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Abstract: This research study examined the effect of foreign remittances and economic growth on poverty in
Pakistan. Annual time series data was analyzed for the time period 1978 to 2010. Augmented Dickey-Fuller and
Philips-Perron confirmed the problem of non-stationarity at level. This problem was eliminated by taking first
difference of all variables. Johansen-juselius co-integration test was applied for co-integration. The result
indicated a single co-integration vector among variables. VECM was applied to capture long and short run
relationships. Results confirmed that there is negative impact of foreign remittances and economic growth on
poverty alleviation in long run. Short run relationship was not confirmed among variables by VECM. The ECT
value revealed that model was in equilibrium and adjusts itself to external shock when poverty was taken as
dependant variable. It is suggested that government should take steps to encourage workers to send their
money through proper channel so its efficient utilization may be helpful in poverty alleviation. 
Jel Classification code: E01, F24, I32.
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INTRODUCTION Government of Pakistan have taken some strong

The remittances sent by migrants residing all over the forefront of the government’ all economic efforts [3].
world to their respective developing countries turns out “Economic growth is a term generally measured by
to be a more reliable and stable source of foreign the amount of production in a country or region over a
exchange earnings as compare to other sources like FDI certain period of time. In addition to production, measured
and trade. A total of $US 300 billion were sent as through the gross domestic product, or GDP, local
remittances by estimated migrants in 2006, providing $US governments and individuals may use a different standard
30 billion more than the total aid and foreign investment to measure economic growth”. If the GDP of current year
to developing countries i.e. $US 270 billion. According to is greater than previous year this shows an economic
the research remittances are more reliable and stable growth, but if the GDP of current year is less than
sources in developing finance of the respective countries previous year then the growth is negative or it is
[1]. contraction of economy. Per capita is one of the measures

For the last decades a significant increase in of economic growth. It is used to measure the financial
international remittances had been noticed in developing condition of country, most commonly used for
countries. In most of developing countries remittances comparison of two economies. This is one of the reasons
constitute the largest source of foreign exchange that it is usually measure in international currencies.  It is
earnings, even exceeding export revenues, FDI, aid, or calculated through a mathematical formula. As it is a
other private capital flows [2]. measure of economic growth so for economist increase in

Pakistan is also included in the list of world’s poor per capita shows economic growth of the country [4]. 
countries. Poverty is one of the foremost social problems
in Pakistan. It is one of the most important sensitive Hypotheses of the Study: The main hypotheses of this
issues not only for our self but for the whole world. research study are as under:

initiatives to combat poverty and poverty reduction is at



1 1 1 1 1
1 1

1 1 1 1 1
1

j j

t i t i t
i i

j

i t t t
i

lEG a l EG l POV

lREM

− −
= =

− −
=

∆ = + ∆ + ∆ +

∆ + +

∑ ∑

∑

2 2 1 2 1
1 1

2 1 2 1 2
1

j j

t i t i t
i i

j

i t t t
i

lPOV a l EG l POV

lREM

− −
= =

− −
=

∆ = + ∆ + ∆ +

∆ + +

∑ ∑

∑

3 3 1 3 1
1 1

3 1 3 1 3
1

j j

t i t i t
i i

j

i t t t
i

lREM a l EG l POV

lREM

− −
= =

− −
=

∆ = + ∆ + ∆ +

∆ + +

∑ ∑

∑

World Appl. Sci. J., 19 (3): 366-369, 2012

367

There is positive relationship between worker’s share a stochastic drift then these series are co-integrated.
remittances and economic growth of Pakistan. This drift is because of behavior as time series share a
Higher the worker’s remittances lower will be the certain degree of long-term fluctuations. It is not
level of poverty. necessary for co-integration that two or more time series
There is negative correlation between GDP and are related or move together [10]. 
poverty.

