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ABSTRACT 

 

Bangladesh has become independent in 1971 from Pakistan at the expense of 3 million 

lives in a bloody war of liberation. The war almost completely destroyed the physical 

infrastructure of the country. U.S. Secretary of State, Henry Kissinger had 

disparagingly called it a “bottomless basket”. Bangladesh is now an emerging economy 

in South Asia, with her annual exports of some $25 billion mainly from Knitwear and 

garment products, remittances equivalent to $14 billion in 2012 and a gross domestic 

product (GDP) growth of over 6.0 percent despite its confrontational politics and global 

economic slowdown over the last few years (Helal and Hossain, 2013). 

 

Historically, migration has been a common livelihood strategy of Bangladeshi people. 

After independence in 1971, new opportunities for international migration emerged. 

With rising oil prices, the Middle Eastern countries went through a phase of major 

infrastructure development for which they needed large numbers of expatriate workers. 

Various categories of Bangladeshi workers joined the Middle Eastern labour market. 

Gradually, such migration also expanded to the newly industrialized countries of 

Southeast Asia (Siddiqui, 2003).  

 

 According to report of World Bank Group in Migration and Remittances Factbook 

2016, in the Third Edition (Advance) the number of migrants has risen rapidly in the 

past few years. More than 247 million people, or 3.4 percent of the world population, 

live outside their countries of birth for various reasons. Rank of Bangladesh in 

manpower export in the world in 2010 was sixth. When workers move from one 

country (home country) to other country (destination country) considerable social gains 

for migrant workers may observe in both countries from where the workers move and 

to where they work.  

 

Between 1976 and 2014 a total of 91.43 lakhs people emigrated temporarily from 

Bangladesh (BMET, 2015). The flows of remittance are more stable than other types of 

private capital inflows like official development aids (ODA) and foreign direct 

investment (FDI) and are counter cyclical (World Bank, 2006) as the flows increase 

during downturns as emigrant workers went to provide financial support to the family 

members in the country of their origin (Sayan, 2006). 
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When huge amount of remittances enter into the home country, the money supply of the 

country also increases through the conversion of foreign currency into domestic 

currency. If the home country could not use this money properly into the investment 

and production sectors, then this money can pressures on the general price level of the 

country or it can creates inflation in the country.  

 

Again according to Fuentes and Herrera (2008) large and sustained remittance inflows 

can cause an appreciation of the real exchange rate and make the production of tradable 

goods less profitable, a Dutch-Disease-like phenomenon. Appreciation of real exchange 

rate (RER) is usually associated with a loss in external competitiveness. Huge amount 

of international remittances flows to Bangladesh from all over the world. This large 

amount of remittances may have impact on the overall economy.  

 

Due to excess overseas employment from a home country indicate poor economic 

conditions of the country. But these overseas workers send remittances from the host 

country to home country generally in hard currencies which are very essential for the 

developing countries. Now what are impacts of these workers; remittances on the 

economy of home countries specially on important macroeconomic variables of the 

country like Gross Domestic Products (GDP), Imports, Consumption, Investment, Real 

Exchange Rate, as well as Inflation.  

 

In this context the study on “Remittances and Its impact on Some Important 

Macroeconomic Variables in the Economy of Bangladesh” is an attempt to contribute 

to the existing literatures finding out the impact of remittances on important 

macroeconomic variables in the economy of Bangladesh covering the period from 1977 

to 2014. The study has used wide range of analytical tools from simple graphical 

exploration to sophisticated econometric tools such as Regression, Cointegration Tests 

and Vector Error Correction Model to estimate the dynamic impact of remittances on 

the important macroeconomic variables in the economy of Bangladesh.  

 

Our study covers the period of 38 years from 1977 to 2014. Our study is limited to only 

a specific country, Bangladesh. Our study is restricted to the macroeconomic impact of 

remittances on the economy of Bangladesh and we are not interested in this study of 

microeconomic impact of remittances on the Bangladesh. Our study mainly focuses on 
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the wage earners’ remittances mainly officially recorded data to Bangladesh from all 

the countries where Bangladeshi workers are employed. 

 

Total population in 2014 in Bangladesh was 159078 thousands and rank of Bangladesh 

in the world population was 8th.  About 2.19 % of world population lives in Bangladesh. 

The population, ages 15-64, representing backbone of the economy, has increased 

gradually. Between 1976 and 2014 a total of 91.43 lakhs people emigrated temporarily 

from Bangladesh and a total amount of US$ 133.78 billion has been remitted to 

Bangladesh from across the globe.  

 

During the entire 38 years of period the share of professional migrants in numbers was 

lower than other categories and large numbers of migrants workers were migrated from 

Bangladesh from 1976 to 2014 are less-skilled workers. When a large number of low 

and unskilled workers migrated from a labour surplus country to a labour deficit 

country then both the countries can be benefited mutually. Labour surplus country can 

reduces the pressure on local labour market by giving more opportunities to the 

remaining labour forces. 

 

There are so many factors that can influence the flow of remittances from the host 

countries to home countries. The amount of current remittances flow in Bangladesh 

depends on previous amount of remittances flows positively. Inflation in Bangladesh 

has no any significant impact on the flow of remittances in the long-run but it has 

significant impact in the short-run. On the other hand exchange rate and crude oil price 

have negative short-run effect on the flow of remittances but they have positive impact 

on the flow of remittances in the long-run in the Bangladesh. So, lower inflation and 

higher exchange rates in the home country invite more remittances from the host 

countries to the home country. This finding indicates that remitters are quite aware of 

the economic situation of their home countries. Remitters think not only about their 

family but also portfolio investment. Relationship between remittances and crude oil 

price indicates the amount of remittances to the home country is depending on the 

income of the host countries also. Per capita GDP of home country is also a positive 

determinates of remittances in Bangladesh. This result also indicates that in Bangladesh 

remittances have positive impact on per capita GDP because the flows of remittances 

are increasing day by day. So we can conclude that all the macroeconomic determinants 

of remittances identified in our model indicate that the altruism as well as portfolio 
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motives decide jointly the flow of remittances from the host countries to home 

countries. 

 

From the Johansen Cointegration technique we find long-run relationship among GDP, 

remittances, FDI and ODA. Remittances and FDI both are positively and ODA is 

negatively correlated with GDP in Bangladesh. Remittances have positive impacts on 

GDP in Bangladesh in the long-run. So remittances are mostly welcome in Bangladesh. 

When economy is open up for foreign investors for investment in the country, the 

economy gets benefits from the FDI in respect of increase in GDP in the long run. So 

FDI is mostly welcome in Bangladesh. But the ODA has no any significant impact in 

Bangladesh in the long-run. The economy of Bangladesh is quite dependent not only on 

remittances but also on foreign direct investment. 

 

By using TSLS we find the short-run and long-run MPCs in Bangladesh are 0.415 and 

0.718 respectively. The long run MPC of Bangladesh is so high. Higher MPC indicates 

lower saving rates or lower investment in the country.  The marginal propensity to 

invest (MPI) in Bangladesh is very low. The MPI is just 0.179.The short-run and long-

run MPMs of Bangladesh we estimate to be 0.126 and 0.281 respectively. 

 

 One Taka of remittance contributed in total in the economy of Bangladesh through the 

consumption, investment and import multipliers 2.7 Taka, 0.36 Taka and 0.92 Taka 

respectively during the seven years of time period. So we can conclude that, one Taka 

increase in remittances contributes 3.15 Taka in income in Bangladesh through the 

impact multiplier as well as dynamic multipliers from the first year to seventh year. 

 

We find that in the long-run, remittances, money supply and trade openness are 

positively correlated with inflation in Bangladesh. We find the coefficient of money 

supply in our model as positive and significant. This result supports the general theory 

of money supply in the economy of Bangladesh. That is, when money supply increases, 

the price level also increases in the economy. We also find the positive relationship 

between trade openness and inflation. When economy expands or become more open, 

then inflation also increases certain extent. But there is no significant impact of 

remittances on inflation in the economy of Bangladesh. In the economy of Bangladesh, 

the impact of remittances on inflation is positive but very less in the long-run.  
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The Dutch Disease theory suggests that the effects of capital inflows on resource 

allocation are traced through their effects on the real exchange rate. Using Johansson 

cointegretion technique and VECM we find that remittances and others explanatory 

variables have significant impact on the real exchange rate. Due to increase in the flow 

of remittances the real exchange is depreciated by 0.32%. The relative price of tradable 

to non-tradable has been increased due to increases in the flow of remittances. Our 

results indicate that self interest motives are larger than ‘altruism’; there are positive 

contribution in savings and investment of the country. So in the long-run tradable 

sectors also may expand their wings resulting in depreciation in real exchange rate of 

the recipient of remittances country.  

 

We expect the impact of trade openness on real exchange rate is positive that is 

depreciation in real exchange rate but we find opposite result. That is, due to increase in 

trade openness in the economy of Bangladesh, the real exchange rate has decreases, 

that is, appreciation in real exchange rate. In other words, we can say that the tradable 

sectors cannot get the benefit of trade openness.  

 

We find that the impact of openness of capital market (that is, free flow of FDI as well 

as ODA) on real exchange rate is negative. Due to high flow of FDI as well as ODA in 

Bangladesh, the real exchange rate has been decreases. That is there is a situation of 

real appreciation in the real exchange rate resulting in adverse effect on trade 

competiveness in Bangladesh. Therefore, we can conclude that the impacts of 

remittances, FDI and ODA on the real exchange rate are different. The impact of FDI 

cum ODA on real exchange rate is positive where as the impact of remittances on real 

exchange rate is positive. So there may be possibility of “Dutch Disease” in the 

economy of Bangladesh due to high inflow of FDI and ODA but there is no such 

possibility of “Dutch Disease” due to huge inflow of remittances. 

 

We find the coefficient of LGDPPC as negatively significant. When per capita GDP of 

home country increases the real exchange rate decreases.  We find in our study that the 

demand effects of technological progress (increase in LGDPPC) are greater than the 

supply effects. That is the Ricardo-Balassa effect is applicable in our case. The 

Rybczynski principle is not working in Bangladesh. We also find that in the short-run 

there are no impact of LREM and LTO on the LRER except GDPPC but in the long run 

all the explanatory variables are highly significant.  
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To determine the impact of remittances on the any macroeconomic variables it is very 

necessary to know the motives of remitters to send remittances to their family or 

relatives or friend. The motives may be ‘altruism’ or self interest. If self interest 

motives are larger than ‘altruism’, there are strong possibilities of contribution in 

savings and investment of the country. So in the long-run tradable sectors also may 

expand their wings resulting in depreciation in real exchange rate of the recipient of 

remittances country.  

 

There may be impact of September 11, 2001 or global economic slowdown due to 

financial crisis of 2007-2009 or any other shock in the economy, the Bangladesh grows 

its own way along with remittances. In Bangladesh there are still no alternatives of 

remittances for development. It is very essential in Bangladesh. In case of Bangladesh 

we can say that huge flow of workers’ remittances is not a curse it is like a flow of 

blessing. 

 

Our study depends on only secondary annual aggregate data. We have no primary data. 

We have only 38 observations (1977-2014). We were bound to drop few important 

variables when we estimate our model due to small number of observations. 

 

We use aggregate data of three components of remittances workers’ remittances, 

employee compensation and migrants’ transfers. We are unable to decompose the three 

components from the remittance data. We use GDP deflators in place of CPI. We 

estimate the impact of remittances on real exchange rate instead of real effective 

exchange rate of Bangladesh to capture the Dutch Disease of Bangladesh. 

 

We find large numbers of migrants workers were migrated from Bangladesh from 1976 

to 2014 are less-skilled workers. When a large number of low and unskilled workers 

migrated from a labour surplus country to a labour deficit country then both the 

countries can be benefited mutually. Labour surplus country can reduces the pressure 

on local labour market by giving more opportunities to the remaining labour forces. 

Government policy of Bangladesh should be appreciate the less skilled migration from  

We find flow of remittances to Bangladesh is inversely related to inflation rate. To 

increase the amount of remittances to Government of Bangladesh should try to control 

the inflation rate. 
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Increase in nominal exchange rate or depreciation of nominal exchange rate invites 

more amount of remittances to Bangladesh. So government may depreciate their 

nominal exchange rate but it may have some other adverse effects on the economy. 

 

As remittances of Bangladesh change along with the price of crude oil fluctuation  in 

the international market ,the government should find other countries for overseas 

employment for Bangladeshi workers  which countries do not depend not only on the  

exports of crude oil. 

 

We find per capita GDP is positively related to remittances flow to Bangladesh. 

Government should channelized remittances to the production system of the country 

such a way that per capita income of the country increase which will invite again more 

remittances to the country. 

 

Remittances and FDI have positive impact on GDP of Bangladesh. The Government of 

Bangladesh should welcome the foreign investors and migrant workers. National policy 

regarding foreign investment and inflow of remittances should be in favour of them. 

Future research may extend to the sub-sectors levels of the economy. We may find out 

the impact of remittances on the agricultural or manufacturers or services sectors of the 

country. That is, to find out the impact of remittances on the sub-sectors of the 

Bangladesh economy. That is, a research on the developmental impact of remittances 

such as health, investment in human capital, housing, etc. to Bangladesh may be 

suggested for future research. 

 

Key Words: Remittances, Bangladesh, Gross Domestic Product (GDP), Per Capita 

GDP, Consumption, Investment, Imports, Exports, Government Expenditure, Inflation, 

Crude Oil Price, Money Supply, Foreign Direct Investment(FDI),Official Development 

Assistance(ODA),  Inflation, Real Exchange Rate, Two-Stage Least Squares 

Method(TSLS),Multipliers, Cointegretion, Vector Error Correction Method (VECM). 
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CHAPTER ONE 

 

INTRODUCTION 

 

1.1 Background to the Study 

After independence in 1971, new opportunities for international migration emerged. 

With rising oil prices, the Middle Eastern countries went through a phase of major 

infrastructure development for which they needed large numbers of expatriate workers. 

Various categories of Bangladeshi workers joined the Middle Eastern labour market. 

Gradually, such migration also expanded to the newly industrialized countries of 

Southeast Asia (Siddiqui, 2003).Due to shortage of labor in the developed countries 

there are huge demand of qualified labour .On the other hand in the developing 

countries, there are excess labour supply due to high or under employment in the 

countries. So they are ready to move to the counties of higher demand of labours. 

 

 According to report of World Bank Group in Migration and Remittances Factbook 

2016, in the Third Edition (Advance) the number of migrants has risen rapidly in the 

past few years. More than 247 million people, or 3.4 percent of the world population, 

live outside their countries of birth for various reasons like job opportunities, labor 

shortages resulting from falling birth rates especially in developed countries, internal 

conflict and war, natural disasters, climate change, and improved access to information 

through phone and the Internet. Rank of Bangladesh in manpower export in the world 

in 2010 was sixth after Mexico, India, Russian Federation, China, and Ukraine (Fig. 

4.3). 

 

When migration occurs between two countries then both the countries earn social gains. 

In developing countries like Bangladesh, remittances are main source of external 

finance. In the international labour market Bangladesh is an important source of 

manpower. 

 

 Impact of remittances on macro level can be decomposed in to their effects on savings, 

investment, consumption, investment and growth. When households receive 

remittances, we can consider remittances as a disposable income for the households. 

These incomes may be spent on either consumption or savings. This consumption may 
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be on to buy daily use food items or durable household goods or may finance in 

children education and health, purchase of land or to start up a small business etc.  

 

Again when large amount remittances are entered to the home country, then money 

supply of the country may increases because remittances are converted to foreign 

currency to domestic currencies. So there are certain possibilities of inflation in the 

home country if these excess money supplies are absorbed towards productive sectors 

or in invest in capital markets. 

 

Again according to Fuentes and Herrera (2008) large and sustained remittance inflows 

can cause an appreciation of the real exchange rate and make the production of tradable 

goods less profitable, a Dutch-Disease-like phenomenon. Appreciation of real exchange 

rate (RER) is usually associated with a loss in external competitiveness.  

 

Huge amount of international remittances flows to Bangladesh from all over the world. 

This large amount of remittances may have impact on the overall economy. It may be 

positive or it may be negative impact on the economy.  In our study we are interested to 

focus on the impact of remittances on major macroeconomic variables like GDP, 

consumption, investment, imports etc. in the economy of Bangladesh. 

 

1.2 Statement of the Problem 

Due to excess overseas employment from a home country indicate poor economic 

conditions of the country. But these overseas workers send remittances from the host 

country to home country generally in hard currencies which are very essential for the 

developing countries. Now what are impacts of these workers; remittances on the 

economy of home countries specially on important macroeconomic variables of the 

country like Gross Domestic Products (GDP), Imports, Consumption, Investment, Real 

Exchange Rate, as well as Inflation. 

 

Remittances are used mainly either for consumption or savings or investment purposes. 

Hence remittances are related to the consumption as well as production system of the 

country. So our study approach should be demand side approach because remittances 

go directly to the households or consumers of the home country. Then, they would 

make more demand for products encouraging the suppliers to produce more products. 
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1.3 Research Questions 

 1. What are the impacts of wage earners’ remittances on Gross Domestic 

Product (GDP) to the economy Bangladesh? 

 2. What are the impacts of wage earners’ remittances on consumptions to the 

economy Bangladesh? 

 3. What are the impacts of wage earners’ remittances on investment to the 

economy Bangladesh? 

 4. What are the impacts of wage earners’ remittances on imports to the economy 

Bangladesh? Or how far these remittances are helpful for imports of 

Bangladesh? 

 5. What are the impacts of wage earners’ remittances on inflation to the 

economy Bangladesh? Or is these remittances are inflationary or deflationary in 

the economy of Bangladesh? 

 6. Is there are any influences of these remittances on the exchange rate of 

Bangladesh? 

 7. What are the macroeconomic determinants of inflow of wage earners’ 

remittances in the context of Bangladesh economy? 

 8. Is these remittances are inflationary of deflationary in the economy of 

Bangladesh? 

 9. What are the natures, volume, country source, transfer mechanism, etc. of 

remittances in Bangladesh? 

 10. What are the policies implications of these findings in Bangladesh? 

1.4 Objectives of the Study 

Our main objectives are as follows: 

 1. Find out the impact of wage earners’ remittances on Gross Domestic Product 

(GDP) in Bangladesh. 

 2. To find out the impact of wage earners’ remittances on consumptions in 

Bangladesh 
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 3. To find out the impact of wage earners’ remittances on investments in 

Bangladesh. 

 4. To find out the impact of wage earners’ remittances on imports in 

Bangladesh. 

 5. To find out the impact of wage earners’ remittances on inflation in 

Bangladesh. 

 6. To find out the impact of wage earners’ remittances on exchange rate in 

Bangladesh. 

 7. To identify the macroeconomic determinants of wage earners’ remittances in 

Bangladesh. 

 8. Exploration wage earners’ remittances in Bangladesh from different aspects 

like volume of remittances, country source, transfer mechanism, nature of 

remittances etc. 

The questions are what are the macroeconomic determinants of remittances in 

Bangladesh? What are the relationship between remittances and its determinants? How 

and how much the determinants affect remittances?  And what are the appropriate 

policies should be taken on the inflow of remittances in Bangladesh?  Hence it is very 

necessary to find out the determinants of remittances inflow for formulating appropriate 

economic policies. In this study an effort has been taken to examine the determinants of 

remittances in Bangladesh using econometric techniques.  

 

1.5 Statement of the Research Hypotheses 

 Research Hypotheses One: 

 Null Hypothesis (H0): Wage earners’ remittances affect GDP growth. 

 Alternative Hypothesis (H1): Wage earners’ remittances do not affect GDP 

 growth. 

 

 Research Hypotheses Two: 

 Null Hypothesis (H0): Wage earners’ remittances influence inflation. 

 Alternative Hypothesis (H1): Wage earners’ remittances do not influence 

 inflation. 

 



5 

 

 Research Hypotheses Three: 

 Null Hypothesis (H0):  Wage earners’ remittances influence real exchange rate. 

 Alternative Hypothesis (H1): Wage earners’ remittances do not influence real 

 exchange rate. 

 

 Research Hypotheses Four: 

 Null Hypothesis (H0): Wage earners’ remittances affect consumption.  

 Alternative Hypothesis (H1): Wage earners’ remittances do not affect 

 consumption.  

 Research Hypotheses Five: 

 Null Hypothesis (H0):  Wage earners’ remittances affect investment.  

 Alternative Hypothesis (H1):  Wage earners’ remittances do not affect 

 investment. 

  

 Research Hypotheses Five: 

 Null Hypothesis (H0): Wage earners’ remittances affect import.  

