show no more willingness to look for wdie sign of average treatment effect for

139



Chapter 3: Remittances to Pakistan and Competés®n

female willingness to work is invariably positive the case of foreign remittances, and

agrees with the strongly negative female partiagme¢ffect found above.

Over all, these findings indicate that the disinoeneffect may not be a reason behind
foreign recipient’s lower labour participation. Rgut of foreign remittances do not appear to
significantly change the willingness to work of iwarently out of work household members,
and in the case of internal remittances, may eveowage the members, particularly the
men, to look for work. The latter may be due to les binding financial constraints of the
recipient family, which may allow the potential mieens to look for better work. Internal

remittances, in such a case, not only increase thservation wages, but also add to their

motivation to look for a correspondingly betterggib.

In terms of the remittances’ effect on school dmeht, probit results given in table 3.3.9
show a mixed picture. Foreign remittances appeandcease the likelihood of recipient
households going to middle school (grade 6 to 8)jeatheir association with other levels of
schooling is insignificant. The findings from pro#ty score matching are somewhat
different, as foreign remittance recipient housdbalo not seem to differ from non-recipient
households in any enrollment category (table 3)3.TBe results for internal remittances are
not robust, as we obtain different signs and lewe¢lsignificance using different methods.
The ATT is positive for three out of four categsti@nd significant for secondary school

enrollment (grade 9 to 12), while it is significartd negative for primary schooling.
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Table 3.3.9. Remittances and education enroliméhbit estimation

current enrollment : primary

current enrollment : middle

Foreign Internal Foreign Internal
VARIABLES remittances remittances remittances remittances
-0.250
Forrem 0.372**
(0.165) (0.164)
age -0.198*** -0.195%** 0.0734*** 0.0704***
(0.0112) (0.0102) (0.00679) (0.00624)
sex -0.106 -0.0944 0.0813 0.101
(0.0806) (0.0748) (0.0847) (0.0790)
hhsize -0.000881 -0.000641 0.00606 -0.00135
(0.0109) (0.00975) (0.0113) (0.00984)
Insaving -0.0462 -0.0573* -0.0752** -0.0660**
(0.0350) (0.0314) (0.0342) (0.0313)
region -0.185** -0.203*** 0.0116 0.0271
(0.0783) (0.0734) (0.0833) (0.0783)
province 0.12]*** 0.0927*** 0.0189 0.0277
(0.0356) (0.0336) (0.0372) (0.0352)
intrem -0.258** 0.0599
(0.131) (0.130)
Constant 2.631*** 2.756*** -1.214%** -1.226***
(0.393) (0.357) (0.353) (0.325)
Observations 1,413 1,600 1,413 1,600

Robust standard errors in
parentheses
*** n<0.01, ** p<0.05, * p<0.1
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current enrollment: secondary current enrollment: tertiary
Foreign Internal
VARIABLES | Foreign remittances | Internal remittances remittances remittances
forrem 0.279 -0.177
(0.176) (0.353)
age 0.178*** 0.177%* 0.229%** 0.236***
(0.0117) (0.0108) (0.0246) (0.0234)
sex 0.137 0.102 -0.0195 -0.0538
(0.104) (0.0957) (0.141) (0.131)
hhsize 0.0210 0.0180 0.00623 -0.00352
(0.0139) (0.0113) (0.0221) (0.0189)
Insaving 0.00631 0.0388 -0.0393 -0.0449
(0.0449) (0.0405) (0.0630) (0.0585)
region 0.0350 -0.0190 0.257* 0.239*
(0.0993) (0.0931) (0.149) (0.143)
province -0.149%*= -0.0973** 0.148*** 0.131**
(0.0468) (0.0436) (0.0542) (0.0524)
intrem 0.0365 -0.225
(0.149) (0.195)
Constant -3.504**=* -3.842%** -4.861%** -4.770%**
(0.473) (0.440) (1.059) (0.977)
Observations 1,413 1,600 1,413 1,600
Marginal probabilities
Primary school Middle school Secondary school versity
Forrem intrem Forrem Intrem Forrem Intrem Forrem ntrdm
0 0.50 0.48 0.15 0.15 0.07 0.07 0.01 0.01
(0.01)*** (0.01)*** (0.009)*** (0.009)*** (0.006)*** (0.006)*** (0.005)** (0.005)*
1 0.40 0.38 0.25 0.17 0.11 0.08 0.008 0.007
(0.06)*** (0.04)*** (0.05)***  (0.03)***  (0.03)*** (0.021)*** (0.009) (0.004)
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Table 3.3.10. Remittances and education enrollméttarest Neighbour and Kernel PSM

estimations

NN Kernel

Primary Treated Controls Difference S.E Treated Controls Difference S.E

school

Forrem 0.39 0.55 -0.15 0.110.39 0.52 -0.13 0.05
Intrem 0.404 0.60 -0.20 0.09.40 0.52 -0.11 0.04
Middle

school

Forrem 0.269 0.12 0.14 0.08

Intrem 0.19 0.13 0.06 0.060.19 0.16 0.03 0.034
Secondary

school

Forrem 0.21 0.14 0.07 0.08

Intrem 0.19 0.08 0.10 0.0%0.19 0.15 0.04 0.03
University

Forrem 0.05 0.07 -0.02 0.09.05 0.08 -0.03 0.02
Intrem 0.08 0.04 0.03 0.040.08 0.07 0.007 0.02

From this analysis, we determine that there is sewidence of increased likelihood of
school enrollment among foreign remittance recgjvirouseholds, though the impact is
significantly visible only at the middle school &v Next, we turn to the quantity of work
supplied by the remittance receiving households.

C. Quantity of labour supplied

The quantity of labour is usually studied in therature in terms of hours worked per week.
Given the nature of HIES survey used in our stugy,are able to examine only the months
worked during the year preceding the survey, aedntiimber of days worked in the month
prior to the survey. In this survey, 93% of workdrem foreign remittance receiving
households worked for 12 months, implying an ummigted or non-seasonal job. The
proportion for non-recipient workers is 86%. Simya88% workers from foreign remittance

receiving households report having worked 25 daysare during the last month as opposed
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to 77% of non-recipient ones. The figures for ine@remittance-receiving and non-receiving
workers are about the same, showing little vanmaiio the work supplied by two sets of

households. We perform Ordinary Least Squares (Qe&essions to analyse the impact of
remittances on the quantity of labour supplied. UResshown in table 3.3.11 are

insignificant, indicating no evidence of a statiatly significant effect of remittances on the

guantity of labour. Therefore we can not decideualibe reduction or otherwise of the

guantity of labour supplied in reaction to remittameceipts. This notwithstanding, the nature
of work activity may well change due to remittandé& study this in the next part.
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Table 3.3.11. Remittances and quantity of laboppBed (in months and days)

labour  supply:labour  supply:labour supplied :labour supplied

months months days :days
Foreign Internal Foreign Internal
forrem -0.097 0.551
(0.362) (0.452)
Age 0.013*** 0.011*** 0.037*** 0.031***
(0.003) (0.003) (0.009) (0.009)
Sex 1.194*** 1.036*** 0.354 0.387
(0.302) (0.276) (0.500) (0.491)
dependent -0.036 -0.030 0.065 0.047
(0.022) (0.019) (0.042) (0.041)
femalehead -1.072 -1.576 3.203*** -0.679
(1.572) (1.291) (0.532) (2.276)
highestclasspassed 0.184*** 0.180*** 0.123 0.209**
(0.047) (0.046) (0.106) (0.106)
Insaving 0.072* 0.081** 0.216** 0.233***
(0.042) (0.041) (0.087) (0.083)
region 0.220* 0.241** 0.412* 0.280
(0.114) (0.118) (0.239) (0.231)
province -0.031 -0.010 -0.263** -0.262**
(0.049) (0.047) (0.117) (0.118)
intrem 0.165 -0.322
(0.232) (0.621)
Constant 8.961*** 8.975%** 23.18*** 23.14***
(0.645) (0.643) (1.141) (1.080)
Observations 697 765 961 1,051
R-squared 0.136 0.128 0.050 0.043
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D. Activities in case of participation

We study the participation of households in thrgee$ of activities and see whether the
receipt of remittances modifies the person’s prdigof being self-employed in the non-
agricultural sector, paid employee or own-cultiva#® positive sign for self-employment or
own-cultivation would suggest better financial ciieths leading to the person investing and
running his/her private business. The results obprestimations (table 3.3.12) indicate a
significant and positive association between foragmittances and the likelihood of being
self-employed. There is also a strong positive @asion of internal remittances with own
cultivation compared to a non-significant one foreign remittances. As to the Nearest
Neighbour and Kernel matching results, the aveteggtment effect for the three activities
are insignificant even though with similar signstie probit estimations (table 3.3.13). Only
the internal remittance ATT for own cultivationggatistically significant.

Over all, the likelihood of being self-employedtiting ones land appears to increase among
remittance receiving households (these findingshamever not robust). We therefore have a

tentative evidence of the activity substitutioreetfof remittances.
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Table 3.3.12. Remittances and work status — Pestiithation

self-employed

paid employee

own cultivator

Foreign Internal Foreign Internal Foreign Internal
forrem 0.540** -0.199 -0.297
(0.260) (0.245) (0.516)
age 0.013*** 0.012*** 0.0005 0.001 0.029*** 0.027**
(0.003) (0.003) (0.003) (0.003) (0.005) (0.004)
sex 0.314 0.345* 0.081 -0.015
(0.227) (0.201) (0.151) (0.137)
dependent -0.004 -0.003 0.010 0.015 -0.001 -0.023
(0.020) (0.019) (0.016) (0.015) (0.026) (0.023)
highestclasspassed-0.106** -0.116** 0.264*** 0.280*** -0.015 -0.036
(0.051) (0.048) (0.042) (0.040) (0.068) (0.066)
Insaving 0.182*** 0.201**  -0.218***  -0.236*** 0.113* 0.113*
(0.047) (0.044) (0.037) (0.035) (0.064) (0.061)
region 0.376*** 0.389*** 0.452*** 0.438***  -1.259%*  -1.242***
(0.117) (0.112) (0.088) (0.084) (0.217) (0.199)
province 0.008 0.012 -0.031 -0.018 -0.018 -0.038
(0.054) (0.051) (0.042) (0.040) (0.074) (0.071)
intrem 0.349* -0.145 0.799***
(0.209) (0.171) (0.266)
female head 0.794
(0.658)
Constant -3.875***  -4.054*** 1.672*** 1.847**  -3.39**  -3.136***
(0.597) (0.559) (0.429) (0.412) (0.707) (0.683)
Observations 959 1,046 959 1,051 876 943
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Marginal probabilities

Self-employed paid employee own cultivator

Forrem intrem forrem intrem forrem intrem
0 0.10 0.111 0.62 0.62 0.02 0.02

(0.010)*** (0.01)*** (0.01)*** (0.015)*** (0.007)*** (0.006)***
1 0.23 0.192 0.54 0.57 0.01 0.13

(0.07)***  (0.05)*** (0.09)*** (0.06)***  (0.017) (0.02)***

Table 3.3.13. Remittances and work status — NeBl&ighbour and Kernel PSM estimations

NN Kernel

self-employed  Treated Controls Differenc&.E Treated Controls DifferenceS.E

Forrem 0.26 0.16 0.1 0.10 0.26 0.12 0.14 0.08
intrem 0.18 0.13 0.05 0.07 0.18 0.12 0.06 0.05
paid employee

forrem 0.53 0.63 -0.1 0.13 0.53 0.61 -.08 0.09
intrem 0.57 0.64 -0.067 0.99 0.57 0.63 -0.05 0.06
own-cultivator

forrem 0.033 0.16 -0.11 0.09 0.033 0.05 -0.02 0.03
intrem 0.11 0.01 0.10 0.04 0.11 0.05 0.066 0.04

Concluding Remarks

This paper studied the labour participation andplupffects of foreign and within-country
remittances using probit and propensity score nagctechniques. We find a sizeable drop
in the labour participation of foreign remittan@eeiving households. This corroborates the
widespread negative participation impact found I titerature. However, the more
numerous internal remittances do not appear to hasignificant impact on the participation
rate of the individuals from recipient householdsuseholds receiving transfers from within
the country are at an average much poorer thamelagvely better off foreign remittance
receiving households. We hypothesize that the aaddf non-labour income resulting from
internal remittances does not raise the reservatmyes of the recipient household members

to warrant a reduction in labour participation.
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The drop in labour participation in foreign remiita households is particularly acute in
Pakistan’s rural areas and among women. The witvadraf women may not be a pernicious
effect in a developing country context, as nonipigndting women consequently spend more
time in home production and child care. This leamisuch improvements as lower infant

mortality (Duryea et al. 2005).

We find that young and middle age groups are mikedyl to reduce their labour market
participation than the old age group. Among thepieots of internal remittances, only the
old age group of workers shows a significant dmopabour participation. This may owe to
the low paid, more physical nature of work avadabb the comparatively poorer internal
remittance receiving households, which might aftéet old workers’ health and cause the
their early exit from the labour market.

Among other questions examined, there is some se@®f higher probability of school
enrollment among remittance recipients, but noneldeser willingness to look for work
among those out of work. Working individuals do appear to change their amount of work
significantly, but they are more likely to be seffiployed (if receiving foreign remittances)

and own-cultivating (if receiving internal remittzes).

To sum up, our study shows a drop in labour padion due to remittances, particularly
foreign remittances. However, this study does tioivaa categorical conclusion regarding
the nature of remittances. The over all impacteofittances on the labour market may not be
negative, as other indirect factors may also beplay. Increase in consumption and
investment as a result of remittances may boostedtom production leading to higher
employment among non remittance-receiving housshd@dsides, the presence of education
effect and self-employment-related investment shalgotemper the remittances’ damaging

effects on the labour market.

Our analysis mostly dealt with the participationlafour force in the context of foreign and
internal remittances. Another question worth prgbia how the members of remittance
receiving households vary the number of hours thesk. The study of their wage rates, and
subsequently their productivity, can shed more tlighh the labour supply effects of

remittances. Due to data limitations, this studyldonot examine the labour market
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participation and supply effects of remittanceshwiespect to the amounts transferred.
Analysis of this question in the future could thrbght on the moral hazard problems and the

potential for a dependency mindset among the rexigiouseholds proposed in the literature.

In this chapter, we examined two ways in which t&nces influence Pakistan’s
competitiveness. Remittances have myriad othectsfien a developing country’s economic
development. In the following chapter, we take wp bf the more important ones: those on

the country’s poverty and economic disparity.
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APPENDIX

APPENDIX A.
Table A3.1. Remittances and REER - Linear
Determinants
Mean SD
Intercept 0.681 4.800
Open -0.374 0.309
TOT -0.192 0.230
GOV) -0.297 0.171
Gdppcw -0.614 0.269
Pop 2.857 1.076
ODA -0.047 0.066
FDI 0.029 0.060
Rem 0.270 0.056
Exchange.rate-0.049 0.179
Disaster 0.021 0.061
Quantiles
2.5% 25% 50% 75% 97.5%
Intercept -8.611 -2.487 0.640 3.783 10.167
Open -0.991 -0.569 -0.375 -0.173 0.247
TOT -0.655 -0.339 -0.189 -0.042 0.268
GOV) -0.637 -0.409 -0.296 -0.186 0.036
Gdppcw -1.148 -0.791 -0.614 -0.436 -0.070
Pop 0.747 2.141 2.852 3.557 4.991
ODA -0.179 -0.090 -0.047 -0.005 0.084
FDI -0.091 -0.009 0.029 0.068 0.148
Rem 0.157 0.233 0.270 0.307 0.384
exchange.rate-0.400 -0.166 -0.048 0.066 0.307
Disaster -0.098 -0.018  0.020 0.060 0.142
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Table A3.2 Remittances and REER - IV estimatiothBDP per capita

as Balassa-Samuelson indicator

Mean SD
Intercept 3.996 8.89
Rem 0.27 0.27
Open -0.309 0.80
TOT -0.403 0.53
GOV -0.216 0.49
GDPpcp -0.913 1.02
Pop 2.196 1.84
ODA -0.133 0.17
FDI 0.059 0.16
exchange
rate -0.018 0.41
Disaster 0.079 0.15

Quantiles

2.5% 5% 50% 95% 97.5%
Intercept -14.10 -10.60 4.074 18.00 21.37
Rem -0.25 -0.17 0.26 0.71 0.82
Open -1.87 -1.59 -0.299 1.00 1.24
TOT -1.39 -1.23 -0.404 0.45 0.65
GOV -1.18 -1.01 -0.218 0.59 0.71
GDPpcp -2.85 -2.55 -0.935 0.78 1.12
Pop -1.26 -0.73 2.113 5.27 5.76
ODA -0.47 -0.40 -0.135 0.15 0.21
FDI -0.25 -0.20 0.063 0.32 0.38
exchange
rate -0.86 -0.68 -0.015 0.66 0.81
Disaster -0.22 -0.17 0.077 0.33 0.36
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APPENDIX B.

B1l.ROBUSTNESSCHECKS

B1.1. Baseline Probit model for w15

-------- True --------
Classified | D ~D | Total
___________ S S
+ | 866 154 | 1020
- | 86 470 | 556
___________ S S
Total | 952 624 | 1576

Classified + if predicted Pr(D) >= .5
True D defined as w15 =0

Sensitivity Pr( +| D)90.97%
Specificity Pr( -|~D)75.32%
Positive predictive value Pr(D|+) 8480
Negative predictive value  Pr(~D|-) 84.53%
False + rate for true ~D Pr( +|~D) 2448
False - rate for true D Pr(-| D) .0®%
False + rate for classified + Pr(~D| +) 15.10%
False - rate for classified - Pr(D|-) 48%

Correctly classified 84.77%
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Probit model for w15, goodness-of-fit test

number of observations = 1576
number of covariate patterns = 1562
Pearson chi2(1552) =  1586.10

Prob > chi2 = 0.267

Model| Obs li(null)  li(model) df AIC BIC

_____________ A o e

.| 1576 -1058.017 -653.779 10 1329.51381.185

Variable | VIF 1/VIF
_____________ e

Lnsaving | 17.43 0.057
Age | 7.10 0.140

highestcla~d | 6.90 0.144
dependent | 4.73 0.211

province | 453 0.220
sex | 3.10 0.322
region | 252 0.396
forrem | 1.10 0.910
femalehead | 1.07 0.937

_____________ R

Mean VIF | 5.39
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B1.2. Propensity score test : baseline equatioh wibbit

Foreign remittances
| Mean %reduct | t-test
Variable Sample | Treated Control %biagsspi t p>|t|
________________________ S S
dependent Unmatched | 5.438 5.457 -0.7] -0.12 0.906
Matched | 4.64 4.2133 15.8-2217.0| 101265
| |
Insaving Unmatched | 11.167 10.494 61.2 | 9.36 0.000
Matched | 11.282 11.045 215 64.8| 106804
| |
femalehead Unmatched | .04274 .0027 27.1| 11.14 0.000
Matched | .06667 0 45.1 -66.5| 21023
| |
highestcla~d Unmatched | 2.293 2.345 -4.9| -0.45 0.653
Matched | 2.426 2.64 -20.1 -311.6| -1Z08
| |
region Unmatched | .359 .459 -20.5 -3.p4 0.000
Matched | 426 .4 5.4 73.4| 0®B342
| |
province Unmatched | 2.024 2.171 -13.1 | -2.28 0.023
Matched | 1.733 1.426 27.4 -109.1| 201036
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Percentiles Smallest

1% .680 .680
5%  .680 4.877
10% .680 13.089 Obs 6
25% 4.877 20.482 Sum of Wgt. 6
50% 16.786 Mean 21.234
Largest Std. Dev. 21.854

75% 27.080 13.089
90% 61.197 20.482 Variance 7.831
95% 61.197 27.080 Skewness 058.
99% 61.197 61.197 Kurtosis 952

Percentiles Smallest

1% 5.447 5.447
5%  5.447 15.771
10% 5.447 20.075 Obs 6
25% 15.771 21.541 Sum of Wgt. 6
50% 20.808 Mean 22.549

Largest Std. Dev.  13.243
75% 27.371 20.075

90% 45.092 21.541 Variance .396
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95% 45.092 27.371 Skewness 88 .5
99% 45.092 45.092 Kurtosis 702

Sample | PseudoR2 LR chi2 p>chi2

____________ A o e
Unmatched | 0.062 38.77 0.000
Matched | 0.059 11.92 0.036

Internal remittances

| Mean %reduct | t-test
Variable Sample | Treated Control %biasshi t p>|t|
________________________ Y HY
dependent Unmatched | 5.176 5.437 -7.4| -2.32 0.021
Matched| 4 4.156 -4.5 39.8]| -001857
| |
Insaving Unmatched | 10.612 10.53 7.1 | 1.52 0.129
Matched | 10.815 10.977 -14.1 -97.7 | -103D96
| |
femalehead Unmatched | .049 .004 28.1| 13.28 0.000
Matched | .0820 .0149 41.7 -48.6| 2065810
| |
highestcla~d Unmatched | 2.329 2.345 -1.5]| -0.19 0.853
Matched | 2.425 2.440 -1.4 6.4]| -001210
| |
region Unmatched | .353 .460 -21.9 -5.88 0.000
Matched | .529 .447 16.8 23.2| 1.3480.
| |
province Unmatched | 1.950 2.152 -19.1 | -4.52 0.000

Matched | 1.858 1.843 1.4 92.6| 001202
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Percentiles Smallest

1%  1.492 1.492
5%  1.492 7.123
10% 1.492 7.413 Obs 6

25% 7.123 19.086 Sum of Wgt. 6

50% 13.249 Mean 14.177
Largest Std. Dev. 10.322
75% 21.885 7.413
90% 28.064 19.086 Variance 6.186
95% 28.064 21.885 Skewness 10.1
99% 28.064 28.064 Kurtosis 518.
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AFTER MATCHING

Percentiles Smallest

1% 1.397 1.397
5% 1.397 1411
10% 1.397 4.462 Obs 6
25% 1411 14.086 Sum of Wgt. 6
50% 9.274 Mean 3.312

Largest Std. Dev.  15.370
75% 16.804 4.462
90% 41.711 14.086 Variance 6.236
95% 41.711 16.804 Skewness 134.
99% 41.711 41.711 Kurtosis 997.

