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Abstract

The purpose of this study is to analyze the impact of remittances on import demand of Pakis-
tan, by keeping the effect of population. This study has used time series data set from 1975 to 2015
and the result has shown that there is a significant and positive effect of remittances and population
on import demand. The results of this study have also shown that the model of this study takes ac-
count of the direct effects of imported inputs on exports and availability of official foreign exchange
reserves on the level of imports. Real exchange rate shock has shown 10 percent reduction in the
volume of imports which in turn lowers the volume of exports in our model by about 2% point in
short run and 5% point in long run. So, it is recommended that developing countries should follow
the policy of import compression. The result has shown that over the next decade rising global pro-
tectionist pressures, higher energy prices, increased world interest rates and augmented political un-
certainty could seriously undermine the debt-servicing capacities for most heavily-indebted, low-
growth, low-income countries in the Asia Pacific region. The policy implication of this study is that
economy should spend precious foreign exchange only to fund vital imports only to successfully
overcome foreign exchange shortages and this would enable many underdeveloped countries to sup-
port rapid economic growth.
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Introduction

Import can be defined as the goods and services into the port of a country; buyer of such
goods and servicesisreferred as an “importer” at the country of import where as the out of the coun-
try based seller is referred to as an “exporter”. Import demand function was empirically tested for
Pakistan by using co-integration and error correction mechanism. It is obvious that there is a posi-
tive correlation between imports and income. Similarly remittance income is accessible to workers
and their families to fulfill their needs. Remittance is a transfer of money by foreign workers to their
home countries. Remittances throw into economic escalation and to the trade of populace interna
tional and its help to convey to promote access to financial services for the sender and recipient, by
this means rising financial and social enclosure. Remittances are playing a huge position in the
economies of many countries, causal to cost-effective growth and to the source of revenue of less
wealthy people (though generally not the poorest of the poor). Import functions for Pakistan both at
the aggregate and disaggregated levels. Jawaid and Raza investigated “remittances from abroad af -
fecting the growth of country” (Jawaid & Raza, 2012).

We take time series data by using least square testing method and we take secondary data
which has a sample size of 40 years of import demand and remittance of Pakistan. World Bank and
Bank for International Settlements have developed international standards for remittance services.
Pakistan has 13.19 remittances (in billions of US Dallar) in 2012. Since remittance beneficiary alot
contain a higher tendency to own a bank account. A crucial part of leveraging remittances to pro-
mote economic development and stability of remittance flows regardless of financial crises and eco-
nomic slump make them a consistent financial resource for developing countries.
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Khan, et a., investigate the relationship between import and remittance (Munir Khan, 2007)
. They estimated that the remittance from oversees Pakistan’s are usually spent on import. They col-
lected the data from Pakistan by employing these variables national income, remittance and real ex-
change rate. The government needs to consider the measures to attract more remittances and it could
be possible by import substitution production process. It is examined that remittance are the result of
labor export and it has positive effect on import so that economy workings efficiently.

(Saab & Ayoub, 2010) explored “How the broad gap among imports & export get in the way
the nation’ s economy” . With the intention of 4 Dutch countries were taken in view. Remittances are
unlikely to play a central role in growth profile of Pakistan which also greatly alleviated poverty in
rural areas. Pakistan’s economy has been facing down flow in his foreign remittances for last few
years. Fatima (2010) explored “the impact of changes in trade system of Pakistan on income and
consumption and she says that that changes in term of trade should be made on the basis on the
economy whether its positive or negative’. (Mody, 2002) examined “the combine effect of two
themes to assess the effectiveness of imported machinery in increasing export competitiveness and
thusin stimulating growth”.

The econometric analysis is prepared to identify key determinants of FDI (foreign direct in-
vestment) flows to Asian countries. (Khan & Knight, 1988) explored “the brunt of developing coun-
tries contain had to compress imports to create trade surpluses to service foreign debt and imports of
intermediate and capital goods are critical inputs in export of production, import compression can
adversely affect export performance’”.

The role of international trade is very important and crucial in the development of any econ-
omy. During modern era of globalization, trade between nations has become more or less inevitable
due to its imperative role in fulfilling the rising needs of the economies crosswise the world. Con-
ventiona trade theories of unlimited advantage and proportional advantage regard as international
trade as valuable for trade partners due to its economic competence and wellbeing effects. In theory
trade preserve reduce income inequality amongst and within nations by escalating the incomes of
unskilled labor in rich countries. However the empirical facts show that alocation of trade gains
among dissimilar nations is rough. These encompass set birth to a type of controversy between
economists as regards the gains of trade. Import demand literature can be categorized into three dif-
ferent magnitudes.