 Alternative Hypothesis (H1): Wage earners’ remittances do not affect import.  

 

1.6 Scope of the Study 

Our study covers the period of 38 years from 1977 to 2014. Although data on 

remittances are available from the year of 1976, we have taken data from the year 1977 

because the amount of remittances was little in this year. Also taking data of 1976 in the 

series of remittances in the study of stationary test of remittances we face some 

problems. It becomes stationary even in the level of the data by ADF unit root test. On 

the other hand all other unit root tests show non stationary in the level of series. Hence 

we take the remittances from the year 1977. Our study is limited to only a specific 

country, Bangladesh. The nature, trend, impact etc. of remittances are different from 

country to country. Literature review shows that there are no general rules the flow of 

remittances obey all over the world. The country specific study is more important than 

bunch of countries to know the nature of remittances. We select the country Bangladesh 

for our study because Bangladesh received huge amount of remittances from all over 

the world. To show the macroeconomic impact of remittances Bangladesh is an ideal 

country.  
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Our study is restricted to the macroeconomic impact of remittances on the economy of 

Bangladesh and we are not interested in this study of microeconomic impact of 

remittances on the Bangladesh. Our study focuses on the national level. Our study 

mainly focuses on the wage earners’ remittances mainly officially recorded data to 

Bangladesh from all the countries where Bangladeshi workers are employed. We are 

mainly concerned with the problems of home country from where migrant workers left 

home for overseas employment and send remittances to their home country. 

International migration is a subject matter of International Economics. Again workers’ 

remittances are the transfer of money by migrant workers to an individual in his or her 

home country. If we consider labour as an export, then remittances are the part of the 

payment for exporting labour services that returns to the home country which are very 

significant part of international capital flows. 

 

1.7 Significance of the Research 

In Bangladesh, remittance plays a significant role to maintain balance of payment and 

foreign currency reserve. In any developing countries the common problem is shortages 

of foreign exchange reserve which is very essential to pay the import bills. Bangladesh 

is not an exceptional country but Bangladesh depends more on remittances to meet the 

problem of payment of the import bills. Giuliano and Ruiz-Arranz (2009) suggest in 

their paper that remittances may act as an alternative way to promote investment in 

those countries in which there is poor financial sector. Bangladesh is huge labour 

surplus country. More than 25% of its foreign exchange earnings are derived from the 

remittances of the migrant workers. Between 1976 and 2014 a total of 91.43 lakhs 

people emigrated temporarily from Bangladesh (BMET, 2015). 

 

The flows of remittance are more stable than other types of private capital inflows like 

official development aids (ODA) and foreign direct investment (FDI) and are counter 

cyclical (World Bank, 2006) as the flows increase during downturns as emigrant 

workers went to provide financial support to the family members in the country of their 

origin (Sayan, 2006).That is remittance act as a significant macroeconomic stabilizer in 

the developing countries. 

 

Remittances inflows to Bangladesh are increasing at an average annual rate of 19 

percent in the last 30 years from 1979 to 2008 (Hussain, Naeem, 2009). Income from 

remittances has recently exceeded the 10 billion dollar mark, which has been 11.8 
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percent of the country’s Gross Domestic Product (GDP) in 2009(BBS, 2010).  

Bangladesh’s position in 2008 was ninth in that of ‘top 10’ list after India, China, 

Mexico, Philippines, Poland, Nigeria, Egypt and Romania (Ratha et al., 2008)  

 

1.8 Data and Methodology 

 Bangladesh Bank (BB) publishes the data on remittances. They publish the same data 

on remittances under the two different heads, “Wage Earners Remittance Inflow” and 

“Total Workers’ Remittances” according to the “Financial Year’. On the other hand, 

Bureau of Manpower, Employment and Training (BMET) also publish data on 

remittances under the head “Remittances” according to the “Calendar Year” taking data 

from the original source Bangladesh Bank (BB). So, “Wage Earners Remittance 

Inflow”, “Total Workers’ Remittances” and “Remittances” are same and identical 

throughout the thesis. We have taken data on remittances from the source of BMET 

because all others data on our related variables of our study are not available according 

to the Calendar Year. All the data series are published by World Bank according to 

Calendar Year. So, all other data on our study related variables   are collected mainly 

from World Development Indicator (WDI), World Bank. 

 

Our data are secondary time series in nature covering the period of 1977 to 2014. 

Nature of our study is dynamic because we are interested to show the relationship 

between today’s remittances and its growth affects on tomorrow’s macroeconomic 

variables and how this process can generate a time path of macroeconomic variables. 

   

Impact of remittances on macroeconomic variables is a positive research problem 

statement, that is, objective statement. It does not contain value judgments and its 

accuracy can be tested by empirically. In our study we depend mainly on empirical 

observations (secondary data) and statistical as well as econometrical analysis of 

observed data. So our study approach is Positive Approach. 

 

For our study we use regression analysis that concerned with fitting relationship 

between a dependent variable y and one or more independent variables, x1,  x2,….,  xn 

usually by the method of least square. In our case dependent variables are GDP, 

Exchange Rate, Inflation, Consumption, Investment and main independent variable is 

Wage Earners’ Remittances. 
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To find out the relationship between the variables by using econometric tools, it is very 

important to know the nature of the series, whether series are stationary or non-

stationary in nature. If the series are non-stationary in nature then the regression 

analysis may produce spurious or nonsense regression among the variables. Again if the 

variables are non-stationary then we can convert the series by typical methods such as 

detrending or differencing the data. But these methods can cause a loss of significant 

long-run information and omitted variables bias. 

 

There are few methods available in literature to examine the long-run relationship 

among variables. One is the Engle and Granger (EG) cointegration and the other is 

Johansen and Juselius (JJ) cointegration tests and Auto Regressive Distributed Lag 

(ARDL) cointegretion technique of Pesaran et al. (2001). We apply Johansen and 

Juselius (JJ) cointegretion approach to find out the cointegretion relationhip among the 

variables.  Again, when the macroeconomic series are cointegrated, there will be 

causality in at least one direction among the variables. According to literature, VECM 

based granger causality is best suitable for multivariate data set.  

The data were entered, coded and cleaned in Microsoft Office Excel 2007 computer 

programme. The data were then transferred to EViews software packages (version 6) in 

which empirical analysis were carried out. 

1.9 Overview of the Research 

The thesis is presented in ten chapters. The Chapter One presents the introduction, 

background to the study, research problems, objective of the study, scopes of the study, 

significance of the study, data and methodology of the study. 

 

 Chapter Two reviews the existing literatures on the study of remittances. It focuses on 

the theoretical and empirical studies on the study of remittances in the economy of 

Bangladesh as well as others countries. 

 

Chapter Three gives brief idea about some important macroeconomic variables related 

to the study like exports, imports, consumptions, investment, savings, government 

expenditures, money supply and inflation of the economy of Bangladesh. 

 

Chapter Four draws a picture of an overview of overseas employment from and inflow 

of remittances to Bangladesh. The chapter gives few concepts on migration and 
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remittance. The chapter gives the process of overseas recruitment and then the methods 

transfer from the host country to home country. The chapter discusses the country-wise 

and category-wise employment from and country-wise workers’ remittances to 

Bangladesh. The chapter also shows country-wise overseas employment of women, 

significance of migration and remittances and uses of remittances in Bangladesh. 

 

Chapter Five engages to find out the macroeconomic determinants of remittances in 

Bangladesh. 

 

Chapter Six shows the impact of important capital flows to Bangladesh like foreign 

direct investment (FDI), official development assistance (ODA) and remittances to 

Gross Domestic Product (GDP) of the country. 

 

Chapter Seven presents a simple Keynesian open dynamic econometric model to show 

the impact of remittances on the income, consumption, investment and imports of the 

economy of Bangladesh by using Two-Stage Least Squares Method (TSLS).The 

chapter estimates the remittance multipliers.  

 

Chapter Eight measures the impact of remittances on the inflation of the country along 

with others explanatory variables and it also explains the impact of remittances on the 

real exchange rate of Bangladesh. The chapter tries to explain the Dutch Disease 

phenomena, Spending Effect, Resource movement effect Rybczynski principle, Ricardo-

Balassa effect. 

 

Chapter Nine summarizes the findings of the study with conclusion, suggests policy 

recommendations, limitation of the study, and identifies the scope for future research on 

this area of study.  
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CHAPTER TWO 

 

LITERATURE REVIEW 

 

2.1 Introduction & Review Approach 

Migration from Bangladesh to the rest of the world is not a new incidence. Bangladesh 

has a long history of migration and overseas remittances since 1942(Mahmood, 

1991).Remittances inflow to Bangladesh has increased at an average annual rate of 19 

percent in the last 30 years from 1979 to 2008 (Hussain, 2009). Between 1976 and 

2010 about a total of 71.5 Lakhs people emigrated temporarily from Bangladesh 

sending a total of 5 Lakhs Crore Taka to their families or relatives or their friends in 

2009, total remittances to Bangladesh was about 11.8 percent of the country’s 

GDP(BBS,2010). Bangladesh had become one of the top 10 remittance-recipient 

countries in the world. Bangladesh’s position in 2008 was ninth in that of ‘top 10’ list 

after India, China, Mexico, Philippines, Poland, Nigeria, Egypt and Romania (Ratha et 

al., 2008). It is very interesting to note here that a large part of remittances remains 

unrecorded and it is about 50 to 200 percent of the officially recorded remittances 

(Aggarwal et al., 2006).The flows of remittance are more stable than other types of 

private capital inflows like official development aids (ODA) and foreign direct 

investment (FDI) and are counter cyclical (World Bank, 2006) as the flows increase 

during downturns as emigrant workers went to provide financial support to the family 

members in the country of their origin (Sayan, 2006).That is remittance act as a 

significant macroeconomic stabilizer in the developing countries. 

 

In any developing countries the common problem is shortages of foreign exchange 

reserve which is very essential to pay the import bills. Bangladesh is not an exceptional 

country but Bangladesh depends more on remittances to meet the problem of payment 

of the import bills. Remittances promote growth through smoothing the investment 

constraint as it act as a substitute for in-efficient or non-existent credit markets 

(Giuliano & Ruiz-Arranz, 2009).There may be positive impact of remittances on 

economic growth if remittances are used for the purpose of children’s education and 

welfare expenses such as health care because in the long run there may be a positive 

impact on labour productivity and hence output of the home country. Even if 

remittances are spent on consumption or real estate there will be a positive multiplier 

effects on GDP (Chimhowu et al., 2005) 
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2.2 Review of Theoretical Issues 

Since the phenomenon of remittance flows is highly intertwined with that of migration 

where remittances is considered to be one of the major impacts of migration, theories 

on remittances is highly related to and originate from the theories of migration.  

 

From Prakash (2009) we have the following ideas about the theories on migration: 

Neoclassical Explanation: According to Neoclassical approach, people from areas 

characterized by resource deficiency, unemployment, low wages and marginal 

productivity are attracted to areas characterized by relative labour scarcities but with 

abundant capital, resources and higher wages. The outflow of labour migrants from the 

underdeveloped and rural regions is beneficial because it will lead to a more balanced 

distribution of capital and labour that contributes to economic development in the out-

migration region. The New Economics of Labour Migration (NELM): Migration is 

viewed as a family, household, or community strategy to diversify sources of income, 

minimize risks to the household, and overcome barriers to credit and capital. Individual 

is studied in the context of the ‘group’. 

 

Solimano (2003) has focused on motives of remitters to remit to their families. There 

are four motives of remittance which are as follows:  

i) The Altruistic Motive:  The migrant send remittances back home because he cares 

about the well being of his or her family in the home country.  Sending remittances 

yields a satisfaction to the emigrant out of a concern with the welfare of his family. 

There is a no “quid pro quo”.  According to altruistic motive the sending amount of 

remittances decreases as the family attachment decreases gradually (Solimano, 2003). 

ii) The Self- interest Motive: 

Emigrants remit to the home country for an economic and financial purpose. They 

invest their earnings to the home country as it is the best and secured in terms of 

investment. Their investments in the host country may earn higher interest or profit but 

there may be higher risk profile. In the home country family members can observe their 

investments during their emigration period (Solimano, 2003). 

iii) Implicit Family Contract I: Loan Repayment: 

The theory assumes that families develop a sort of implicit contract among those who 

choose to live abroad, the migrant, and those who stay at home. The contract combines 

elements of investment and repayment. The family invests in the education of the 

emigrant and usually finances the costs of migrating (travel and subsistence costs in the 
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host country). This is the loan (investment) element of the theory. Due to obligations of 

repaying the loan (principal and interests) the migrant send back to the family in the 

form of remittances. Generally, the amount remittances do not necessarily decrease 

over time as in the altruistic model (Solimano, 2003). 

iv) Implicit Family Contract II: Co-Insurance 

Another variant of the theory of remittances as an implicit family contract between the 

migrant and those at home relies on the notion of risk diversification. Assuming that 

economic risks between the home and host country are not positively correlated (e.g. a 

recession in Bangladesh does not necessarily cause a recession in U.A.E or the U.S) 

then it becomes a convenient strategy for the family as a whole, to send some of its 

members abroad (often the most educated) as an emigrant as a way to diversify 

economic risks. The migrant, then, can help to support his family in bad times at home. 

Conversely, family of migrant also can give assurance during bad time in host country 

(Solimano, 2003). 

Stark and Lucas (1988) see remittances as one component of a longer-term 

understanding between a migrant and his or her family, an understanding that may 

involve many aspects including education of the migrant, migration itself, coinsurance, 

and inheritance. The family group as a whole can potentially gain from such 

arrangements, though the distribution of gains between migrant and home may be a 

matter for bargaining, and each may be the net beneficiary at different phases. 

According to Taylor (1999) the new economics of labour migration(NELM) argues that 

(1) migration decisions are part of family strategies to raise income, obtain funds to 

invest in new activities, and insure against income and production risks; and (2) 

remittances, or in some cases simply the potential for remittances, consequently set in 

motion a development dynamic, loosening production and investment constraints faced 

by households in imperfect market environments and creating income growth linkages. 

At a macro level, it is not always possible to test appropriately for the macroeconomic 

impact of remittances because of poor data quality (Rapoport and Docquier, 

2005).According to Rapoport and Docquier (2005) remittances may have a short-run 

macroeconomic impact through their effects on price or exchange rate levels. The long 

run implications of remittances, however, would seem to be more significant. First, 

remittances impinge on households’ decisions in terms of labor supply, investment, 

education, migration, occupational choice, fertility, etc., with potentially important 
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aggregated effects. Secondly, another channel whereby remittances may affect a 

country’s long-run economic performance is through their distributional effects and 

impact on economic inequality, a key issue from an endogenous growth perspective. 

Bouhga-Hagbe (2006) argues that “altruism,” as a motive to send money home, would 

contribute to the stability of these flows. Using a simple framework that relates 

workers’ remittances to agricultural GDP, which is used as an indicator of economic 

“hardship” in the home country, evidence suggests that altruism could have played an 

important role in the flow of remittances to Egypt, Jordan, Morocco, Pakistan, and 

Tunisia in recent years. 

According to Chami et al. (2008) economic theory gives us no reason to suppose that 

the macroeconomic effects of workers’ remittances should necessarily be uniform from 

country to country or from time to time. In theory, the nature of these effects depends 

on a variety of characteristics of the receiving economy, as well as of the remittance 

flows themselves. 

2.3 Importance of Remittances in Bangladesh 

Khatri (2007) Bangladesh has a comprehensive overseas employment policy, which 

was only adopted in 2006 after its earlier Emigration Ordinance 1982 and three rules 

were found to be inadequate in protecting migrant workers from fraudulent practices. 

There are three government agencies to manage the welfare of migrants: the Ministry 

of Expatriates’ Welfare and Overseas Employment; its Bureau of Manpower, 

Employment, and Training (BMET); and Bangladesh Employment and Service, Ltd. 

(BOESL). Whereas BOESL functions as a consultant and recruitment agency for 

Bangladeshis looking for foreign employment, BMET protects the interests of the 

emigrants and provides vocational guidance and counseling. Bangladesh has also set up 

the Wage Earners’ Welfare Fund to expand the scope of coverage for migrant workers. 

Khatri (2007) also points out that there are many terms used to describe the informal 

remittance systems such as ‘alternative remittance systems’, ‘underground banking’, 

‘ethnic banking’, and ‘informal value transfer system’. In different parts of the world, 

the terms include: fei-ch’ien (China), hundi (Pakistan and Bangladesh), hawala (India 

and the Middle East), padala (Philippines), hui kuan (Hong Kong), and phei kwan 

(Thailand). 
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Farid et al. (2009) examine the various issues of international migration and remittance 

flows of Bangladesh. They find overseas employment, remittances flow has been 

increasing every year with its increased share in GDP and export earnings. Major share 

of total remittances come from the Middle East countries. Azeez and Begum (2009) 

pointed out that remittances are close to triple the value of the official development 

assistance (ODA) in low-income countries and comprise the second largest source of 

external funding for developing countries after foreign direct investment (FDI) and also 

it has emerged as the least unstable source of financial flows for countries afflicted by 

shocks and constitute the single most important source of insurance for many poor 

countries. 

 

Chowdhury et al. (2010) and Ali (2014) mentioned that remittance earning increasing 

day by day but at a lower rate than the increase in emigration from Bangladesh due to 

the increasing share of unskilled or semi-skilled labors than the professionals in 

international migration and remittance affects almost all the macro-economic indicators 

of a country positively. Rahim and Alam(2013) pointed out that the world has suffering 

from the global financial crisis. That is why, the job opportunities are shrinking 

drastically for the last couple of years. As a result, the government of Bangladesh is 

now facing tremendous challenges to send people abroad for employment Miah et al 

(2014) observed that in case of labor migration, Bangladesh is highly dependent on 

Middle East countries. Demand for Bangladeshi labours from Saudi Arabia is 

decreasing due to world financial crisis. Also Government of Saudi Arabia stops 

manpower import from Bangladesh due to unfair practices and dishonesty of recruiting 

agencies.  

 

2.4 Literature on Determinants of Remittances 

El-Sakka and Mcnabb(1999) find that both exchange rate and interest rate differentials 

are important in attracting remittance flows through official channels in Egypt. They 

also find that imports financed through remittance earnings have a very high income 

elasticity which suggests either that these imports are consumer durables and luxury 

goods or that they are undertaken by higher income groups. 

 

Higgins et al. (2004) find that immigrants are highly motivated by portfolio variables in 

nine Western Hemisphere nations. Bouhga-Hagbe (2004) provides a model on how 

altruism, “attachment” to the home country, and portfolio diversification may act as 
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potential motives behind workers’ remittances. It shows that the level of workers’ 

remittances depends on how great are their degrees of altruism and “attachment” to 

their home country, and should also depend on interest rate differentials between the 

home country and the country of residence if portfolio diversification motives are 

significant in the decision to remit. The model is applied to Morocco using co-

integration techniques. The paper then discusses the stability of remittances in Morocco 

and the policy implications in light of the empirical findings. 

 

Gupta (2005) analyzes the determinants of remittances to India and finds that their 

growth over time can be explained by the increase in migration and total earnings of the 

migrants. Remittances are also affected by the economic environment in source 

countries, and appear to be countercyclical—that is, higher during periods of low 

economic growth in India. None of the remaining economic or political variables 

considered in the paper, including political uncertainty, interest rates, or exchange rate 

depreciation, are found to affect remittances significantly.  

 

Aydas, Neyapti, and Metin-Ozcan (2005) find out that macroeconomic variables, 

specifically, domestic and host country incomes, black market premium, interest rate 

differentials, growth, inflation rate and periods of military regime, significantly affect 

remittance flows in Turkey for the 1979-1993 period. Among them, the negatively 

significant effects of black market premium, inflation and military regime periods as 

well as the positive significant effect of growth point at the importance of sound 

exchange rate policies and economic and political stability in attracting remittance 

flows. 

 

Niimi and Özden (2006) examine the determinants of remittance flows at the cross-

country level and find that the education level of migrants relative to the population in 

home countries, the size of the economy, and the level of economic development of 

recipient countries adversely affect remittance flows. Schiopu and Siegfried (2006) 

examine the importance of altruistic versus investment motives using a new panel data 

set of bilateral flows from 21 Western European to 7 EU neighboring countries. They 

find that the difference in GDP between the host and home countries increases 

remittances, which they conclude that altruism is important for remitting. By contrast, 

the interest rate differential between the countries is insignificant, i.e. the investment 

motive to remit is weak at best.  
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Barua, Majumder and Akhtaruzzaman (2007) identify macroeconomic determinants of 

inflow of workers’ remittances in the context of Bangladesh over the 1993 to 2005 

period. They find that income differential between host and home country is positively 

correlated with the inflow of remittances. Inflation differential between home and host 

country is found to be negatively correlated with the inflow of remittances. Devaluation 

of domestic currency or (increase in exchange rate) appeared to be positively correlated 

with the flow of workers’ remittances in Bangladesh. Niimi et al. (2008) find that 

migrants act as risk-averse economic agents and send remittances back to the household 

of origin as part of an insurance exercise in the face of economic uncertainty. 