Sample | PseudoR2 LR chi2 p2chi
____________ e

Unmatched | 0.047 45.43 0.000
Matched | 0.027 10.21 0.11
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B2.PSM ESTIMATIONS USING LOGIT

Table B2.1 Remittances and Labour Participatiogi@gate and age-wise) — PSM Nearest

Neighbour estimation

1. Aggregate

Foreign remittances

Variable Sample | Treated ControlsDifference S.E. T-stat
____________________________ e
wl5 Unmatched| .4 .614 -21867. -3.72
ATT | 4 .626 -.226 809-2.29
____________________________ e

psmatch2: | Common
Treatment | support

assignment | On suppor | Total

___________ R SR
Untreated | 1,502 | 1,502
Treated | 75 | 75

___________ R TR
Total | 1,577 | 1,577
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Internal remittances

Variable Sample | Treated Controls Difference S.E.
____________________________ e mmmmm

w15 Unmatched | .440 .606 -.165 .043
ATT | .440 .738 -.298 072
____________________________ e e

psmatch2: | Common
Treatment | support

assignment | On suppor | Total

___________ U S
Untreated | 1,623 | 1,623
Treated | 134 | 134

___________ R S
Total | 1,757 | 1,757
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Age-wise
Foreign remittances
Variable  Sample | Treated ControlsDifference S.E.
____________________________ o e
work1525 Unmatched | .406 527 -.120 .090
ATT | .406 5 -.093 162 -0.58
____________________________ e
psmatch2: | Common
Treatment | support
assignment | On suppor | Total
___________ R SR
Untreated | 533 | 533
Treated | 32 | 32
___________ R TR
Total | 565 | 565
Variable  Sample | Treated ControlsDifference S.E.
____________________________ e
work2650 Unmatched | 375 .689 -.314 .083
ATT | 375 Re) -.125 144 -0.8
____________________________ e

psmatch2: | Common
Treatment | support
assignment | On suppor | Total

___________ T TR
Untreated | 769 | 769
Treated | 32 | 32

___________ R SR
Total | 801 | 801

Variable Sample | Treated Contr@sference S.E.
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____________________________ A e
work5165 Unmatched | .625 .618 .006
ATT | .625 5 125
____________________________ A e e

psmatch2: | Common
Treatment | support

assignment | On suppor | Total

___________ R SR
Untreated | 160 | 160
Treated | 8 | 8

___________ R SR
Total | 168 | 168

173



Chapter 3: Remittances to Pakistan and Competés®n

Internal remittances

Variable  Sample | Treated Calstr Difference S.E. Bitst
____________________________ e mmmm
work1525 Unmatched | .339 .520 -.181 071 52
ATT | .339 .584 -.245 111 -2.19
____________________________ e

psmatch2: | Common
Treatment | support

assignment | On suppor | Total

___________ R SR
Untreated | 574 | 574
Treated | 53 | 53
___________ R TR
Total | 627 | 627
Variable  Sample | Treated ControldDifference S.E. T-stat
____________________________ e
work2650 Unmatched | .6 .678 -.078 .068 -1.15
ATT | .6 .8 -2 .092 -2.16
____________________________ e e

psmatch2: | Common
Treatment | support
assignment | On suppor | Total

___________ T TR
Untreated | 836 | 836
Treated | 50 | 50
___________ R SR
Total | 886 | 886
Variable Sample | Treated Calstr Difference S.E. T-stat
____________________________ e mmmm
work5165 Unmatched | .434 621 -.186 .108 T7A.
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psmatch2: | Common
Treatment | support

assignment | On suppor | Total

___________ I
Untreated | 169 | 169
Treated | 23 | 23

___________ I
Total | 192 | 192

Table B2.2 Remittances and Labour Participatior &l region-wise) —-PSM Nearest

Neighbour estimation

1. Sex-wise
Foreign remittances
Variable Sample | Treated Controls Difference S.E. T-stat
____________________________ e
malework Unmatched | .659 .856 -.197 .055 58.
ATT | .659 .75 -.090 111 8D.
____________________________ e mmm

psmatch2: | Common
Treatment | support
assignment | On suppor | Total

___________ R TR
Untreated | 980 | 980
Treated | 44 | 44

___________ S TR
Tota | 1,024 | 1,024
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Variable Sample | Treated Controls Difference S.E. T-stat
____________________________ e mmmm

femwork Unmatched | .032 159 -.127 .066 9a.
ATT | .032 193 -.161 .089 -1.81
____________________________ e mmmm

psmatch2: | Common
Treatment | support
assignment | On suppor | Total

___________ T TR
Untreated | 521 | 521
Treated | 31 | 31

___________ R SR
Total | 552 | 552
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Internal remittances

Variable Sample | Treated Controls Difference S.E. T-stat
____________________________ e mmmmmm

malework Unmatched | .666 .850 -.183 .046 93.
ATT | .666 .863 -.196 .081 -2.41
____________________________ e

psmatch2: | Common
Treatment | support

assignment | On suppor | Total

___________ R SR
Untreated | 1,048 | 1,048
Treated | 66 | 66
___________ T T
Total [ 1,21 | 1,11
Variable Sample | Treated Controls Difference S.E. T-stat
____________________________ e mmmm
femwork Unmatched | .220 .160 .060 .047 1.26
ATT | .220 191 .029 .080 0.37
____________________________ e mmmm

psmatch2: | Common
Treatment | support
assignment | On suppor | Total

___________ R TR
Untreated | 574 | 574
Treated | 68 | 68

___________ I SR
Total | 642 | 642
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2. Region-wise
Foreign remittances

Variable Sample | Treated ControlDifference S.E. T-stat
____________________________ e

wurban Unmatched | .437 574 -.137 .089 -1.54
ATT | 437 .656 -.218 167 -1.31
____________________________ e e

psmatch2 : | Common
Treatment | support

assignment | On suppor | Total

___________ R SR
Untreated | 870 | 870
Treated | 32 | 32
___________ R SR
Total | 902 | 902
Variable Sample | Treated Controls Difference S.E. T-stat
____________________________ e
wrural Unmatched | .372 .669 -.297 .074 -4.00
ATT | .372 .651 -.279 127 -2.19
____________________________ e

psmatch2: | Common
Treatment | support

assignment | On suppor | Total

___________ I
Untreated | 632 | 632
Treated | 43 | 43

___________ R T
Total | 675 | 675
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Internal remittances

Variable Sample | Treated Controls Difference S.E. T-stat
____________________________ e
wurban Unmatched | .436 573 -.136 .060 -2.24
ATT | .436 .676 -.239 102 -2.33
____________________________ e
psmatch2: | Common
Treatment | support
assignment | On suppor | Total
___________ R SR
Untreated | 940 | 940
Treated | 71 | 71
___________ R TR
Total | 1,011 | 1,011
Variable Sample | Treated Controls Difference S.E. T-stat
____________________________ e
wrural Unmatched | .444 .651 -.207 .063 -3.28
ATT | .444 .698 -.253 107 -2.37
____________________________ e

psmatch2: | Common
Treatment | support
assignment | On suppor | Total

___________ R TR
Untreated | 683 | 683
Treated | 63 | 63

___________ R WA
Total | 746 | 746
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evidence
CHAPTER 4: REMITTANCES, INEQUALITY AND POVERTY IN

PAKISTAN: MACRO AND MICROECONOMIC EVIDENCE

« Inequality and the misery of the poor are partited divine scheme. Phomas Malthous
(1798)

4.1 INTRODUCTION 3°

Remittances from overseas Pakistanis have growotapeéarly in the last decade, rising

from under $1 billion in 2000 to over $12 billion R011 (State Bank of Pakistan 2012).
These inflows today make up over 6 percent of Rakis GDP, and constitute the country’s

largest annual financial inflow. Surprisingly, theis little recent research on the economic
impacts of remittances, given their significancehia national economy. Their impact on the
poverty and economic disparity particularly neettisraion.

Earlier studies on the development aspects ofsRakremittances have found mixed results.
Lucas (2005), for instance, suggest an equalizing @overty-alleviating impact of
remittances to Pakistan, given that internationgration from Pakistan has mainly been
from the disadvantaged households of the rural sardéa a CGE analysis of trade
liberalization policies of Pakistan, Siddiqui andrial (2006) demonstrate that the decline in
remittance inflows is a major contributory factor eéxplaining the increase in poverty in
Pakistan during the 1990s.

On the other hand, in their pioneering study onratign from rural areas of Pakistan,
Gilani et al. (1981) found an inequality increasieffect of international remittances.
Similarly, Adams (1998) determined that even thopgkerty in rural Pakistan may have

been reduced as a result of international migratioa inability of the poorest households to

% Earlier versions of this study were presented at t he 11th Nordic
Conference in Development Economics, HECER/WIDER, H elsinki, Finland (June
2010), and 59éme Congres de I'Association Francgaise de Science Economique,
I'Université Paris Ouest-Nanterre La Défense (Septe mber 2010), as “Does
every dollar count? macro and micro evidence of rem ittances' impact on
poverty and inequality in Pakistan". We thank the ¢ onference participants

for their useful comments and suggestions.
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participate in the process may have led to an asg@ economic disparity. Remittances,
according to his analysis, make up only 1 % ofgberest 20 % rural households’ income,
while for the richest households, the share riee#dt %. In contrast, in an earlier study, he
showed that remittances had a neutral effect oonecdistribution as they were distributed
fairly equally through the income order (Adams, 2P9 ikewise, llahi and Jafarey (1999)
show that in Pakistan, the returns of internatianaration are shared across non-migrant
households. This may cause the overall rate ofuialdy to rise or fall, depending on the
initial location of the households in the incomestdbution, even though poverty may
inevitably be reduced.

This chapter brings new evidence of the developalemtpacts of remittances. We use the
2005-06 and 2007-08 Household Integrated Economiweys (HIES) for this purpose.
Besides, long-run effects of remittances on povamyg inequality are studied. We also
consider remittances to Pakistan from the worldioregy with major concentrations of
Pakistani migrants, and examine their impact omuaéty of income and consumption as
well as poverty in the country. To the best of édmowledge, this is the first study of

international remittance flows to Pakistan usingjoa-wise and time series remittances data.

Hypotheses tested and research questions

We seek to test the following hypotheses.

H1. Remittances to Pakistan alleviate poverty.

A high proportion of Pakistani immigrants, espdgiahose in the Gulf States, have
historically been low or semi-skilled workers, whave come from poor households. The
money these workers sent must therefore help tamiilies back home in coming out from
poverty. The impact of remittances from educatedramts to their well-off families should
also be welfare-improving. This is because whethesugh investment or investment-like
consumption (e.g. home-building and real-estate)thopough consumption of domestic
products and services, remittances provide jobsday. This, in our view, should have a
strong poverty-reducing effect in a country wheneleremployment and unemployment are

rampant. Similarly, if remittances are spent ondlacation of the household members, the
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resulting human capital accumulation should ultehatlso lead to better skills and lower

poverty.

H2. Remittances from North America increase inetyad Pakistan.

Pakistani Diaspora in Canada and the United Statestly comes from upper-middle and
high income background. Besides being highly edut3temigrants to North America have

been the highest earners among all groups of Rakistigrants, their average income being
even higher than the average U.S household inédbmé&herefore, such brain drain

remittances inflows from North America should exaeg¢e disparities, both in absolute and

relative terms.

H3. Remittances from the Middle East and Europef@vambiguous impact on inequality.
Compared to North American migrants, Pakistanishim Persian Gulf and the U.K are a
relatively heterogeneous group. Migrants to thesentries have included unskilled and
semi-skilled labour as well as doctors and engse€he impact of remittances from the
Middle-East and Europe is therefore hard to deteemNevertheless, given that migrants to
these regions have mostly come from low-income ébolksls in rural areas, these
remittances may reduce income inequality in thentrgu

H4. Remittances have an ambiguous impact on inggual

The net impact of remittances on inequality carlm®tjudged a priori, and depends on the
cumulative effect of remittances from the three nang-sending regions. Given that altruism
is probably the dominant motive behind remittant@sPakistan on the household level

(Chapter 2, Anwar and Mughal 2012), remittancesukhamprove the income and

40 The 2005 American Community Survey undertaken by t he US Census Bureau
shows that among the male Pakistani population aged 25 years and over,
60.9% had bachelor's degrees or higher while the Am erican average for the
same category was 28.5% (Oda, 2009). In contrast, t ertiary enrolment rate

in Pakistan is hardly 5 percent.

4 In 2005, the mean and median incomes for Pakistani male full-time
workers in the United States were $59,310 and $42,7 18 respectively, while
those for American male full-time workers were $56, 724 and $41,965 (Oda,
2009).
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consumption levels of the low and middle-incomeipient households, thereby reducing
overall level of inequality. However, the skill cposition of the Pakistani immigrant
community is evolving, as more and more skilled arghly qualified Pakistanis immigrate
(Kock and Sun 2011). These migrants are usualiy flloee middle or upper income groups,
and the money they send should therefore incrdesdisparities further. Consequently, the
aggregate impact of remittances on inequality dépem which of these inequality reducing

and enhancing effects dominates.

In the coming sections, we seek evidence for thegsotheses. We begin by briefly
introducing the concepts of poverty and inequabtyg describing the state and evolution of
poverty and inequality in Pakistan. In section 4a& present our microeconomic study,
followed by a time series analysis in section ZHe microeconomic analysis allows us to
understand remittances’ effects on various indrsatd household poverty and inequality,
while the macroeconomic part sheds light on theaictg of foreign remittances coming from
different remitting regions. Section 4.5 conclu@esl discusses policy implications of our

main findings.

4.2 POVERTY AND INEQUALITY

4.2.1 Whatis inequality?

Economic inequality can be defined as “the fundamaiatisparity that permits one individual
certain material choices, while denying anothenviiddial those very same choices”(Ray,
1998 p. 170). Inequality has been one of the meshly debated and studied phenomenon in
the human history. In the economic manifestatioeguality was considered an important

social reality. Early thinkers and political ecorieta such as Thomas Malthous, John Stuart

accumulation and population control. For instamdalthous asserted that :

« Receiving more income would ake every man fancgeliroomparatively rich and able to

indulge himself in many hours or days of leisurkisTwould give a strong and immediate
check to productive industry, and in a short timet, only the nation would be poorer, but the

lower classes themselves would be much more dssttegMalthous, 1970, p. 94-95).
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In the recent decades, however, the negative mékieof economic inequalities has
increasingly been underscored. John Rawls, for pl@rembraced the view that
Economic inequalities, if left unbridled, lead toliical inequalities and status inequalities,
which can ultimately threaten the liberties of thast well-off both directly and indirectly
(Rawls, 2001, pages 131-132).
Moreover, as writes Kevin Phillips
“Either democracy must be renewed, with politiceught back to life, or wealth is likely to
cement a new and less democratic regime-plutodsgicsome other name.” (Phillips, 2003,
p. 422).
This narrative from income inequality, to the eeistion of true democracy, to the tyranny

of the rich—is the contemporary liberal’s versidntbe Road to Serfdom (Wilkinson, 2009).

Such harmful effects of inequality have also founore support in the economics literature
thanks to better data availability and more commuipower at the researchers’ disposal.
Economic inequality is nowadays empirically studiedts numerous dimensions : wages,
labour earnings, market income, pre and post-taonte, consumption, and wealth.
Consumption and wealth are useful in assessingnliéeeconomic inequalities, being non-
transitory and less subject to short-run shocksreds the other variables react to the near-
term economic conjuncture, and thus reflect thesmwf recent economic progress. In the
developing countries, mostly the income and condiomp@spects of inequality are examined

due to better data availability.

Inequalities can be evaluated on individual, hoakkhown, regional, country, international

or global scale. Country inequality (or within-caryninequality) considers the variance of
income among the citizens of a particular countinternational or between-country

inequality (both unweighted and population weightednsiders the variance in average
incomes among the world’s nations, while globabunaity takes the total World population

to give the dispersion at the individual level(Wwmdk, 2009). About 70 percent of the
economic inequality in the World today pertains detween-country disparities, within-

country inequalities playing only a minor role (&fhlovic, 2006).

Economic inequalities can be good as well as badoAling to Ravallion (2007) :
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«good inequalities are those that reflect and reioéothe market-based incentives that are
needed to foster innovation, entrepreneurship, gravth. Bad inequalities, however, not
only generate higher poverty now, but also impadaré growth and poverty reduction.
Social exclusion, discrimination, restrictions onigmation, constraints on human
development, lack of access to finance and insaacarruption, and uneven influence over
public actions are all sources of inequality thiait the prospects for economic advancement
among certain segments of the population, thereby

perpetuating poverty in the future.

Inequality can be absolute as well as relative.ohlie inequality” depends on the absolute
differences in levels of living. Relative inequglibn the other hand, depends on the

ratios of individual incomes to the overall meamyRllion, 2004). If in a given economy, the
incomes of all the individuals double, the relatimequality will stay untouched, while the

absolute inequality will double.

Economic disparities owe their existence to mym@dnomic and social factors including

education, wealth, labor market, innate ability,sp@aal preference for work, leisure and risk,
race, gender, and cultural practices.

4.2.2 Measures of inequality

Economic inequality can be measured using diffeiadicators: Gini coefficient, Theil
index, Hoover index, variance of logs, the fir§tifiquantile and the first/tenth decile ratio,
and the First/ninety-nineth percentile ratio. A dadoequality measure must satisfy certain
statistical properties (see Litchfield, 1999; Cdw&d99 and 2006), which include:

(1) Pigou-Dalton transfer sensitivity, (2) symnyetf3) mean independence, (4) population
homogeneity, and (5) decomposability. The Pigouddatransfer principle implies that the
value of the inequality measure decreses as atresw progressive transfer. Symmetry
requires the measure to be independent of perdsdeatity of income unit. The mean
independence or scale invariance principle requhiasthe measure should be independent
of proportional changes in the income levels ofialome units. In order to satisfy the

population homogeneity principle, the measure shdd invariant to replications of the
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population, and for the decomposition principles theasure needs to be decomposable into

intuitive population subgroups

Gini index, Theil index, Hoover index and varianok log all satisfy these five basic
properties. Among these measures, Gini coeffiaeme most widely used scalar measure,
being simple, intuitive and easy to calculateslithe difference between the 45 degree line
and the Lorenz curve that shows the cumulativeridigion of income. It ranges from a
minimum of zero (absolute equality) to a maximunidfvhere one individual possesses all
the resources). The major drawback of Gini coedfitiis that it does not convey any
information about the shape of the Lorenz curvés highly sensitive to the middle part of
income distribution, and thus may not capture mox@s at the extremes of the income or
consumption distribution. For the latter, the risht poorest quantile, decile or percentile
ratios are pertinent, as they only consider theviglt population groups. A high or increasing
guantile ratio, for instance, indicates a worseningquality situation due to the falling
behind of the poor bottom quantile with respecth® richest one. Another commonly used
statistic is the Teil index, or the Mean Logaritbrbieviation (MLD).

For a detailed account of inequality measuremed, Jenkins and Micklewright (2007) and
Cowell (2000, 2006).

Now, let us have an overview of the course of iradituin Pakistan.

4.2.3 Inequality in Pakistan

In Pakistan, the question of economic disparitiest §ained significance in the 1960s, when
the government’s industrialization drive led to #reergance of widening economic disparity
between the masses and a small number of industrfamilies which presumeably held

much of the country’s private assets. The firstlysia in this context was Bergan (1967),
who found that the lowest 5 percent of househadsived only 1 percent of the income, as
compared to the richest 5 percent households wtackived 20 percent of the national
income. From the 1970s, the question of econonaquality in Pakistan has been frequently
studied, see, for instance Khandker (1973), Mujghi78), Mahmood (1984), Kruijk and

Leeuwen (1985), Ahmed and Ludlow (1989), Jafari Ehdttak (1995), Haq (1998), Ahmed
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(2000) , Jamal (2003) and Anwar (2005a). For aene\of previous studies on inequality, see
Kemal (2003), Anwar (2005a) and zakir and Idre€99.