Import demand as a function of aggregate income and prices. Which utilize the disaggre-
gated imports of different commaodity groups as a function of income and relative prices? Aggregate
import is treated as a function of disaggregated components of total income or aggregate expendi-
ture. The imports of the country increase with the increase in marginal propensity to consume and it
also increases with remittances, and decreases with the increase in the real exchange rate. (Morgan,
2011) examined “the financial mechanisms that helped English merchants to consolidate their con-
trol over the transatlantic slave trade in the eighteenth century”. Remittance flows benefit the reci-
pient countries because they allow higher human capital development. But they also pose a chal-
lenge to these countries of control these external savings to fruitful projects and stay away from ma-
croeconomic overheating.

The chief objective of this learning was to estimate the impact of the huge amount of remit-
tances made by homeless person to their home country on imports.

Literature Review

The literature review is divided into two parts; first part is about theoretical background of
our objective which is Import demand and Remittance and second part is Empirical Studies which
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comprises of literature reviews from different journals. The objective of this research isto carry out
the relationship between import demand and remittance, how they affect each other in Pakistan
economy.

Theoretical Background

The New Economics of Labor Migration theory says that “ due to market failures in the home
country, a domestic portion of population migrate to another labor market as well as the theoretical
perspective, three micro economics motives have been recommended to explain these transfers’
Stark and Bloom (1985). In economies such as Pakistan, remittance commencing provisiona worker
out of the country has be converted into increasing key like a resource of foreign exchange earnings.
Other hand, The Macroeconomics focus on such key variables s as supply of migrants, exports, and
import, GDP, population specia effects that remittances include in beneficiary countries. So that
remittances increases the import demand is raising of the home country means (human capital fight)
isincreasing is positive effect on host country. Likewise if import is rising than Remittance is rais-
ing its means that it has a dependent impact of import and remittances. Import function make known
that remittances play a major role in the fortitude of imports in the economy.

The execution of WTO rules and extensive reduction in trade limitations, the imports of most
of developing countries are rising speedily. The economy of Pakistan is not an omission it depends
on the rest of the world and this level of interdependence has enlarged in the past few years. The
value of imports as a percentage of GDP has shown upward trend since 1999-2000. The imports
demand has increased due to high demand of machinery and raw material. There is no impact on the
demand for imported consumer’s goods; their impacted on the import of raw materials and capitals
goods are superior to with the purpose of locally make income.

Remittances play a potentially vital role in the import demand function, both aggregate and
disaggregate stage, predominantly where there is foreign exchange problems exist..

On the other hand, Paine gives another theory in (1974) confirmed that “the tendency to im-
port out of remittances may well sound be high , not low for the reason that recipient families at this
moment enclose contact with foreign goods and living standard, mostly if the migrant worker mem-
ber has returned home. Finally the marginal propensity of imports and Coefficient of remittances are
positively connected with imports and real exchange is negatively related with imports.

Empirical Sudies

(Munir Khan, 2007) et a, investigated the “relationship between import and remittance”.
They estimated that the “remittance from oversees Pakistanis are usually spent on import. They col-
lected the data from Pakistan by employing these variables national income, remittance and real ex-
change rate. The result shows that remittances play a significant role in the determination of import
in the economy. There is need to stabilize labor migration and its benefits in the form of remittances.
The government needs to consider the measures to attract more remittances and it could be possible
by import substitution production process. It is examined that remittance are the result of labor ex-
port and it has positive effect on import so that economy works smoothly”.

(Siddiqui & Kemal, 2006) explored the “trade liberalization and its impact on remittance”.
They examined the “data from urban and rural areas’ households of Pakistan by using CGE frame-
work. The result shows that in term of welfare, all urban areas gain more as compare to rural areas.
The poverty rate reduced in urban households than in rural households. But in trade liberalization
the poverty and welfare rate goes down in urban households and in rural households the rate some-
how stays same as base year. It means that trade liberalization has negative impact on inflow of re-
mittances. So it is concluded that trade liberalization is the maor contributor in increasing poverty
of Pakistan”.
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(Glytsos, 2005) investigated “the impact of exogenous shocks of remittances on consump-
tion, investment and imports and output in five Mediterranean countries by using the data are annual
figures of the period from 1969 to 1998”. The dependent variable is exogenous shocks of remit-
tances and consumption, investment and import independent variable are considered. The purposeis
to examine the demand side impact of remittances as an exogenous variable in its model the tech-
nigue least square has been used. The result that the rising remittances are relatively less powerful to
produce output as falling remittances are powerful in reducing output and produce growth decele-
rates faster as a result of falling remittances than it accelerates as a result of rising remittances. The
recommendation is that should be look the weak spots concerning the relationship between remit-
tances and development with the help of some clues and findings may offer options for the design of
suitable measures for maximizing the profit and minimizing the negative.