 

Richard H. Adams Jr. (2009) finds that the skill composition of migrants does matter in 

remittance determination in the developing countries. Countries which export a larger 

share of high-skilled (educated) migrants receive less per capita remittances than 

countries which export a larger proportion of low-skilled migrants. Havolli (2009) 

using the data from a survey conducted in Kosovo in 2006, suggests that, among others, 

the motive to invest and perceptions about the business environment are significant 

determinants of remittances.  

 

Hasan (2010) examines the macroeconomic determinants of workers’ remittances in 

Bangladesh and he finds that if the domestic interest rate goes up by 1%, on average, 

then the remittance will increase by 1.94%.  Again, if the GDP of the rest of the five 

countries increases by 1%, then remittance will increase by 3.06 %. Singha et al. (2010) 

find that remittances are larger for countries with larger diaspora in sub-Saharan Africa 

 

Lin (2011) finds that macroeconomic conditions in remitting countries and exchange 

rate fluctuations influence remittances in Tonga. In particular, remittances growth falls 

when the Tongan currency appreciates, but increases with higher real GDP growth and 

lower unemployment in remitting countries. Begum and Sutradhar (2012) find that in 

the short run there exists a positive relationship between domestic exchange rate and 

remittance. The analysis of labour migration shows that unskilled labour migrants’ are 

the principal source of remittance flows in Bangladesh. On the other hand, it is also 

observed that the wage rate for Bangladeshi unskilled workers are low compared to the 

wage rate of skilled or semi-skilled migrants. According to the estimated equation, it is 

found that domestic inflation have a positive relation with remittance implying that 

higher inflation at home country, which reduces the purchasing power of migrants’ 
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family, induced migrants to send more remittances in Bangladesh. On the other hand, 

remittance is also very sensitive to the GDP of the six host countries.  

 

Ali (2012) examines the influence of few selected macroeconomic factors which are 

assumed to have influence on the flow of foreign remittances in Bangladesh and he 

found that professional and unskilled migrant have very low negative but significant 

regression coefficients but semi-skilled migrants have positive significant coefficient. 

Piracha and Saraogi (2012) explain that a combination of household and migrant 

characteristics and some community-level variables are the key elements in explaining 

remittance behavior. Melkadze (2012) using quarterly data on remittances to Georgia 

suggests that remittances compensate for relatively unfavorable economic conditions in 

Georgia – that is, they increase when the growth gap between the remittance-source 

countries and Georgia widens, emphasizing the compensatory nature of remittances. 

Remittance flows to Georgia are negatively affected by high unemployment rates in the 

source countries. The study also reveals that money transfers respond to exchange rate 

fluctuations  

 

Jackman (2013) using a panel of 93 countries, finds that altruistic factors (such as the 

age dependency ratio and the standard of living), insurance motives (captured by 

economic shocks at home and natural disasters), portfolio variables (interest rate 

volatility and exchange rate volatility), the share of skilled migrants and economic 

volatility in the sending country all have significant impacts on remittance volatility. 

 

Al-Assaf and Al-Malki (2014) employing  the ARDL and VECM approaches to find 

out the main macroeconomic determinants that affect remittances to Jordan during  the 

period of 1972-2009 they find that  macroeconomic factors of host countries are much 

more significant than home country macroeconomic factors, confirming the fact that 

remittances are most likely to be influenced by external factors but they could not find 

any significant effects of interest rate and inflation in both home and host countries on 

the Jordanian remittances. 

 

2.5 Literature on Remittances and Growth 

Quibria (1986) showed that steady flows of remittances can solve the problems of 

foreign exchange, improved the balance of payments and increased national savings 

and also in another work (1997) finds that aggregate GNP of the home country will 
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increase if remittances per capita exceed the host country wage rate. Stahl and Arnold 

(1986) pointed out that there may be negative impact of remittances on growth in the 

host country if there exist a “demonstration effect”. This demonstration effect can 

motivate the remittance recipients to consume imported goods. Hence if this effect 

becomes wide-spread this can reduce savings and investments that may be sufficient to 

reduce the growth rate of the home country. Stahl and Habib (1989) showed the 

multiplier effect of remittances in economics. They explain that remittances increase 

savings which increase the growth through multiplier. Even they calculated the 

multiplier for Bangladesh for the period of 1976-1988. The value of multiplier is 1.24. 

 

Chami et al. (2000) find that remittances have negative effects on growth in their study 

on 113 countries.  Murshid et al. (2002) find a multiplier of 3.33 using a short run 

Keynesian structural equation type model which means a flow of 1 million of Taka of 

remittances can increase 3.33 million of Taka of national income. Mahamud (2003) 

claims that remittances faster the growth in Bangladesh. Again if recipients become 

highly dependent on the “easy money” which causing them to reduce labour market 

participation, there may exists the problem of moral hazard between remitters and 

recipients. That is remittances do effect economic growth negatively (Chami et al., 

2003). 

 

An IMF (2005) finds no statistical link between remittances and per capita output 

growth studying on 101 developing countries.  Glytos (2005) investigates the impact of 

exogenous shocks of remittances on consumption, investment, imports and output in 

five Mediterranean countries building a Keynesian type econometric model with a 

dynamic perspective and a sound theoretical basis. The model is used for estimating 

short and long-run multipliers of remittances, through which the impact of remittances 

on growth and other key macroeconomic variables is estimated and he suggests that 

remittances can import more capital goods into the host country for domestic 

production which can help to increase the growth rate of the home country.  

 

Aitymbetov (2006) seeks to assess the macroeconomic implications of growing inward 

remittances for Kyrgyzstan with statistical principles and methods of deriving estimates 

of the marginal propensity to consume, marginal propensity to invest and marginal 

propensity to import from time series of remittances, consumption, income, import and 

investment. He finds that remittances have a positive impact on economy both directly 
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and indirectly through its multiplier effect. Zeisemer (2006) argues that remittances 

increase savings which intern increase investment by decreasing interest rate and also 

increases the rate of literacy. Finally remittances increase the rate of growth. 

 

Jongwanich (2007) finds that remittances have a positive but marginal impact on 

economic growth in Asia and Pacific countries. Fayissa (2008) using an unbalanced 

panel data from1980 to 2004 for 37 African countries shows that remittances boost 

growth in countries where the financial systems are less developed by providing an 

alternative way to finance investment and helping overcome liquidity constraints. On 

the other hand Pradhan et al. (2008) find a positive impact on growth in their work with 

39 developing countries over the 1980-2004 periods.  

 

Barajas et al. (2009) finds that remittances have no impact on economic growth. 

Rahaman(2009) using the Autoregressive Distributed Lag (ARDL) procedure examines 

the effects of exports, FDI and expatriates’ remittances on real GDP of Bangladesh, 

India, Pakistan and Sri Lanka. He finds close similarities of long-run and short-run 

dynamics of the variables between Bangladesh and India. But between Pakistan and Sri 

Lanka in terms of their short-run dynamics with no significant long-run causal flows is 

found. According to  Catrinescu et al. (2009) assert that officially recorded remittances 

to developing countries have increased over the last decade, but research has not come 

to a consensus over whether remittances have a positive or negative impact on long-run 

growth. Hence country specific studies become necessary.  

 

Giuliano and Ruiz-Arranz (2009) analyze how a country’s capacity to use remittances 

and its effectiveness in doing so might be influenced by local financial sector 

conditions. Given the difficulty of borrowing in developing countries, they explore the 

hypothesis that remittances can substitute for a lack of financial development and hence 

promote growth.  Raihan et al. (2009) show that remittances have positive effects on 

the economy and they reduce poverty but Rahman (2009) concludes that remittance 

seems to have insignificant and ambiguous effects on Bangladesh’s GDP. Ahmed and 

Uddin (2009) investigates the causal nexus between export, import, remittance and 

GDP growth for Bangladesh using annual data from 1976 to 2005 and find limited 

support in favor of export-led growth hypothesis for Bangladesh as exports, imports 

and remittance cause GDP growth only in the short run.  
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Muhammad and Ahmed (2009) examine the dynamic impact of workers’ remittances 

on economic growth of Pakistan. For this purpose, they use a Keynesian type 

simultaneous econometric model with a dynamic perspective. The macroeconomic key 

variables are investigated with an eventual purpose of estimating their respective 

contributions to economic growth. They found that the highest induced growth rate by 

remittances to output growth took place in the early 1980s particularly, 1982-83 which 

corresponds to the high inflow of remittances from the Middle East. Vargas-Silva et al. 

(2009) examines the potential of remittances for promoting economic growth and 

reducing poverty in Asian countries using data for more than 20 countries in the region 

for 1988–2007.They find positive relationship between  remittances and home country 

real gross domestic product (GDP) per capita growth. A 10% increase in remittances as 

a share of GDP leads to a 0.9–1.2% increase in GDP growth. 

 

Ahmed (2010) in his study, it is examined whether workers’ remittances have growth 

impact on Bangladesh economy, by using data pertaining to 1995-2006 period and 

finds that remittance flows to Bangladesh have been statistically significant but have 

negative impact on growth but exports and domestic investments positively affect the 

economic growth, while foreign direct investment has no consequential effect. 

 

Tansel and Yaşar (2010) estimate a Keynesian simultaneous, dynamic macro 

econometric model to investigate the impact of remittances on key macro variables 

such as consumption, investment, imports and income in Turkey. The estimated impact 

and dynamic multipliers indicate that impact of remittances on consumption; imports 

and income are all positive and reduce gradually while that on investment wears out in 

the second year. The impact multiplier for income implies a substantial increase in 

income due to remittances through the multiplier process.  

 

Jayaraman et al. (2010) study the long run growth effects of remittances received by 

Fiji, by employing an augmented Solow growth model which assumes constant returns 

to scale production function. The model was duly extended by including two shift 

variables, namely remittances as percentage of GDP, and a variable representing 

financial sector development, namely broad money as a percentage of GDP for an 

empirical study of the relationship between remittances and economic growth in Fiji 

during a 30-year period (1979- 2008). The study findings for Fiji study shows that 

remittances have had a positive and significant effect on economic activities.  
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Belmimoun et al. (2010) study the impact of Migrants’ remittances on the Algerian 

economy in the short and long term, using Vector Error Correction Model (VECM) 

during the period of 1970-2010. The results show that the remittances have a negative 

impact on Algerian economy in both short and long term, since the increase in 

remittances by 1% will lead to a decline in GDP per capita by 0.02 % in the short term 

and by 0.006 % in long term.  

 

Siddique et al. (2010) investigate the causal link between remittances and economic 

growth in three countries, Bangladesh, India and Sri Lanka, by employing the Granger 

causality test under a VAR framework using time series data over a 25 year period; they 

found that growth in remittances does lead to economic growth in Bangladesh but in 

India, there seems to be no causal relationship between growth in remittances and 

economic growth; where as in Sri Lanka, a two-way directional causality is found. 

 

Paul and Das (2011) find a long run positive relationship between remittances and GDP 

in Bangladesh. The adjustment of this relation, however, goes against traditional belief 

in that GDP does not respond to the movements in remittances while correcting 

disequilibrium after a shock in the system, but the reverse is true. There is no evidence 

on remittance-led growth in the short run. Innovation accounting shows that the impact 

of output on remittances is remarkably stronger than that of remittances on output. 

Yasmeen et al. (2011) find that workers’ remittance has positively related with the 

private investment and total consumption which results increase in GDP and economic 

growth of Pakistan.  

 

Ahmed et al. (2011) empirically examine the impact of remittances, exports, money 

supply on economic growth in the context of Pakistan using bounds testing approach 

and find that remittances have a positive impact on economic growth of Pakistan in 

both the long run and short run. Das and Chowdhury (2011) using panel cointegration 

and pooled mean group (PMG) approach they find a positive long run relationship 

between remittances and GDP in 11 developing countries. However, the magnitude of 

the remittance-GDP coefficient is rather quite small. 

 

Iheke (2012) analyzed the effect of remittances on the Nigerian economy during the 

period 1980-2008 and he found that remittances, per capita income, investment and 

time were the positive and significant factors influencing output while consumer price 
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index significantly influenced output negatively.  Das (2012) studies on Bangladesh, 

Egypt, Pakistan, and Syria over the period 1975-2006 and suggest that remittances have 

a positive impact on economic growth in Pakistan and Syria but a negative impact in 

Bangladesh and Egypt. Negative remittance-growth coefficients in those two countries 

suggest a counter-cyclical relationship.  

 

Khathlan (2012) empirically examined the effects of worker remittance, gross fixed 

capital formation, FDI, exports and inflation on economic growth in Pakistan during 

the period 1976- 2010. He finds a positive and significant relationship between worker 

remittances and economic growth in both the long-run and the short-run. Cooray (2012) 

employing panel data over the periods of 1970-2008 investigates the impact of migrant 

remittances on economic growth in South Asia and suggests that remittances have a 

positive effect on economic growth when education levels and financial sector 

development are comparatively high.  

 

Ukeje and Obiechina (2013) investigate the empirical impact of the workers’ 

remittances on economic growth in Nigeria using a time series data, from 1970-2010 in 

an error correction methodology (ECM), the long-run static model indicates that 

workers’ remittances is significant and has positive impacts on economic growth. 

Furthermore, the short-run dynamic model revealed that the lagged value of workers’ 

remittances is significant and impacts positively on economic growth. Sharaf (2014) 

using the ARDL bounds testing approach to cointegration, along with a vector error-

correction has examined the long-run causal relationship between remittances and 

output in Egypt during the period from 1977 to 2012. Results of the cointegration 

bounds test show a statistically significant positive, long-run relationship between GDP 

and remittances with causality running from remittances to GDP.  

 

Kyophilavong et al. (2013) concluded that the relations between remittance, financial 

development, and economic growth are country specific. Long-run bidirectional 

causality exists between remittance and economic growth in Bangladesh. Short-run 

unidirectional causality between economic growth and remittance exists in India. 

Reverse causality exists for Mexico and the Philippines. Salahuddin (2013) investigates 

the relationship between migrants’ remittances and economic growth for a panel of 

some Asian countries namely; Bangladesh, India, Pakistan and Philippines. He finds 
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long run positive relationship between remittance inflow and economic growth in these 

countries. 

 

Shimul (2013) tried to find out the relationship between remittance flow and economic 

development in Bangladesh using two modern time series econometric approaches - 

bound testing Autoregressive Distributed Lag Models or Unrestricted Error Correction 

Model and Engle-Granger two step procedures for co-integration test and finds that 

remittance is not significant contributing factor for the GDP per capita both in the short 

and long run where as the foreign direct investment is found significant factor in the 

short, though it is not significant factor in the long run. Goschin (2013) finds a 

significant positive impact of remittance inflows on the economic growth in Romania 

over 1994-2011.  

 

Akinpelu et al. (2013) investigates the impacts of remittance inflows on the economic 

growth of Nigeria. They employed remittance inflows, and some other traditional 

sources of economic growth, such as Gross Capital Formation, Foreign Direct 

Investment, openness and foreign exchange rate to evaluate the influence of remittance 

inflows on economic growth of Nigeria. Co integration and causality tests were 

deployed to analysis the data collected, the result of our study revealed that there are 

long run equilibrium relationship among the variables that were employed. 

Furthermore, the causality test shows uni-direction causality from Gross Domestic 

Product to Remittance Inflows Gross, Capital Formation to Remittances, and 

Remittance Inflows to Openness.  

 

Tufail et al. (2013), the main purpose of this study is to investigate the impact of 

worker remittance on economic growth of Pakistan by using annual data for the years 

1991 to 2010 and they conclude that worker remittances received from overseas 

Pakistani has a positive and significant impact on economic growth of Pakistan after 

control for other important determinants of economic growth like household finical 

consumption, financial development, saving and current account balance. Dilshad 

(2013) identifies the impact of workers’ remittances on economic growth of Pakistan by 

analyzing time series data of twenty two years from 1991 to 2012 and concluded that 

there exist a significant positive relationship between workers’ remittances and 

economic growth in Pakistan.  
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Masuduzzaman (2014) finds a long run positive relationship between inflow of 

remittance and gross domestic products (GDP) in Bangladesh. It is also revealed that 

remittances have a significant positive effect on financial development.  Singh and 

Mehra (2014) analyze the importance and impact of international remittances on the 

Indian Economy by using the time series data with the help of Johansen's 

cointegeration techniques and Granger's causality analysis and  found that remittances 

have a positive and significant long run effect on the real gross domestic product per 

capita (LGDP) of India. 

 

Bayar (2015) examines the causal relationship among the real GDP per capita growth, 

personal remittances received and net foreign direct inflows in the transition economies 

of the European Union including Bulgaria, Croatia, Czech Republic, Estonia, Hungary, 

Poland, Romania, Slovak Republic and Slovenia during the period 1996-2013 by using 

causality test. He finds that remittances and FDI net inflows had significant impact in 

the explanation of the economic growth. Remittances affect the economic growth by 

contributing to the national savings and meeting foreign exchange requirements of the 

countries partially, while FDI net inflows affect the economic growth by providing 

resources including capital and technical knowledge, also creating job creation and 

employment. 

 

The literature on remittances discusses particularly the impact of remittances on 

poverty and income distribution mainly. Again major portion of that literature either 

qualitative or descriptive or presenting more general surveys in nature. Empirical or 

econometric work on the macroeconomic effects of remittances particularly on specific 

countries like Bangladesh is very limited. There is no still clear picture on the 

relationship between remittance inflows and economic growth either in empirically or 

theoretically. Many economists argue that there is a positive effect of remittances on 

output growth and, more broadly, on economic development. Similarly there are many 

studies show negative relationship between remittances inflows and economic growth. 

Empirical literature on the impact of remittances on economic activity, including output 

growth gives us inconclusive results.  

 

We find some findings as positive impact of remittances on economic growth, some 

findings as negative effects and even some studies claim no relationship between 

remittance inflows and economic growth. The economic and socioeconomic outcomes 
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of remittance inflows in an economy depend largely on how the economy itself 

functions, political and economic institutions, and informal institutions and culture. 

 

2.6 Literature on Remittances and Exchange Rate 

Amuedo-Dorantes and Pozo (2004) test the impact of workers’ remittances on the real 

exchange rate using a panel of 13 Latin American and Caribbean countries. They find 

that workers’ remittances have the potential to inflict economic costs on the export 

sector of receiving countries by reducing its international competitiveness. Their 

findings raise concerns parallel to those raised by Dutch Disease or Resource Boom 

models, where resource discoveries result in real exchange rate appreciation and 

shifting of resources from the traded to the non-traded sectors of the economy. 

 

The appreciation of the real exchange rate and the deterioration of the country’s 

competitiveness are likely to be less important in the longer-term than in the short term 

due to a long-term mechanism that works in the opposite direction of the spending 

effect. An increase in emigrants’ remittances boosts capital accumulation through its 

effect on domestic saving and investment. This applies in particular when the motive to 

remit is self-interest. On the other hand, remittances motivated by altruism, that is the 

care of emigrants for relatives left behind in the country of origin, are more likely to be 

used for consumption and thus less likely to contribute to saving and investment. In the 

longer term, capital accumulation growth will increase the production of both tradable 

and non-tradable (Bourdet and Falck, 2006). 

 

According to Lopez, Molina and Bussolo (2007) when flows are too large relative to 

the size of the recipient economies, they may also bring a number of undesired 

problems. Among those probably the most feared in this context are the possibility of a 

real exchange rate appreciation and a loss of competitiveness in the tradable sector. 

 

 Acosta, Lartey and Mandelman (2007) using Bayesian methods and Salvadorian data, 

they develop and estimate a general equilibrium model of a small open economy to 

examine whether an increase in remittances causes Dutch disease effects. For the 

theoretical model, they consider three cases: one where remittances are exogenously 

determined another where remittances are countercyclical, and finally the case where 

remittances act like capital inflows. The results generally suggest that the inability of 

the economy to absorb remittances leads to the realization of the Dutch disease 
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phenomenon under each of the cases considered. This is because whether altruistically 

motivated or otherwise, an increase in remittances ultimately culminates in a rise in 

household incomes and consequently an increase in consumption that is biased toward 

non-tradable. In addition, remittances result in a decrease in the labor supply that 

increase production costs of the non-tradable sector that is relatively labor intensive. 