The coverage and scope of existing work on incomsgiloution in Pakistan is limited to

estimating inequality using mostly two or threeipds’ household survey data (table 4.1).
These studies employ different methods, chooseréiit measurement of living standard
indicators (household income or consumption) and psblished grouped or primary
household survey data, took household rather thdividual as the reference unit, and
thereby reported contradictory results about trandacome distribution (zakir and Idrees,
2009).
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Table 4.1. Earlier Studies on inequality in Pakista

evidence

Tahle 2

Imequality Trends in Paldstan as Shown by the Rarlier Sudiss

Breqm liby Trevds duthe Sicties ard Semerities

G364 GiiT G3-Ga GeTl T-71 7172
e ¥are Aren to to o to o to
Lotha Budicatar Coremge G667 GELED £3-70) 7071 71-72 107
Eharudher Tabdctarn  Deease  Deease - - - -
(1973 Hosel Bamal Deaease  Demease - - - -
H Bvcane TEbar Bvoease  Deease - - - -
Pabdctor,  Deaease  Degeace - - - -
Famal Deoqeace  Demeace - - - -
Ter Capita come Thoar,  Furease  Dwceace - - - -
Hace em
(1973 Honsehiold Famal Smapart Deoeawse Dedeas:  Stagumt - -
Canmption Thhar Bureace  Demease Demease  Dedease - -
Faxral Deoqease  Degease  Degease Dedease - -
Per Capia TEbar Bureace  Burease  Bumease  Dedence - -
Canmption
D lddir
(1975 Hosehold Bucame Famal Deoense  Demease  Deaease  Staghot RuTease -
TEbar Bvreace  Deoeacse Dedeass  Demeass  Fuoease -
c H Famal Deoease  Demease  Stgrard  Demease  RuTeace -
Tibar Burease  Demease Deqease Deqease  RuTease -
Tor Camita T Famal Deoqegce  Demease BuTease Demease  BoTeass -
T am ¢ TEbar Bvrease  Deoeare Dedease Degeass  RuTease -
Der Capin Famal Deoqegce  Demease  Deoense  Baogease  Booeass -
L Thhar Bureace  Burease  Demease  Dedgease  Bugease -
Canmption
hi[%ﬂm-:d HozsehoH Fue Pabdctmrn  Deease Demease Demease Demease Buoease  Fooease
( ! i Hne Famal Deqease  Demease Bhugease Demease  RuTeace BEarease
TEhar Deqease  Demease Deqease Hapeass Booease  Fioease
Pabictan Burease  Demease Deqease Deqease  RuTease Burease
m&:{?e Famral Deoqeace  Degeawe Buoease  Demease Buoeawe  Eogeace
e i Tbar Bvrease Demease Demease Deoeace  Buoeass  Foeace
Pabdctrn  Decease Dedeass  Demease Deoeace Buoeass  BEoaeace
Housd Famal Deoqegce  Demeawe Bugease Demease  Buoease  Bagease
; H Evame TEhar Bvrease Demease Demease  Bameasw  uoease  Forease
Ofh e Fudest
(1054) Pabdctrn  Deease Dedeass Booease  Degeace BuTeass  Booeace
Honzsek Famal Deoqegce  Demeawe Degeas  Demease Booease  Bagease
H Bcame Tbar Bvrease Demease Demease Deoeace  Buoeass  Foeace
Pabdctmrn  Deease Demease Demease Demease Buoease  Fooease
Tor Capita o Famal Deqease  Demease Bhugease Demease  RuTeace BEarease
L ame TEbar, Bvgease  Inmease  Degeass Degease  Reoease  Eoeace
Enagjh axd Pabdctan - - - - - BuTeace
Laerraren, Hmsehold Bwame Famral - - - - - Frease
19257 TEbar - - - - - BuTeace
Clontinued—
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Tahle 2—{Contirusd)
Teqmlicy Trevuds i fhe Bigdies
1o 2485 85-26 g6-87 a7-aa
ta ta o ta ta
Zndthor WeKare Fdicator Area 2485 8586 26-87 av-0 a0l
Frmadand Foeehold Brome | Dabastan, | BTease - - - -
Ldloar ad Paldctan Burease - - - -
I 1) Honxehiold Faxnl Brumease - - - -
Corenam phioh Tirban Degeace - - - -
Tatti ard Bhattab Pabictan Degeace D xence Deqence Frrreace Tireace
[ 1995 Honxehold Beome Faxml Brease Dwe rease Deease Dreease Brease
Tirban Degeace D xence Stagpamt Frrreace Tireace
Coavnmmphotiper Pabictan Tireace D xence Frrreace Degeace
Hag Luintt Equima lert Faxal Tireace D xence - Degeace Degeace
(190 Tirhar Buease Dwe rease Stagrard Dremease
Trequlity Trends 3 Late Eighties ad HFreties
Zndthor WeKare Fdicator Area 198 7-53 1o 1903-00 1oe-20+0 200 1-02
Tamal . Pabictan TuTence -
Caamnphicotper
2005 . Foxnl Tugease -
: :I Adnlt Eqrimlert Tirban TuTence -
Lyamr . Pabictan - Trire ace
Coavnmmphotiper
20z . Faxal Trome e
: :I Adult Epamlad Tirhar Dremease

Source : Zakir and Idrees (2009).

The over all trend that emerges is that in the $96@come disparities slightly went down,
rose marginally in the 70s, and fell again in thd 80s. By late 1980s, the inequalities were
again on the move, and the income Gini crossed 4e 1990s. The trend has been
continuing, and by the mid 2000s, Pakistani econdragl reached its highest level of
inequities, with income Gini above 0.45.

Consumption inequality, however, has tredded aeudbfit trajectory, staying roughly flat in
the 1970s and 80s, slightly fell in the mid 90s ament back up in the 2000s. The
consumption Gini coefficient, at around 0.30, weaacpcally the same in late 60s (when the
first measurements were taken) as well as in thly @800s. Consumption inequality has
shown little variation (Gini index ranging from hi0s to mid 30s percent) as compared to
income inequality (Gini index which has fluctuaiadhe mid 30s to mid 40s percent range).
The trend for both, however, has been upward ir2@@89s.
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Figure 4.1. Gini index for income and

consumption
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Despite this deteriorating image, Pakistan is atilelatively less inegalitarian society (figure
4.1). In comparison, several Latin American and-Sabharan African countries have Gini
indices in excess of 0.5. Nonetheless, of lateethee signs that inequality is on the rise. The
Government is finding this worrying situation aticial issue considering its implications for
employment and poverty (Government of Pakistan820&ccording to the 200708 Pakistan
Economic Survey, the mean expenditures of the sich@ percent were more than four times
of the poorest 20% for the period 2000/01 -200%f@fuire 4.2).
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Figure 4.2. Consumption Shares of the Poorest (20tidle (60%) and Richest (20%) by

Rural and Urban Areas
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Source: Pakictan Economic Survey 2007-08,

Source: ADB (2008) using the Pakistan Economic &u2007-08.

The rise in inequality during the last two decadas be a result of poor and inequitable
economic growth. The decade of the 90s, economisgkaking, considered Pakistan’s lost
decadé”. Political instability, deterioration in governancimprudent macroeconomic
management, and lack of continuity in economic qiedi were the key factors behind this
performance (ADB, 2008). This led to increasingarete on the IMF and other International
Financial Institutions (IFIs) for covering the yawg gaps in the country’s accounts, which
inevitably came with these IFIs specific structuaaljustment prescriptions. The resulting
adherence to the strict conditionalities in thenfoof increasingly regressive tax regime,
shrinking development and pro poor programs aneapration of hitherto state-run utilities
saw a sharp rise in poverty and inequality. Thb gained at the expense of the bottom and

middle income groups ; the share in national incarfnie top 1 percent doubled from 10 to

42 As an indicator, the country’s per capita income a djusted for
purchasing power parity, which was 50 percent highe r than India in 1990,
fell below that of India in 2000.
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20 during the 2000s. The country’s services sethat, has been the main propeller of the
country’s sterling economic performance in the Z2)0ts mostly provided jobs to the urban
educated. This has not only accentuated the ruteiban disparities, but has also increased
the level of income inequality between the well-eated rich and the semi/uneducated poor
due to higher differential return to education (fig 4.1).

Here it needs to be mentioned that inequality iRid®an manifests itself not only at the
individual and family level, but also in its geoghécal and temporal dimensions. As an
example of the inequality of opportunities, liteyaate on the district level, according to a

2007 estimate, varied from over 70% in Islamabatio#h in Musa Khel and Kohistan.

4.2.4 Poverty, poverty of what?

Poverty has been the fate of most of the humaanitynuch of the human history. So much so
that it was considered a natural and unavoidablen@menon, deemed essential for the
normal functioning of the society. In the wordsDoélerot: "Il faut que le peuple vive, mais il

faut que sa vie soit pauvre et frugale: plus ilaestupé, moins il est factieux, et il est d'autant

plus occupé, qu'il a plus de peine a pouvoir dsssins.” (Cited in Ragon 1974).

What what really is poverty?

There are several definitions of poverty. Poveytyisolises the inability of a person to attain
a minimum standard of living (World Bank, 1990. JHielow-standard living prevents the
individuals from attaining and satisfying their eotial, thus limiting their capacities and
capabilities. Poverty can thus be considered atium®f absolute deprivation in terms of
individual capabilities, the potential or persoadiantage that a person can attain. Individual
living standard, therefore, reflects the persongpabilities rather than the number of
commodities he possesses or the level of utilitgdr@ves from their consumption (Sen 1976,
1993). A capability is a person’s or group’s freeddo promote or achieve valuable
functionings. It represents the various combinatiohfunctionings (beings and doings) that

the person can achieve.
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Poverty is often defined in terms of a given poydrie, the most common being the World
Bank’s $1 a day poverty line (World Bank, 1990).isTipoverty line, refered to as the
International poverty line, represents the moneteajue of the minimum level of an
individual’s nutritional and energy consumptionuggments, and corresponds to $1 in 1985,
$1.08 in 1993 and $1.25 per day in 2005 at purclggsbwer parity. It is close to the average
of PPP-adjusted national poverty lines of the psioi® nations in the world (Ravallion et al.
2008). It is drawn either using the Food and Enénggke (FEI) Method or the Cost-of-Basic
Needs (CBN) Method. The FEI sets the poverty line domputing the consumption
expenditure or income level at which food energtake is just sufficient to meet pre-
determined food energy requirements, whereas thé €ulates a consumption bundle that
is seen as the adequate level for basic consumpgeds proceeded by estimation of costs
for each subgroup being compared (Dhongde and M,ir2010). The poverty line is kept
constant in real term to buy minimum calorie intd&e an individual by taking the local

inflation into account.

A poverty line can be absolute as well as relative.

The former measures the cost of a given standaldinfy and has a fixed value over time
and space. Relative poverty, on the other hanérgeb the average standard of living in
terms of the economy’s income distribution, expeesas a function of the mean or median.
Therefore, it judges an individual's relative pasit in the income distribution, and

consequently, the person’s inability to participate the society. Relative poverty is

commonly measured in the developed countries,alsutation in the poor countries being
somewhat limited. As a result, much of the literaton the incidence of poverty in the
developing countries pertains to absolute poves#g for example Bhalla, 2002; Chen, Datt,
and Ravallion, 1994; Chen and Ravallion 2004, 2007)

Globally, the incidence of absolute poverty is daidhe on the decline in the recent decades.
Today, a quarter of the population of the develgpWorld lives under $1.25 a day as
opposed to almost half in 1980, even though thelatess numbers have not come down
substantially (Chen and Ravallion, 2008).

The poverty figures estimated using the internatiopoverty lines are sensitive to the

consumer price indices used to draw or update dherpy lines; the purchasing power parity
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exchange rates required to make incomes and expendievels comparable across
countries; and the statistical techniques empldgegktimate income distributions (Dhongde
and Minoiu, 2010). These poverty lines may therefoot be useful for the study of poverty
on the country or local level. As a result, the abeational poverty lines for country studies
is widespread.

4.2.5 Measures of poverty

The Foster, Greer, Thorbecke (FGT) class of measuas, over the years, been commonly
used for measuring poverty. Probably the most widesled among these measures is the
Headcount ratio, which is a simple and intuitiveasu&re. It measures the percentage of the
population that falls below a given poverty lindaeéldrawback of this measure is that it does
not indicate the extent and severity of povertyjrgg merely the level of population living

below the poverty line. If a poor person becomesr@q headcount remains unchanged. The
Headcount ratio also violates the Dalton (1920h@ple of transfer that states that transfers

from a richer to poorer person should improve tleasare of welfare (Anwar, 2005a).

Another measure of poverty is the poverty gap indéxch gives the shortfall of income or

consumption from the poverty line, and therefonejgates the depth of poverty prevalent in
the society. It is the gap between the poverty dind the

average income of the poor expressed as a propaofidghe poverty line. This measure,

though useful for evaluating the extent or depttpoderty, does not take into account the

severity of poverty among the poor.

This feature of poverty is captured by the Seyentlex, which is calculated by squaring the
poverty gap index. By squaring the poverty gap xpdbe measure implicitly puts more

weight on individuals that fall well below the patseline (Anwar, 2005a).

Yet another measure is the Chronic poverty indekjclv uses the average level of
consumption over the entire period as the undeglgtandard of living measure to examine
the level of poverty (Jalan and Ravallion, 2000rd@ic Poverty Report, 2008).

As regards relative poverty, percentage of the meammedian of average income or

percentage of quantiles are frequently used mesasure
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The above mentioned measures provide a unidimeaisiwoew of poverty. Following Sen’s
capability approach, some recent works have tredevise multidimensional measures of
well-being (see for example Bourguignon and Chaditgy 2003 ; Tsui, 2002). Among the
measures that attempt at assessing the multidioreadsiature of poverty, the

Human Poverty Index (HPI) and the Multi-dimensioRaverty Index are notable. For a

detailed account of the measurement of povertyAsed, Segal, and Stiglitz (2007)

4.2.6 Poverty in Pakistan

Outside Sub Saharan Africa, South Asia containgattgest concentration of absolute poor in
the World. Like other South Asian countries, majownf Pakistan’s citizens suffered from
absolute poverty and illiteracy at the time of ipededence. The question of poverty has
therefore been extensively studied in Pakistan.ebi@s(1973) was the first study in this
regard. Other studies include Alauddin (1975), Miga(1978), Amjad and Irfan (1984),
Kruik and Leeuwen (1985), Malik (1988), Ahmad anadlow (1989), Zaidi (1992), World
Bank (1995), Anwar (1996)

And Qureshi and Arif (1999).

Recent studies include Asian Development Bank (R0@awar (2002), World Bank (2003),
Anwar, (2005b), World Bank (2007), and Arif and £42007). See Anwar (2005b) for a
review of poverty literature on Pakistan. Most loége studies have examined the incidence
of absolute poverty in the country. Zaidi (1992)dafAnwar (2005b), however, estimate

relative poverty.

The over all picture emerging from the literatusdhat poverty dropped in the 1960s, 1970s
and 1980s, rose in the 90s and fell again in thky 2800s (figure 4.3). However, the gains
have partially been reversed since the middle efdacade. Poverty reduction in the 1960s
can be attributed to the Green revolution and gtrgrowth in industrial and manufacturing
sectors. In the 70s, the public sector expandewjging better paid jobs, while in the 1980s,
large inflows of worker remittances sent by millkonf Pakistanis working in the Persian
Gulf countries must have contributed in alleviatipgverty. The country also received

sizeable foreign development assistance in redogniff its frontline state role in the war in
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Afghanistan against the Soviet Union. These twtowé kept the deficits in check and the

resulting government and private consumption Kegtgrowth rate high.

Figure 4.3. Evolution of inequality and povertyrids
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In the 1990s, however, poverty began to rise. Btessieasons include low growth,
inadequate development spending in order to cottieoballooning budget deficit leading to
fewer pro-poor subsidies, higher and more regrestxes, shrinking of the public sector,
debt servicing on the loans incurred from the maéional lenders, along with high Defence
spending due to insecurity on the eastern bordedditical instability, corruption and
nepotism also hindered the judicious use of devety funds. Here, it is worth mentioning
that during this period, Pakistan followed deregalg privatization and spending cutting
policies as a part of the Structural AdjustmentgPamns (SAPS) in order to avail loan
facilities from the IMF and the World Bank.

In the 2000's, despite the revival of economic dhoand sharp rise in remittances and FDI's,
poverty has not abated, and after some yearslofggloverty rates, poverty appears to have
resumed its upward march. This could possibly be tduthe services and capital-intensive
industry led growth and the ensuing double digiflatiton. The ongoing geopolitical

instability and recurring natural disasters durthg decade have worsened the situation.
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These factors may well have contributed to higherepty through widening income and

consumption gaps.

The measurement of poverty rates in the country been contentious. For instance,
according to official estimates, poverty fell fra3d.5% in 2001-02 to 23.9% in 2004-05, a
more than 10% drop in the span of three yearsurfied out, however, that this was an
statistical artifact made possible by the reductbthe minimum average calorie norm (used
to set the national poverty line) from the Interoadl level of 2550 to 2150 calories per
person per day. The average calorie intake regemémas set to 2350 calorie per adult
equivalent per day in 2002. This change broughthagprate of poverty prevalence by 2%.
World Bank (2006) and Anwar (2005b), using theeathreshold, found the poverty rate
drop half that initially determined in the officia@stimates. World Bank (2006) found a
poverty rate of 29.2% in 2004-05 using a differgfiation rate. Anwar (2005b), employing
a relative poverty line of 66.67% of the nationakl@age per capita expenditure found the
poverty rate to be 40.3% in 2001-02, implying tl6& million individuals were poor in
Pakistan; of which 46.1 and 14.4 million individsialere located in rural and urban areas,
respectively. This shows a 6% rise in poverty asmared to 1994-95.

Part of the reason for such divergent poverty es®siis that a large proportion of the
country’s population, especially in the rural arelases on or just above the minimum per
head income taken as the official poverty line. iRgtance, by using a higher cut-off point of
75 percent of national average per capita expemdifdnwar (2005b) found a poverty rate of
52% for 2001-02. This highlights the importanceeohploying multiple poverty lines to

measure the extent and depth of poverty in a dpugacountry like Pakistan.

Leaving aside the issue of the magnitude of exeap th poverty, it is generally agreed that
poverty did fall in the first half of the 2000s.Mgh growth rate of about 7% sustained during
the period, coupled with increased job creatiorth@ urban areas and substantial foreign
direct investment and remittance inflows must ke rtiain causes behind this improvement.
Besides, development and poverty alleviation experes increased from 3 percent of the
GDP in 2001-02 to 5.7 percent of the GDP in 200@e@dotal evidence suggests that in the
last couple of years, stagnant economic performapeesistent double-digit inflation,

chronic fiscal deficit, shying away of foreign cegbj poor law and order situation, and
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natural disasters has led to reversal of povedpds. The last factor deserves a special
mention as the country faced two of its worst deaslinked to natural catastrophies during
the last decade: the October 2005 earthquake, kiled over 70, 000 people and
impoverished an already poor area of the countng, #e massive summer 2010 floods
which submerged upto 200, 000 sq. km. of the cguaitone point.

After this brief examination of inequality and potetrends, now we consider the role of

remittances in the story.

4.3 MICROECONOMIC ANALYSIS

In this section, we empirically examine the relasibip between poverty and inequality in the

country and the transfers from abroad.

4.3.1 Data and estimation method

The data in this study are taken from the Houselhaegrated Economic Survey (HIES)
2005-06 and 2007-08. This series of nationwideasgmtative surveys, conducted as phase I
of Pakistan Social and Living-Standard Measurem¢RSLM) survey, comprises
observations for over fifteen thousand householiseach survey. The surveys were
conducted by the Federal Bureau of Statistics (FE®vernment of Pakistan, Islamabad.
The universe consists of all urban and rural aogédlse four provinces of Pakistan defined as
such by the 1998 Population Census. These surveysdp complete information on the

guantity and expenditure on all food and non-fdeds.

According to the 2007-08 HIES, 4.3 percent of plo@ulation receives foreign remittances,
while 8.4 percent households receive domestic tangés. Both income and consumption
observations are available in the survey data. Wewewe rely on consumption data for
constructing our poverty and inequality indicato@ne reason for this preference is that
consumption is less subject to short term econoshiocks. Moreover, in developing
countries, the presence of a large informal seatut large scale tax evasion means that
incomes are usually underestimated. This causesni@dgnequality to be on the lower side.

Besides, in a country where close to half the patpad depends, directly or indirectly, on
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agriculture for its income, vagary of weather cause incomes to vary substantially.
Consumption, in comparison, is less prone to steon shocks, and can therefore give a
better picture of inequality at a given point ahé. Consumption can also be measured with
less error. Besides, official poverty line in maigveloping countries, including Pakistan, is
based on the minimum required caloric intake maeetito give individual consumption
figures. Therefore, basing the inequality measureconsumption makes the analysis of

poverty and inequality coherent.