Review of Literature: Khan [5] examined whether or not Granger causality theorem postulates that if two variables
International migration plays an essential role in the are integrated of same order then they must Granger-
household’s economy of people in developing countries. cause each other. This implies that first variable must
The current study conducted in district Gujarat, a sample granger cause second or second variable must Granger
of 100 families was interviewed about their social status cause first. When co-integration is found among variables
and living standards. Similarly respondents were asked then Vector Error Correction Model (VECM) is applied for
about pattern of remittances investment. It was concluded causality. This model separates long and short-run
that there was a significant positive change in living parameters.
standards of families with high level of satisfaction. According to the Granger Representation theorem,

Kalim and Shahbaz [6] explored the nexus between when variables are co-integrated of I(1), there must also
poverty and foreign remittances for the period 1973-2006 be an Error Correction Model (ECM) that describes the
for Pakistan. The data were analyzed through fully short-run dynamics or adjustments of the co-integrated
modified ordinary least square technique. Results of the variables towards their equilibrium values. Using the
study favored the hypothesis that remittances brings Vector Auto-regression (VAR) method, we can estimate
significant decline in poverty. the ECM.

Kersi [7] studied to investigate the impact of In the present study linear combinations of non-
remittances on poverty for the year 1992-2005 in Mexico. stationary variables Economic Growth, Remittances and
He used Foster-Greer-thornback to measures poverty. He poverty are taken and the causality can be evaluated by
collected data from the nationally representative Mexican estimating the following regression model.
national survey of income and education (ENIGH). His
results showed that remittances had positive effect on
poverty.

Research Methodology
Data: This study analyzed annual data for poverty,
foreign remittances and economic growth from 1978 to
2010.

Econometric Techniques: This section describes
econometric techniques applied in analysis of this
research study. 

Stationarity Problem
Unit Root Analysis: Most time series data is trended
either upward or downward. This trend of data gives rise
to stationarity problem.  Augmented Dickey-Fuller (ADF) Analysis
[8] Test and Pillips-Perron (PP) [9] test are applied to Unit Root Tests: The problem of stationarity is detected
examine this problem. through Augmented Dickey-Fuller (ADF) and Phillips

Co-Integration: One of the statistical properties of time shown in Table 1 where lPov is log of Poverty, lRem is log
series data is co-integration, it is define as if each series of foreign remittances and lEG is log of economic growth.

Causality and Vector Error Correction Model (VECM):

Peron (PP) test. The results of the ADF and PP tests are
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Table 1:Result of the Unit Root by (ADF) and (PP)

Augmented
Dickey-Fuller  test Phillips-Perron Test
-------------------------------- -----------------------------------------

Variables Level 1  Difference Level 1 Difference Concludest st

lPov -3.053(0) - -2.944(0) - I (0)
lPov - -7.878(0) - -7.830(0) I (1)

lRem -0.949(0) - -0.949(0) - I (0)
lRem - -3.961(0) -3.739(0) I (1)

lEG -0.674(0)     - -1.650(0) - I (0)
lEG - -5.725(0) - -5.778(0) I (1)

Table 2: Results of Johansen Tests for the Number of Co-integrating
Relationships

No of Trace 5% critical Maximum 5%
Co-integrations statistic value Eigen values critical

None* 27.2439* 24.275 18.782 17.79*

At most(1) 8.46132 12.320 6.306 11.22
At most(2) 2.1547 4.129 2.154 4.12

Table 3: Long Run coefficients 

Dependant Variable: lPov

Regressor Coefficient t-value

lEG -0.538 2.8
lRem -0.38 3.5

Table 4: Results of Granger Causality Test Results Based on VECM

Short Run Lag differences
Dependant --------------------------------------------------------------------------
Variable lPov lEG lRem Lagged ECT

lPov … 1.46 -0.08411 -0.32034
(7.723) (01.467) (-3.5013)

lEG -0.004   … 0.043 -0.086665
(-0.019) (-0.44) (-1.86223)

lRem 0.901 0.043 … -0.133822
(1.18) (-0.58) (-1.28676)

Note: Values  in the last column are the ECT values and t-values are in
parentheses.

It is evident from the table 1 that economic growth,
poverty and remittances are non-stationary at level but
comes to stationary at first difference. We can write it this
as I (1).

Johansen Co-Integration Test: All the series are
integrated of I(1) therefor Johansen co-integration test is
applied. Results of co-integration test are presented in
Table 2. 