This in turn results in rising non-tradable prices which is consistent with real exchange 

rate appreciation, and consequently an expansion of the non-tradable sector at the 

expense of the tradable sector. They also show that these conclusions hold even in a 

scenario in which self-interested remittances are not initially channeled to household 

consumption but to investment. 

 

Barajas et al. (2010) investigate the impact of workers’ remittances on equilibrium real 

exchange rates (ERER) in recipient economies. Using a small open economy model, 

they show that standard “Dutch Disease” results of appreciation are substantially 

weakened or even overturned depending on: degree of openness; factor mobility 

between domestic sectors; counter cyclicality of remittances; the share of consumption 

in tradable; and the sensitivity of a country’s risk premium to remittance flows.  

 

Makhlouf and Mughal (2011) find evidence for both spending and resource movement 

effects, both of them in the short as well as the long-run in Pakistan. Remittances cause 

an appreciation of the real exchange rate and loss of competitiveness of Pakistan’s 

exports sector along with a concomitant rise in the share of the non-tradable sector in 

the economy. Chowdhury and Rabbi (2011) using Cointegation an Error Correction 

model they investigate the effects of increasing flow of remittances on the real 

exchange rate of the country. Their results suggest that the influx of workers' 

remittances significantly appreciating the real exchange rate by lowering the relative 

prices of tradable to non-tradable of Bangladesh compared to its major trading partners.  

 

Makhlouf (2013) conducts a meta-analysis of existing literature to estimate the overall 

effect of remittances on receiving countries’ real effective exchange rate (REER) with 

fixed and random effect meta-analysis on studies taken from EconLit, Google Scholar 

and various working paper series and examine a total of 53 regressions taken from 

seven published and unpublished studies. Both the fixed and random effect models 

indicate a highly significant impact of foreign remittances on the REER. The results 

confirm the theoretical argument that a massive foreign flow induces loss of 
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competitiveness. His study suggests that both in low and middle income economies 

remittances stimulate an appreciation of exchange rate. Rabbi et al. (2013) pointed out 

that the huge flow of remittances affects the production sector and employment 

structure, as well as the scale of external trade competitiveness of the economy as 

measured by the real exchange rate (RER).Using Johansen cointegration and Vector 

Error Correction models, they find that  the flow of remittances is appreciating the RER 

and decreasing the external trade competitiveness of Bangladesh; thus, the procedure is 

slowly bringing about deterioration in the economy of Bangladesh, a process known as 

Dutch Disease. 

 

Nikas and Blouchoutzi (2014) test the applicability of the “Dutch Disease” for two 

small transition economies under a free floating exchange rate regime, namely Albania 

and Moldova. However, the econometric results based on the ordinary least squares 

fixed effects; show that the impact of the workers’ remittances on the real exchange rate 

varies among the countries examined. Albania has already faced the “Dutch Disease” 

problem while Moldova experienced a depreciation of the real effective exchange rate 

due to remittances. 

 

2.7 Literature on Remittances and Inflation 

Balderas and Nath (2008) derives generalized impulse responses from the estimation of 

a vector autoregression (VAR) model to examine the inflation–relative price variability 

(RPV) relationship, and to investigate if remittances could account for the observed 

relationship  using monthly data between 1995 and 2005 for Mexico and they find that 

remittances have significant positive effects on both inflation and RPV. Ball et al. 

(2010) using  a theoretical model and panel vector autoregression techniques to the 

seven Latin American countries with yearly and quarterly data predict that remittances 

should temporarily increase inflation and generate an increase in the domestic money 

supply under a fixed regime, but temporarily decrease inflation and generate no change 

in the money supply under a flexible regime.  

 

Narayan, Narayan and Mishra (2011) examine the determinants of inflation in both the 

short run and the long run for 54 developing countries using a panel data set covering 

the 1995-2004 periods. Using the Arellano and Bond panel dynamic estimator and the 

Arellano and Bover and the Blundell and Bond system generalized method of 

moment’s estimator, they find evidence that in developing countries remittances 
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generate inflation. The effect of remittances on inflation is more pronounced in the long 

run. 

 

Satti et al. (2013) investigates the impact of financial development and globalization on 

inflation by incorporating foreign remittances and economic growth in inflation 

function in case of Bangladesh during the period of 1976Q1-2012Q4. They find that 

financial development increases inflation. Globalization stimulates inflation. Economic 

growth declines inflation but foreign remittances raises it. Iqbal, Nosheen and Javed 

(2013) examine the impact of foreign remittances on inflation in Pakistan covering a 

period (1980-2012) using Vector Error Correction Model (VECM) they show that 

foreign remittances have significantly positive impact on inflation. Khan and Islam 

(2013) show using Vector Autoregressive (VAR) techniques that one percent increase in 

remittance inflows in Bangladesh during 1972-2010 periods increases inflation rate by 

2.48 percent in the long run but in the short run there is no significant evidence found.  

 

Nisar and Tufail (2013) stated that remittances play a significant role in the economic 

development of recipient economy through different micro and macroeconomic 

channels and the adverse impact of remittances in the form of Dutch disease and 

inflation cannot also be overlooked. They examine the impact of remittance on inflation 

and its different categories, namely, food inflation, footwear and textile inflation, 

housing and construction inflation. The study employed Johansen (1990) and Johansen 

& Juselius (1990) cointegration technique to check the existence of long run 

relationship between remittances and inflation. Vector Error Correction technique is 

further applied to examine the extent and direction of relationship between variables 

and to check the stability of models. The results indicated the existence of one 

cointegrated vector for all equations. Moreover, remittances, money supply and real per 

capita income are found to have positive impact on inflation and its different categories. 

The results revealed that among different inflation categories food inflation is most 

effected and housing & construction inflation is least effected by remittances.  

 

Abdul-Mumuni (2016) examines the effect of international remittances on inflation in 

Ghana from 1979 to 2013 by incorporating international remittances as an exogenous 

variable to the standard inflation function. Applying the bounds testing approach, the 

empirical results indicate that international remittances have a significant effect on 
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inflation in the long-run. However, in the short-run, no significant relationship is 

evident between these two variables.  

 

2.8 Literature on Remittances and Development 

If remittances are used for conspicuous consumption or unproductively by an excessive 

degree of capital intensity in the agricultural sector there would have negative impact 

on development (Oberoi and Singh, 1980).  Ali (1981) identifies that remittances help 

for favorable balance of payment. Stahl and Habib (1989) find that remittances tend to 

be spending within those sectors which have relatively strong linkages with the rest of 

the economy in Bangladesh. Adams and Page (2005) studying 71 developing countries 

finds that remittances significantly reduce the level, depth and severity of poverty in 

developing world. Remittances behave as a very stable source of foreign exchange 

(Ratha, 2005). 

 

According to Faini (2006) there is no evidence that skilled workers remit more. This is 

not so simply because they come from relatively wealthy families. Rather, it also 

reflects the fact that skilled migrants are relatively more likely to spend a longer time 

span abroad, thereby weakening their ties with the home country, presumably reflecting 

the fact that they are keener (and more able) to bring their most close relatives in the 

host country. Zeisemer (2006) argues that remittances increase savings which intern 

increase investment by decreasing interest rate and also increases the rate of literacy. In 

any developing countries there are some basic problems like inequality in income, 

income volatility, credit crunch, and poverty and employment opportunity. Remittances 

can help prevent balance of payment crisis providing a constant source of foreign 

currency (Lopez-Cordova and Olmedo, 2006).  

 

Hasan (2006) explains remittance has significant macroeconomic impact at household 

level and the poorer the household, the more impact or benefits remittance income can 

have alleviating poverty.  Use of remittances is not same for different remittance 

receiving countries. Generally most of the receiving countries use remittances for their 

living expenses, education, health and investments purposes (Carrasco and Ro, 2007). 

 Hasan (2008) explains remittance has significant macroeconomic impact at household 

level and the poorer the household, the more impact or benefits remittance income can 

have alleviating poverty. Calero et al. (2008) show that remittances increase school 
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enrolment and decrease incidence of child work, especially for girls and in rural areas 

in Ecuador. Raihan et al. (2009) suggest that remittances play a very important role in 

Bangladesh with regard to macroeconomic stability and household well-being, which 

are indicated by consumption level and poverty incidence. Giuliano and Ruiz-Arranz 

(2009) suggest that remittances may act as an alternative way to promote investment in 

those countries in which there is poor financial sector.   

Orrenius et al. (2010)  using state-level data from Mexico during 2003-2007 to examine 

the aggregate effect of remittances on employment, wages, unemployment rates, the 

wage distribution, and school enrollment rates suggest that while employment, wages, 

and school enrollment have risen over time in Mexican states, increasing remittances 

do not account for these trends. But, remittances may lessen some measures of income 

inequality. Two-stage least squares specifications among central Mexican states suggest 

that remittances shift the wage distribution to the right, reducing the fraction of workers 

earning the minimum wage or less. 

 

Kumar (2011) explores, using bounds test, the short-run and long-run effects of 

remittances, exports and financial development on per worker income using the annual 

data for the period 1980-2009 in Pakistan. The results show exports are significant both 

in the short-run and long-run while remittances is positively significant only in the 

long-run but has a lagged negative effect similar to financial development in the short-

run. Islam and Ferdaous (2011) argue that migrants’ remittances in Bangladesh played a 

crucial role in the economic development of the country. More than 25% of its foreign 

exchange earnings are derived from the remittances of the migrant workers. 

Remittances can potentially help to promote economic development by providing a 

mechanism to share risks, reduce poverty and improve equality. 

 

Alam et al. (2011) pointed out that remittance contributed for the development of both 

sending and receiving countries as well as contributed at family level and community 

level. At family level, migration may improve household earnings, food, health, 

housing and educational standards. At the community level, improvement could be 

noticed in health, education, sanitation and infrastructure benefiting both migrants and 

non-migrant households. 

Barai (2012) explain the importance of remittances on social and economic indicators 

like nutrition, living condition and housing, education, health care, poverty reduction, 
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social security, and investment activities of the recipient households. Yassen (2012) 

gives insights on two important channels through which remittances affect growth i.e. 

institutions and financial development. Using fixed effects approach the empirical 

analysis points to the fact that institutions and financial development play an important 

role in how remittances affect economic growth. Through the financial development 

channel remittances are found to play a mixed role in MENA labor exporting countries. 

Through their negative interaction with credit they promote growth by substituting 

credit, thus improving the allocation of capital and hence accelerating economic 

growth. 

Islam et al. (2013) explain how remittance sector and the ready-made garment (RMG) 

sector fight against recent global recession in Bangladesh.  Islam et al. (2013) analyze 

the socio-economic impacts of migration for Bangladesh uses data from 1991 to 2011 

using cointegration test as well as Ganger Causality test between two variables such as 

Growth Rate of Remittance (GRR) and Literacy Rate (LR) and find cointegration 

between these variables. That means in the long run the growth of remittance have a 

positive impact in increasing literacy rate which may lead to socio-economic 

development of Bangladesh. But in case of Ganger Causality test they did not find any 

unidirectional causality between GRR and LR.  

Elseoud (2014) investigates the relationship between workers' remittance and the main 

macroeconomic variables in Egypt during the period (1991-2011).He concludes that 

there is unidirectional causality running from workers' remittances to capital formation, 

total exports, total imports, money supply and exchange rate, while there is 

bidirectional causality between workers' remittances and each of private consumption, 

government spending, and economic growth.  

2.9 Consolidation of Research Ideas Brought out in the Literature 

The impact of remittances in the home country of migrant workers, there is debate; 

some argue that remittances have a positive impact on economic growth and some 

argue it has negative impact on economic growth. In most of the previous studies have 

been established the null hypothesis as a statement of correlation and not causation. 

Now question is whether remittances are a statistically significant factor in determining 

economic growth and whether the relation between remittances and economic growth is 

causal. Large number of studies is qualitative in nature regarding the impact of 

remittances on an economy in terms of social measures such as health, education and 
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demoralization (Rahman et al., 2006) and also most of the previous studies are based 

on panel-data consisting of number of countries. From the panel-data analysis we can 

answer important questions on average but that may not be suitable for individual 

countries that seeking to manage domestic policies. 

 

So it is very important to study further in a particular country regarding the linkage 

between remittance income and economic growth. So here in this paper Bangladesh has 

been chosen to find out the relation between remittances and Gross Domestic Product 

(GDP). In Bangladesh, remittances sent by the migrant workers to their home country 

have played an important role to promote economic development in their home 

countries in different ways. This paper has tried to find out the impact of remittances on 

economic growth in the economy of Bangladesh. The findings of the study have 

important policy implications not only for Bangladesh but also for other developing 

countries that depend on remittance income. 

 

Under these circumstances it is clear that very few studies are there which examined the 

impact of remittances on GDP or Inflation or Exchange Rate. Again we have found 

some studies on remittances and its impact on important macroeconomic variables in 

Bangladesh in particular in different time periods by different researchers. But our 

studies on remittances and its impact on some important macroeconomic variables 

(GDP, Exchange Rate, and Inflation) will be taken at a time on the same time space. 

From the above literature review some important research gap or not covered fully has 

been identified in area of remittances in Bangladesh. There are so many studies on 

determinants of remittances in a economy of Bangladesh and so many factors are 

influencing remittances. Some macro economic factors such as home and host country 

GDP, exchange rate, interest rate, inflation, crude oil price in international market, 

wage rate, number of migrants and the relative rates of return of different financial and 

real assets may affect the flow of remittances.  

 

Now the questions are what are the macroeconomic determinants of remittances in 

Bangladesh? What are the relationship between remittances and its determinants? How 

and how much the determinants affect remittances?  And what are the appropriate 

policies should be taken on the inflow of remittances in Bangladesh?  Hence it is very 

necessary to find out the determinants of remittances inflow for formulating appropriate 

economic policies. Large number of studies is qualitative in nature regarding the impact 



33 

 

of remittances on an economy in terms of social measures such as health, education and 

demoralization (Rahman et al., 2006) and also most of the previous studies are based 

on panel-data consisting of number of countries. From the panel-data analysis we can 

answer important questions on average but that may not be suitable for individual 

countries that seeking to manage domestic policies. So it is very important to study 

further in a particular country regarding the linkage between remittance income and 

economic growth. So in our future study we shall study on particular country 

Bangladesh to find out the relation between remittances and Gross Domestic Product 

(GDP). 

 

On the other hand, regarding the impact of remittances in the home country of migrant 

workers, there is debate; some argue that remittances have a positive impact on 

economic growth and some argue it has negative impact on economic growth. In the 

literature reviews of Bangladesh we also may observe that there are still no strong 

arguments in favor or against of positive impact of remittances. So in future I shall 

emphasize on this area of research.  It is also found that there is very little study on 

impact of remittances on consumption, investment, and import in the Bangladesh.  In 

this regard we shall build a Keynesian type econometric model with a dynamic 

perspective following Glytos (2005) to investigate the impact of exogenous shocks of 

remittances on consumption, investment, imports and output in Bangladesh. Also we 

cannot ignore the Impact of remittances on real exchange rate in a small open country 

like Bangladesh. Study on this side very rare. So in future there are so many scopes to 

explore the impact of remittances on real exchange rate 

 

Lastly, we would like to show whether remittances are inflationary or not in 

Bangladesh. Following Nisar and Tufail (2013) we shall examine the impact of 

remittance on inflation in Bangladesh, although they examine the impact of remittance 

on inflation different categories, namely, food inflation, footwear and textile inflation, 

housing and construction inflation. The study will also be employed Johansen (1990) 

and Johansen & Juselius (1990) cointegration technique to check the existence of long 

run relationship between remittances and inflation. Vector Error Correction technique is 

further be applied to examine the extent and direction of relationship between variables 

and to check the stability of models.  Hence country specific studies become necessary. 

The studies on Bangladesh in particular are few in numbers. 
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CHAPTER THREE 

 

AN OVERVIEW OF BANGLADESH ECONOMY: SOME IMPORTANT 

MACROECONOMIC VARIABLES OF BANGLADESH ECONOMY 

 

3.1 Introduction  

Bangladesh has become independent in 1971 from Pakistan at the expense of 3 million 

lives in a bloody war of liberation. The war almost completely destroyed the physical 

infrastructure of the country. U.S. Secretary of State, Henry Kissinger had 

disparagingly called it a “bottomless basket”. Bangladesh is now an emerging economy 

in South Asia, with her annual exports of some $25 billion mainly from Knitwear and 

garment products, remittances equivalent to $14 billion in 2012 and a gross domestic 

product (GDP) growth of over 6.0 percent despite its confrontational politics and global 

economic slowdown over the last few years (Helal and Hossain, 2013). 

 

Bangladesh adopted a series of reform policies in the 1980s particularly in areas of 

trade, finance, and capital account towards a liberal economic regime. Major economic 

reform initiatives in Bangladesh in the 1980s and early 1990s resulted in the 

implementation of a package of Structural Adjustment Policies (SAP) sponsored by the 

Breton Woods institution under the support of the World Bank and the IMF. 

Bangladesh initiated trade liberalization by the relaxation and withdrawal of import 

quota restrictions along with the unification of the exchange rate and devaluation of the 

domestic currency. Starting from mid-1980s tariff and non-tariff barriers were reduced 

substantially (Hossain, 2013). 

 

If we consider GDP’s position in the world of Bangladesh it was 56 in 2014 and total 

GDP of Bangladesh was 172887 Millions of US Dollars which is just about 0.22 % of 

world’s GDP (World Development Indicators database, World Bank, 17 February, 

2016) 

 

Total population in 2014 in Bangladesh was 159078 thousands and rank of Bangladesh 

in the world population was 8th .About 2.19 % of world population lives in Bangladesh 

The ratio of male to female population in Bangladesh in the year 2014 was 50.49: 

49.51(World Development Indicators database, World Bank, 22 December, 2015). 
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Figure 3.1: Map of Bangladesh 

 
Source: http://www.mapsofworld.com/bangladesh/# 

 

The growth rate of population has decreases gradually from 1977 to 2014. In 1979 the 

growth rate of population of Bangladesh was 2.81% and in 2009 it became 1.1% of 

total population. The population, ages 15-64, has increased gradually. From the period 

of 1977 to 2014 the population of ages 15-64 has increased by about 5.65 % of total 

population (World Development Indicators database, World Bank, 22 December, 2015). 

Higher proportion of this group of population is the backbone of the economy and 

higher potentiality of higher economic development of the country.  

 

Official name of Bangladesh is People's Republic of Bangladesh. Dhaka is the capital 

of Bangladesh. The Bangladesh is located in South Asia. It is a sovereign state and 

shares its borders with India from all the sides except for Burma in the southeast and 

Bay of Bengal in the south. Bangladesh covers an area of 147570 square kilometer. Its 

geographic coordinates are 2400N; 9000E. The currency of Bangladesh is Taka. Its ISO 

4217 code is BDT and is issued by the central bank of the country. Major industries of 

the country are cotton textiles, jute, garments, tea processing, leather, fish, paper and 

newsprint, cement, sugar, and cane. Major trade flows are with US, Germany, France, 
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Netherlands, Italy, Kuwait, Japan, China, Hong Kong, India, and Singapore 

(http://www.mapsofworld.com/bangladesh/facts.html) 

 

Total land area of Bangladesh is 130170 square kilometer. Population density (people 

per sq. km of land area) of the country has increases from 1977 to 2014. In the year 

1977, the density was 575 people per sq. km of land area and in the year 2014 it 

became 1222 people per sq. km of land area (World Development Indicators database, 

World Bank, 22 December, 2015) 

 

Official name of Bangladesh is People's Republic of Bangladesh. Dhaka is the capital 

of Bangladesh. The Bangladesh is located in South Asia. It is a sovereign state and 

shares its borders with India from all the sides except for Burma in the southeast and 

Bay of Bengal in the south. Bangladesh covers an area of 147570 square kilometer. Its 

geographic coordinates are 2400N; 9000E. The currency of Bangladesh is Taka. Its ISO 

4217 code is BDT and is issued by the central bank of the country. Major industries of 

the country are cotton textiles, jute, garments, tea processing, leather, fish, paper and 

newsprint, cement, sugar, and cane. Major trade flows are with US, Germany, France, 

Netherlands, Italy, Kuwait, Japan, China, Hong Kong, India, and Singapore 

(http://www.mapsofworld.com/bangladesh/facts.html) 

 

3.2 GDP and Sectoral Composition of Bangladesh (1977-2014) 

From Table 3.1 and the World Development Indicators database, World Bank, 22 

December, 2015, we see that during 1977 to 2014, GDP of Bangladesh has increased 

gradually. From 1978 to 2014 the GDP of Bangladesh increases from 14930.33 Crore 

Taka to 1343674.4 Crore Taka (About 90 times). The average annual growth rate of 

GDP of Bangladesh was 13.05%. The maximum growth rate of GDP in Bangladesh 

was in 1978 (34.5%) and in 1993 the growth rate was just 4.87%. In 1996 the annual 

growth rate was about 22.5%. Annual average growth rate of per capita GDP of the 

country is about 10.76%. The highest growth rate of per capita GDP was in 1978 and 

lowest growth rate was in 1993.The growth rate of GDP was always higher than the per 

capita GDP in Bangladesh but the differences between them decrease gradually from 

1978 to 2014. That is, the population growth rate in Bangladesh also decreases from 

1978 to 2014 gradually. 