We use the official poverty lines of Rs. 11333 f#q et al. 2008) and Rs. 1148¢or the
years 2005-06 and 2007-08 respectively to consthecthree binary variables for poverty.
These three variables are the headcount povegytred poverty gap and the squared poverty
gap. The first corresponds to the proportion ofytation below the poverty line; the second
measures the total shortfall of consumption belogvgoverty line, while the last squares the
poverty gap to estimate the severity of poverty.régards inequality, we use Mean Log
Deviation (MLD) as well as the five consumption mfiles. Our baseline poverty and

inequality equation can be given as:

Explained = f0 + f1 forrem + f2 hhsize + 3 femnalehead + 4 rworkerls
+ FSage + SBémarried + 7 enrollmentstatus + §8 Ininc

+ F9lnsawving + flOregion + 11 province + £

Where p0, pl and p2 are the three explained povarigbles and mld and q1 — g5 are the
explained expenditure inequality variables. Theepehdent variables included in the
equations control for household income and wealdmographic, local and geographical
features. Household size has a direct effect orepp\and inequality. Female fertility ratio

tends to be higher among the poor households. Lagseholds, therefore, are often poorer
and less educated. This effect is checked if threbau of at-work adults is correspondingly
high. The marital status of the household head affects the probability of being poor.

People usually marry and form a household once ltlegyn work and earn a living.

43 Taken from http://www.finance.gov.pk/survey/chapter 10/09 Pove rty.pdf
(page : 141)
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Another factor determining the incidence of povestyhe level of education. More educated
individuals and households have better earning ppities, and are therefore, less likely to
be poor. Education also impacts inequality sigaifity (Mughal and Diawara 2011). The
education indicator in our model is a dummy vaeatalking the value of 1 if the individual

has ever gone to school or is currently enrolledria. This variable is relevant in our context

as 43 percent of the respondents in the 2007-0& ldle found to have never gone to school.

Household income is taken in logarithmic form foalability purpose. Likewise, we take the
logarithm of accumulated household savings as ditator of wealth in our poverty and
inequality equations. We also use agricultural lawehership as alternative indicator of
wealth. The urban area dummy controls for the ppor®re unequal characteristic of the
rural population, while provincial dummies considbe four provinces’ diverse economic
profile.

Description of the above variables as well as th@mmary statistics are given in table 4.2.
We also carry out the above mentioned model witarival remittances as the explanatory

variable of interest.

200



evidence

Table 4.2. Summary statistics — microeconomic model

Table 1 -A - Summary Statistics

VARIABLES
age

sex

married
femalehead
hhsize

nworkerl8

enrollmentstatus

region
province
forrem

intrem

inc

exp

savings
agri_land
expadeql4d
p0_el4
pl_expadeqld
p2_expadeqlsd
mid

2005

N mean  sd min  max
112,99523.20 1896 O 99
112,9950.499 0.500 O
112,9951.432 0586 1 5
134,819.0105 0.102 O
134,8198.590 4.654 1 55

79,650 4.454 2449 O 22
100,87R.545 0.498 O 1
112,9950.392 0.488 O 1
112,9952.112 1.085 1 4
15,442 0.0571 0.232 O 1

131,143115,915 151,586 0 4.500e+06

134,768109,712 98,988 O 2.522e+0
87,461 46,212 178,360 2.000e+01]
100,2520.128 0.334 O 1
134,7688,516 18,594 O 630,596
134,8190.372 0.483 O 1
134,810.107 0.178 O 1
134,810.042 0.094 O 1
134,7620.230 0.647  -3.1357.553

-~
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Table 1 -B - Summary Statistics 2007

(1) (2) ®3) 4

VARIABLES N mean  sd min  max
age 107,8322355 1884 O 99

sex 107,8320.504 0.500 O 1
married 107,8320.361 0.480 O 1
femalehead 124,839.0119 0.109 O 1
hhsize 124,8358.236 4.091 1 37
nworkerl8 73,247 4382 2270 O 16
enrollmentstatus 97,117 0.567 0495 O 1
region 108,4690.391 0.488 O 1
province 108,4692.126 1.105 1 4
forrem 8,136 0.0431 0.203 O 1
intrem 9,118 0.0838 0.277 O 1

inc 124,830142,101 223,774 1 1.022e+07
exp 124,830132,429 112,489 1,700 2.644e+06
savings 93,287 85,070 478,911 3.000e+07
agrilandownershipl5,511 0.0896 0.286 O 1
expadeql4d 124,83@2,983 21,424 340 678,343
p0_el4 124,839.216 0.411 O 1

pl_expadeqld 124,836.050 0.123 O 0.970
p2_expadeqld 124,836.017 0.058 O 0.941
Mid 124,830 0.202 0.609 -2.9944.355

The poverty headcount and consumption quintilestops are estimated using Probit, given
the dichotomous nature of the respective dependanables, while the two remaining
poverty equations as well as the Mean Log Deviaiti@guality models are estimated using
the Ordinary Least Squares (OLS). All standard rerrmm our models are robust to

heteroscedasticity.
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4.3.2 Remittances and Poverty:

Our 2007-08 dataset indicates a poverty headcatmiof 21.55 percent, which is 1.1 percent
lower than the subset with remittance receivingsetwlds excluded. The difference in the
poverty depth and severity is also striking, the twwdicators dropping from 5.36% and
1.94% (dataset with foreign remittances-receivingdeholds excluded) to 5.05% and 1.77%
respectively (dataset including foreign remittaneeeiving households). The corresponding
fall in poverty headcount rate, gap and squared fgapghe 2005-06 dataset is even more
significant at 13.8%, 5.2% and 1.9% respectively.

Controlling for other drivers of poverty using tlaéorementioned equation, these strong
poverty-alleviating effects are confirmed (see e¢al3). Foreign remittances show a strong
and significant poverty reducing probability of 58.and 0.99 for 2007-08 and 2005-06
respectively, both significant at 1%. Only the urbvaral residence variable shows an equally
strong probability. Remittance-receiving householdave an 18.4 percent marginal
probability of being below the official poverty Brceteris paribus, as opposed to 30.1 percent
for the non-recipient households (2007-08 resull¥)is means that depending on the
specification used, between 800,000 to 1.6 milpersons could go above the poverty line in
2007-08 thanks to foreign remittanéesThe corresponding figures for 2005-06 are even
higher, ranging from 2 to 2.9 million fewer p&dr

Results pertaining to the depth and severity ofepy are similarly significant, and rival
those of the household’s rural-urban location. tAl results for poverty are stronger using
the 2005-06 survey dataset than the 2007-08 one.

The substantial reduction in the depth and sevefijpoverty can be explained by the fact
that for all migrants, including the unskilled oseas workers, the rise in income arising as a
result of migration is quite high as compared te Household income back home. These
findings confirm our first hypothesis that foreiggmittances significantly improve Pakistan’s

poverty situation.

44 Calculated using the official population estimate of 153,960,000.
45 Calculated using the official population estimate of 159,060,000.
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Table 4.3. Foreign Remittances and Poverty — basahiodel

2005 2007

p0_eld pl expadeql: p2_expadeqlsd

VARIABLES

forrem

hhsize

femalehead

nworkerl18

married

enrollmentstatus

Insaving

region

province

p0_eld pl expadeql: p2_expadeql4

0.943%*
(0.099)
0.209%**
(0.009)
0.738%**
(0.173)
0.133%**
(0.011)
0.004%**
(0.001)
0.148%+*
(0.050)
0.592%**
(0.034)
0.190%**
(0.018)
0.302%+*
(0.015)
0.783%**
(0.033)
0.034**

-0.079***

(0.007)
0.0206+**

(0.0007)
-0.055%+*

(0.016)
-0.015%**

(0.001)
0.0001

(0.0001)
0.004
(0.004)
-0.067++*

(0.003)
-0.019*+*

(0.001)
-0.022%+*

(0.001)
-0.080***

(0.003)
-0.001

-0.037***

(0.003)
0.00924**
(0.0004)
-0.018*

(0.010)
-0.006+**

(0.0007)
0.0001*

(7.34€-05)
0.0003
(0.002)
-0.029%*

(0.002)
-0.010%+*

(0.001)
-0.009***

(0.0007)
-0.034*+*

(0.001)
-0.002%**

0.582%**
(0.180)
0.239%**
(0.013)

-0.782

(0.492)
0.135%**

(0.021)

-0.004**

(0.002)
0.103
(0.0702)
0.517%**
(0.064)
0.109%**
(0.019)
0.493%*
(0.028)
0.916%**
(0.065)

-0.038***

(0.009)
0.0132++*

(0.0009)

-0.052%+*

(0.017)
-0.007%+*

(0.001)
-0.0002

(0.0001)
0.003
(0.005)
-0.037*+*

(0.005)
-0.006%**

(0.001)
-0.026*+*

(0.001)
-0.059*+*

(0.004)
-0.003

-0.015***

(0.004)
0.00444%
(0.0004)

-0.022%+*

(0.006)
-0.001**

(0.0007)
-5.75e-05

(8.17e-05)
-0.0003
(0.002)
-0.013***

(0.002)
-0.002%**

(0.0005)
-0.010*+*

(0.0009)
-0.023%+*

(0.001)
-0.0009
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(0.013) (0.001)

Constant 4.444%% 0.550***
(0.233) (0.021)

Observations 8,902 8,902
R-squared 0.346

Robust standar

errors in

parentheses
*k% p<001’ *%*
p<0.05, * p<0.1

evidence

(0.0008)
0.246%*
(0.013)
8,902
0.259

0.071%+
(0.027) (0.002) (0.001)
5.235%k%  (0.412%% 0.160%
(0.366) (0.026) (0.012)
2,844 2,844 2,844
0.274 0.188

Among other explanatory variables, household sp@ears to be positively associated with

poverty, while number of workers and the persordsication status show a significant

negative relationship. Higher education

logicallyings better income and higher

consumption, leading to lower poverty. In contraste age and marital status of the

individual does not appear to significantly infleerthe household’s poverty incidence.
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Table 4.4. Foreign Remittances and Poverty — a@tam model

2005 2007

p0_eld pl expadeql: p2_expadeqlsd

VARIABLES

forrem

hhsize

femalehead

nworkerl18

married

enrollmentstatus

Agri_land

region

p0_eld pl expadeql: p2_expadeql4

1,291+
(0.099)
0.211%**
(0.008)
0.628%+*
(0.149)
0.162%**
(0.010)
0.004%**
(0.001)
0.138%+*
(0.047)
0.609%*
(0.030)
0.224%**
(0.018)
0.472%**
(0.047)
0.796%**
(0.029)

-0.120***

(0.007)
0.024***

(0.0007)
-0.068***

(0.017)
-0.020%*

(0.001)
-0.0001

(0.0001)
0.012**
(0.005)
-0.076%**

(0.003)
-0.029***

(0.001)
-0.049*+*

(0.005)
-0.098***

(0.003)

-0.058***

(0.004)
0.011%**

(0.0004)
-0.024**

(0.011)
-0.008**

(0.0008)
2.92e-05

(8.19¢-05)
0.005**
(0.002)
-0.035%**

(0.002)
-0.016%**

(0.001)
-0.023*+

(0.003)
-0.044%x

(0.001)

-2.219**

(1.035)
0.234%#*
(0.042)

0.174%**
(0.059)
-0.001

(0.004)
0.136
(0.166)
0.783%**
(0.155)
0.170%**
(0.058)
-0.590**

(0.269)

0.854%+*
(0.158)

-0.115**

(0.046)
0.016%*

(0.003)
-0.130***

(0.033)
-0.012%+*

(0.004)
-8.62e-05

(0.0003)
-0.009
(0.012)
-0.046%+*

(0.012)
-0.016%**

(0.006)
-0.036**

(0.016)
-0.062%+*

(0.010)

-0.057**

(0.026)
0.006%**

(0.001)
-0.063%**

(0.021)
-0.004

(0.002)
4.51e-07

(000
-0.006
(0.006)
-0.015%**

(0.005)
-0.009**

(0.004)
-0.019**

(0.007)
-0.025*+

(0.005)
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province 0.015 -0.002* -0.002*** -0.052 -0.006 -0.002
(0.013) (0.001) (0.0008) (0.066) (0.005) (0.002)
Constant 2.229%** 0.453*** 0.230*** 1.165* 0.269*** 0.138***
(0.208) (0.021) (0.014) (0.679) (0.074) (0.052)
Observations [EE{INYIS 10,545 10,545 516 523 523
R-squared 0.335 0.258 0.265 0.204

Robust standar

errors in

parentheses
*kk p<o_01’ *%
p<0.05, * p<0.1

We also estimate an alternative model taking atjuical land ownership as proxy for
household wealth. The results (shown in table @) similar, with highly significant
negative impact for all the three indicators of @dy. In this model, foreign remittance-
reciept becomes the single most important factdrinoethe likelihood of the household
being not poor. Foreign remittance-receiving hootas) for instance, appear to have a 24%
and 32.9% lower marginal probability of being belthe official poverty line in 2005-06 and
2007-08 respectively.

When compared with internal remittances (table,4&keign remittances show a similarly
strong association with the likelihood of being pdbaseline model). However, when
agricultural land ownership is taken as proxy fousehold wealth, the relationship becomes
week and loses all statistical significance.
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VARIABLES

intrem

hhsize

femalehead

nworkerl18

age

married

enrollmentstatus

Insaving

agrilandownershi

region

pO_eld pl expadeql: p2_expadeqls

0.672%*
(0.153)
0.171%*
(0.014)
-0.800**

(0.352)
0.105%**
(0.020)
-0.004**
(0.001)
0.111*
(0.065)
0.493%*
(0.060)
0.052%**
(0.014)
0.430%**
(0.026)

0.896***

evidence

Table 4.5. Internal Remittances and Poverty

Baseline model Alternative model

p0_eld pl expadeql: p2_expadeqld

-0.028***

(0.007)
0.010%**

(0.0009)
-0.058%**

(0.013)
-0.005%**

(0.001)
-0.0003**
(0.0001)
0.005
(0.004)
-0.038%**

(0.005)
-0.004*+*

(0.001)
-0.026*+

(0.001)

-0.058***

-0.012***

(0.003)
0.003***

(0.0004)
-0.026*+*

(0.005)
-0.0008

(0.0007)
-0.0001
(7.66€-05)

0.001

(0.002)

-0.014%+*

(0.002)
-0.002%+*

(0.0005)
-0.010***

(0.0009)

-0.022***

-0.063

(0.251)
0.209%**
(0.036)
1.620%+*
(0.611)
0.169%*
(0.055)
-0.004
(0.004)
0.189
(0.154)
0.734%**
(0.140)
0.085%**
(0.032)

-0.614**
(0.240)

0.861***

-0.011

(0.018)
0.015%**

(0.003)
-0.116%*

(0.040)
-0.01 1%+

(0.004)
-0.0003
(0.0003)
-0.003
(0.011)
-0.047%+*

(0.011)
-0.01 1%+

(0.004)

-0.037%+*
(0.014)
-0.059***

-0.010

(0.009)
0.006***

(0.001)
-0.056**

(0.022)
-0.003

(0.002)
-0.0001
(0100
-0.003
(0.006)
-0.016%**

(0.005)
-0.006%**

(0.002)

-0.019*~
(0.006)
-0.024+*
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province

Constant

Observations
R-squared
Robust  standar
errors in
parentheses
©x 0<0.01,

p<0.05, * p<0.1

(0.058)
-0.055**
(0.025)
4.333%+
(0.317)

3,179

(0.004)
-0.004**
(0.002)
0.408%**
(0.025)

3,179
0.252

evidence
(0.001)
-0.001
(0.001)
0.164***
(0.013)

3,179
0.176

(0.140) (0.010)
-0.039 -0.004
(0.062) (0.005)
0.353  0.226%*
(0.455) (0.054)
598 598
0.239

(0.004)
-0.001

(0.002)
0.112%*

(0.034)

598
0.184

4.3.3 Remittances and Inequality

Households in our survey data have an overall capson Gini index of 34.76 in the 2007-

08 dataset, which is slightly above 33.54 for tlaengle excluding foreign remittance-

receiving households the corresponding figures 2005-06 being 35.65 and 35.49

respectively).However, once other determinantsnefjuality are controlled for, we get a

different picture (table 4.4). The coefficient fdlean Log Deviation is negative and
significant at 1%, ranging from 0.30 (2005-06) t32 (2007-08). Similar to the poverty
results, foreign remittances appear. Similar topgbeerty results, foreign remittances appear

to have the strongest association with consumptiequality after the household’s residence

in urban or rural area. Living in a particular pirwe does not appear to be an important

factor in determining the incidence of either payer expenditure inequality. The divide is

rather mainly between the country’s urban and rarahs, with urban areas being less poor

and more equal.
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Table 4.6. Foreign Remittances and Inequality

-0.836***

(0.147)
-0.234%

(0.010)
-0.762%+

(0.168)
-0.058%+*

(0.016)
-0.003**

(0.001)
0.043
(0.059)
-0.521 %+

(0.041)
-0.182%+*

(0.016)
-0.270%*

(0.018)
~1.017%+

(0.047)
-0.018

(0.017)

6.145%*

(0.271)
8,902

Bottom quintile

g_e2 g_e3 g_e4 Top quintile mid
- - 0.155**  0.796*** -
0.436*** 0.201*** 0.304***
(0.087) (0.073) (0.067) (0.088) (0.024)
-0.016** 0.020*** 0.048***  0.072*** -
0.041***
(0.006) (0.005) (0.006) (0.007) (0.001)
-0.168 0.128 -0.044 0.621*** -
0.254***
(0.138) (0.133) (0.146) (0.238) (0.056)
- - -0.004 0.097*** -
0.089*** (.053*** 0.024***
(0.012) (0.011) (0.011) (0.013) (0.003)
-0.002**  0.001  0.005*** 0.006*** -
0.003***
(0.001) (0.001) (0.001) (0.001) (0.0003)
0.043 -0.049 -0.119** -0.190*** 0.0%8
(0.052) (0.049) (0.049) (0.061) (0.015)
- 0.012 0.335*** (0.657*** -
0.277*** 0.241%**
(0.035) (0.035) (0.036) (0.047) (0.009)
- -0.006 0.001 0.251%** -
0.073*** 0.093***
(0.010) (0.010) (0.011) (0.039) (0.007)
- - 0.019 0.381*** -
0.111*** 0.049*** 0.146***
(0.013) (0.012) (0.012) (0.020) (0.004)
- 0.027  0.277** 0.747*** -
0.295*** 0.338***
(0.034) (0.033) (0.033) (0.041) (0.009)
-0.005 0.018 0.025*  -0.051***  0.607
(0.014) (0.013) (0.013) (0.016) (0.003)
1.805*** -0.255 - -9.350***  3.420***
1.814***
(0.178) (0.166) (0.169) (0.421) (0.0776)
8,902 8,902 8,902 8,902 8,902
0.570
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Bottom quintile q_e2 g_e3 g_e4 Top quintile mid
-1.148%** -0.323* -0.317** 0.303**  0.683*** -
0.325***
(0.442) (0.181) (0.156) (0.119) (0.121) (0.040)
-0.186*** 0.009 0.017 -0.007 0.068*** -
0.025***
(0.022) (0.012) (0.011) (0.010) (0.012) (0.002)
-0.294 -0.167 -0.754* -0.167 0.857** 23B**
(0.434) (0.356) (0.397) (0.297) (0.416) (0.106)
-0.017 - -0.037*  0.038**  0.084*** -
0.153*** 0.029***
(0.030) (0.022) (0.020) (0.019) (0.022) (0.005)
-0.006** -0.002 0.001 -0.001 0.006*** -
0.002***
(0.002) (0.002) (0.001) (0.001) (0.002) (0.0005)
0.101 0.139* -0.065 -0.080 -0.080 0.033*
(0.091) (0.076) (0.062) (0.058) (0.069) (0.017)
-0.689*** - -0.061  0.152*** (0.625*** -
0.233*** 0.234***
(0.086) (0.069) (0.062) (0.058) (0.070) (0.016)
-0.120*** - - 0.015 0.119*** -
0.040*** 0.060*** 0.061***
(0.027) (0.015) (0.016) (0.017) (0.027) (0.007)
-0.376*** - - 0.030 0.467*** -
0.158*** (0.100*** 0.171%**
(0.034) (0.025) (0.021) (0.022) (0.030) (0.006)
-0.962%** - - 0.131**  0.823*** -
0.277*** (0.154*** 0.342***
(0.087) (0.067) (0.058) (0.054) (0.062) (0.014)
-0.142%** 0.036 -0.018 0.021 0.033 -0.005
(0.039) (0.029) (0.024) (0.023) (0.026) (0.006)
6.590%** 1.800*** 1.073*** - -9.256***  3,319***
1.431***
(0.503) (0.331) (0.279) (0.276) (0.465) (0.103)
2,844 2,844 2,844 2,844 2,844 2,844
0.533
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Results given in Table 4.6 also show foreign reanttes’ association with the likelihood to
belong to various consumption quintiles. Foreigmiteances are positively related to the
upper quintiles, especially the top one, and neghti associated with the lower ones.
Compared with these findings, domestic remittarstesv a rather weak negative association
with consumption inequality (table 4.7), the coaéint being a low 0.07 (2007-08). This is
also evident from the quintile-wise results, wittbeirnal remittances showing a significantly
negative relationship with the probability of begmg to the bottom quintile and a significant
positive one with the one above it, while the ramrag three quintiles remain unaffected.
This interaction of domestic remittances with inglgy is markedly different from that of
foreign remittances. The former appear to be evemyributed in our sample, with 23
percent to be the highest share for any quintites fleason for this difference is probably that
unlike overseas Pakistani workers, internal migraptrticularly the poorest ones, do not

earn enough to be able to move up the economietadd
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Table 4.7. Internal Remittances and Inequality 7208)