Trace statistics as well as Maximum Eigen values
suggested that there is at most one co-integration vector
because both trace statistics and maximum Eigen value are

greater than critical value at 5% level of significance. Thus
it is deduced that a long run relationship exists among the
variables.

Granger Causality Test Based on VECM: After finding
the co-integration, it is better to apply VECM for
multivariable causality, to capture the short run as well as
long run. The error correction term shows that how much
disequilibrium will be adjusted in each causality equation.
Table 3 shows that, In long run both explanatory variables
i.e economic growth and foreign remittances have
negative effect on poverty. The long run coefficient of
economic growth tells that if there is one percent increase
in economic growth poverty will decrease by 0.5 percent.
Similarly the foreign remittances coefficient tells that one
percent increase in remittances will decrease poverty by
0.38 percent. 

The short run dynamics of the VECM is presented in
Table 4, the variables are taken in log form which means
that lPov represents log(poverty) the negative significant
value of the ECT presenting that the model is in
equilibrium when poverty was taken as dependant
variable. ECT value shows that 32% disequilibrium will be
adjusted after every external shock. Further result are
insignificant which shows that there is no short run
relationship among variables.

CONCLUSIONS

Poverty is big issue which needs special attention
especially in Pakistan. Main aim of this study was to
examine impact of foreign remittances and economic
growth on poverty alleviation. Annual time series data
from 1978 to 2010 was analyzed. ADF and Philips-Perron
was applied to check stationarity problem. Results of both
tests indicated problem of stationarity at level but all
variables became stationary by taking their first
difference. One vector co-integration confirmed by
johansen co-integration test. Result of VECM revealed
that foreign remittances and economic growth have
negative impact on poverty. Thus both variables in long
run contributing to poverty alleviation. No short run
relation was found among variables.

Recommendations: It is recommended that government
should take at most interest in enhancing economic
growth. Conducive environment can help the investors to
invest in Pakistan. The cost of doing business needs to
be reduced to encourage investment. Government should
take steps to overcome the energy problem. Political and
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social stability is the key for economic growth. The 5. Khan, S., Mirza, R. Sajid, M. Abbas and G.N. Ahmad,
government should take action to encourage workers to 2009. Impacts of Remittances on Living Standards of
send remittances through formal channel by reducing the Emigrants’ Families in Gujarat-Pakistan. European
cost of sending. There is no doubt that reducing the cost Journal of Social Sciences, 12(2): 205-216.
of sending remittances would increase the disposal 6. Kalim, R. and M. Shahbaz, 2009. Remittances and
income of migrant’s families. Poverty Nexus: Evidence From Pakistan.

REFERENCES Economics, ISSN 1450-2887 Issue 29.

1. Turnell, S., A. Vicary and W. Bradford,  2010. Migrant Citizenship Conference Supported by the Hewlett
Worker Remittances and Burma: An Economic Foundation.
Analysis of Survey Results. Sydney: Burma 8. Dickey, D.A. and W.A. Fuller, 1979. Distributions of
Economic watch. Macquaric University. the Estimates for AutoregressiveTime Serieswith a

2. Jongwanich, J., 2007. Workers’ Remittances, Unit Root. Journal of the American Statistical
Economic Growth and Poverty in  Developing Asia Association, 74: 427-31.
and the Pacific Countries. UNESCAP Working Paper 9. Phillips, P.C.B. and P. Perron, 1988. Testing for a Unit
WP/07/01. Root  in   Time   Series   Regresson.   Econometrica,

3. Go, P., 2009. Government of Pakistan, Economic 75: 335-46.
Survey of Pakistan, 2008-09, Economic Advisor’s 10. Time series variables, (n.d). Time series variables are
wing, Ministry of Finance, Islamabad. co-integrated, which is a statistical property.

4. Economic growth (n.d). Economic growth is a term Retrieved March24, 2012 (http://www. uh.
generally measured by the amount of production. edu/~bsorense/coint.pdf).
Retrieved April 9, 2012, from http://www. economy
watch. com/world-country/country-per-capita-gdp
income.html

International Research Journal of Finance and

7. Kersi, 2009. Working paper, Prepared for the Global