 



37 

 

Figure 3.2: GDP and Annual Growth Rates of GDP and Per Capita GDP of 

Bangladesh (1978-2014) 

 
Source: Constructed from the Data of World Development Indicators (WDI), World Bank, 

2015 

 

From the Figure 3.2 and the World Development Indicators database, World Bank, 22 

December, 2015, we find the annual average share of agriculture, industry and service 

sectors in GDP during 1977 to2014 are about 27.6%, 22.8 % and 49.6% respectively. 

The share of agriculture has declined gradually from 1978 to 2014. In the year 1978, 

the share of agriculture was 54.3 % of country’s GDP and in the year 2014 it becomes 

to 16%.The share of service sector and industry sector have increased gradually from 

1977 to 2014.The share of industry in the year 1978 was 14 % but it became about 

27.6 % in the year 2013. On the other hand the share of service sector in the year 1978 

was 31.4% and it became about 56.3% in the year 2014. 

Figure 3.3: Sectoral Composition of Bangladesh Economy (1977-2014) 

 
 

Source: Constructed from the Data of World Development Indicators (WDI), World Bank, 

2015 
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Figure 3.4: Annual Growth Rate of Sectoral Composition of Bangladesh Economy 

 
Source: Constructed from the Data of World Development Indicators (WDI), World Bank, 

2015 

 
From the Figure 3.3 and the World Development Indicators database, World Bank, 22 

December, 2015, we find that the annual average growth rate of agriculture, industry 

and service sectors were 10%, 14.5% and 14.7% respectively. In the years 1980, 1991 

and 1993, the growth rates of agriculture sectors were negative. In the year 1980 the 

growth rate of agriculture was -30.5%. At that year industry and service sectors adjust 

the overall growth of the economy by contributing larger share to the economy. At that 

year the growth rate of industry and service sectors were about 52% and 73.4% 

respectively. Again we find that growth rate of industry sector was quite stable during 

our study period. The growth rate of service sector was above the 30% in the years 

1985 and 1996. 

 
3.3 Household Final Consumption Expenditure (1977-2014) 

From the Figure 3.4 and the World Development Indicators database, World Bank, 22 

December, 2015, the household final consumption expenditure of the country also 

increases gradually from the year 1977 to the year 2014. In the year 1977 the total 

household final consumption expenditure was 13247 Crore Taka and it became 975768 

Crore Taka in the year 2014(about 73.67 times larger). Annually, in average the 

country’s total final consumption expenditures is about 238750 Crore Taka during the 

period of 1977 to 2014. The annual growth rate of the household final consumption 

expenditure of the country was lowest (3.72%) in the year 1991 and it was highest 
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(41.73%) in the year 1978. The average annual growth rate the household final 

consumption expenditure of the country was about 12.5%. 

 

Figure 3.5:  Household Final Consumption Expenditures and Its Annual Growth 

   Rate of Sectoral Composition of Bangladesh Economy 

 
Source: Constructed from the Data of World Development Indicators (WDI), World 

Bank, 2015  

 

3.4 Gross Capital Formation (Investment) and Gross Domestic Savings (1977-

2014) 

From the Figure 3.5, Figure 3.6 and the World Development Indicators database, 

World Bank, 22 December, 2015, we find that Gross Capital Formation (Investment) 

and Gross Domestic Investments both have increased during the period of 1977-2014. 

In the year 1977, the amount of investment was 1720.4 Crore Taka and it became 

383994 Crore Taka in the year 2014.The total investment has increase in the year 2014 

about 223 times higher than the year of 1977. On the other hand, in the year 1978, the 

amount of savings was 326 Crore Taka and it became 296188 Crore Taka in the year 

2014. The total saving has increase in the year 2014 about 908 times higher than the 

year of 1978.Annual average investment and Savings during the period of 1977 to 

2014 were 79632 Crore Taka and 59708 Crore Taka respectively. Investment in % of 

GDP was always higher than the saving in % of GDP all over the year.  
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Figure 3.6 Gross Capital Formation (Investment) and Gross Domestic Savings 

(1977-2014) 

 

Source: Constructed from the Data of World Development Indicators (WDI), World 

Bank, 2015  

 

Figure 3.7 Gross Capital Formation (% of GDP) and Gross Domestic Savings (% 

of GDP) 

 

Source: Constructed from the Data of World Development Indicators (WDI), World 

Bank, 2015  

 
3.5 Exports and Imports (1977-2014) 
From the Figure 3.7, Figure 3.8 and the World Development Indicators database, 

World Bank, 22 December, 2015, we find that exports and imports both have increased 

during the period of 1977-2014.Amount of imports remain always higher than the 

imports. There is always trade deficit in the economy of Bangladesh.  In the year 1977, 
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the amount of exports value was of  1051 Crore Taka and the amount of imports value  

was of about 1849 Crore Taka. There was a trade deficits of 798 Crore Taka. The trade 

deficits increase to 87806 Crore Taka in the year 2014 about 110 times higher than 

trade deficits of the year 1977.In the year 1984, the exports was 3.4% of GDP and it 

increases to 20.2% in the year of 2012. In the year 1987, the imports as a % of GDP 

were 11.7% and in the year 2012 it increases to about 28%.  

 

Figure 3.8 Exports and Imports in Crore Taka (1977-2014) 

 
Source: Constructed from the Data of World Development Indicators (WDI), World 

Bank, 2015  

 

Figure 3.9 Exports and Imports in Crore Taka (1977-2014) 

 
Source: Constructed from the Data of World Development Indicators (WDI), World 

Bank, 2015  
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3.6 General Government Expenditure and Money and Quasi Money, M2 (1977-

2014) 

From Figure 3.9 and the World Development Indicators database, World Bank, 22 

December, 2015 we find that the annual average of general government expenditures 

and the annual average of money and quasi money were 15925.5 Crore Taka and 

154551 Crore Taka respectively during the period of 1977 to 2014. The annual average 

of money and quasi money is about 9.7 times higher than the annual average of general 

government expenditures. The annual average growth rate of money and quasi money 

is also higher (about 4.3%) than the annual average growth rate of general government 

expenditures. 

 

Figure 3.10 Annual Growth Rates of Government Expenditure and Money Supply 

(%) 

 
Source: Constructed from the Data of World Development Indicators (WDI), World 

Bank, 2015  

 

3.7 Foreign Direct Investment (1977-2014) and Net Official Development 

Assistance (1977-2013) 

From the Figure 3.10 and the World Development Indicators database, World Bank, 22 

December, 2015 we find that the annual average of foreign direct investment and net 

official development assistance were 2687.6 Crore Taka and 6592.5 Crore Taka 

respectively. The amounts of net official development assistance are larger than the 

amount of foreign direct investments. In the year 2014 the flow of foreign direct 

investment was 19386.6 Crore Taka. In the year 2013 the flow of net official 

development assistances was 20846.6 Crore Taka. Up to 1996, the flow of foreign 
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direct investment was very few. From 1997 the flow of foreign direct investment 

increases rapidly.  

Figure 3.11 Foreign Direct Investments (1977-2014) and Net Official Development 

Assistances (1977-2013) 

 
Source: Constructed from the Data of World Development Indicators (WDI), World 

Bank, 2015  

 

3.8 Inflation, GDP Deflator (Annual %) 

From the Figure 3.11, the rate of inflation in Bangladesh was highest in the year 1978. 

The rate of inflation in 1978 was 25.6%. In the year 1977 there was deflation in the 

economy of Bangladesh. In the year 1993 the inflation rate was just 0.15%. There were 

above 10 % rate of inflation in the years 1979, 1980, 1985, 1987 and 1996. After 1996, 

the economy of Bangladesh was able to control the inflation rate. The inflation rates 

were below 10%. 

Figure 3.12 Inflation, GDP Deflator (Annual %) 

 
Source: Constructed from the Data of World Development Indicators (WDI), World Bank, 

2015.
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CHAPTER FOUR 

 

OVERSEAS EMPLOYMENT AND REMITTANCES: AN OVERVIEW 

 

4.1. Introduction 

Bangladesh is a hugely labour surplus country (Farid et al., 2009). In Bangladesh there 

is less possibility of absorption all the labour forces within the existing home 

infrastructure. They are only possible solution of this problem is to send them abroad.  

The Globalization not only increases the international trade in goods and services but 

also causes rapid change in international financial and labour markets. The growth of 

international trade and investments has reduced the cross border barriers. As a result 

cross border movement of labour became so easy.  

 

Remittances are the monies that migrants return to the country of origin. If labour is 

considered an exportable commodity, then remittances are that part of the payment for 

exporting labour services that returns to the country of origin (Migration News, April, 

2001). Last ten years there were huge flow of migration as well as remittances all over 

the world. 

 

4.2. Some Concepts on Migration and Remittances 

According to the UN International Convention on the Protection of Migrant Workers’ 

Rights, the term migrant workers refers to persons who are engaged in remunerative 

activities in a state of which he or she is not a national (UN General Assembly, 1990). 

Siddiqui (2004b) defines diasporas as “transnational groups of immigrants living 

abroad but maintaining economic, political, social and emotional ties with their 

homeland and with other diasporic communities of the same origin”. In general, the 

migrant worker’s relationship with the destination country is of a (perceived) temporary 

nature, while that of the diaspora is of a more permanent or long-term nature. 

 

According to the “Recommendations on Statistics of International Migration” by the 

United Nations Statistics Division (1998),long-term migrant, a person who moves to a 

country other than that of his or her usual residence for a period of at least a year (12 

months), so that the country of destination effectively becomes his or her new country 

of usual residence. Short-term migrant, a person who moves to a country other than that 

of his or her usual residence for a period of at least 3 months but less than a year (12 



45 

 

months) with except in cases where the movement to that country is for purposes of 

recreation, holiday, visits to friends and relatives, business, medical treatment or 

religious pilgrimage. For purposes of international migration statistics, the country of 

usual residence of short-term migrants is considered to be the country of destination 

during the period they spend in it (UN Statistics Division 1998). 

 

According to Alam, Sk. Mahmudul (2012), remit means “to transfer” or “to send”. 

Remittance refers to the transfer of money by the migrant workers to their family and 

friends in their native region from his working region. Migrant workers who live and 

work abroad and transfer their earnings to their family back home are called Remitters. 

The person who is living on the remitted money is called Remittance Man. There are 

mainly two types of remittance: local/domestic remittance and international/foreign 

remittance. While local/domestic remittance is remittance within countries, 

international remittance is the remittance from one country to another country. Usually 

the currencies and the banks are different for international/foreign remittance and the 

currencies are same but bank may same or not for local/domestic remittance. According 

to its direction international remittance is again of two types: inward remittance and 

outward remittance. If a migrant worker sends remittance to his country, then the 

sending remittance is inward remittance for his home country and outward remittance 

for his working country.  

 

Remittances can be individual and it can also be collective. When individual sends 

remittances to his/her households or friends and relatives that can be termed as 

individual remittance. When a group of migrants, their associations or professional 

bodies mobilize resource together and send for collective or community programmes 

that can be termed as collective remittance. Individual remittances are mostly geared 

towards the family whereas collective remittances are generally used for community 

development (Siddiqui, 2004a). 

 

The widely accepted definition that prevails in the literature is that remittances are 

unrequited, nonmarket personal transfers between households across countries. 

Remittances differ significantly from official aid flows, since the latter are government-

to-government transfers, whereas remittances are composed of numerous small 

transfers between private individuals (Chami et al., 2008). 
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Migrant remittances are defined as the sum of workers’ remittances, compensation of 

employees, and migrants’ transfers. Workers’ remittances, as defined by the 

International Monetary Fund (IMF) in the Balance of Payments Manual, 6th edition 

(IMF 2010), are current private transfers in cash or in kind from migrant workers who 

are considered residents of the host country to recipients in the workers’ country of 

origin. If the migrants live in the host country for one year or longer, they are 

considered residents, regardless of their immigration status. If the migrants have lived 

in the host country for less than one year, their entire income in the host country should 

be classified as compensation of employees. Compensation to employees refers to the 

wages, salaries, and other remuneration, in cash or in kind, paid to individuals who 

work in a country other than where they legally reside. For example, the wages earned 

by seasonal or other short-term migrant workers (i.e., abroad for less than a year) would 

be included in this category, as well as border workers who work, but do not reside, in a 

neighboring country. It also includes wages and salaries earned by the local staff of 

foreign institutions, such as embassies and international organizations, and companies 

based abroad but operating locally. And migrants' transfers refer to capital transfers of 

financial assets made by migrants as they move from one country to another and stay 

for more than one year (IMF, 2010) 

 

4.3. The Recruitment Process in Bangladesh for Overseas Employment 

This section is depends on a project Sponsored by Royal Danish Embassy in Dhaka by 

Ray et.al (2007). In the recent years progressive governments from both migrant 

sending as well as receiving countries have started adopting a strategic approach 

towards migration management. The Emigration Ordinance, 1982 provides the legal 

framework for regulating recruitment and placement of migrant workers from 

Bangladesh. Bureau of Manpower, Employment and Training (BMET) was established 

in the year 1976 by the Government of the People’s Republic of Bangladesh as an 

attached department of the then Ministry of Manpower Development and Social 

Welfare, with specific purpose of meeting the manpower requirement of the country 

and for export of manpower as well. The BMET is engaged for over all planning and 

implementation of the strategies for proper utilization of manpower of the country. 

With the support of government Bangladesh Association of International Recruiting 

Agencies (BAIRA), an association of approximately 700 member agencies, was 

established in 1984 with a view to explore job opportunities for skilled, semiskilled, 

and unskilled personnel, to facilitate the migration process of workers and provide 
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necessary information to them and also to advise the government for revising foreign 

policy according to the current discourse of manpower export. To provide more 

emphasis to the overseas employment sector, the Government has established the 

Ministry of Expatriates’ Welfare and Overseas Employment (MEWOE) on 20 

December 2001. The main functions of the Ministry are to ensure the welfare of the 

expatriate workers and enhancement of the overseas employment. The MEWOE is 

entrusted with protecting the rights and the interests of migrants in the host country, as 

well as when they return to or are about to leave Bangladesh (Ray et al., 2007). 

 

4.4. Official and Un-official Methods of Transfer 

In Bangladesh, who are involved in transferring remittances from different host 

countries to home country, are different ministries, training institutes, civil societies, 

commercial banks, Bangladesh Bank(the central bank of Bangladesh),micro-finance 

institutions, investment instruments, specialized bank accounts, different laws related to 

govern remittances flows and money laundering etc.(Siddiqui,2004a). 

 

 Migrants use different methods in sending remittance involving both official and 

unofficial channels. Officially, transfer of remittance takes place through demand draft 

issued by a bank or an exchange house; travelers’ checks; telegraphic transfer; postal 

order; account to account transfer; automatic teller machine (ATM) facilities; electronic 

transfer and in kind. When remittances are transferred directly from the foreign account 

of migrant worker to his own account at home it is known as direct transfer. This can be 

through telegraphic means or otherwise. Remittances are frequently sent through 

demand draft in Taka issued by a bank or an exchange house in favour of a nominee of 

migrant. Usually the draft is sent by post or in emergency by courier service. One can 

send remittance through the postal authorities. In such case the remitted money is 

handed over to the receiver by the local post office. Travelers’ cheques are also used as 

a means to send remittance. However they will be treated as official transaction when 

they are encashed through banks (Siddiqui, 2004a). 

 

Hundi or Money Courier is the most common among the unofficial channels of transfer. 

Hundi refers to illegal transfer of resource outside the international or national legal 

foreign currency transfer framework. Organised groups based in diverse cities such as 

London, New York, Dubai, Kuala Lumpur and Singapore conducts hundi operation 

through their partners in Bangladesh or in the region. Besides this, other unofficial 
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methods are, sending remittance through departing friends and relatives; personally 

hand carried by the senders themselves without declaration, and in the form of visa/ 

work permit for sell or family use (Siddiqui, 2004a). 

 

4.5. Flow of Overseas Employment and Remittances  

Each year a large number of people of this country voluntarily migrate overseas for 

both long- and short-term employment. From the data source of Bangladesh Bureau of 

Employment and Training (BMET), a total number of 9.14 millions migrant workers 

migrated from Bangladesh and a total amount of US$ 133.78 billion has been remitted 

to Bangladesh from across the globe between 1976 and 2014. And in average of 2.34 

lakhs migrant workers migrated from Bangladesh and in an annual average of US$ 

3430.26 million have been remitted to Bangladesh. This amount of remittances 

reported reflects only transfers through official channels. However, if, although very 

tough, we add the amount of remittances transferred through informal channels then 

this number will be much higher. Econometric analysis and available household 

surveys suggest that unrecorded flows through informal channels may add 50 per cent 

or more to recorded flows (Global Economic Prospects 2006).  

 

Figure 4.1: Migrant Outflows (in 1000s) and Remittance Inflows (in million US$) 

 
Source: Calculated from the Data Source of Bureau of Manpower, Employment and 

Training (BMET) 
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Figure 4.2: Annual Growths of Migrant Outflows and Remittance Inflows 

 
Source:  Calculated from the Data Source of Bureau of Manpower, Employment and Training 

(BMET) 

 

As Fig.4.1 and Fig. 4.2 show, except for a few years in early 1980s and one year around 

2000 the remittance flow has been steadily increasing with acceleration in the growth 

rate in recent years. The Iran-Iraq War seems to explain the slowdown in the growth of 

remittances in the early 1980s. Similarly, the Gulf War of the early 1990s may have 

been the reason for sluggish growth in remittances during that period. 

  

There is a slight decline in migration in 1991, perhaps because of Gulf War in that year. 

Again, dramatic increase is recorded in the following two years. This might have been 

the reward for Bangladesh’s participation in the anti- Iraq alliance through deployment 

of troops in protecting the holy land of Mekkah and Medina in Saudi Arabia during 

1991 Gulf War. The workers were involved in post-war reconstruction (Siddiqui, 2004). 

 

With a few exceptions, labours migration has been increasing every year and in                              

2008 there was maximum overseas employment from Bangladesh.  Around 8.75 lakhs 

Bangladeshi were employed in abroad. However, after the year 2008, the flow of labor 

migration has been following a declining trend and it came down to about 6.08 lakhs in 

2012. This declining trend in migration may be explained by pointing out the stiff 

competition from new labor-exporting countries like Nepal, Vietnam and Cambodia, 

which have recently entered the international labor market and supply cheaper labor. 

Another reason is the rise in unemployment in some Middle East countries due to 

global economic recession and collapse of the construction sector in the Middle East 

(Miah et al., 2014). 
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4.5.1. Overseas Employments from Bangladesh from 1976 to 2014 

Bangladesh being over populated is an excess labor supply country in the world. 

Manpower is one of the major national resources in Bangladesh. In Bangladesh there 

are higher unemployment rate due to inadequate education, lack of sufficient   capacity 

of the local industry. Within this infrastructure it is not possible for Bangladesh to 

absorb all the unemployed labour in an appropriate manner. Unemployed labours are 

bound to leave their country and hence they need to find employment opportunities 

themselves abroad. 

 

According to Migration and Remittances Factbook (2011) more than 215 million 

people, or 3 percent of the world population, live outside their countries of birth and in 

2010, worldwide remittance flows are estimated to have exceeded US$440 billion. 

From that amount, developing countries received US$325 billion and from that amount, 

Bangladesh received US$ 11.1 billion. 

 

Again according to report of World Bank Group in Migration and Remittances 

Factbook 2016, in the Third Edition (Advance) the number of migrants has risen 

rapidly in the past few years. More than 247 million people, or 3.4 percent of the world 

population, live outside their countries of birth for various reasons like job 

opportunities, labor shortages resulting from falling birth rates especially in developed 

countries, internal conflict and war, natural disasters, climate change, and improved 

access to information through phone and the Internet.  