VARIABLES

intrem

hhsize

femalehead

nworkerl8

age

married

enrollmentstatus

Ininc

Insaving

region

province

Constant

Bottom

quintile

-0.583%+*
(0.148)
-0.197++
(0.022)
-0.416
(0.290)
-0.016

(0.030)
-0.005**
(0.002)
0.111
(0.088)
-0.671%+

(0.083)
-0.059%+*
(0.014)
-0.411%+

(0.033)
-1.018*+

(0.086)
-0.139%**
(0.038)
6.274%*

g_e2

0.246**
(0.101)
0.005
(0.011)

-0.299
(0.224)
0.153%**
(0.022)
-0.001
(0.002)
0.096
(0.070)
0.260%**
(0.065)
-0.019*
(0.011)
0.172%**
(0.024)
0.318%**
(0.063)
0.033
(0.028)
1.782%

g_e3

-0.157
(0.105)
0.010
(0.010)

-0.381
(0.240)
-0.039**

(0.019)
0.0009
(0.001)
-0.065
(0.059)
-0.044

(0.059)
-0.014
(0.013)
0.095%**
(0.020)
0.188%+*
(0.055)
-0.012
(0.023)
0.574**

g_ed

0.051
(0.091)

-0.012
(0.009)

0.046
(0.201)
0.043**

(0.018)
-0.0009
(0.001)
-0.075
(0.055)
0.136**

(0.055)

0.008
(0.013)
0.037*

(0.020)
0.179%

(0.051)
0.029
(0.022)

1.440%**

Top
quintile

0.138
(0.111)

0.069***

(0.010)

0.454*

(0.267)
0.082%

(0.020)

0.006***

(0.001)

-0.047

(0.064)
0.585%**

(0.065)
0.046**

(0.018)

0.475%*

(0.028)
0.782%**

(0.058)
0.034
(0.025)

8.379***

mid

-0.070*
(0.029)
-0.029%**
(0.002)

-0.225%+
(0.069)
-0.030%**

(0.005)
-0.002%**
(0.0005)
0.027
(0.017)
-0.228%+

(0.015)

-0.034*+

(0.005)
-0.175%+

(0.006)
-0.348%*

(0.014)
-0.008

(0.006)

3.086%**
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(0.416) (0.298) (0.249) (0.252) (0.395) (0.088)
Observations 3,179 3,179 3,179 3,179 3,179 3,179
R-squared 0.513

Robust standar

errors in parenthese
*kk p<0_01’ **
p<0.05, * p<0.1

The above results certainly give us some indicatiohthe interaction between remittances
and inequality. However, these are valid only asaamigrants and migrant households are
considered as randomly drawn from the sample, wittemy selection bias. Remittance-
receiving households may however not be randomlgctsl, and may differ from non-
migrant households in such characteristics as ratdiv to work, ability and skills (Cobb-
Clark 1993). These unobserved features might nigtiofluence a household’s likelihood to
receive remittances, but could also affect theiniegs and consumption, and subsequently,
the household’s place in the consumption distrdyutiThis can potentially bias our results.
One way to check the randomness or not of the migrauseholds is to look at the figures of
wealth inequality. Wealth accumulates over a matiértime, and thus reflects the
household’s previous earnings at a given insténhe Gini index of wealth is lower for the
sample including foreign remittances as comparethéoone without them, it will suggest
that the migrants generally came from lower incagneups. In our 2007-08 dataset, Gini
index for agricultural land ownership, taken asraxg for household wealth, drops by 0.6
from 91.6 to

91 when foreign remittance receiving householdsirmgkided in the sample. Similarly, the
Gini index of home ownership decreases by 1.6 poifite corresponding reduction in Gini
index for 2005-06 is 0.75 and 1.38 points respebtivSimilarly, Gini index for accumulated
savings falls by a sizeable 11.1 points in 2005k@8n 70.4 to 59.3.

A more appealing way of dealing with the potensalf-selection problem is by using the
propensity matching technique (PSM). The methodsisbnof matching persons from
remittance-receiving households with those from-remittance-receiving ones but similar

observable characteristics (household size, femedelship, education status, savings, urban
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orr rural setting, and province of residence). tFitise probability of receiving remittances
given various household covariates is estimatedguai probabilistic model such as probit.
This gives us the propensity scores for observedrates by ranking individuals from
receiving and non-receiving households. From ttiierence between labour participation
of treated group (individuals from remittance-reasy households) and non-treated group
(individuals from non-remittance-receiving house@®)l is calculated. This difference is

averaged out to give the Average Treatment effeche Treated (ATT).

Table 4.8 gives the results of propensity scorechiay estimations using the Kernel
estimator. We find that the upper two quintileshbbave a negative average treatment effect
and the three a positive one in both of our sudagsets. This goes to confirm our previous
findings that foreign remittances make the consiwongistribution more equal. The ATT for
domestic remittances still show a muddled pictuvegh the first, third and fifth quintiles
showing a negative sign and the second and fqothsdive one.
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Table 4.8. Remittances and Inequality — Kernel Pnsfgy Score Matching estimation

Foreign Remittances
2005 2007
Treated Controls Difference S.E. Treated Controls Difference
S.E.
Forrem 0.05 0.14 -0.09 0.01 Forrem 0.05 0.09 -0.04 0.02
(9_el) (q_el)
Forrem 0.09 0.17 -0.08 0.01 Forrem 0.09 0.12 -0.03 0.03
(9_e2) (9_e2)
Forrem 0.16 0.18 -0.02 0.02 Forrem 0.12 0.28 -0.16 0.03
(9_e3) (9_e3)
Forrem 0.28 0.21 0.08 0.02 Forrem 0.33 0.24 0.09 0.04
(9_e4) (9_e4)
Forrem 0.42 0.30 0.12 0.02 Forrem 0.41 0.26 0.14 0.04
(9_ed) (9_e5)
Internal Remittances
2007
Treated Controls Difference S.E.
intrem (g_el) 0.09 0.12 -0.03 0.02
intrem (q_e2) 0.22 0.16 0.06 0.02
intrem (g_e3) 0.16 0.20 -0.04 0.02
intrem (q_e4) 0.26 0.24 0.02 0.02
intrem (g_eb) 0.27 0.28 -0.01 0.03

From these results, we can infer that foreign riemdaes have indeed helped lower economic
disparities in the country. Now that the positiwderof foreign remittances with respect to
poverty and inequality is established, we procesdexamine their sending-region-wise
impacts.
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4. 4AM ACROECONOMIC ANALYSIS

In this section, we study the impact of remittanicethe course of time. As shown earlier,
the pattern of aggregate and region-wise remittélioges to Pakistan has greatly evolved in
the last three decades. Therefore, it is importanenalyze their long-run impacts on

inequality and poverty in the country.

4.4.1 Data and Methodology

A. Data sources

Household economic surveys are usually not conduetery year, and therefore the time
series of income and consumption contain missingeations. Inequality figures for
Pakistan are available from 1960s, while other ahaggregates are available from the year
1973. However, to the best of our knowledge, najuiadity estimate exists for the years
between 1972 and 1979. This seven years gap is &argugh so much so that the missing
data cannot be reliably interpolated. Any such napte will bias the inequality trend
downwards. Consequently, the period of study isioted from 1979 to 2007-08.

Even though economic inequality can move in eittiegction relatively quickly following
an economic shock (e.g. China in the last thirtgrgeor the ex-Communist countries of East
and Central Europe during the 1990's), within-coumequality is normally considered a
slow-moving variable. In Pakistan, inequality, asasured by consumption Gini, remained in
the range between 0.26 and 0.35 during the 29p&ard from 1979 to 2007-8 examined in
this section, with a a standard deviation of 0.UBis can warrant the use of standard
interpolation techniques without a great loss afarece. We use consumption Gini figures
for this purpose, and construct our inequality eserusing 12 available observations.
Nevertheless, the results of empirical analysiagishis interpolated regressand need to be
interpreted with caution.

Ten observations for income inequality are alsailalle (with a higher standard deviation
of 0.042). However, we prefer consumption inequaléries for reasons described in section
4.3.1.

The inequality figures used in our study have bten from the UNU-WIDERWorld

Income Inequality Databas@VIID, 2010Q. Low-quality non-representative inequality data
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(those ranked 4 in the WIID database) have beeluded. Care has been taken to only select
the observations which appear coherent and reliadnhel correspond to the changing

economic realities.

Unlike inequality, poverty responds more readilyetmnomic circumstances of the time and
can thus fluctuate substantially. A major supplgdhor a natural disaster can push millions
in the ranks of the poor, and a short growth cdp heany at or just below the poverty line to
cross the threshold. Pakistan’s poverty headcaatet varied between 20 percent or less in
late 1980s, according to some estimates, and @&/pefent in early 2000s. Besides, poverty
figures for Pakistan are quite fickle. For instgneecording to the World Bank World
Development Indicators 2010, the poverty headcoaid moved by an incredible 19% in a
span of just two years, from 48.14% in 1996 to 2%0n 1999.This fall follows a 16% drop
in poverty in the previous six years, which is diyuanplausible, as this decade of low
growth, fiscal deficits, large floods and crop @iads probably accompanied a rise, and not a
fall in poverty. Given the above mentioned volafiland imprecise nature of poverty
measurement, it is unfeasible to construct an polated poverty time series. Consequently,
we are unable to examine the remittances’ assoniatiith poverty in their temporal
dimension. Figure 4.4 shows the course of remidaaned headcount poverty in the recent

years. The two variables, as seen in the figurpeapto move in opposite direction to each

other.
Figure 4.4. Worker's remittances and headcount figve
S0
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=4 Poverty headcount ratio at $1.25 a day (PPP) (% of population)

=i—Workers' remittances and compensation of employees (billions of dollars)

Source: World Bank (2010)
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The remittances data are taken from the State BaRlakistan. Remittances are taken both
as aggregate and with respect to their provenaanug,are grouped with respect to three
sending regions, namely North America, Europe dred Rersian Gulf. The three regional
variables are constructed by adding their constitweuntries in case of Gulf and North
America, and the top three remitting countrieshe tase of Europe. The countries are :
Bahrain, Kuwait, Oman, Qatar, Saudi Arabia andUinged Arab Emirates (Persian Gulf),
Canada and the United States of America (North Agcagrand Germany, Norway and the
United Kingdom (Europe).
The remaining variables come from the World BantrM/ Development Indicator database.
Descriptive statistics of the dataset are givetaloie 4.9.

Table 4.9. Summary statistics — macroeconomic model

VARIABLES N mean sd min  max
Consumption Gini index 12 29.98.001 26.30 35.65
Consumption Gini index (interpolated) 29 29.58472 26.30 35.65
gdp_growth__annual 29 5.289.131 1.014 10.22
merchandise _trade  of gdp_ 29 31.83166 25.59 37.78
Population growth (annual %) 29 2.530.193 2.142 2.996
School enrollment. primary (% gross) 24 60.66.36 40 86.18
School enroliment primary (interpolated) 29 61.95.09 40 86.18
CPI 29 67.02 39.81 18.91 149.2
structural_change 29 1.08D.170 0.758 1.418

Workers' remittances and compensation of
employees. received (current millions of US$) 29 302, 1,144 983.7 5,493

gulf 29 1,351 591.2 640.9 2,647
europe 29 228.6 115.6 89.34 529.0
North_america 29 370.5472.0 60.59 1,547
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B. Econometric specification

We employ the Instrumental Variable General Metbbtoments (IV GMM) technique to
estimate the impact of remittance flows on inedualihe use of lagged remittances as
instrument in a 2-step GMM estimation takes carthefendogeneity problem to some extent
(Aggarwal et al. 2006; Catrinescu et al. 2009). Tistrument clears all validity tests. Our
estimated model includes variables which are fratjyeshown in the theoretical and
empirical literature to significantly interact witimequality. The baseline equation is a

simplified specification adopted from Gupta et(aD09) and can be written as:

INEQ =a + fREM, + X, +¢&, (1)

where INEQ is a given year’'s Gini inequality measWREM is remittances and X the vector
of other variables included in the regressiongs the error term. We also estimated a
dynamic version of the model. However, this modakwdropped as the addition of lagged
inequality variable caused problems of multicoléiriey and excessively high’Ralues.

In the following, we briefly describe the regressor our model, and their raison d’étre:

We alternately take primary and secondary enrolmegetas proxies for human capital in the
country. These proxies has been suggested to lpi@demeasures of human capital given
their strong correlation with inequality in the @éwing countries (Calderon and Serven
2004; Mughal and Diawara 2011). GDP growth rat@nsther important variable in the
model, whose role in accentuating or attenuatirgnemic disparities has been extensively
debated in the economic literature, with some figdgrowth a cause of gradual fall in
inequality, others a factor in the widening of inéigps and still others finding it distribution
neutral. For a survey of the literature on the dloimequality nexus, see for instance Barro
(1999) and Ehrhart (2009)

We include trade openness as an indicator of tlemiog world economy. Literature has
shown globalization to significantly affect econandisparities within and between countries
(see for instance Fisher 2001; Milanovic, 2005; dbetg and Pavcnik, 2007). Inflation,
particularly food inflation, hurts urban populationore than the rural population, so its

impact on inequality may be benign in a countryhsas Pakistan, with large and mainly poor
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rural population. However, if the inflationary spleurts the urban poor disproportionately, it

may equally cause inequality to rise (Roine etCdlD).

Population growth is another factor significantfieating inequality. Pakistan has entered the
demographic dividend pha8® after some decades of high population growth. High
population growth among the poor may have raisedId¢ivel of income disparity in the
country. This increase could exasperate the alréagly dependency ratio, thus raising the
financial burden on the less well-off households.

Just like the country’s demography, Pakistan’s eaopnhas also greatly evolved in the last
three decades. The share of agriculture has drojpped30% to about 20%, while that of the
industrial sector has moved up from 23 to 26% (2BP1). As shown in the microeconomic
analysis in the previous section, poverty and iaéityuin Pakistan is strongly associated with
the rural, predominantly agricultural areas. Chanmgesectoral distribution may therefore
impact the country’s inequality scenario as welle \Mclude the ratio of agricultural to
industrial value-added in the national output tarddor this potential driver of inequality.

We also add in our model an indicator for natuedhstrophes, given the significant ways in
which they can alter the production levels of aoneeny, and consequently, the welfare of
the population. As explained in Chapter 3, our stevavariable is a dummy variable which
takes the value of one for a loss of 1000 or mores) loss of $1 billion or 1 million
casualties in any given year. In our studied persixi years (1992, 1996, 1998, 1999, 2005
and 2007) meet the above criteria, either due terseflooding or the 7.6 magnitude
earthquake in 2005.

In addition to the variables included in the equatipoverty can be another potential factor
significantly interacting with a country’s inequali However, due to aforementioned data

problems, we do not include headcount poverty nnoodel.

% pakistan entered the demographic dividend phase a round 1990 and will
probably not come out of it till 2045 (Nayab, 2007
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4.4.2 Foreign Remittances and Inequality

The results given in Table 4.10 show that poputatpowth rate is by far the strongest
determinant of inequality in our model. Its sign egpectedly positive, indicating that

demographic change has played a significant rokaenevolution of inequality in Pakistan.

Inflation is another factor strongly associatedhwitequality in Pakistan. It appears to hurt
the poor disproportionally, acting as a regrestaxeon them through higher relative prices of
edibles. While the owners of agricultural land andestment capital are shielded from its
negative effects, inflation hits the poor by furth@vering their purchasing power.
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Table 4.10. Foreign remittances and Inequality -efdaconomic Analysis

VARIABLES

Lgulf

Lnorth america

Leurope

Population growth annual

prim2

Gdp growth annual

Cpi

Merchandise trade of gdp

Structural change

Disaster

Lrem

Constant

Observations

R-squared

Robust standard errors in parentheses

(1) (2)

gcon2 gcon2
-1.739

(2.013)

-3.058***

(0.764)

8.148***

(2.995)

7.693* 10.66***

(4.072) (4.008)
-0.111%** -0.055

(0.042) (0.056)
0.125 -0.186

(0.176) (0.193)

0.1171*** 0.148***

(0.014) (0.023)
0.224* -0.095

(0.118) (0.190)
2.275 2.407

(2.823) (4.010)
-0.116 0.055

(0.855) (0.658)

1.030
(0.682)

-22.69 -63.57**
(19.55) (29.21)
28 28
0.791 0.784
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*** p<0.01, ** p<0.05, * p<0.1

Foreign remittances, however, do not have a siamnfi association with inequality.

Similar non-significant association is seen witle tremittances from Pakistan’s
principal remittance-sending region: the Persiaif.Gtakistani migrant community
in the Gulf Cooperation Council (GCC) states istelogeneous group, composed of
highly qualified professionals as well as semi amdkilled labour. The weight of
semi and unskilled low-wage labour has, howeveenbéominant over the years.
This to certain extent reflects Pakistan’s own labonarket, where university-
educated labour is only a small part of the totarkvforce. A statistically non-

significant result may in this case not be a ssgri

In contrast, the impact of North American remitiasds negative and significant, an
unexpected finding given the long-distance, usuadéismanent and brain-drain nature
of these remittances. This may point to the faat temittances from this community
are not limited to its relatively well-to-do kitmd kin back home, and part of the
remittances are spent on truly altruistic motivEse fact that these remittances often
finance community initiatives and non-governmewt@anizations involved in social
and economic development activities can be citethéndefense of this explanation.
Several charity organizations are set up and swstaby the North American
Pakistani Diaspora . Similarly, anecdotal evideswggests that Pakistani households
based in the US and Canada often prefer spendangZbkat on the poor back home
. This finding is also in line with the postulateKoechlin and Leon (2006) that with
the gradual settling down of a migrant

community in the host country, the cost of migratfalls and remittances no longer

add substantially to disparities in the home countr

Remittance flows from Europe appear to be assatiatéh higher consumption

inequality at home. Though transfers from the Whik@ngdom and other continental
European countries make up only a tenth of Paksstatal remittance receipts, they
are confined in scope. A handful of departmentdheupper part of Pakistan receive

the lion’s share of remittances from this region.

224



Chapter 4: Remittances, inequality and povertyakigtan: macro and
microeconomic evidence

Another interesting finding is that globalizatioasha marginal and mixed impact on
the evolution of inequality in Pakistan. Trade apess has a weak association with
inequality. The share of the country’s foreign &dds percentage of GDP) has varied
little in the three decades studied, the shardaerfitst and the last year of the period
being 35percent.
Natural catastrophes apparently have a negligitdiestatistically insignificant impact
on inequality over the studied time period. Thisisvelcome finding, knowing that
Pakistan has suffered several disasters in théwastlecades that have cost

loss of precious lives and property.

Use of other potential drivers and measures ofuakty does not change our results

(regressions not shown).

4.5 CONCLUDING REMARKS

In this study, we attempted to analyse the relatign between remittance inflows
and inequality and poverty in Pakistan. We find gup for two out of four
hypotheses. Remittances to Pakistan do appeamr Ipoverty substantially (H1).
Not only has the probability of being poor decreladmut the depth and severity of
poverty has also gone down. Receiving foreign remdes reduces the marginal
likelihood of the household being below the offig@verty line substantially by 12
to 32 percent, depending on the year and the madeld. These findings are in line
with the self-employment-promoting effects of fgriremittances shown in previous
chapter. Remittances improve migrant householdshemic conditions, and allow
them the possibility to start their own businesses.

As hypothesized, we found mixed results for Guifl &uropean remittances (H3).
Transfers from the GCC states show a negative @th@iatistically insignificant)
impact on inequality, while those from Europe steopositive one.

Remittances coming from North America, contrarotw expectations, appear to be
strongly and negatively associated with consumptiequality in Pakistan.

Our forth hypothesis, the one pertaining to ovemaquality, is partly validated. We
do not find a clear-cut and significant impact ofeign remittances on inequality

during the last three decades (macro analysis)s Thay owe, in part, to the
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difference in signs, magnitudes and significanceth&f corresponding impacts of
remittances coming from the three major remittiagions. Nevertheless, the impact
on inequality, as found in the microeconomic analysing the 2005-06 and 2007-08
household survey data, is substantial and benkfi&aceipt of remittances is

associated with lower consumption inequality.