(Saab & Ayoub, 2010) investigated “How the wide gap between imports & export hampers
the nation’s financial system”. For that 4 Dutch countries were taken in view. A regression anaysis
examined the relationship between inflow of capital and different sectors of these economies. Com-
mon variables like GDP Growth, Consumer Price Index, Workers Remuneration, exports, imports,
political stability, industry & services are independent variables co-related. It's evident that subsi-
dies on exports depends upon the circumstances in the country due to large negative shocks or due
to some recongtruction efforts, imposing higher import tariffs needed to get reduced. In order to re-
duce the impact of the disease it’s advisable to allocate the biggest part of excess profits to invest-
ment rather than consumption, raise the taxes on booming sector and improve the performance of
financial ingtitutes.

Especially they focus on FDI flows from Japan. It relates FDI flows to changing industrial
structure plus to trade flows. Its helped cost reduction and export promotion in the host countries
and Japan has created a large trade surplus with these countries from 1985 to 1994 is based on board
data covering 11 developing countries of east, south east and south Asia. The result indicates clearly
a tough upbeat pressure of the size of the economy on FDI flows. The effect of GNP on total FDI
inflow is set up to be larger than that on Japanese FDI flows and its denote to the fact that size of the
local market has been a theme of less anxiety for the Japanese firm in investing in Asia as compared
to investors from other industrialized countries and positive relationship is found between exchange
rate and rate of FDI flow and the statistical results are steady with the observation made earlier that
the Japanese FDI led industrial reform of countries of the east and south-east Asia has resulted in a
vast Japanese trade surplus with these countries. So it's recommended that FDI flows to south,
south-east and East Asia rise rapidly and has shifted over time from Asian NIEs to ASEAN, and
promote to china. With rising wages and currency appreciation, Asian NIEs have lost their charm as
adestination for FDI flows and Japan is main source of Asiaand its play vital role in promoting the
economic growth of east and south-east Asia, during cost reduction and export promotion and those
countries of thein Asia Pacific in the future.

(Morgan, 2011) examined “the financial mechanisms that helped English merchants to con-
solidate their control over the transatlantic dave trade in the eighteenth century”. Specifically, he
investigates “remittance procedures for slave sales in the British plantation colonies at a time when
Britain was the largest national carrier of endaved Africans to the Americas. He considers the de-
vices that evolved to secure payments in atrade that conducted business in a more complex, sophis-
ticated way as it expanded during the eighteenth century. Result shows that the financial arrange-
ments made by British slave merchants in the later eighteenth century helped to protect credit and to
recover debt. These mechanisms were more helpful for realizing funds in the trade when they were
required than the more limited financial procedures available to merchants operating outside the

Openly accessible at http://www.european-science.com 109




Adil Hussain, Zhao Yan

British credit system. The evolution of remittance procedures in the eighteenth-century British slave
trade therefore shows how a chain of businessmen cooperated to secure a viable means for ensuring
payments in a notorioudly risky trade by ensuring that extensive credit was backed up by payers of
known capital, repute, and commercial standing. English financia institutions in the eighteenth cen-
tury cannot be regarded as a hecessary precondition for British industrialization, the development of
credit practices associated with the slave trade, including remittance procedures as well as banking
and marine insurance, helped to strengthen the British economy by as long as sound, complex me-
diator instruments for the apprehension of profits from intercontinental trade’.