Rank of Bangladesh in manpower export in the world in 2010 was sixth after Mexico, 

India, Russian Federation, China, and Ukraine (Fig. 4.3) 

 

Figure 4.3: Top Ten Emigration Countries, 2010 (Number of Emigrants, Millions) 

 
Source: Constructed from Migration and Remittances Factbook 2011, World Bank 
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Figure 4.4: Top Ten Immigration Countries, 2013 

 
Source: Constructed from Migration and Remittances Factbook 2016, World Bank 

 

From Fig.4.4 we find that in 2013, the most important destination countries for 

migrants are United States, Saudi Arabia, Germany, the Russian Federation, the United 

Arab Emirates, the United Kingdom, France, Canada, Spain and Australia but in 2010 

the picture was slightly different. In Fig. 4.5 we find India as one of important 

destination country for migrants. The country, United Arab Emirates was not so much 

important country for migrants in 2010 but it becomes as an important destination 

country in 2013. 

 

Figure 4.5: Top Ten Immigration Countries, 2010 

 
Source: Constructed from Migration and Remittances Factbook 2011, World Bank 

 

If we consider the population of the destination countries then the countries whose 

names become  at first are Qatar (90.8 % of population), United Arab Emirates (88.5 % 

of population), American Samoa (75.7 % of population), Saint Maarten(Dutch Part, 

73.8 % of population), Kuwait (72.1% of population), Monaco (64.7 % of population) 

from Fig. 4.6 and Fig.  4.7. 
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Figure 4.6: Top Ten Immigration Countries, 2013 (Percent of Population) 

 
Source: Constructed from Migration and Remittances Factbook 2016, World Bank 
 

Figure 4.7: Top Ten Immigration Countries, 2010 (Percent of Population) 

 
Source: Constructed from Migration and Remittances Factbook 2011, World Bank 

 

In 2010 about 5.4 million people were migrated from Bangladesh to different countries 

all over the world and got 6th position in the top ten emigration countries rank. 

Bangladesh became 5th position in that top ten rank in 2013 with 7.6 millions emigrants 

from Fig. 4.8 and Fig. 4.9. 

Figure 4.8 :Top Ten Emigration Countries,2010(Number of Emigrants,Millions) 

 
Source: Calculated from Migration and Remittances Factbook 2011,World Bank 
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We can show from Fig. 4.10  the growth rate of emigration among top emigration 

countries in the world between the period 2010 and 1013 was highest in Bangladesh 

(40.74 %), followed by the Philippines (39.53%),Pakistan (31.91 %),India (21.92 %), 

China (16.87 % ),Mexico (10.92 % ), United Kingdom (10.64). But growth rate 

between the period was negative in Ukraine (-15.15 %) and Russian Federation (- 1.8 

%). 

 

Figure 4.9: Top Ten Emigration Countries, 2013(Stock of Emigrants, Millions) 

 
Source: Constructed from Migration and Remittances Factbook 2016, World Bank 

 

 

Figure 4.10: Top Emigration Countries in 2010 and 2013 

 
Source: Constructed from Migration and Remittances Factbook 2011 and Migration 

and Remittances Factbook 2016, World Bank 
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Figure 4.11: Country-wise Total Employment from Bangladesh from 1976 to 2014 

 
Source: Constructed from the Data of Bureau of Manpower, Employment and Training 

(BMET) 

 

 

Figure 4.12: Top Five Destination Countries for Bangladeshi Migrants 

 
Source: Constructed from the Data of Bureau of Manpower, Employment and Training 

(BMET) 
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4.5.2. Country-wise Employment from Bangladesh from 1976 to 2014 

We shall be very surprised if we add just all the officially recorded people migrated 

from Bangladesh to different countries. We have data on country-wise employment 

from Bangladesh since 1976. In the last 38 years from 1976 to 2014 in total about 

91.43 lakhs and in average about 2.34 lakhs peoples were migrated from Bangladesh to 

many countries all over the world for employment. About 8.75 lakhs peoples were 

migrated from Bangladesh just in the year 2008. 

 

The huge increase in outward migration makes Bangladesh as one of the major 

remittance recipient countries in the world. If we sum up all the migrants workers from 

1976 to 2014 according to destination country-wise then we can rank the destination 

countries for the Bangladeshi. In this way top destination countries for Bangladeshi 

workers are Kingdom of Saudi Arabia (K.S.A.), United Arab Emirates (U.A.E.), Oman, 

Malaysia, Singapore, Kuwait, Bahrain, Qatar, Libya, Lebanon, Jordan, Italy, Brunei, 

Mauritius,   S. Korea,  Egypt,  Iraq, United Kingdom(U.K.), Sudan, Japan ,etc.(Fig. 

4.11) 

 

Top five countries for Bangladeshi workers are K.S.A., U.A.E., Oman, Malaysia and 

Singapore. About 78.39 % Bangladeshi workers of total overseas employment from 

Bangladesh went to above five countries in the last 38 years. The most two important 

destination countries for Bangladesh are K.S.A. and U.A.E.    About 2639780 (28.9 % 

of total overseas employment from Bangladesh) went to K.S.A. only (Fig. 4.12) 

 

Total foreign employment from Bangladesh was not stable. In the years 1977, 1981, 

1989, 1991, 2006 and 2011 the growth rates were positive. But the growth rates were 

negative in the years 1983, 1986, 1988, 1994, 2000, 2005, 2009 and 2013. In 1976 total 

overseas employment was just 6087. After 1976, the number of employment increases 

gradually up to 1982. After 1982 the employment growth rate became slow. It again 

starts upward after 1988 and stops it again in 1993. The year 1994 was not suitable for 

Bangladesh. Once in 2006 the growth rates started upward except in the years 2009 and 

2013. 

 

 4.5.3. Category-wise Overseas Employment from 1976 to 2014 

Systematic recording of information on migration of Bangladeshi workers began in the 

mid-70s. Bureau of Manpower, Employment and Training (BMET) of Labour Ministry 
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maintains the record. BMET has classified temporary migrant population into four 

categories: professional, skilled, semi-skilled and less-skilled. 

 

Figure 4.13: Time Plot of Category-wise Overseas Employment from 1976 to 2014 

 
Source : Bureau of Manpower, Employment and Training (BMET) 

 

Figure 4.14 : Average Share of  Category-wise Overseas Employment from 

Bangladesh during 1976 to 2014 

 
Source: Bureau of Manpower, Employment and Training (BMET) 

 

BMET has classified short-term migrants to Middle East and Southeast Asia into four 

categories: professional, skilled, semi-skilled, and unskilled. Doctors, engineers, 

teachers and nurses are considered professionals. Manufacturing or garment workers, 
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drivers, computer operators and electricians are considered skilled, while tailors and 

masons are considered semi-skilled. Housemaids, cleaners and menial labourers are 

considered unskilled workers (Siddiqui, 2003). 

 

It is cleared from the Fig. 4.13 and Fig.4.14 that there are only a few migrant workers 

are skilled or professional where as large number of workers from Bangladesh are 

migrating with less-skilled. About 65 % of migrant workers are either less-skilled or 

semi-skilled. But recently in international market the demand for skilled labour are 

increasing rapidly. In this perspective the Bangladesh remains quite behind others. 

 

Overseas employments from Bangladesh are classified as professional, skilled, semi-

skilled and less-skilled. We can observe from the tables and figures that professional 

migrants are very few in numbers. The numbers of professional migrants were little bit 

higher in the years 1992,2002,2003,2004 and 2012. Total professional migrants and 

average migrants were 2, 21,418 and 5,677 respectively during the period of between 

1976 and 2014. 

 

After 2004, the numbers of professional migrants were very poor until 2012. In 20111 

there was just 1,192 professional migrants went abroad but in 2012 there was dramatic 

change in the numbers of professional migrants. In this year about 36 thousands 

professional migrants left their home. Trends of skilled and semi-skilled migrants were 

quite stable during the entire period. In 2001 the numbers of skilled migrants were just 

42.7 thousands which are very few in numbers but in the year 2008, the number of 

semi-skilled migrants became about 3 lakhs. In the year 2007, the numbers of semi-

skilled and less-skilled migrants were reached in top position in the year of 2007. 

 

During the entire 38 years of period the share of professional migrants in numbers was 

lower than other categories. The share of semi-skilled category was about 6.2 times 

higher than professional category. The share of semi-skilled was above double than 

skilled category. The share of less-skilled category was the above of one and half times 

of skilled category. So here we can conclude that large numbers of migrants workers 

were migrated from Bangladesh from 1976 to 2014 are less-skilled workers. 
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4.5.4. Country-wise Overseas Employment of Women from Bangladesh from 1991 

to 2014 

We have data on country-wise overseas employment of women from Bangladesh since 

1991 to 2014. Women from Bangladesh do not hesitate to leave their home country for 

overseas employment. From 1991 to 2014 in an average 14,678 and in total 3, 52,269 

women went to different countries for employment. Their main destination countries 

are U.A.E., Lebanon, Jordon, K.S.A., Oman, Mauritius, Qatar, Kuwait, Malaysia, 

Bahrain, Singapore, Hong Kong, Libya, Italy, U.K., Cyprus, Brunei, Pakistan, etc. 

 

Figure 4.15: Country-wise Overseas Employment of Women from Bangladesh 

from 1991 to 2014 

 
Source: Constructed from the Data of Bureau of Manpower, Employment and Training 

(BMET) 
 

Maximum numbers of Bangladeshi women workers are going to five destination 

countries U.A.E., Lebanon, Jordan and K.S.A. From 1991 to 2014 in an average 15,992  

and in total 3,07,750 women went to abroad for employment and about 71 % of total 

women workers from  Bangladesh went to just in three countries U.A.E., Lebanon and 

Jordon. Further we can say that about 52.4 % of total women workers go to U.A.E. and 

Lebanon. 

U.A.E. was always very attractive country for Bangladeshi women. But before 2006 

Lebanon was not very much attractive country. After 2006, Lebanon became very 

attractive country for Bangladeshi women. In 2011, 15,610 women went to Lebanon. 
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4.5.5 Wage Earner’s Remittances to Bangladesh from 1976 to 2014 

All over the world about $601 billion remittance flows are estimated by World Bank 

Group in 2015. Of that amount, developing countries are estimated to receive about 

$441 billion, nearly three times the amount of official development assistance. These 

inflows of cash constitute more than 10 percent of GDP in some 25 developing 

countries and lead to increased investments in health, education, and small businesses 

in various communities. The true size of remittances, including unrecorded flows 

through formal and informal channels, is believed to be significantly larger (Migration 

and Remittances Factbook 2016, World Bank) 

Top 10 remittance recipients in the world in 2015 were India, China, Philippines, 

Mexico, Nigeria, Arab Republic of Egypt, Pakistan, Germany and Bangladesh and in 

2010 were India, China, Mexico, Philippines, France, Germany, Bangladesh, Belgium, 

Spain and Nigeria from figure 8 and figure 9. Also hand in the years 2009, 2010, 2011, 

2012, 2013 and 2014 Bangladesh remains always in the top ten remittance-receiving 

countries in the world (Table 1). 
 

Taking common eight countries (India, China, Merxico, Philippines, France, Germany, 

Bangladesh and Nigeria) from the Figure 4.8 and Figure 4.9, we have constructed 

Figure 4.10 and Figure4.11. Here we have observed that there are highest growth rate in 

receiving remittances during the period between 2010 and 2015 in Nigeria (108%), 

followed by France (54.72 %), Germany (50.86 %), Bangladesh (42.34%), Philippines 

(39.44%) and India (31.27%), China (25.295) and Mexico (13.72%) 

According to Migration and Remittances Data, World Bank, the positions of 

Bangladesh in the world in receiving remittances in different years are given as 

follows: 
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Table 4.1: Positions of Bangladesh in the World in Receiving Remittances 

Years 
Rank of 
Bangla-
desh 

After the Countries 

2000 15 
1.India, 2.France, 3.Mexico, 4.Philippines, 5.Korea, Rep., 6.Spain, 
7.Turkey, 8.United States, 9.Germany, 10.United Kingdom, 11.Portugal, 
12.Egypt, Arab Rep., 13.Greece, 14.Morocco. 

2001 15 
1.India, 2.Mexico, 3.France, 4.Philippines, 5.Spain, 6.Korea, Rep., 
7.United Kingdom, 8.United States, 9.Germany, 10.Portugal, 11.Morocco, 
12.Egypt, Arab Rep., 13.Turkey, 14.Italy. 

2002 15 
1.India,  2.Mexico,  3.France,  4.Philippines, 5.Spain, 6.Korea, Rep., 
7.Germany, 8.Belgium, 9.United States, 10.United Kingdom, 11.Pakistan 
12.Portugal, 13.Egypt, Arab Rep., 14.Morocco. 

2003 15 
1.India, 2.Mexico, 3.France, 4.Philippines, 5.Spain,  6.Korea, Rep., 
7.Belgium,  8.Germany, 9.United Kingdom, 10.Lebanon, 11.United States, 
12.China, 13.Pakistan, 14.Morocco. 

2004 16 
1. Mexico, 2.India, 3. France, 4. Philippines, 5. Spain, 6. Belgium, 7. 
China, 8. Germany, 9. Korea, Rep., 10. United Kingdom, 11. Lebanon, 12. 
United States, 13. Poland, 14. Morocco, 15. Pakistan 

2005 17 

1. China, 2. Mexico, 3. India, 4. Nigeria, 5. France, 6. Philippines, 7. 
Belgium, 8. Germany, 9. Spain, 10. Poland, 11. United Kingdom, 12. 
Indonesia, 13. Korea, Rep., 14. Egypt, Arab Rep., 15. Lebanon, 16.United 
States 

2006 14 
1. India, 2. China, 3.Mexico, 4. Nigeria, 5. France, 6. Philippines, 7. 
Poland, 8. Germany, 9. Spain, 10. Belgium, 11. United Kingdom, 12. 
Indonesia, 13. Morocco. 

2007 13 
1. China, 2. India, 3. Mexico, 4. Nigeria, 5. France, 6. Philippines, 7. 
Poland, 8. Germany, 9. Belgium, 10. Spain, 11. Egypt, Arab Rep., 12. 
Morocco. 

2008 11 1. India, 2. China, 3. Mexico, 4. France, 5. Nigeria, 6. Philippines, 7. 
Germany, 8. Belgium, 9. Poland, 10. Spain. 

2009 9 
1. India, 2. China, 3. Mexico, 4. France, 5. Philippines, 6. Nigeria, 7. 
Germany, 8. Belgium. 

2010 9 1. India, 2. China, 3. Mexico, 4. Philippines, 5. France, 6.Nigeria, 7. 
Germany, 8. Egypt, Arab Rep. 

2011 10 1. India, 2. China, 3. Mexico, 4.France, 5. Philippines, 6. Nigeria, 7. 
Germany, 8. Egypt, Arab Rep., 9. Pakistan. 

2012 9 
1. India, 2. China, 3. Mexico, 4. Philippines, 5. France, 6. Nigeria, 7. 
Egypt, Arab Rep., 8. Germany. 

2013 10 1. India, 2. China, 3. Philippines, 4. France, 5. Mexico, 6. Nigeria, 7. 
Egypt, Arab Rep., 8. Germany, 9. Pakistan. 

2014 10 1. India, 2. China, 3. Philippines, 4. France, 5. Mexico, 6.Nigeria, 7. Egypt, 
Arab Rep., 8. Germany, 9. Pakistan. 

2015e 9 
1. India, 2. China, 3. Philippines, 4. Mexico, 5.France, 6. Nigeria, 7. Egypt, 
Arab Rep., 8. Pakistan 

Source: Author’s Calculation from the data of Migration and Remittances Data, World 

Bank 
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Figure 4.16: Top Remittance Receiving Countries, 2015 forecasts (US$ Billions) 

 
Source: Calculated from Migration and Remittances Factbook 2016, World Bank 

 

Figure 4.17: Top Remittance Receiving Countries, 2010 estimate (US$ Billions) 

 
Source: Calculated from Migration and Remittances Factbook 2011, World Bank 

 

Figure 4.18: Top Remittance Receiving Countries between 2010 and 2015 

 
Source: Constructed from Fig. 4.8 and Fig. 4. 9 
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Figure 4.19: Top Remittance Receiving Countries Growth Rates between 2010 and 

2015 

 
Source: Constructed from Migration and Remittances Factbook 2011 and Migration 

and Remittances Factbook 2016, World Bank 

 

High-income countries are the main source of remittances. The United States is by far 

the largest, with an estimated $ 56.3 billion in recorded outflows in 2014. Saudi Arabia 

ranks as the second largest, followed by the Russia, Switzerland, Germany, United Arab 

Emirates, and Kuwait. The six Gulf Cooperation Council countries accounted for $98 

billion in outward remittance flows in 2014 (Migration and Remittances Factbook 

2016, World Bank) 

 

Figure 4.20: Top Remittance Sending Countries, 2014(US$ Billions) 

 
Source: Calculated from Migration and Remittances Factbook 2016, World Bank 
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Figure 4.21: Top Remittance Sending Countries, 2009(US$ Billions) 

 
Source: Calculated from Migration and Remittances Factbook 2011, World Bank 

 

Top 10 remittance senders in the world in 2014 were United States, Saudi Arabia, 

Russian Federation, Switzerland, Germany, United Arab Emirates, Kuwait, France, 

Luxembourg and United Kingdom and in 2009 were United States, Saudi Arabia, 

Switzerland, Russian Federation, Germany, Italy, Spain, Luxembourg, Kuwait and 

Netherlands from Figure 4.12 and Figure 4.13. 

 

4.5.6 Country-wise-Workers’ Remittances to Bangladesh from 1987-88 to 2014-15 

We have data on country-wise workers’ remittances in Crores Taka from the period of 

1987-88 to 2014-15. From Figure 4.14 we find that the Saudi Arabia is the most 

important country of source of remittances for Bangladesh. The other important 

remittance source countries are United Arab Emirates (U.A.E), United State of America 

(U.S.A.), Kuwait, United Kingdom (U.K.), Malaysia, Oman, Qatar, Bahrain, 

Singapore, Italy, Japan, South, Korea, Australia, Germany, etc. 

The country Saudi Arabia from where about 29 % of total workers’ remittance from 

abroad has come to Bangladesh during the period of 1987-88 to 2014-15 and about 77 

% of total workers’ remittances are coming from the just five countries Saudi Arabia, 

United Arab Emirates (U.A.E), United State of America (U.S.A.), Kuwait and United 

Kingdom(U.K.). 

The oil-rich Middle Eastern countries with more than 80 percent of the total stock of 

Bangladesh migrants accounts for a lion’s share of remittances. So it is important to 

note here that Middle East countries are the very important destination countries for the 
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Bangladeshi migrant’s workers. So we can say that Bangladesh is quite dependent on 

the economy of Middle East countries. 

Figure 4.22 : Top Workers’ Remittance Source Countries 

 
Source: Constructed from Data of  Bangladesh Bank 

 

In average during the period of 1987-88 to 2014-15 about 26,056 Crores Taka came to 

Bangladesh as workers’ remittance and about 85,562 Crores Taka came to Bangladesh 

from the above five top countries just in the year 2012-13 from the five top countries. 

Flow of remittances from the top five countries except from U.S.A. was not satisfactory 

in the year of 2013-14. Flow of remittances from U.S.A. was more stable. 

 

Figure 4.23 :Remittance Inflow to Bangladesh fromTop Five Source Countries 

(Taka in Crores) 

 
Source : Constructed from data of  Bangladesh Bank 
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4.6 Conclusion 

In this chapter we attempt to capture different aspects of migration from Bangladesh on 

the basis of available secondary information. As Bangladesh is a hugely labour surplus 

country and as it is not possible for the successive Bangladeshi Government to create 

employment opportunities for all of its manpower, international migration would the 

best possible option for these Bangladeshi migrants.  