We find a much weaker reduction of inequality amdgrty associated with internal
remittances. Both of these impacts (those on ppwrd inequality) can be explained
by observing their distributional effects. Foremgmittance receiving households are
more likely to move into the upper consumption tjles, whereas internal
remittance recipients do not. This owes to the hidferential between local wages

and those in remittance-sending regions.

These analyses suggest that the potential of mois, particularly foreign

remittances, for poverty eradication and inequakguction should therefore not be
neglected. As Michael Clemens puts it:

“No known schooling intervention, road project, asiveatshop campaign,

microcredit program, investment facility, exportoprotion agency, or any other in
situ development program can surely and immediatgbe the earning power of a

large group of very poor people to anywhere neg& tlegre€’ (Clemens, 2010)

How can then Pakistan maximize the benefits of tamte inflows? First, by giving

importance to its human capital development: agld@ed countries are increasingly
pursuing skill-selective immigration policies, anlde door to semi or unskilled

migration is more or less closed.Second, by impr@uwhe access and quality of
banking services available to remittance receivimogiseholds for savings to be
efficiently channeled towards more productive ireents. Third, domestic

remittances also seem to be effective towards regumoverty, and steps leading to
higher geographical mobility may thus broaden tlaey wo upward income mobility

of the poor.

International remittances to Pakistan have so éaedgo a small number of districts.
Their level of development and urbanization mayuefice the way remittances
affect poverty and inequality. Hence, a study bstrdit is needed to discern the

situation on the local level.
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To sum up, we state that remittances have, in #s, helped reduce poverty in
Pakistan and made the country more egalitarian.édew some caution is in order:
over-reliance on remittances may induce dependenityset in the population,

which may preclude growth through productive inmestts. Using remittances as a
permanent source of poverty alleviation is a sgpatieaught with risks as the levers
of such development are bound to be away from thtcy, in the hands of foreign

governments which often find themselves facing pexppublic pressure to protect
local jobs at the cost of foreign labour. For impng the plight of the poor, none can
beat a thoughtfully planned, well-executed, farchéiag home-grown development

program.
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APPENDIX

APPENDIX A. MARGINAL PROBABILITIES :

Remittances and poverty headcount
Foreign remittances
2005

Baseline

Baseline model Alternate model model
.301***

0 .458*** (.004) .508*** (.004) (.006)

2007

.184x**

1 .226%*(.019)  .178**(.018)  (.030)

Foreign remittances and consumption quantiles

ql g2

0 .187**(.003) .192%* (.004)

1 .076%* (.013)  .102** (.014)

ql q2

0 .187** (.003)  .192%* (.004)

1 .076%* (.013)  .102*** (.014)

2005
q3

205*+* (.004)

.153*** (,016)
2007

q3

205*** (.004)

.153*** (.016)

Alternate

model
.255%**

(.015)

Internal remittances

model
2971 %**
(.006)
.153***

.015 (.024) (.025)

g4
203%**
(.004)
248
(.019)

g4
203*x*
(.004)
248***
(.019)

2007

Baseline Alternate

model
236***
(.015)
223***
(.050)

g5
207
(.003)
381k
(.020)

a5
207**
(.003)
381+
(.020)
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APPENDIX B. DIAGNOSTIC TESTS
B1. Tests for microeconomic models

Poverty headcount baseline model
2005

Probit model for p0_el4

-------- True --------
Classified | D ~D | Total
___________ S S
+ | 2957 950 | 3907
- 1039 3956 | 4995
___________ S S
Total | 3996 4906 | 8902

Classified + if predicted Pr(D) >= .5
True D defined as p0_el14!=0
Sensitivity Pr( +| DJ4.00%
Specificity Pr( -|~D30.64%
Positive predictive value Pr(D| +) 75.68%
Negative predictive value Pr(~D| -) 79.20%
False + rate for true ~D Pr( +|~D) 19.36%
False - rate for true D Pr(-| D) .(®%
False + rate for classified + Pr(~D| +) 24.32%
False - rate for classified - Pr(D|-) 208
Correctly classified 77.66%
Probit model for p0_el14, goodness-of-fit test

number of observations = 8902
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number of covariate patterns = 8899
Pearson chi2(8887) = 163405.18
Prob > chi2 = 0

Model | Obs li(null) ll(model) df AIC BIC

_____________ A o e

- 8902 -6123.803 -4178.724 123818448 8466.577
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Poverty gap baseline model
2005
Ramsey RESET test using powers of the fitted vabfig¢d. _expadeql4
Ho: model has no omitted variables
F(3, 8887) = 200.64

Prob>F= 0
Variable | VIF 1VIF
_____________ o

nworkerl8 | 2.48 0.403
hhsize | 2.31 0.433
age | 1.42 0.706
Ininc | 1.37 0.731
married | 1.25 0.800
Insaving | 1.25 0.800

enrollment~s | 1.24 0.808
femalehead | 1.19 0.841

forrem | 1.13 0.888

region | 1.12 0.889

province | 1.07 0.932
_____________ I

Mean VIF | 1.44
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Squared poverty gap baseline model
2005

Ramsey RESET test using powers of the fitted vatlig®_expadeql4

Ho: model has no omitted variables
F(3,8887) = 203.39
Prob > F = 0

Poverty headcount alternative model
2005

Probit model for p0_el4

-------- True --------
Classified | D ~D | Total
___________ T S
+ 3982 1312 | 5294
- 1254 3997 | 5251
___________ N SR
Total | 5236 5309 | 10545

Classified + if predicted Pr(D) >= .5
True D defined as p0_el14 =0

Sensitivity Pr( +| D)6.05%
Specificity Pr( -|~D)75.29%
Positive predictive value Pr(D|+) 75.22%
Negative predictive value Pr(~D|-) 76.12%
False + rate for true ~D Pr( +|~D) 248471
False - rate for true D Pr(-| D) 3.%5%
False + rate for classified + Pr(~D|+) 24.78%
False - rate for classified - Pr(D|-) .88%
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Probit model for pO0_el14, goodness-of-fit test

number of observations = 10545
number of covariate patterns = 10464
Pearson chi2(10452) = 250849.53
Prob > chi2 = 0
Model | Obs [I(null) [I(model)df AIC BIC

_____________ A o

| 10545 -7308.984 -5342.94 120709.88 10797.04
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Poverty gap alternative model
2005

Ramsey RESET test using powers of the fitted vatligd_expadeql4
Ho: model has no omitted variables
F(3, 10530) = 190.89
Prob>F= 0

Variable | VIF 1/VIF

_____________ N

nworker18 | 2.30 0.435

hhsize | 2.17 0.461
age | 1.37 0.728
Ininc | 1.27 0.786
married | 1.26 0.796

enrollment~s | 1.19 0.842
femalehead | 1.18 0.849

region | 1.11 0.901

forrem | 1.07 0.937

province | 1.04 0.957
agri_land | 1.04 0.961
_____________ o

Mean VIF| 1.36
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Squared poverty gap alternative model
2005

Ramsey RESET test using powers of the fitted vatlig®_expadeql4

Ho: model has no omitted variables
F(3, 10530) = 194.91
Prob > F = 0

Poverty headcount baseline model
2007

Probit model for p0_el4

-------- True --------
Classified | D ~D | Total
___________ T S
+ 507 173 | 680
- 332 1832 | 2164
___________ N SR
Total | 839 2005 | 2844

Classified + if predicted Pr(D) >= .5
True D defined as p0_el14 =0
Sensitivity Pr( +| D)60.43%
Specificity Pr(-|~D)91.37%
Positive predictive value Pr(D|+) 74.56%
Negative predictive value Pr(~D|-) 84.66%
False + rate for true ~D Pr( +|~D) 8.63%
False - rate for true D Pr(-| D) .5
False + rate for classified + Pr(~D| +) 25.44%
False - rate for classified - Pr(D|-) 3B%
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Probit model for p0_e14, goodness-of-fit test

number of observations = 2844
number of covariate patterns = 2792
Pearson chi2(2780) = 2492.33
Prob > chi2 = 1.000

Model| Obs li(null)  li(model) df AIC BIC

_____________ A o

A 2844 -1725.097 -1116.343 12256.687 2328.122
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Poverty gap baseline model
2007

Ramsey RESET test using powers of the fitted vatligd_expadeql4
Ho: model has no omitted variables
F(3,2829) = 107.70
Prob>F= 0

Variable | VIF 1/VIF
_____________ o
hhsize | 2.88 0.346
nworkerl8 | 2.88 0.347
Ininc | 1.29 0.772
enrollment~s | 1.26 0.793
forrem | 1.18 0.844
Insaving| 1.18 0.846
age | 1.18 0.849
married| 1.17 0.854
province| 1.13 0.881
region | 1.11 0.897
femalehead | 1.08 0.928

_____________ O

Mean VIF | 1.49
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Squared poverty gap baseline model
2007

Ramsey RESET test using powers of the fitted vatlig®_expadeql4

Ho: model has no omitted variables
F(3,2829) = 105.13
Prob > F = 0

Poverty headcount alternative model
2007

Probit model for p0_el4

-------- True --------
Classified | D ~D | Total
___________ S S
+ 66 24 | 90
- 61 365 | 426
___________ S S
Total | 127 389 | 516

Classified + if predicted Pr(D) >= .5
True D defined as p0_el14!=0

Sensitivity Pr( +| D)51.97%
Specificity Pr( -|~D)93.83%
Positive predictive value Pr(D|+) 7383
Negative predictive value  Pr(~D|-) 85.68%
False + rate for true ~D Pr(+|~D) 6.17%
False - rate for true D Pr(-| D) 8.0B%
False + rate for classified + Pr(~D|+) 26.67%
False - rate for classified - Pr(D|-) 328%

246



Chapter 4: Remittances, inequality and povertyakigtan: macro and

microeconomic evidence
Correctly classified 83.53%

Probit model for p0_e14, goodness-of-fit test

number of observations = 516
number of covariate patterns = 516
Pearson chi2(505) = 578.01
Prob > chi2 = 0.013

Model | Obs li(null)  li(model) df  AIC BIC

_____________ A o

.| 516 -287.947 -198.474 11  8.949 465.656
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Poverty gap alternative model
2007

Ramsey RESET test using powers of the fitted vatligd_expadeql4
Ho: model has no omitted variables
F(3,508) = 18.14
Prob>F= 0

Variable | VIF 1/VIF

_____________ o
hhsize | 2.55 0.392

nworkerl8 | 2.54 0.394
Ininc | 1.49 0.671
forrem | 1.32 0.760
age | 1.21 0.825

married | 1.21 0.829
femalehead | 1.19 0.839
enrollment~s | 1.18 0.844

region | 1.15 0.867

province | 1.10 0.908
agrilandow~p | 1.06 0.942

_____________ S

Mean VIF | 1.45
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First quintile
2005

Probit model for g_el

-------- True --------
Classified | D ~D | Total
___________ T S
+ | 785 338 | 1123
- | 844 6935 | 7779
___________ N SR
Total | 1629 7273 | 8902

Classified + if predicted Pr(D) >= .5
True D definedas q_el!'=0
Sensitivity Pr( +| D38.19%
Specificity Pr( -|~®b6.35%
Positive predictive value Pr(D| +) 69.90%
Negative predictive value  Pr(~D|-) 89.15%
False + rate for true ~D Pr( +|~D) 4.65%
False - rate for true D Pr(-|D) H9P@8
False + rate for classified + Pr(~D| +) 30.10%

False - rate for classified - Pr(D|-) 10.85%

Probit model for q_el, goodness-of-fit test

number of observations = 8902

number of covariate patterns = 8899
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Pearson chi2(8887) = 10621.30
Prob > chi2 = 0

Model | Obs lli(null) ll((model) df AIC BIC

_____________ A o e

| 8902 -4236.471 -2689.429 13402.858 5487.986
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Second quintile
2005
Probit model for q_e2

-------- True --------
Classified | D ~D | Total
___________ S S
+ | 11 45 | 56
- | 1672 7174 | 8846
___________ S Y
Total | 1683 7219 | 8902

Classified + if predicted Pr(D) >= .5
True D definedas q_e2!=0

Sensitivity Pr(+) D0.65%
Specificity Pr( -]»-D99.38%
Positive predictive value Pr(D| +) W6

Negative predictive value Pr(~D|-) 8240

False + rate for true ~D Pr( +|~D) 206
False - rate for true D Pr( -] DP9.35%
False + rate for classified + Pr(~D| +) &0943
False - rate for classified - Pr( D] -)8.90%
Correctly classified 80.71%

Probit model for q_e2, goodness-of-fit test

number of observations = 8902
number of covariate patterns = 8899
Pearson chi2(8887) = 8114.97
Prob > chi2 = 1.000
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Model | Obs li(null)  li(model) df AIC BIC

_____________ A o e

.| 8902 -4316.18 -3956.149 12 7238. 8021.427
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Third quintile
2005

Probit model for g_e3

-------- True --------
Classified | D ~D | Total
___________ T S
+ | 0 0 | O
- | 1800 7102 | 8902
___________ N SR
Total | 1800 7102 | 8902

Classified + if predicted Pr(D) >= .5
True D definedas q_e3!=0

Sensitivity Pr(+| D) 0.00%
Specificity Pr(-|~D) 100.00%
Positive predictive value Pr( D| +)

Negative predictive value Pr(~D|-) .7®%

False + rate for true ~D Pr( +|~D) 0.00%

False - rate for true D Pr(-| D) 100.00%
False + rate for classified + Pr(~D| +)

False - rate for classified - Pr(D|-) 20.22%

Probit model for q_e3, goodness-of-fit test

number of observations = 8902

number of covariate patterns = 8899
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Pearson chi2(8887) = 8883.13
Prob > chi2 = 0.509
Model | Obs lli(null) ll(model) df AIC BIC
_____________ A o e

- 8902 -4481.619 -4448.695 138921.39 9006.518
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Fourth quintile
2005

Probit model for q_e4

-------- True --------
Classified | D ~D | Total
___________ T S
+ 7 63 | 70
- 1841 6991 | 8832
___________ N SR
Total | 1848 7054 | 8902

Classified + if predicted Pr(D) >= .5
True D definedas q_e4 =0

Sensitivity Pr( +| D) 0.38%
Specificity Pr(-|~D) 99.11%
Positive predictive value Pr(D|+) Q%
Negative predictive value Pr(~D|-) 7946
False + rate for true ~D Pr( +|~D) 049
False - rate for true D Pr( -] D)99.62%
False + rate for classified + Pr(~D|+) 90400

False - rate for classified -

Pr(D|-) 0.84%

Probit model for q_e4, goodness-of-fit test

8902
8899

number of observations =

number of covariate patterns =
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Pearson chi2(8887) = 8574.15
Prob > chi2 = 0.9911

Model | Obs li(null) ll((model) df AIC BIC

_____________ A o

- 8902 -4546.707 -4346.641 18717.282 8802.41
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Fifth quintile
2005

Probit model for g_e5

-------- True --------
Classified | D ~D | Total
___________ T S
+ 1046 355 | 1401
- 896 6605 | 7501
___________ N SR
Total | 1942 6960 | 8902

Classified + if predicted Pr(D) >= .5
True D definedas q_e5!=0
Sensitivity Pr( +| D)53.86%
Specificity Pr( -|~D)P4.90%
Positive predictive value Pr(D|+) 74.66%
Negative predictive value  Pr(~D|-) 88.05%
False + rate for true ~D Pr( +|~D) 5.10%
False - rate for true D Pr(-| D) .U®%
False + rate for classified + Pr(~D| +) 25.34%
False - rate for classified - Pr(D|-) EP®

Probit model for q_e5, goodness-of-fit test

number of observations = 8902

number of covariate patterns = 8899
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Pearson chi2(8887) = 176553.91
Prob > chi2 = 0
Model | Obs [I(null) lI(model) df AIC BIC
_____________ A o e

- 8902 -4669.638 -2915.234 13854.468 5939.597

Propensity score test:

2005
| Mean %reduct | t-test
Variable  Sample | Treated Control d&sbibias|| t p>|t|
________________________ T S
hhsize Unmatched |8.673 7.229 36.1 | 11.58 0.000
Matched | 8.808 8.7505 1.96.0 | 0.20 0.839
I |
femalehead Unmatched | .098 .0182 8 34. | 15.64 0.000
Matched | .066  .0680 -098.1 | -0.10 0.917
| |
Ininc Unmatched |9.377 11.067 -56.1 | -25.62 0.000
Matched | 9.464 9.868 -1376.1 | -1.70 0.089

| |
Insaving Unmatched | 10.727 9.888 65.7 | 16.13 0.000

Matched [ 10.733 10.689 3.54.79| 0.56 0.575
I I
enrollment~s Unmatched | .688 568 4.92 | 6.96 0.000
Matched | .699 .692 1.94.3 | 0.25 0.799
I I
region Unmatched |.371 406 1-7. | -2.04 0.041
Matched | .363 .375 -2.865.9 | -0.42 0.674
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| |
province Unmatched |2.086 2.020 6.2 | 1.77 0.077
Matched | 2.073 2.071 0.26.8 | 0.03 0.973
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First quintile
2007

Probit model for g_el

-------- True --------
Classified | D ~D | Total
___________ T S
+ | 134 69 | 203
- | 213 2428 | 2641
___________ N SR
Total | 347 2497 | 2844

Classified + if predicted Pr(D) >= .5
True D definedas q_el!'=0
Sensitivity Pr( +| D38.62%
Specificity Pr( -|~D97.24%
Positive predictive value Pr(D| +) 66.01%
Negative predictive value  Pr(~D|-) 91.93%
False + rate for true ~D Pr( +|~D) 2.76%
False - rate for true D Pr(-| D) .38Pb
False + rate for classified + Pr(~D| +) 33.99%
False - rate for classified - Pr(D|-) B®

Correctly classified 90.08%

Probit model for q_el, goodness-of-fit test

number of observations = 2844
number of covariate patterns = 2792
Pearson chi2(2780) = 2323.04
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Prob > chi2 = 1.000

Model | Obs li(null) lmodel) df  AIC BIC

_____________ A o

| 2844 -1054.877 -662.817 12349.634 1421.07
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Second quintile
2007

Probit model for q_e2

-------- True --------

Classified | D ~D | Total
___________ T S
+ | 0 8| 8
- | 401 2435 | 2836
___________ N SR
Total | 401 2443 | 2844

Classified + if predicted Pr(D) >= .5
True D definedas q_e2!=0

Sensitivity R(D) 0.00%
Specificity RHD) 99.67%

Positive predictive value Pr( D| +0.00%
Negative predictive value Pr(~D| -p.&%
False + rate for true ~D Pr( +|~D)33%
False - rate for true D Pr( -] D)L00.00%
False + rate for classified + Pr(~D| #90.00%
False - rate for classified - Pr( D|-)14.14%
Correctly classified 85.62%

Probit model for q_e2, goodness-of-fit test

number of observations = 2844

number of covariate patterns = 2792
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Pearson chi2(2780) = 2482.21
Prob > chi2 = 1.000

Model | Obs lli(null) ll((model) df AIC BIC

_____________ A o

| 2844 -1156.86 -1029.704 12083.407 2154.843
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Third quintile
2007

Probit model for g_e3

-------- True --------
Classified | D ~D | Total
___________ T S
+ | 0 0] O
- | 564 2280 | 2844
___________ N SR
Total | 564 2280 | 2844

Classified + if predicted Pr(D) >= .5
True D definedas q_e3!=0

Sensitivity Pr(D) 0.00%
Specificity Pr¢H) 100.00%
Positive predictive value Pr( D| +)
Negative predictive value Pr(~D| -) .18
False + rate for true ~D Pr( +|~0).00%
False - rate for true D Pr( -] D)100.00%
False + rate for classified + Pr(~D| +)
False - rate for classified - Pr( D| -19.83%
Correctly classified 80.17%

Probit model for q_e3, goodness-of-fit test

number of observations = 2844

number of covariate patterns = 2792
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Pearson chi2(2780) = 2809.95
Prob > chi2 = 0.341

Model| Obs li(null)  li(model) df AIC BIC

_____________ A o

.| 2844 -1416.465 -1381.402 12 2386. 2858.24
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Fourth quintile
2007

Probit model for q_e4

-------- True --------
Classified | D ~D | Total
___________ T S
+ | 0 0O | O
- | 707 2137 | 2844
___________ N SR
Total | 707 2137 | 2844

Classified + if predicted Pr(D) >= .5
True D definedas q_e4 =0

Sensitivity Pr( +| D) 0.00%
Specificity Pr( -|~D) 100.00%
Positive predictive value Pr( D| +)

Negative predictive value Pr(~D|-) 284

False + rate for true ~D Pr( +|~-D) @®
False - rate for true D Pr( -] D) 100.00%
False + rate for classified + Pr(~D| +)
False - rate for classified -  Pr( D] -) 24.86%