(Silberling, 1924) examined, “In the light of new evidence, first, the financial operations of
Great Britain during the period from 1790 to 1816, and second, the course of monetary discussion
during that period in its relation to the financial and economic needs of the time. The present paper
will be concerned chiefly with the sources of the public revenue, and with the heavy remittances
which the British Treasury had occasion to make to the Continent for the support of British armed
forces and by way of loan or subsidy to allies’. Payments of interest on the debt; capital charge; ex-
penditures for civil government; and, finally, the expenditures specifically for the Army, Navy, and
Ordnance are the variables. The result shows that restoration of the gold standard was not accom-
plished until some six years after Waterloo. In 1817 steps toward resumption were undertaken by
the Bank; but, unfortunately, their carefully accumulated reserve was quickly drained away in 1818
by an unexpected shift in the commercial balance. Price deflation began long before the resumption,
being promoted by many failures among the unsubstantial country banks and business houses in
1815-16 and again in 1819. Even the price of specie and the exchanges had substantially touched par
in 1816 after the strain upon the remittance mechanism was relieved.

M ethodology
To examine the effect of remittance on import demand, penal data use of 40 years from 1975
to 2015, collected from World Bank.
Analysis done on SPSS (22) regression, correlation, and descriptive statistics.
The regression model to predict the objectiveis;
IMP = B+ B{REMT + B2POPUL + € ... cc.ce cvv e eve e v e v e e EQL

Where,
Bo Intercept of the equation

Bito2 Co efficient of the variables.

€ Error term.

We have import as our dependent variable, remittances and population as independent va-
riables. In this regression model Y represents Import demand while REMT represents Remittances
and POPUL represent total Population involved in income from abroad.

. Hypothesis

H,: Remittance has significant effect on Import demand.

H,: Remittance has not significant effect on import demand.

Resultsand Estimations
To determine the long-term relationship between import demand and remittances, we go
through some analysis. Datais based on time series and conducted through World Bank’ s website.
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Table 1 shows the minimum, maximum, mean and standard deviation of all

variables present

in the model. Table 1 is the description of variables and number of observations taken for the

anaysis.

Table 1. Descriptive Statistics

Variable No. Range Minimum Maximum Mean Std. Deviation

of

Obs
IMPORT 40 | 4379002542557 | 2584199909.09 | 46374225334.66 | 16669203994.1215 | 13941960653.81460
REMIT- 40 | 18894263061.50 | 411736938.50 | 19306000000.00 | 4371514967.3350 | 4796991023.83270
TANCES
POPULA- | 40 120106403.00 68818471.00 188924874.00 125174794.2500 36007189.86703
TION
vaidN 40
(List wise)
Discriptive statistics
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Figure 1: Graphical representation of descriptive statistics
Quantitative Analysis

Two methods are used for quantitative analysis. First we used correlation

to check the rela-

tionship between variables we consider in this research. Correlation indicates variables positively or
negatively associated with working capital. Pearson’s correlation method is used to check the corre-

lation of multiple variables.
Pearson’s Correlation Analysis

Pearson’s correlation analysisis used to identify the relationship between research variables.

Table 2. Correlation

IMPORT REMITTANCES | POPULATION

IMPORT Pearson Correlation 1 929" 888~
Sig. (2-tailed) 0 0
N 40 40 40

REMITTANCES | Pearson Correlation 929" 1 765"
Sig. (2-tailed) 0 0
N 40 40 40
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IMPORT | REMITTANCES | POPULATION
POPULATION | Pearson Correlation 888" 765 1
Sig. (2-tailed) 0 0
N 40 40 40
** Correlation is significant at the 0.01 level (2-tailed).

Above table shows that import is positively and significantly correlated to remittance and
population at the confident level of 0.01.
Regression Analysis

Regression analysis is conducted to examine the relationship of independent variables on de-
pendent variable.

Table 3. Regression

Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
1 (Constant) -11702776749.288 | 2570893898.130 -4.552 0
REMITTANCES 1.748 0.184 0.601 9.493 0
POPULATION 165.61 24.53 0.43 6.75 | 0.00
a. Dependent Variable: IMPORT

Table 3 reveds that model is statistical acceptable (P value = 0.000). Regression equation
demonstrates positive relationship between import and remittance and also with population.

Table4. ANOVA

ANOVA?

Model Sum of Squares Df Mean Square F Sig.
1Re 7114244054680010000000.000 2 3557122027340000000000.000 | 282.13 | .000°
gres-
sion
Resi- 466508353348127000000.000 37 12608333874273700000.000
dud

Totd 7580752408028140000000.000 39 3720000.000

a. Dependent Variable: IMPORT

b. Predictors: (Constant), POPULATION, REMITTANCES

ANOVA table also shows significant and statistical acceptable result (P value = 0.000).
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