 

 Again it is found that large number of migrant workers is un-skilled. In international 

labour market the demand for skilled labour are increasing rapidly. Bangladesh is quite 

behind others. So Bangladesh government should have to given special attention on the 

skilled of Bangladeshi migrant workers. It is also observed that in case of labor 

migration, Bangladesh is highly dependent on Middle East countries. 
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Appendix 4 

 

Table 4.2: Annual Remittances Inflow to Bangladesh from Different Data Sources 
Time Period REM1 REM2 REM3 Time Period REM4 REM5  
1976 23.71 35.85 19 1975-76 16.35 24.6 
1977 82.79 125.16 79 1976-77 47.25 72.9 
1978 106.9 165.59 115 1977-78 101.98 154.2 
1979 172.06 266.95 171 1978-79 124.05 188.8 
1980 301.33 492.95 339 1979-80 248.87 385.5 
1981 304.88 620.74 381 1980-81 381.12 619.7 
1982 490.77 1176.84 527 1981-82 418.39 839.7 
1983 627.51 1568.76 642 1982-83 621.93 1480.2 
1984 500 1265.49 501 1983-84 597.83 1491.0 
1985 500 1419.61 503 1984-85 441.64 1146.5 
1986 576.2 1752.85 576 1985-86 555.74 1661.1 
1987 747.6 2313.94 748 1986-87 697.45 2136.3 
1988 763.9 2423.59 764 1987-88 737.48 2303.9 
1989 757.84 2446 758 1988-89 770.82 2477.4 
1990 781.54 2691.63 779 1989-90 758.23 2496.1 
1991 769.3 2818.65 769 1990-91 763.90 2725.6 
1992 901.97 3513.26 912 1991-92 849.67 3241.5 
1993 1009.09 3986.97 1,010 1992-93 944.53 3696.9 
1994 1153.54 4629.63 1,150 1993-94   1088.72 4354.90 
1995 1201.52 4838.31 1,200 1994-95   1197.63 4814.47 
1996 1355.34 5685.3 1,350 1995-96   1217.06 4970.04 
1997 1525.03 6709.15 1,531 1996-97   1475.42 6300.04 
1998 1599.24 7513.23 1,606 1997-98   1525.43 6934.60 
1999 1806.63 8882.74 1,810 1998-99   1705.74 8197.78 
2000 1954.95 10199.12 1,969 1999-00  1949.32 9807.03 
2001 2071.03 11590.79 2,100 2000-01  1882.10  10170.01 
2002 2847.79 16484.53 2,860 2001-02 2501.13 14363.98 
2003 3177.63 18485.12 3,192 2002-03 3061.97 17728.81 
2004 3565.31 21286.52 3,582 2003-04 3371.97 19874.39 
2005 4249.87 27304.34 4,642 2004-05 3848.29 23624.65 
2006 5484.08 38366.56 5,428 2005-06 4802.41 32265.59 
2007 6562.71 45337.35 6,562 2006-07 5978.47 41298.54 
2008 8979 61587.83 8,941 2007-08 7914.78 54295.16 
2009 10717.73 73981.46 10,521 2008-09 9689.26 66676.51 
2010 11004.73 76639.97 10,850 2009-10 10987.4 76010.98 
2011 12168.09 90240.85 12,071 2010-11 11650.32 83008.89 
2012 14163.99 115816.9 14,120 2011-12 12843.43 101882.78 
2013 13832.13 108066.9 13,867 2012-13 14461.15 115646.16 
2014 14942.57 115969.6 14,983 2013-14 14228.30 110582.37 
    2014-15 15316.91 118982.31 
 

Notes: 

1. Remittances in Million US$, Source: BMET 

2. Remittances in Crore Taka, Source: BMET 

3. Personal Remittances, Received /Migrant Remittances Inflows (Compensation of Employees and Personal 

Transfers, Credit) in Million US$, Source: WDI, WB. 

4. Total Workers' Remittances/ Wage Earners’ Remittances Inflows in Million US$, Source: Bangladesh Bank (BB) 

5. Total Workers' Remittances/ Wage Earners’ Remittances Inflows in Crore Taka, Source: Bangladesh Bank (BB) 
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Table 4.3: Country-wise Overseas Employment from Bangladesh 
Year K.S.A. U.A.E. Oman Malaysia Singapore Kuwait Bahrain Qatar 
1976 217 1989 113 _ _ 643 335 1221 
1977 1379 5819 1492 _ _ 1315 870 2262 
1978 3212 7512 2877 23 _ 2243 762 1303 
1979 6476 5069 3777 _ 110 2298 827 1383 
1980 8695 4847 4745 3 385 3687 1351 1455 
1981 13384 6418 7352 _ 1083 5464 1392 2268 
1982 16294 6863 8248 _ 331 7244 2037 6252 
1983 12928 6615 11110 23 178 10283 2473 7556 
1984 20399 5185 10448 _ 718 5627 2300 2726 
1985 37133 8336 9218 _ 792 7384 2965 4751 
1986 27235 8790 6255 530 25 10286 2597 4847 
1987 39292 9953 440 _ _ 9559 2055 5889 
1988 27622 13437 2219 2 _ 6524 3268 7390 
1989 39949 15184 15429 401 229 12504 4830 8462 
1990 57486 8307 13980 1385 776 5957 4563 7672 
1991 75656 8583 23087 1628 642 28574 3480 3772 
1992 93132 12975 25825 10537 313 34377 5804 3251 
1993 106387 15810 15866 67938 1739 26407 5396 2441 
1994 91385 15051 6470 47826 391 14912 4233 624 
1995 84009 14686 20949 35174 3762 17492 3004 71 
1996 72734 23812 8691 66631 5304 21042 3759 112 
1997 106534 54719 5985 2844 27401 21126 5010 1873 
1998 158715 38796 4779 551 21728 25444 7014 6806 
1999 185739 32344 4045 _ 9596 22400 4639 5611 
2000 144618 34034 5258 17237 11095 594 4637 1433 
2001 137248 16252 4561 4921 9615 5341 4371 223 
2002 163269 25462 3854 85 6856 15769 5421 552 
2003 162131 37346 4029 28 5304 26722 7482 94 
2004 139031 47012 4435 224 6948 41108 9194 1268 
2005 80425 61978 4827 2911 9651 47029 10716 2114 
2006 109513 130204 8082 20469 20139 35775 16355 7691 
2007 204112 226392 17478 273201 38324 4212 16433 15130 
2008 132124 419355 52896 131762 56581 319 13182 25548 
2009 14666 258348 41704 12402 39581 10 28426 11672 
2010 7069 203308 42641 919 39053 48 21824 12085 
2011 15039 282739 135265 742 48667 29 13996 13111 
2012 21232 215452 170326 804 58657 2 21777 28801 
2013 12654 14241 134028 3853 60057 6 25155 57584 
2014 10657 24232 105748 5134 54750 3094 23378 87575 
Total 2639780 2327455 948532 710188 540781 482850 297311 354879 
Average 67686.7 59678.3 24321.3 23672.9 15905.32 12380.77 7623.36 9099.46 
Max 204112 419355 170326 273201 60057 47029 28426 87575 
Min 217 1989 113 2 25 2 335 71 
Source: Bureau of Manpower, Employment and Training (BMET) 
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Table 4.3A: Country-wise Overseas Employment from Bangladesh    Contd 

Year Libya Lebanon Jordan Italy Brunei 
Maur 
itius S.Korea 

1976 173 _ _ _ _ _ _ 
1977 718 _ _ _ _ _ _ 
1978 2394 _ _ _ _ _ _ 
1979 1969 _ _ _ _ _ _ 
1980 2976 _ _ _ _ _ _ 
1981 4162 _ _ _ _ _ _ 
1982 2071 _ _ _ _ _ _ 
1983 2209 _ _ _ _ _ _ 
1984 3386 _ _ _ _ _ _ 
1985 1514 _ _ _ _ _ _ 
1986 3111 _ _ _ _ _ _ 
1987 2271 _ _ _ _ _ _ 
1988 2759 _ _ _ _ _ _ 
1989 1609 _ _ _ _ _ _ 
1990 471 _ _ _ _ _ _ 
1991 1124 _ _ _ _ _ _ 
1992 1617 37 _ _ 228 12 _ 
1993 1800 37 _ _ 328 12 _ 
1994 1864 382 _ _ 1335 26 1558 
1995 1106 406 _ _ 2659 229 3315 
1996 1966 490 _ _ 3062 196 2759 
1997 1934 907 _ _ 303 238 889 
1998 1254 1389 _ _ 169 16 578 
1999 1744 219 _ _ 1 139 1501 
2000 1010 _ _ _ 1420 271 990 
2001 450 _ _ _ 2958 272 1561 
2002 1574 2 1829 19 154 59 28 
2003 2855 3 2128 28 980 _ 3771 
2004 606 _ 6022 550 1802 44 215 
2005 972 14 9101 950 191 1381 223 
2006 104 821 2822 1428 496 2090 992 
2007 1480 3541 494 10950 1186 3658 39 
2008 5067 8444 682 6928 1054 3071 1521 
2009 22742 13941 1691 5339 2699 1826 1474 
2010 12132 17268 2235 6726 2191 3705 2699 
2011 89 19169 4387 7624 5150 5353 2021 
2012 14975 14864 11726 9280 5038 5421 1447 
2013 7175 15098 21383 4792 5971 5961 2121 
2014 4461 16640 20338 856 6633 5938 1748 
Total 121894 113672 84838 55470 46008 39918 31450 
Average 3125.5 5683.6 6526 4266.9 2000.3 1814.5 1497.6 
Max 22742 19169 21383 10950 6633 5961 3771 
Min 89 2 494 19 1 12 28 
Source: Bureau of Manpower, Employment and Training (BMET) 
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Table 4.3B: Country-wise Overseas Employment from Bangladesh             Contd. 

Year Egypt Iraq U.K. Sudan Japan Others Misc. Clearance 
Total Emplo 
Yment 

1976 _ _ _ _ _ 1396 _ 6087 
1977 _ _ _ _ _ 1870 _ 15725 
1978 _ _ _ _ _ 2483 _ 22809 
1979 _ _ _ _ _ 2586 _ 24495 
1980 _ _ _ _ _ 1929 _ 30073 
1981 _ _ _ _ _ 14264 _ 55787 
1982 _ _ _ _ _ 13422 _ 62762 
1983 _ _ _ _ _ 5845 _ 59220 
1984 _ _ _ _ _ 5925 _ 56714 
1985 _ _ _ _ _ 5601 _ 77694 
1986 _ _ _ _ _ 4982 _ 68658 
1987 _ _ _ _ _ 4558 _ 74017 
1988 _ _ _ _ _ 4900 _ 68121 
1989 _ _ _ _ _ 3227 _ 101724 
1990 _ _ _ _ _ 3217 _ 103814 
1991 _ _ _ _ _ 585 _ 147131 
1992 _ _ _ _ _ 16 _ 188124 
1993 _ _ _ _ _ 347 _ 244508 
1994 _ _ _ _ _ 269 _ 186326 
1995 _ _ _ _ _ 681 _ 187543 
1996 _ _ _ _ _ 1156 _ 211717 
1997 _ _ _ _ _ 1314 _ 231077 
1998 _ _ _ 8 _ 420 _ 267667 
1999 _ _ _ 16 7 181 _ 268182 
2000 9 _ _ 54 22 4 _ 222686 
2001 3 _ _ 153 19 1017 _ 188965 
2002 17 _ _ 136 37 133 _ 225256 
2003 26 _ 166 784 12 301 _ 254190 
2004 33 _ 2055 923 47 2859 8582 272958 
2005 207 _ 2793 885 79 4015 12240 252702 
2006 639 _ 1625 2380 174 8995 10722 381516 
2007 1068 _ 972 1726 164 1827 10222 832609 
2008 1891 _ 952 170 133 2461 10914 875055 
2009 3018 412 1253 514 39 5036 8485 475278 
2010 2730 2288 173 14 17 4017 7560 390702 
2011 3312 234 30 79 20 3566 7440 568062 
2012 7478 359 17 23 420 10190 9509 607798 
2013 949 7456 14 211 41 21279 9224 409253 
2014 266 13627 16 86 55 28762 11690 425684 
Total 21646 24376 10066 8162 1286 175636 106588 9142689 
Avrge 1443.1 4062.6 838.8 480.1 80.4 4503.5 9689.8 234427.9 
Max 7478 13627 2793 2380 420 28762 12240 875055 
Min 3 234 14 8 7 4 7440 6087 
Source: Bureau of Manpower, Employment and Training (BMET) 
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Table 4.4: Country-wise Overseas Employment of Women from Bangladesh 
Year Leban

on 
UAE Jordan KSA Oman Mauritius Kuwait Malaysia Bahrain Qatar 

1991 25 417 _ 29 37 178 416 926 143 _ 

1992 22 435 _ 21 25 102 311 841 132 _ 

1993 10 462 _ 39 22 78 307 753 103 _ 

1994 9 298 _ 47 21 62 409 1032 99 _ 

1995 6 189 _ 89 17 42 547 584 126 _ 

1996 11 177 _ 112 21 12 757 753 148 _ 

1997 17 463 _ 132 4 19 942 _ 159 5 

1998 7 410 _ 143 3 17 257 _ 98 _ 

1999 _ 351 _ _ 14 _ _ _ _ _ 

2000 _ 381 _ _  47 4 _ 22 _ 

2001 _ 162 95 335 27 _ 15 1 22 _ 

2002 _ 217 104 827 14 _ 18 2 30 _ 

2003 1 108 1053 808 _ _ 333 _ 37 _ 

2004  3241 1883 3133 60 25 1773 _ 1058 _ 

2005 12 3786 1745 6319 132 25 930 _ 553 6 

2006 743 7355 518 7358 629 468 589 1 232 3 

2007 3498 5181 12 7341 1380 610 49 354 244 4 

2008 7948 5902 201 4144 276 801 _ 1091 173 3 

2009 13062 6095 439 386 11 1825 _ 87 29 4 

2010 15116 7111 2136 44 18 2695 1 16 57 3 

2011 15610 7394 4338 166 1061 1609 _ 23 17 4 

2012 12496 6212 11582 484 4102 1979 _ 19 38 6 

2013 10750 13710 21243 167 6068 1557 _ 23 141 2100 

2014 11990 23214 20134 13 11584 1814 1 15 121 6452 

Total 91333 93271 65483 32137 25526 13965 7659 6521 3782 8590 

Avrg 4807 3886.3 4677.4 1460.8 1160.3 698.3 425.5 383.6 164.4 780.9 

Max 15610 23214 21243 7358 11584 2695 1773 1091 1058 6452 

Min 1 108 12 13 3 12 1 1 17 3 

Source : Bureau of Manpower, Employment and Training (BMET) 
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Table 4.4A: Country-wise Overseas Employment of Women from Bangladesh                   

Contd. 
Year Others Singa 

pore Libya Italy 

Hong  

Kong UK Brunei 

Cypr

us 

Paki

stan Total 

1991 4 1 _ _ _ 2 8 _ 3 2189 

1992 4 1 _ 2 _ 3 7 _ 1 1907 

1993 4 _ _ 1 1 1 12 _ 

 

1793 

1994 1 _ _ 3 _ 2 9 1 2 1995 

1995 _ 1 _ _ _ 3 7 1 _ 1612 

1996 _ _ _ _ _ 1 2 

 

_ 1994 

1997 1 4 _ 6 4 _ 5 

 

1 1762 

1998 1 2 _ _ _ _ 1 

 

_ 939 

1999 _ 1 _ _ _ _ _ _ _ 366 

2000 _ _ _ _ _ _ _ 

 

_ 454 

2001 _ 2 _ _ _ _ _ 

 

_ 659 

2002 _ 1 _ _ 1 _ 1 1 _ 1216 

2003 1 2 _ _ 1 1 2 2 4 2353 

2004 35 6 _ 32 _ 10 3 _ _ 11259 

2005 26 7 _ 12 _ 14 3 _ _ 13570 

2006 91 6 _ 20 3 22 2 5 _ 18045 

2007 28 8 250 105 2 20 4 _ 4 19094 

2008 125 34 25 67 9 26 4 4 9 20842 

2009 93 89 7 47 17 18 3 4 8 22224 

2010 98 156 185 45 9 5 1 9 1 27706 

2011 36 241 1 39 14 4 2 19 1 30579 

2012 153 75 63 49 9 10 2 21 4 37304 

2013 140 133 _ 28 323 2 3 12 _ 56400 

2014 72 128 _ 7 443 3 3 11 2 76007 

Total 913 898 531 463 836 147 84 90 40 352269 

Averge 50.7 44.9 88.5 30.9 64.3 8.2 4 7.5 3.3 14677.9 

Max 153 241 250 105 443 26 12 21 9 76007 

Min 1 1 1 1 1 1 1 1 1 366 

Source : Bureau of Manpower, Employment and Training (BMET) 
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Table 4.5: Category-wise Overseas Employment from 1976 to 2014 

Year Professional Skilled Semi-skilled Less-skilled Others Total 
1976 568 1775 543 3201 _ 6087 
1977 1766 6447 490 7022 _ 15725 
1978 3455 8190 1050 10114 _ 22809 
1979 3494 7005 1685 12311 _ 24495 
1980 1983 12209 2343 13538 _ 30073 
1981 3892 22432 2449 27014 _ 55787 
1982 3898 20611 3272 34981 _ 62762 
1983 1822 18939 5098 33361 _ 59220 
1984 2642 17183 5484 31405 _ 56714 
1985 2568 28225 7823 39078 _ 77694 
1986 2210 26294 9265 30889 _ 68658 
1987 2223 23839 9619 38336 _ 74017 
1988 2670 25286 10809 29356 _ 68121 
1989 5325 38820 17659 39920 _ 101724 
1990 6004 35613 20792 41405 _ 103814 
1991 9024 46887 32605 58615 _ 147131 
1992 11375 50689 30977 95083 _ 188124 
1993 11112 71662 66168 95566 _ 244508 
1994 8390 61040 46519 70377 _ 186326 
1995 6352 59907 32055 89229 _ 187543 
1996 3188 64301 34689 109539 _ 211717 
1997 3797 65211 43558 118511 _ 231077 
1998 9574 74718 51590 131785 _ 267667 
1999 8045 98449 44947 116741 _ 268182 
2000 10669 99606 26461 85950 _ 222686 
2001 5940 42742 30702 109581 _ 188965 
2002 14450 56265 36025 118516 _ 225256 
2003 15862 74530 29236 134562 _ 254190 
2004 12202 110177 28327 113670 8582 272958 
2005 1945 113655 24546 100316 12240 252702 
2006 925 115468 33965 220436 10722 381516 
2007 676 165338 183673 472700 10222 832609 
2008 1864 292364 132825 437088 10914 875055 
2009 1426 134265 84517 246585 8485 475278 
2010 387 90621 20016 272118 7560 390702 
2011 1192 229149 28729 301552 7440 568062 
2012 36084 173331 104721 284153 9509 607798 
2013 689 133754 62528 203058 9224 409253 
2014 1730 148766 70095 193403 11690 425684 
Total 221418 2865763 1377855 4571065 106588 9142689 

Average 5677.4 73481.1 35329.6 117206.8 9689.8 234427.9 
Max 36084 292364 183673 472700 12240 875055 
Min 387 1775 490 3201 7440 6087 

Source : Bureau of Manpower, Employment and Training (BMET) 
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Table 4.6: Share of Category-wise Overseas Employment from 1976 to 2014 
Year Professional Skilled Semi-skilled Less-skilled Others 

1976 9.33 29.16 8.92 52.59 0 
1977 11.23 41.00 3.12 44.66 0 
1978 15.15 35.91 4.60 44.34 0 
1979 14.26 28.60 6.88 50.26 0 
1980 6.59 40.60 7.79 45.02 0 
1981 6.98 40.21 4.39 48.42 0 
1982 6.21 32.84 5.21 55.74 0 
1983 3.08 31.98 8.61 56.33 0 
1984 4.66 30.30 9.67 55.37 0 
1985 3.31 36.33 10.07 50.30 0 
1986 3.22 38.30 13.49 45.00 0 
1987 3.00 32.21 13.00 51.79 0 
1988 3.92 37.12 15.87 43.09 0 
1989 5.23 38.16 17.36 39.24 0 
1990 5.78 34.30 20.03 39.88 0 
1991 6.13 31.87 22.16 39.84 0 
1992 6.05 26.94 16.47 50.54 0 
1993 4.54 29.31 27.06 39.09 0 
1994 4.50 32.76 24.97 37.77 0 
1995 3.39 31.94 17.09 47.58 0 
1996 1.50 30.37 16.38 51.74 0 
1997 1.64 28.22 18.85 51.29 0 
1998 3.58 27.91 19.27 49.23 0 
1999 3.00 36.71 16.76 43.53 0 
2000 4.79 44.73 11.88 38.60 0 
2001 3.14 22.62 16.25 58.00 0 
2002 6.41 24.98 15.99 52.61 0 
2003 6.24 29.32 11.50 52.94 0 
2004 4.47 40.36 10.38 41.64 3.14 
2005 0.77 44.98 9.71 39.70 4.84 
2006 0.24 30.27 8.90 57.78 2.81 
2007 0.08 19.86 22.06 56.77 1.23 
2008 0.21 33.41 15.18 49.95 1.25 
2009 0.30 28.25 17.78 51.88 1.79 
2010 0.10 23.19 5.12 69.65 1.93 
2011 0.21 40.34 5.06 53.08 1.31 
2012 5.94 28.52 17.23 46.75 1.56 
2013 0.17 32.68 15.28 49.62 2.25 
2014 0.41 34.95 16.47 45.43 2.75 