Probit model for q_e4, goodness-of-fit test

number of observations = 2844

number of covariate patterns = 2792
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Pearson chi2(2780) = 2825.56
Prob > chi2 = 0.268

Model | Obs li(null) ll(model) df AIC BIC

_____________ A o

| 2844 -1594.872 -1570.375 123164.75 3236.186
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Fifth quintile
2007

Probit model for g_e5

-------- True --------
Classified | D ~D | Total
___________ T S
+ | 452 195 | 647
- | 373 1824 | 2197
___________ N SR
Total | 825 2019 | 2844

Classified + if predicted Pr(D) >= .5
True D definedas q_e5!=0

Sensitivity Pr( +] D54.79%
Specificity Pr( -]»-D90.34%
Positive predictive value Pr(D| +) @8

Negative predictive value Pr(~D|-) 83.02%

False + rate for true ~D Pr( +|~D) 9466
False - rate for true D Pr(-| D¥5.21%
False + rate for classified +  Pr(~D| +) 3044
False - rate for classified - Pr(D|-) .90
Correctly classified 80.03%

Probit model for q_e5, goodness-of-fit test

number of observations = 2844

number of covariate patterns = 2792
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Pearson chi2(2780) = 4460.72
Prob > chi2 = 0

Model | Obs li(null) ll(model) df AIC BIC

_____________ A o
| 2844 -1712.734 -1173.469 12370.937 2442.373

Propensity score test:
2007

| Mean %reduct |-test

Variable Sample | Treated Control %bjhias| | t p>[t|
________________________ Y HY

hhsize Unmatched | 8.863 8.535 6 8. | 1.45 0.148

Matched |8.991 8.5291 12.1 -40/91.36 0.174
I I
femalehead Unmatched | .0427 .002 27.1
| .0291 .0006 19.238.6 | 2.60 0.010
I I
| 8.564 11.667 -82.4 | -37.82 0.000
| 9.227 9.2946 -1.8/.89 | -0.15 0.882
I I
Insaving Unmatched |11.167 10.494 61.2 | 9.36 0.000
Matched | 11.262 11.059 18.5.869 2.00 0.046
I I
enrollment~s Unmatched | .621 609 6 2

| 11.14 0.000

Matched

Ininc Unmatched
Matched

| 0.44 0.662

Matched | .575 .617 -8-:230.7 | -0.94 0.346
| |
region Unmatched | .359 .459  520. | -3.54 0.000
Matched | 416 .3988 3.682.2 | 0.40 0.691
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province Unmatched |2.024 2.171 -13.1 | -2.28 0.023
Matched | 2.079 2.162 -743.5 | -0.80 0.424

Internal remittances

Poverty headcount baseline model

Probit model for p0_el14

-------- True --------
Classified | D ~D | Total
___________ R T
+ 499 178 | 677
- 402 2100 | 2502
___________ N SR
Total | 901 2278 | 3179

Classified + if predicted Pr(D) >= .5
True D defined as p0_el14 =0
Sensitivity Pr(+| D) 55.38%
Specificity Pr(-|~D) 92.19%
Positive predictive value Pr(D|+) 73.71%
Negative predictive value Pr(~D|-) 83.93%
False + rate for true ~D Pr(+|~D) 7.81%
False - rate for true D Pr(-| D) 44.62%
False + rate for classified + Pr(~D| +) 26.29%
False - rate for classified - Pr(D|-) 16.07%

270



Chapter 4: Remittances, inequality and povertyakigtan: macro and
microeconomic evidence
Probit model for pO0_el14, goodness-of-fit test

number of observations = 3179
number of covariate patterns = 3111
Pearson chi2(3099) =  3618.40

Prob > chi2 = 0

Model | Obs lli(null) Ill(model) df AIC BIC
_____________ A o e

.| 3179 -1895.182 -1316.111 12 2BBB. 2728.994
Poverty gap baseline model
Ramsey RESET test using powers of the fitted vatligd_expadeql4

Ho: model has no omitted variables
F(3,3164) = 132.17

Prob>F= 0
Variable | VIF 1/NVIF
_____________ o

Hhsize | 3.03 0.330
nworkerl8 | 3.00 0.332
Ininc | 1.32 0.756

enrollment~s | 1.27 0.788
femalehead | 1.19 0.842

age | 1.18 0.850

married | 1.17 0.855
Insaving | 1.15 0.867
province | 1.14 0.877
region | 1.13 0.884
intem | 1.13 0.887
_____________ o
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Mean VIF | 1.52

Ramsey RESET test using powers of the fitted vatlig¢®_expadeql4
Ho: model has no omitted variables
F(3,3164) = 105.06
Prob>F= 0

First quintile

Probit model for g_el

-------- True --------
Classified | D ~D | Tota
___________ S S
+ | 138 66 | 204
- | 235 2740 | 2975
___________ S S
Total | 373 2806 | 3179

Classified + if predicted Pr(D) >= .5
True D definedas g _el!=0

Sensitivity Pr( +| DB7.00%

Pr( -|~D97.65%
Pr(D| +) 67.65%
Pr(-D|-) 92.10%

Specificity
Positive predictive value

Negative predictive value

False + rate for true ~D Pr( +|~D) 2.35%

Pr(-| D) 3.0%
False + rate for classified + Pr(~D|+) 32.35%

False - rate for true D

False - rate for classified - Pr(D|-) 0OF®
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Correctly classified 90.53%
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Probit model for q_el, goodness-of-fit test

number of observations = 3179
number of covariate patterns = 3111
Pearson chi2(3099) = 2441.51
Prob > chi2 = 1.000
Model | Obs lli(null) ll(model) df AIC BIC

_____________ A o

.| 3179 -1149.451 -721.792 12 188%. 1540.357
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Second quintile

Probit model for q_e2

-------- True --------
Classified | D ~D | Total
___________ S S
+ | 3 17 | 20
- | 465 2694 | 3159
___________ S S
Total | 468 2711 | 3179

Classified + if predicted Pr(D) >= .5
True D definedas q_e2!=0
Sensitivity Pr( +| DP.64%
Specificity Pr(-|~D)»9.37%

Positive predictive value Pr(D|+) 15.00%
Negative predictive value  Pr(~D|-) 85.28%

False + rate for true ~D Pr( +|~D) 0.63%

False - rate for true D Pr(-| D) 9.3%

False + rate for classified + Pr(~D|+) 85.00%

False - rate for classified - Pr(D|-) .7206
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Probit model for q_e2, goodness-of-fit test

number of observations = 3179
number of covariate patterns = 3111
Pearson chi2(3099) = 2765.35
Prob > chi2 = 1.000
Model | Obs li(null) ll(lmodel) df AIC BIC

_____________ A o e

.| 3179 -1328.344 -1176.746 12 283972. 2450.264
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Third quintile

Probit model for g_e3

-------- True --------
Classified | D ~D | Tota
___________ S T
+ | 0 0 | O
- | 612 2567 | 3179
___________ S S
Total | 612 2567 | 3179

Classified + if predicted Pr(D) >= .5
True D defined as q_e3!=0
Sensitivity Pr( +| DD.00%
Specificity Pr( -|~D})00.00%
Positive predictive value Pr( D| +)
Negative predictive value  Pr(~D|-) 80.75%
False + rate for true ~D Pr( +|~D) 0.00%
False - rate for true D Pr(-| D) 01M%
False + rate for classified + Pr(~D| +)
False - rate for classified - Pr(D|-) B3

Correctly classified 80.75%

Probit model for q_e3, goodness-of-fit test

number of observations = 3179
number of covariate patterns = 3111
Pearson chi2(3099) = 3136.02
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Prob > chi2 = 0.316

Model | Obs li(null) lmodel) df  AIC BIC

_____________ A o

.| 3179 -1557.223 -1528.439 12 38B0. 3153.651
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Fourth quintile

Probit model for q_e4

-------- True --------

Classified | D ~D | Total
___________ T S
+ | 0 O | O
- | 792 2387 | 3179
___________ N SR
Total | 792 2387 | 3179

Classified + if predicted Pr(D) >= .5
True D definedas q_e4 =0
Sensitivity Pr( +| D)0.00%
Specificity Pr( -|~D)100.00%
Positive predictive value  Pr( D| +)
Negative predictive value Pr(~D|-) 75.09%
False + rate for true ~D Pr( +|~D) 0.00%
False - rate for true D Pr(-|D) 1®6
False + rate for classified + Pr(~D| +)
False - rate for classified - Pr(D|-) 456

Probit model for q_e4, goodness-of-fit test

number of observations = 3179

number of covariate patterns = 3111
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Pearson chi2(3099) = 3163.30
Prob > chi2 = 0.206
Model | Obs lli(null) ll(model) df AIC BIC
_____________ A o e

.| 3179 -1784.636 -1757.37 12  3B88 3611.512

280



Chapter 4: Remittances, inequality and povertyakigtan: macro and

microeconomic evidence

Fifth quintile

Probit model for g_e5

-------- True --------
Classified | D ~D | Total
___________ T S
+ | 484 203 | 687
- | 450 2042 | 2492
___________ N SR
Total | 934 2245 | 3179

Classified + if predicted Pr(D) >= .5
True D definedas q_e5!=0

Sensitivity Pr( +] D51.82%
Specificity Pr( -]>-D90.96%
Positive predictive value Pr(D| +) ™4

Negative predictive value Pr(~D|-) 81.94%

False + rate for true ~D Pr( +|~D) 9.04%

False - rate for true D Pr(-| D)8.1 8%

False + rate for classified + Pr(~D| +) 2945

False - rate for classified - Pr(D|-) .08

Correctly classified 79.46%

Probit model for q_e5, goodness-of-fit test

number of observations = 3179
number of covariate patterns = 3111
Pearson chi2(3099) = 4298.90
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Prob > chi2 = 0

Model | Obs li(null) lIlmodel) df  AIC BIC

_____________ A o

| 3179 -1924.954 -1362.6 122749.2 2821.972
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B2. Tests for macroeconomic models

Aggregate model

Underidentification test (Kleibergen-Paap rk LMtisttic): 9.224
Chi-sq(1) P-val = 0.002
Weak identification test (Cragg-Donald Wald F siiadi): 36.126
(Kleibergen-Paap rk Wald F statistic): 24.882
Hansen J statistic (overidentification test ofimditruments): 0.000

(equation exactly identified)

Region-wise model

Underidentification test (Kleibergen-Paap rk LMtisttic): 3.461
Chi-sq(1) P-val = 0.0628

Weak identification test (Cragg-Donald Wald F siiadi): 3.147
(Kleibergen-Paap rk Wald F statistic): 11.159
Hansen J statistic (overidentification test ofimditruments): 0.000

(equation exactly identified)
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CHAPTER 5: REMITTANCES AS DEVELOPMENT STRATEGY

The empirical analysis presented in the previousptdrs has thrown light on the
characteristics and behaviour of remittance floovRakistan. In this final chapter, we
will draw conclusions, suggest the way forward, algtuss possible extensions to

our work. But first, let us briefly take stock afitomain findings.

5.1 WHAT HAVE WE LEARNT SO FAR ?*/

In chapter 2, we analyzed the monthly volatilityremittances flows for the period
from July 1972 to December 2011 using ARCH/GARCHthmads. We found that
remittances have been a relatively stable flonooéifyn exchange for Pakistan in the
last four decades (showing a moderate ARCH coefftadf 0.23). Their volatility has
nevertheless increased since 2001 (ARCH coeffigeamthing 0.30), and has indeed
surpassed that of the FDI (ARCH coefficient being2). Remittance flows from
Gulf and North America are more volatile than thésen Europe. North American
remittances manifest a pro-cyclical behaviour, gestrongly correlated with home
and host output (see also Mughal and Makhlouf, aD1This pro-cyclical behaviour
of remittances is also evident in the study ofrtheacroeconomic determinants using
time series and panel data techniques. Remittatoc€akistan, therefore, seem to
have a deepening effect on the country’s busingstes; instead of a smoothening
one. Output fluctuations get accentuated, and £rse intensified. This behaviour
has varied in the past, depending on the regicoralposition of remittances and the
economic and socio-political situation of the migraosting countries. The pro-
cyclical nature of remittances gives an indicattbat the Pakistani migrants have,
over the years, tended to take advantage of thesiment opportunities available

during the boom years, while decreasing money teawiring difficult times.

47 A version of this chapter is published in the Jour nal of
International Development as "Remittances as develo pment strategy:
Stepping stones or slippery slope?". A preliminary version of this
chapter was presented under the same title at the 2 Oth CEDIMES
conference, Development Models of Emerging Countrie S:
Characteristics, Scope and Challenges, November 8-1 0, 2010,

University Laval, Québec, Canada
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This may however not be the only, or indeed the tnpesnicious, side-effect of
remittances. Another negative effect pertains te #io-called Dutch disease. In
Chapter 3, employing Bayesian analytical methodg® ®&xamined Pakistan’s
international competitiveness using annual (198R088) as well as monthly data
(2000 to 2009). We found that the Pakistani econemtybited symptoms of Dutch
disease as a result of the remittance inflows. réaéexchange rate has risen and the
services sector has expanded (also see Mughal aktdlduf, 2011b). A doubling of
foreign remittances as a share of the GDP appedys aissociated with 29 % rise in
the country’s real exchange rate and between odé%nfall in the tradable to non-
tradable ratio. These impacts are stronger ancerdifit from those the Official
Development Assistance and the FDI exert. We fivad thile aggregate remittances
and the remittances from the Persian Gulf conteibhatthe Dutch disease in Pakistan,
those from North America and Europe do not. Thitedkntial impact may be due to

the highly procyclical nature of remittances frdme Gulf suggested in Chapter 2.

Unlike the negative impact on competitiveness, temce flows are found to have
impacted the country’s growth positively over allughal and Makhlouf, 2010). This

impact implies that in the past, the favourable&l of remittances on the country’s
growth have overweighed negative ones such as tkhehDliisease effects.

We find evidence of poverty-alleviating and ineqgtydlowering impacts of
remittances. Our microeconomic study using Houskhiwitegrated Economic
Surveys on 15,000 households for 200506 and 200&@8ved that foreign
remittances appeared to substantially lower povieelgdcount, as well as the depth
and severity of poverty. They also have a benigecebn consumption inequality in
Pakistan. The contribution of foreign remittanaepoverty alleviation and inequality
reduction is much stronger than that of internahiteances. We also examined
region-wise remittance flows using 2SLS time setexhnique for the period from
1979 to 2007. We found that among the three mamitt@nce-sending regions,
remittances from North America had the strongesabzjng effect in Pakistan. This
positive impact of foreign remittances on poveny eénequality can be understood in
the light of the migrants’ motives behind remittigom our household survey-based

analysis, we gather that altruism seems to be Weeacching motive behind these
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remittances, beside co-insurance and investmenapi€h 2, Anwar and Mughal
2012). A 10 % higher household income ceteris paritbecreases the likelihood of
receiving remittances by 1.4 to 1.5 %.

We also studied the labour participation effectgeshittances applying Probit and
Propensity Score Matching techniques, and found foaeign and domestic

remittances both tend to lower labour supply ofré@pient households. This impact
is higher among women and among the young. Thedtmpamore pronounced in
rural areas. Besides, foreign remittances increéhselikelihood of the household
members attending the middle school. Furthermdre, likelihood of being self-

employed and being own-cultivator is higher amagmittance recipients.

These results raise some critical questions: Canittaces be leveraged as a tool for
Pakistan’s development? Will the effects of thisatetgy be beneficial for the
economy, or will the inconveniences outweigh itsaadages? Will it be judicious, or
even feasible, for a developing country to grow asé above poverty using financial
flows meant directly for some of its households™ @as policy be sustainable? Can
a country cope with the monetary and social chg#erarising from such sustained
flows?

In the light of our findings, we will examine thesgiestions, and suggest some
possible solutions in the following. In the nexttsen, we will briefly look at the

challenges remittance flows pose to the Pakistzon@my.

5.2 PROSPECTS AND CHALLENGES

5.2.1 Instability and pro-cyclicality

Although they seem to reduce poverty and provigarfcing for investments in
Pakistan, remittances pose some serious challéagbe country’s economy. One is
their potential volatility. Remittances to Pakistanthe last four decades have been
much more stable than foreign investments, effeftected in their respective
coefficients of variation: 0.85 vs 1.79 (sectio)2.Their stable nature is similar to
that of the official development assistance, thowgthout any strings attached

(Mughal and Makhlouf, 2011a). However, Gulf and tdoAmerica (the two major
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remittance-sending regions) have shown high vdlgtiparticularly in the post
September 2001 era. In the case of the former,aiy be mainly due to the sharp
swings in the price of crude oil in the last thoseades, while the latter may be due
to the age and changing profile of the Pakistaaspora. Pakistani migrants to North
America can be grouped into two distinct categoridse first consisting of
professionals who came to the USA and Canada in19&0s, and the other
comprising the later arrivals. The first group ig bow mostly settled in and
financially interacts with the home country oftera \nvestment and philanthropic
endeavours (Najam 2006). The more recent grouph@mther hand, still maintains
kinship ties and hence also remits to the immedaately back home. This different
behaviour of the two groups (investment-relatedsweraltruistic and pro-cyclical Vs
countercyclical) may cause the money transfer fribra region to fluctuate in
seemingly irregular patterns. The increasing slvafdorth American remittances in
the overall inflows may therefore imply recurringlatility in the short run. Another
aspect of the remittance flows from North Amerigdheir high correlation, both with
their national as well as Pakistan's GDP. This fgdio the overall investor profile of
the North American Pakistani Diaspora, which may he very helpful for the
country during difficult times. The potential valay of remittances from these two
regions is enough to pose a developing economyPdiastan some difficulties.

Another aspect is the way in which local economys gdosely linked with the
migrant-receiving ones. Lower remittance flows framy major migrant destination
in recession can plunge the migrant-sending econatoyan economic crisis of its
own. The strong covariance between remittancesecedfy those from North
America, and the host economy output can be a saifrimstability. Remittances can
act as yet another channel through which finarema economic crises propagate in
today’s globalized economy (Ruiz and Vargas-Sil0a®. This was seen in the case
of a number of Latin American and Caribbean (LA®umtries during the recent
economic crisis in the USA. After a sharp increastrmal remittance flows to the
LAC countries during the years of great moderatremittance growth stalled and in

many cases turned negative during 2008-09, additigeteconomic difficulties of the
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developing countries already facing slowing exmpdwth. Remittances, in such a

situation, may stop precisely when the country megd them the md%t

For Pakistan, the three remittance-sending rediGundf, North America, Europe) are
the same with which the bulk of the country’s trad&es place. However, the
country’s economy may be spared the predicamentsttrae LAC countries faced.
Pakistan’s migrant community, as discussed in tleeipus chapters, is diverse and
heterogeneous. Given that the three regions dstdastantially in their economic
structures, boom and bust cycles of the three ateidentical. This implies low
overall volatility, even though a slowdown in retarice activity during a worldwide

recession cannot be ruled out.

5.2.2 Competitiveness

Loss of export competitiveness and rise of theisesvsector at the cost of industry
and agriculture is another challenge for the patiaigers. For a country whose forte
has long been its agriculture and agriculture-eelahdustrial products, productivity
and competitiveness of the tradable sector iscafitior the economy’s health.
Pakistan’s exports of textiles and apparels, leatbens and light machinery already
face tough competition in the international marketthe presence of small profit
margins and low value-addition. Poor infrastructamel weak law and order situation
are hampering the export industry’s growth. A reéamte-induced further decline in
competitiveness may go against the country’s reguént of new and more jobs for

an ever-rising population.

Remittances have also contributed to demand-pudkttiam in the last decade, and in
spite of the State Bank carrying out occasionakegdiquidity mopping operations,
the rates of inflation and money supply have reedinncomfortably high. This has

been an additional source of worry for the locduistry.

48 See Kapur(2004:24), Korovilas(1998) etc for exampl es of other
countries suffering from host-country crises throug h remittances.
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5.23 Domestic production and trade deficit

Migrant remittances also bring new lifestyles anthste for foreign goods (social
remittances). Along with remittances in kind, migrdoouseholds tend to consume
more imported goods. This trend propagates in th@ety through consumption
envy, and has the consequence of decreasing tleat@btmultiplier effect of the
money and mounting import demand and inflation @Rills1986). Pakistan has faced
chronic trade deficits throughout its history. ke&sed reliance on remittances may in

future entail even higher trade deficits.

524 Inequality

As shown in the previous chapter, in the past tamies are shown to have reduced
economic disparity, both on the national as wellcammmunity level. This may,
however, not continue in future. In earlier decad@saverage Pakistani migrant was
semi or unskilled, coming typically from a poorralbackground. This implied that
remittance inflows went hand in hand with povertyezaation and inequality
reduction. This is no more the case now, as mmmatiom Pakistan is increasing in
skill intensity (Cock and Sun 2011).This trend @ubd to stay, as more and more
labour-receiving countries are promoting skilledmigration. For instance, one of
Pakistan's important labour export markets, theddinkKingdom has brought several
reforms to her migration policies in the last feeays, introducing a points-based
migrant assessment and relying more on Europeapsutallhis has dented the
prospects of sustained labour export from Pakissamilarly, access to the U.S. and
other major labour markets is increasingly gettiegfricted, especially for less skilled
migrants. Mass outflows of Pakistani semi and uleski workers to serve as
construction workers, drivers and factory workeas, happened in the 1970s and
1980s, are no more likely. As a result, currentiteamces are increasingly going to
more educated, middle-income households. Remitsariberefore, may well begin
adding to the already substantial income gap betvilee urban and the rural areas
(an average rural area resident in Pakistan e&rmefeent less than an average city-
dweller). Besides, according to the 2007 Pakistaxigh and Living-standards

measurement survey (PSLM), only 4.6 percent houdsho
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receive foreign remittances. Given that skilled raigs earn more, and on average,
remit more, income inequality may go up even on ¢benxmunity level. Those
without the capability to migrate (in the senseS&n 1992) may be left further
behind, and deprived of the opportunities they nibedmost. Remittances may thus

reinforce existing inequities (Grabel 2008).

In addition, most of the Pakistani migrants hawadittonally come from a few
districts in Punjab, Khyber Pakhtunkhwa (KPK) andr&chi. Sustained remittance
flows have meant higher living standards for thémstricts, leaving the rest of the
country behind. This may add to the existing reglomconomic disparities in the

country.

5.25 Dependency mind-set

Another issue in the long run, and perhaps a merews one, is the dependency
mindset that remittances could foster. Once renuta inflows grow sufficiently
large as a share of the GDP, and a large propodidhe population gets used to
income from abroad, remittances may become mora bébility. The country’s
human capital may no more match the demands dbtat economy, and the export
sector may become limited, providing few job oppoities, subsequently causing an
even greater motivation for emigration. As Pakistamsing remittances have now
crossed 5 percent of the GDP, an additional goventmmpetus to increase
remittances may end up making the country more reig@ on financial flows from
abroad. Remittances today cover a big chunk of $eaks foreign exchange
requirements, and rising remittances are boundisen this dependency.

The dependency mindset may also hinder the growtiproductive investment
opportunities, and may limit the creation of jobattinfusion of capital can otherwise
inject in a developing economy. Though the recefphoney from the member living
abroad improves the migrant household’s living d#ads, it creates a greater urge
among the non-remittance-receiving households, mately causing further
migration. A sustained rise in migration and reamties has therefore the potential to
develop into a vicious dependency cycle (figurent)ere the migrants, non-migrants
and the government all end up depending on fonegnttances, and any sudden stop

to these flows may cause severe hardship at home.
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Figure 5.1. Remittance dependency cycle
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Here, it will be instructive to examine other deyghg countries which have relied
heavily on migration and remittances for developmmAmong the major remittance-
receiving countries, Philippines have probably thest established immigration
program, with one fourth of the labour force segvatbroad (Bayangos and Jansen
2010). Remittances sent by Filipino migrants caatil0 percent of the GDP. These
remittances have lowered poverty, raised child slthg and promoted
entrepreneurial activity (Yang 2008). However, theywe been volatile in times of
crises (Ratha 2003), and have kept the agriculsgator from modernizing (Hugo
2003). Unlike other South East Asian success stolilee Malaysia, Indonesia,
Singapore and Thailand, the Philippines have nitelg sought foreign investment,
relying more on labour exports. As a result, grow#is remained sluggish and the
economy cannot compete with its more productivegmsours. The Asian growth

miracle has consequently bypassed the Philippines.
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5.2.6 Government complacency

Yet another potential challenge arising from susdi remittance flows is what
Grabel (2008) terms as “Public moral hazard”. Gowegnt of a developing country
may be tempted to ignore its responsibilities anthdvaw from the provision of
public services, knowing that migrant households ©enage to live without them.
For instance, remittance-receiving households ikistan often prefer paying for
better quality private health and education sesjiobviating the need for their public
provision. In the last three decades, the numberighte educational institutions in
the country has multiplied while enrolment in pabdiector institutions has dropped
(Andrabi et al. 2008). Such a reduction in the gomeent’s role ultimately makes the
population more reliant on remittances, and can tato a vicious cycle in which
government’s withdrawal from its primary responkigs leads to more migration,
more remittances and ever more dependency (Herpamade Coutin 2006).
Remittances may thereby unwittingly help shift theden for ensuring economic

security onto the most insecure groups in society.

Another potential concern is that easy and effsstlénancing of current account
deficit through foreign remittances may allow thevgrnment to overlook the
problems of unemployment, underdevelopment anduialég that lead to migration
in the first place (Glytsos 2002, Grabel 2008).sTimakes the need for socio-political
reforms for creating effective institutional framek less urgent (Martin 1990). In
the last half century, Pakistan’s government haledato take concrete steps for
economic progress and development of the countnjik& in the 1960s, when the
push for industrial and agricultural developmenswpearheaded by the government,
the last three decades have seen a general abdiaaitiresponsibilities by the
political leadership, and the country's average @DRvth of 5 percent during that
period has owed more to the entrepreneurial aclandrhard work of its masses.
Governments have cut down development budgetserface of meagre revenues.
The tax to GDP ratio has remained very low, andatipecultural sector has avoided
the tax net through strong political clout. The usttial sector has shouldered the
heaviest burden of taxes, and has consequentlyimechkess productive.

Much of the taxation has been indirect, and ha¢ the low and middle-income

groups disproportionally. Public spending on ediocaand health has remained low,
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and Pakistan lags far behind other developing cmsat similar level of economic
development in various human capital indicators. iBgreasingly choosing to
migrate, people have taken up the responsibilityhefr own and their households'
economic uplift in their own hands. Not everyon& @éamigrate, though, and for
most of the 180 million inhabitants of the countprosperity and escape from
poverty will still require a proactive and determihgovernment effort. The onus for
sustained growth and development lies on the govenh Migration for economic
reasons is a consequence of a government’s faiturgive its population ample
development opportunities (Phillips 2009), and thesulting government

complacency could compound the situation.

5.2.7 Remittance decay and future prospects

The medium to long-run prospects of remittanceBdkistan are also uncertain. The
Pakistani migrant community in the OECD countriagrently comprises first,

second and third generation immigrants, though gshare of second and third
generations is probably rising. This should putupper limit to the proportion of

revenue that these migrants will be willing to ¢oné sending. Migrants gradually
assimilate in the economy of the adopted countith Whe weakening of economic
and social ties to the country of origin. This, ajurse, does not preclude the
investment potential of the migrants, as has beencase with China, Taiwan etc.
This notwithstanding, the remittance potentialhe tong run cannot be sufficient to

be meaningfully integrated in a long-term develophstrategy.

Pakistan’s remittance prospects are also threatdnedhe socioeconomic and
demographic evolution in the host countries. In@&uwf Cooperation Council (GCC)
countries, where much of the remittance flows tki$tan originate from, the share of
the young, unemployed local population has steagtibyvn in the recent decad@s
The local governments have accordingly been tryangnprove the skill level of the
local employable population and increase theirig@g#gtion in the private sector,

49 Saudi Arabia's population, for instance, has grown from 9 million
to 25 million in the period from 1979 to 2009, and almost half of
the population is under twenty.
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which has been very low so far. Employment policldee the Saudization,
Emaritization and Qatarization programs are in wghs a result, the potential for
further skilled migration from Pakistan is in jeogga Pakistani workers in the GCC
countries are mostly temporary workers, dependanthe regular renewal of work
contracts for their stay. Remittances from the argmnay therefore wither in the

medium to long term.

Another major contributor to Pakistan's remittandée United States, faces high
unemployment in the wake of the 2008 housing amahitial crisis. As a result, there
is a rising social and political pressure on the@egoments to curb undocumented
migrants who have been flooding from the south. séhéacts, along with the

prevailing environment of mistrust and suspicios-&ivis the Pakistanis means that

the scope for a substantial increase in migrabaié US remains slim.

The situation in other OECD countries is somewh#emnt, as with the gradual
greying of populations, several of these countudé be requiring more migrant
workers to replace the aging workforce and servéoseitizens. How much of this
labour demand can Pakistani migrants hope to Pul@iven that most of these
countries are far from Pakistan, and the developmuntries in the vicinity of these
OECD countries (North Africa and East/South-Eagsiblaan countries in the case of
Western Europe and East/South-East Asian countridge case of Japan) possess a
large pool of relatively cheap skilled labour fardteseems unlikely that the Pakistani

migrants will have much opportunity to increasdrtpessence in these countries.

Moreover, several developing countries in Latin Aicee and the Caribbean, Africa

and South/South-East Asia have streamlined thegration processes, and are in a
better position to benefit from their geographigedximity to the U.S., the European
Union and the Gulf states respectively.

To sum up, both the medium and the long-run horaogrowth in remittance flows

to Pakistan remain weak.
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5.3 HOW CAN REMITTANCES CONTRIBUTE TO DEVELOPMENT ?

How can remittances then be harnessed profitabitylevat the same time meeting
these important challenges? So far, the governmieRakistan has concentrated on
attracting migrant remittances and investment, had paid little attention to the
potential role of remittances in the macroeconosetup. Now, we discuss some
ways in which remittances can be leveraged for ldpwmeent in the long run. The list
of these proposals is by no means exhaustive, andgerve as a starting point for a

thorough study.

5.3.1 Remittance securitization

Countries such as Brazil, Mexico, El Salvador anuk&y have been able to raise
billions of dollars by securitizing their remittamdlows (Ketkar and Ratha 2009).
This has led to lower interest rates, longer dediunities, higher sovereign rating and
better risk profile (IMF 2016Y. A developing country can thus access a wideregang
of foreign investors and improve its investmentegodial. By improving its credit
history, the country can also ameliorate its futie@n prospects (World Bank 2006).
Pakistan’s sovereign debt rating has traditionediyained low, and the country has
had to rely on expensive Paris Club and London @dalns at high interest rates in
addition to concessional loans from the World Balmiternational Monetary Fund
and other international financial institutions. B&kn’'s total external debt stood at
$55 billion in the financial year 2010, and debtvg®@ng costed the country about
$5.6 billion in that year (SBP 2011). The countgnsequently requires cheaper
access to foreign funds to cover its current actalgficit and to retire existing
expensive foreign loans. According to Ketkar andhRg2009), Pakistan can have
access to about US$ 600m through remittance siezatidn. Pakistan can in fact

raise much more than that given the much higherttamee inflows today.

50 For a detailed account on remittance securitizatio n, see Ratha
(2007) « Leveraging Remittances for Development. » Policy Brief,

Migration Policy Institute, Washington DC.
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5.3.2 Banking and banking on the unbanked

Yet another step towards development can be tonghaemittances into the banking
sector. By promoting the recipients to open bantoants, sizeable savings can be
generated through bank deposits. This will increlas@mable funds to the private
sector and will bring down the double-digit intdrastes. This is relevant in
Pakistan’s case, as excessive government borrowesy crowded out private
investment, and has kept private enterprise frorhieatng its full potential.
Channelling remittances towards the banks will hekepening the country’s
financial system. Given Pakistan’s relatively stwallfinancial markets, potential
savers often lack the opportunity or the wherewitbgut their savings to good use,
and remittances, as a result, often end up in comsps consumption. By improving
the access and quality of banking services availdbl the remittance-receiving
households, savings can be efficiently channellevatds more productive
investments. Promoting higher financial literacyymaso be useful. The cost of
remitting to Pakistan also needs to be brought dotms will require promoting
competition among the providers of money transéevises. Allowing national banks
and money-transferring companies to operate frarm oollaboration with, Pakistani
embassies can be a step in this regard. It musbtesl that efforts towards a more
productive use of remittances through better temahd banking services do not
necessarily imply encouraging higher remittanceeipgs. The objective should, in
our view, be to utilize remittances in a way thakes the economy less reliant on

migration and remittances in the future.

5.3.3 Monetary and fiscal policy

In terms of macroeconomic adjustment, the counagds to rethink its monetary
policy in light of the increasing importance of réiance receipts. As demonstrated
by Chami et al. (2006), a country’s optimal mongtaolicy for a high remittance-
receiving economy is different from the one for @onomy with no significant
remittances. Keeping tab on inflation and curbirgess money supply is essential,

as this not only negates the pro poverty impactemittances by hurting the poorest

296



Chapter 5: Remittances as development strategy

of the poor the most, but also deters future fareigvestments and puts extra

pressure on the already suffering export industry.

Making the establishment of small and medium enigzp (SMES) more convenient,
and providing them with a level playing field isucral to tackle the remittances’

effects on Pakistan’s international competitiven€&dEs cannot only make use of
the often small amounts of money that migrants t,dooit happen to create more jobs
than the capital-intensive multinational corporatio The competitiveness-affecting
impact of remittances can be further checked thwotige judicious use of fiscal

policy. Improving labour productivity through sk#hhancement programs and
making the taxation regime leaner and more traespazan be steps towards this

goal.

Sustained remittance flows improve the balance aynent situation, which also
gives the government the possibility of enhancinglic spending on infrastructure
and human capital development projects. This ramig-induced improvement in
public finances can be oriented to the developnmanthe country’s long-run
potential. However, in the presence of chronic laiddeficits and double-digit
inflation, this option can be exercised only tanaited extent.

5.3.4 Remittance-matching schemes

Several governments have tried to directly involmeggrant communities in the
business of economic development. Mexico’s 3fotieate, initially started as 1 for 1
and 2 for 1 program in some Mexican states in ®9@0% and 1990s, and later on
adopted by other Latin American countries, is adaspoint. Under the “Tres por
uno” scheme, the amount remittbdme by the migrant organizations known as
Hometown Associations (HTAS) is matched 3 to 1H®y/municipal, state and federal
governments and is used to finance infrastructm socioeconomic development
projects in the respective migrant sending areas @aauw, 2005, Orozco and
Garcia-Zanello 2009, World Bank 2006). A big adwea& of this scheme is its
transparency and built-in accountability, which camsure the best return on the

investment. Although 3 X 1 or other such schemes sErve as a precedent, the
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national and provincial governments in Pakistarl ad well to avoid this model,

given its obvious implications in the country’s text. Much of the remittances to
Pakistan have gone to a small number of distrietsch have consequently risen to
the top of the national per capita rankings. The af matching programs may
concentrate even more resources in these relatafllyent regions to the detriment
of other, more needful areas, and may thus shatgealready worsening intra and
interprovincial disparities. Such a scheme mayb®bptimally spent either, as the
welfare project wishlist of the migrant associaionrmay not be the ones with the

largest payoff to the local inhabitants (Burges87)0

Another Mexican program, the Padrino, can suit §taki bettet. Under this scheme,
the government can propose prosperous Pakistaciisteachoose a project out of a
thousand or so local development projects in colation with local bodies. These
high return projects target backward areas all dhercountry, and also contain the
transparency feature of the 3x1 scheme. Such armschall however be limited to a

small very well-off segment of the overseas Pakistammunity.

5.3.5 Diaspora bonds

Pakistan can also tap into its diaspora’s savihgsugh diaspora bonds. In the past,
Countries like India and Israel have raised tensilbbns of dollars at attractive rates.
These bonds represent a debt instrument issuedcbyrary— or, potentially, by a

sub-sovereign entity or a private corporation tsadinancing from its overseas
diaspora(Ratha et al. 2008). Diaspora bonds asn afisued in times of crisis and
often at a ‘patriotic discount ». By launching gias-specific bonds, government
can involve the overseas Pakistani community in ¢oentry’s socioeconomic

development and reduce its budgetary and credgtints. However, the extent of
participation of the migrant community is uncertaln the past, government of
Pakistan has sought overseas Pakistanis’ investthenigh foreign currency bonds

and certificates. These have included foreign cwyedenominated bonds and

51 For examples of the program, see Page and Plaza (2 006).
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foreign exchange bearer certificates (FEBCs) wighér interest rates encashable at

a premium. These issues have so far had mixedsesul

5.3.6 Entrepreneurial incentives

Government of Pakistan has offered the migrantsowsarincentives to attract
investment. These incentives have included tax teelia the import of capital

equipment, and business facilitation. The governmestablished the Overseas
Pakistanis foundation (OPF) with the aim of seekargl facilitating investments
from Pakistani migrants. Investments by the overdeakistanis were facilitated in
the Export Promotion Zones (EPZ) set up in selearedkerdeveloped areas (Amjad
1989). These endeavours have not been very sugkesstl few investments have
been realized as a result of these schemes. Osenréar limited interest from the
migrants has been that several of these schemegeantly assumed the migrants to
be entrepreneurs, which most migrants are not.dBssiin the absence of well-

functioning markets and infrastructure bottlened&®; investments can be expected.

5.3.7 Taxing remittances

A government facing chronic budget deficit may &ampted to tax remitted amounts.
This must be avoided, as taxing the remittance$ mat only yield little in the
immediate, but may also push them towards informethods of payment once more,
thereby defeating the cause altogether. Remittanoeggenerally private transfers
between the members of the same household, andhioeyd be treated as such. The
government had attempted to tax remittances in ldbee 1975, but the effort did not
succeed (Addleton 1984).

5.4 CONCLUDING REMARKS

In the light of the above discussion, remittandesud treated as a temporary flow
and employed to improve the current macroeconontication of the country:

whether as a means to access international finantsakets, as a vehicle for
developing and deepening the financial sector arging the saving and investment
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rates, or as a cushion for making necessary bufydiscal reforms. Nevertheless,
they should not be considered as the centrepiecangflong-term development
strategy. Any such strategy should ultimately rely the potential sustainable
comparative advantages of the economy. Remittaremesiot do wonders if market
imperfections remain rampant, and necessary systand institutional adjustments
are not made. An economy suffering from low labproductivity and deteriorating
balance of payments, with few job creation oppaties and a population with skills
and eyes turned abroad is a recipe not for sustiagimevelopment, but for perpetual
dependence on emigration. Besides, using remittamsea permanent source of
poverty alleviation is a strategy fraught with gsks the levers of such development
are bound to be away from the country, in the hasfd®reign governments that -
during economic downturns - often find themsehaasrfg popular public pressure to
protect local jobs at the cost of foreign labdutFor improving the plight of the poor,
none can beat a thoughtfully planned, well-exegutedre inward-looking and far-
reaching development program.

In the words of Jeffrey Sachs, "A good plan of @ttstarts with a good differential
diagnosis of the specific factors that have shafed economic conditions of a
nation." In this work we attempted to shed lighttba role migrant remittances can
play in such a plan. In our view, a developmerdtstyy that embraces remittances a
private contribution to public welfare and as apimd hand in providing the
government the financing needed for physical anghdn capital accumulation will
be appropriate. Remittances will thus serve asldelato development and not as a

slippery slope to dependency.

5.5 LIMITATIONS AND FUTURE RESEARCH PERSPECTIVES

In this thesis, we examined some aspects of remgtdlows to Pakistan. Our work
provided us with answers to some of the questioedaming the nature and
socioeconomic effects of remittances. However, manlyer questions remain

unanswered, and some new ones arise. For instareayere able to study the

52 An environment increasingly hostile to immigration in Europe and
the Middle East, lively debates on illegal immigrat ion in the US and
reduction in the annual quota for skilled immigrati on by the

Canadian government can be cited here
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remittances’ impact on household poverty. Howevkre to data limitations, we
could not examine the temporal aspects of thigioglship. A longitudinal household
economic survey will be useful in this regard. Rigamces may potentially interact
with household income and consumption in variousractt ways, whether through
income and expenditure multiplier effects, or tlglouchanges in investment and
consumption patterns. In this work, we concentrat@dattention on the direct effects
of remittances. A study of the indirect effectsremittances can also help discern
extent to which remittances have impacted strutfpoaerty in Pakistan. This will
require a survey of socioeconomic characteristiéstie Pakistani overseas
community. Such a survey will also help explore th&tinct features of Pakistani
migrants living in different regions of the world.

The survey will give us a better idea of the micaeomic motives to remit of the
migrants. Furthermore, the survey can give theystidnequality and labour supply
effects more depth. A future analysis of labourpdygffects of remittances can also

benefit from comprehensive data on wage rates.

Our macroeconomic study of remittances determinkatteed a potentially essential
variable: number of Pakistani migrants. Availailif robust and reliable data on the
size of Pakistani immigrant community all over therld can greatly improve this

analysig®

Yet another future line of investigation can bectmpare the characteristics of
remittances to Pakistan with those flowing to othepulous countries of the region.
Indian Subcontinent is one of the major remittareeeiving regions in the world,

and a study analyzing the similarities and diffee=n between the behaviour of
remittances to Pakistan, India and Bangladesh kad sore light on the ways and
means in which migrant remittances have shapetetfienal economy.

% The Organization for Economic Cooperation and Deve lopment
collects data on the stock and flow of migrants in its member
countries. Similarly, the United States carry out o ccasional
detailed surveys of various migrant communities in the USA. However,
given the diverse geographical profile of Pakistani migrants, no

thorough and accurate surveys are yet available.
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PhD is just a first step on the road to the wonddend of research. We intend to
take our pursuit further, continuing analysis soofighe indicated directions. The

journey will go on!
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