Source : Bureau of Manpower, Employment and Training (BMET) 
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Table 4.7: Annual Growth of Share of Category-wise Overseas Employment from 1976 to 

2014 
Year Professional  Skilled Semi -skilled Less-skilled  Others   Total  

1976       

1977 210.92 263.21 -9.76 119.37  158.34 

1978 95.64 27.04 114.29 44.03  45.05 

1979 1.12 -14.47 60.48 21.72  7.39 

1980 -43.25 74.29 39.05 9.97  22.77 

1981 96.27 83.73 4.52 99.54  85.51 

1982 0.15 -8.12 33.61 29.49  12.50 

1983 -53.26 -8.11 55.81 -4.63  -5.64 

1984 45.01 -9.27 7.57 -5.86  -4.23 

1985 -2.80 64.26 42.65 24.43  36.99 

1986 -13.94 -6.84 18.43 -20.96  -11.63 

1987 0.59 -9.34 3.82 24.11  7.81 

1988 20.11 6.07 12.37 -23.42  -7.967 

1989 99.44 53.52 63.37 35.99  49.33 

1990 12.75 -8.26 17.74 3.72  2.05 

1991 50.30 31.66 56.82 41.57  41.73 

1992 26.05 8.11 -4.99 62.22  27.86 

1993 -2.31 41.38 113.60 0.51  29.97 

1994 -24.50 -14.82 -29.70 -26.36  -23.80 

1995 -24.29 -1.86 -31.09 26.79  0.65 

1996 -49.81 7.33 8.22 22.76  12.89 

1997 19.10 1.42 25.57 8.19  9.14 

1998 152.15 14.58 18.44 11.20  15.83 

1999 -15.97 31.76 -12.88 -11.42  0.19 

2000 32.62 1.18 -41.13 -26.38  -16.96 

2001 -44.32 -57.09 16.03 27.49  -15.14 

2002 143.27 31.64 17.34 8.15  19.21 

2003 9.77 32.46 -18.85 13.54  12.84 

2004 -23.07 47.83 -3.11 -15.53  7.38 

2005 -84.06 3.16 -13.35 -11.75 42.62 -7.42 

2006 -52.44 1.60 38.37 119.74 -12.40 50.97 

2007 -26.92 43.19 440.77 114.44 -4.66 118.24 

2008 175.74 76.83 -27.68 -7.53 6.77 5.10 

2009 -23.50 -54.08 -36.37 -43.58 -22.26 -45.69 

2010 -72.86 -32.51 -76.32 10.35 -10.90 -17.80 

2011 208.01 152.87 43.53 10.82 -1.59 45.40 

2012 2927.18 -24.36 264.51 -5.77 27.81 7.00 

2013 -98.09 -22.83 -40.29 -28.54 -3.00 -32.67 

2014 151.09 11.22 12.10 -4.75 26.73 4.01 

Source : Bureau of Manpower, Employment and Training (BMET) 
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Table 4.8: Country-wise Workers’ Remittances to Bangladesh (Taka in Crores) 
Period Saudi Arabia U.A.E. U.K. Kuwait U.S.A. Libya 

1987-88 707.5 194.83 276.15 301.07 191.94 37.69 

1988-89 705.12 196.8 216.58 309.85 269.86 32.84 

1989-90 744.66 181.6 192.26 293.74 271.21 28.17 

1990-91 945 278.71 245.55 32.14 214.56 14.99 

1991-92 1205.65 304.36 218.84 257.53 211.91 6.31 

1992-93 1560.34 314.11 189.53 485.88 266.82 7.72 

1993-94 1772.22 352.32 193.92 740.9 314.7 7.61 

1994-95 1917.02 326.99 189.02 702.37 410.94 4.1 

1995-96 2034.65 341.83 168.59 711.72 471.13 0.69 

1996-97 2510.03 382.44 239.91 903.3 673.14 1.91 

1997-98 2674.6 486.17 298.39 969.05 922.37 2.4 

1998-99 3294.46 602.38 259.72 1106.44 1150.6 0.67 

1999-00 4608.44 653.32 361.18 1232.55 1213.98 0.2 

2000-01 4972.7 779.39 300.98 1336.39 1218.15 0.53 

2001-02 6598.68 1311.63 595.02 1642.34 2048.24 0 

2002-03 7262.45 1895.65 1275.08 1960.44 2652.1 0.96 

2003-04 8169.26 2201.17 1753.7 2129.15 2757.27 0.77 

2004-05 9291.27 2721.92 2311.6 2499.32 3430.3 1.66 

2005-06 11385.21 3776.3 3752.95 3326.33 5105.86 1.22 

2006-07 11978.88 5560.56 6132.91 4701.48 6423.17 18 

2007-08 15943.64 7786.82 6148.16 5925.33 9467.07 2.48 

2008-09 19673.17 12080.4 5433.31 6678.44 10837.68 8.61 

2009-10 23709.4 13077.51 5723.90 7050.75 10044.26 10.45 

2010-11 23447.61 14274.54 6329.35 7668.55 13162.81 42.01 

2011-12 29246.78 19094.35 7828.22 9411.87 11865.06 103.66 

2012-13 30645.33 22629.95 7944.26 9487.76 14854.69 459.93 

2013-14 24240.14 20866.96 7004.67 8602.84 18056.86 559.42 

2014-15 25987.26 21934.98 6309.80 8371.97 18489.11 355.14 

Total 277231.5 154608 71893.54 88839.49 136995.8 1710.13 

Average 9901.12 5521.71 2567.63 3172.84 4892.71 61.08 

Max 30645.33 22629.95 7944.26 9487.76 18489.11 559.42 

Min 705.12 181.6 168.59 32.14 191.94 0 

Source:  Bangladesh Bank (BB) 
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Table 4.8A: Country-wise Workers’ Remittances to Bangladesh (Taka in Crores) 
Period Qatar Oman Singapore Germany Bahrain Iran Japan 

1987-88 142.77 162.22 6.59 23.82 38.72 12.8 … 

1988-89 144.1 143.61 6.71 18.63 42.59 12.03 … 

1989-90 132.58 133.49 7.52 17.3 47.01 7.14 … 

1990-91 212.26 177.27 7.72 24 58.8 9.22 … 

1991-92 185.5 232.38 5.96 38.1 76.91 7.73 270.45 

1992-93 210.78 235.29 9.88 57.95 87.7 3.96 151.82 

1993-94 224.6 292.19 9.28 49.84 106.72 2.18 126.21 

1994-95 290.16 326.71 12.18 32.36 135.51 1.25 126.31 

1995-96 217.6 333.7 16.3 20.13 122.85 0.25 93.89 

1996-97 226.74 403.23 28.44 13.16 134.55 1.92 109.25 

1997-98 262.59 400.88 35.15 11.37 147.21 4.13 91.09 

1998-99 307.3 441.82 62.81 24.7 187.15 0.91 190.45 

1999-00 320.62 467.93 58.51 23.65 210.3 0 173.87 

2000-01 342.41 451.66 42.2 20.8 237.97 0 58.69 

2001-02 520.63 593.49 82.05 35.1 310.93 0 81.2 

2002-03 657.46 660.42 179.84 55.41 368.93 1.28 105.6 

2003-04 669.79 698.62 190.79 71.44 360.18 2.24 110.39 

2004-05 837.54 806.69 294.81 62.2 412.59 3.21 97.43 

2005-06 1179.24 1109.99 436.3 79.97 451.35 11.94 63.43 

2006-07 1610.46 1357.48 554.64 103.01 552.12 16.3 70.27 

2007-08 1988.05 1513.8 892.49 184.32 948.03 22.22 111.74 

2008-09 2362.51 1996.01 1136.71 132.92 1082.69 22.58 97.11 

2009-10 2496.56 2414.78 1338.39 114.12 1177.05 31.07 101.96 

2010-11 2273.66 2378.50 1443.45 184.06 1326.45 16.46 108.62 

2011-12 2659.12 3185.86 2489.29 276.27 2380.29 8.97 174.11 

2012-13 2297.90 4875.36 3983.40 206.71 2890.24 21.25 169.73 

2013-14 2001.52 5448.43 3335.14 209.31 3570.17 3.03 132.67 

2014-15 2409.50 7109.66 3444.44 164.36 4306.54 1.09 126.69 

Total 27183.94 38351.47 20110.98 2255.02 21771.55 225.16 2942.98 

Average 970.86 1369.70 718.25 80.54 777.56 8.04 122.62 

Max 2659.12 7109.66 3983.40 276.27 4306.54 31.07 270.45 

Min 132.58 133.49 5.96 11.37 38.72 0 58.69 

Source:  Bangladesh Bank (BB) 
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Table 4.8B: Country-wise Workers’ Remittances to Bangladesh (Taka in Crores)        

 Contd. 
Period Malaysia Australia Italy South Korea Hong Kong Other Countries Total 

1987-88 … … … … … 207.79 2303.89 

1988-89 … … … … … 378.7 2477.42 

1989-90 … … … … … 439.41 2496.09 

1990-91 … … … … … 505.4 2725.62 

1991-92 … … … … … 219.82 3241.45 

1992-93 … … … … … 115.26 3697.04 

1993-94 40.84 … … … … 121.37 4354.9 

1994-95 201 … … … … 138.55 4814.47 

1995-96 303.61 … … … … 133.1 4970.04 

1996-97 404.53 … … … … 267.49 6300.04 

1997-98 353.31 … … … … 275.89 6934.6 

1998-99 324.5 … … … … 243.87 8197.78 

1999-00 271.88 … … … … 210.6 9807.03 

2000-01 164.69 … … … … 243.45 10170.01 

2001-02 269.44 13.09 2.01 4.54 22.91 232.68 14363.98 

2002-03 239.75 19.57 111.86 22.75 27.62 231.63 17728.81 

2003-04 218.43 28.23 160.08 30.59 34.89 287.39 19874.39 

2004-05 156.49 43.89 254.03 113.02 34.56 252.11 23624.65 

2005-06 140.26 64.60 556.63 116.99 38.91 668.12 32265.59 

2006-07 81.8 78.38 1034.41 118.12 42.44 864.11 41298.54 

2007-08 633.86 89.93 1471.20 135.07 55.57 975.38 54295.16 

2008-09 1943.99 46.65 1285.87 126.11 62.54 1669.23 66676.51 

2009-10 4061.92 58.46 1259.93 143.63 57.54 3143.12 76014.78 

2010-11 5011.17 93.97 1538.18 170.37 79.38 3459.75 83008.89 

2011-12 6731.83 423.14 1919.29 240.65 179.16 3664.87 101882.8 

2012-13 7967.16 488.01 1866.27 494.84 156.27 4207.09 115646.2 

2013-14 8274.33 422.62 2095.19 455.27 137.57 5166.24 110582.4 

2014-15 10732.61 480.41 2020.39 469.15 152.87 6116.35 118982.3 

Total 48527.38 2350.95 15575.34 2641.10 1082.25 34438.77 948735.3 

Average 2205.79 167.93 1112.52 188.65 77.30 1229.96 33883.4 

Max 10732.61 488.01 2095.19 494.84 179.16 6116.35 118982.3 

Min 40.84 13.09 2.01 4.54 22.91 115.26 2303.89 

Source: Bangladesh Bank 
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CHAPTER FIVE 

 

MACRO ECONOMIC DETERMINANTS OF REMITTANCES IN 

BANGLADESH 

 

5.1. Introduction 

Remittances being unilateral transfers, they do not create any future liabilities such as 

debt servicing or profit transfers and remittances are argued to have a tendency to move 

counter cyclically with the GDP in recipient countries, as migrant workers are expected 

to increase their support to family members during down cycles of economic activity 

back home so as to help them in compensating for the loss family income due to 

unemployment or other crisis-induced reasons (Ojapinwa, 2012). Remittances are 

generally a less volatile, hence more dependable, source of funding than private capital 

inflows and foreign direct investment (FDI) (Ratha, 2003). 

 

 Remittances are unrequited non-market personal transfers between households across 

countries which differ from official aid flows (IMF, 2008).  Generally, a large number 

of labor workers are going to different destinations host countries from excess labor 

supply home countries and sending, so called remittances, to their beloved ones, from 

host countries to home countries. Bangladesh is one of them that are receiving 

remittances a remarkable per cent of country’s GDP every year. We can say that 

Bangladesh is quite dependent on these remittances. Role of remittances are no doubt 

incredible in Bangladesh. The amount of migrant’s remittances varies country to 

country due to different reasons.  

 

5.2. Determinants of Remittances 

According to Ojapinwa (2012), migrants send remittances back to their families for 

different reasons. Some may remit for selfish reasons (in favour of themselves) while 

others may remit in favour of their family and friends they left behind. There are two 

main approaches for analyzing remittances. The first is the “portfolio” approach while 

the second is the altruism approach .The portfolio approach sees remittances as a self 

interest controlled capital transfer to diversify the migrant’s savings. Portfolio motives 

come out of investment opportunities and saving differentiation while the altruistic 

approach sees remittances as a transaction that benefits the receivers who were left 

behind by the migrant without any demand on the receiver from the remitter.  



79 

 

The decision to remit is a complex phenomenon involving other factor than the 

motivation to help finance current (as opposed to future) consumption spending of 

family members and relatives back home (Russell, 1986).There are so many factors that 

can influence the flow of remittances from the host countries to home countries. These 

are altruism, exchange motive, loan repayment, insurance, inheritance, investment, 

political stability. Besides these there are some macro economic factors such as home 

and host country GDP, exchange rate, money supply, interest rate, inflation, crude oil 

price in international market, wage rate, number of migrants and the relative rates of 

return of different financial and real assets may affect the flow of remittances. Behind 

the causes of remittances flow in the home countries we can mention different 

important determinants like income differentials, high inflation in home country as well 

as the host countries. 

 

Other factors that can influence both migrants and remittances are transportation and 

telecommunication costs, remittance transfer mechanism or costs, economic policies 

etc. If migrants can visit home more frequently or can more easily in touch with their 

families in the home country they may remit more. Also we can expect, during or after 

natural disasters or economic downturn or any economical shocks in the home country, 

large amount of remittances will arrive to the home country. So there are so many 

factors that can affect the inflow of remittances. In this regard, the main aim is to find 

out the important determinants that affect the remittances in Bangladesh. 

 

Migrant workers send about 80% of their earnings from the host countries to their 

home countries. As a result a trend of higher savings ratio is being found to the 

remittance receiving families than the non remittances families (Mahmud and Osmani, 

1980). 

 

5.3. Variables, Data Source and Period of the Study 

To determine the macroeconomic determinants of remittances we use annual data 

covering the period 1977-2014 for all variables. In our estimation we use annual data 

rather than quarterly data containing more observations over the same period, because 

it is now well-known that unit root and cointegration tests require a long time span of 

data rather than merely a large number of observations. There is no gain in switching 

from low frequency to high frequency data and merely increasing the number of 

observations (Al-Assaf and Al-Malki, 2014). To find out the macroeconomic 
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determinants of remittances Bangladesh we collect annual data covering period from 

1977 to 2014 from Bangladesh Bank(BB) ,Bureau of Manpower, Employment  and 

Training( BMET), World Development Indicator (WDI), World Bank(WB) and 

STATISTA(http://www.statista.com/statistics/262860/uk-brent-crude-oil-price-changes-

since-1976/). 

 

Table 5.1 Description of Variables: 
S.No. Variables Description Source 
1 LREM Natural Log of Remittances BMET 

2 LMW Natural Log of Migrant 
Workers BMET 

3 LINF Natural Log of GDP Deflator 
(Proxy for inflation) WDI, World Bank 

4 LGDPPC 
Natural Log of Per Capita 
Gross Domestic 
Product(GDPPC) 

WDI, World Bank 

5 LEX 
Natural Log of Nominal 
Exchange Rate (Bangladesh 
Taka per US$) 

WDI, World Bank 

6 LCOP 
Natural Log of Crude Oil 
Price (in U.S. Dollars  per 
barrel) 

STATISTA 
http://www.statista.com/statistics/262860/uk-
brent-crude-oil-price-changes-since-1976/ 

7 LDIR Natural Log of Deposit 
Interest Rate WDI, World Bank 

Source: Author 

 

 

Table 5.2: Descriptive Stats: Common Sample (1977-2014) 
 LREM LMW LINF LGDPPC LEX LCOP 

Mean 3.793011 5.199419 2.002937 -2.847286 1.606054 3.092116 

Median 3.719724 5.301175 2.038035 -2.847135 1.613094 2.900834 

Maximum 5.064344 5.942035 2.501396 -2.073315 1.913086 3.960867 

Minimum 2.097466 4.196591 1.311300 -3.700114 1.176558 2.322686 

Std. Dev. 0.813425 0.440308 0.315921 0.437247 0.222228 0.449133 

Skewness -0.123954 -0.450973 -0.389836 -0.043186 -0.505847 0.556950 

Kurtosis 2.271111 2.492583 2.292318 2.108711 2.226184 2.244345 

Jarque-Bera 0.938500 1.695715 1.755444 1.269606 2.568669 2.868661 

Probability 0.625471 0.428332 0.415729 0.530040 0.276835 0.238275 

Sum 144.1344 197.5779 76.11160 -108.1969 61.03005 117.5004 

Sum Sq. Dev. 24.48145 7.173219 3.692832 7.073835 1.827262 7.463643 

Observations 38 38 38 38 38 38 

Source: Author 
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5.4. Rationale behind the Selection of Variables  

It is natural to consider that if the migrant workers in abroad increases then the amount 

of remittances will increase in the home country. From Global Economic Prospects, 

World Bank (2006) we can say that low skill workers send a higher proportion of their 

lower income. Although compositional features of migrants are also important 

determinants of remittances, but we have taken, in our study, just all the migrant 

workers’ remittances in total, not separating as skilled, unskilled or semi-skilled 

workers. 
 

We have selected Per Capita GDP of Bangladesh as one of important macroeconomic 

determinants of inflow of remittances in Bangladesh. The economical conditions of 

home country may influence the altruistic motive of remitters in sending remittances 

because during adverse economic situations in the home country the family income at 

home may fall. So during down turn in the home country migrant workers may send 

more remittances to their family members at home. We have taken Per Capita GDP in 

Crore Bangladesh Taka of Bangladesh as a determinant of remittances. 
 

Inflation is being taken as another macroeconomic determinant of remittances in our 

study. Higher inflation at home country means less purchasing power of remittance 

receiving families. In that situation migrant workers can send more remittances to the 

home country from host country. We have taken GDP Deflator of Bangladesh as a 

proxy for the inflation in Bangladesh as it is available during our study period (1977-

2014). 
 

The nominal exchange rate is a significant explanatory variable of migrant remittances 

(Ojapinwa, 2012). Exchange rate also may become endogenous to remittances in 

Bangladesh. During depreciation or devaluation of home currency the migrants are 

become better-off as their income increases in the domestic currency. So for portfolio 

motive they will send more remittances to their home country during home currency 

depreciation. So in floating exchange rate regime the exchange rate may be found as an 

important determinant of remittances in Bangladesh. We have taken exchange rate as 

BDT/US$ as a determinants.  
 

Rate of interest in the home country also played an important role to motivate remitters 

to send more remittances when rate of interest is higher for better portfolio 

management of their earnings at abroad. So, annual deposit rate of interest is one of the 



82 

 

important determinants of remittances.  But due to model specification problems, we 

have not taken the annual deposit rate of interest as determinants of remittances as the 

variable is stationary at the level according to ADF unit root test. 

 

Crude oil prices have great impact on the economy of oil rich countries. Their income 

mainly depends on the oil price. Bangladeshis are going to mainly migrated to the oil 

rich countries where there are huge demand for unskilled and semi skilled labors. When 

oil price increases the demand for labor also increases .So remittances in Bangladesh is 

quite dependent on this oil prices. We have taken in our study the crude oil price in 

Bangladesh Taka per barrel. The price of oil has been converted from US Dollar per 

barrel into Bangladesh Taka per barrel by using nominal exchange rate of Bangladesh 

Taka per US Dollar. 

 

5.5. Estimation Techniques 

Most of the economic series are not stationary in their levels and we know non 

stationary time series may give us spurious regression results. So, to estimate our 

relationship between remittances and its explanatory variables, we need to check the 

stationarity of every series. So stationarity in the series are very essential to estimate 

any model. Again making non stationary variables to stationary variables by 

differencing the variables may puts shadows on the long-run information that may 

remain in the data. To overcome these problems we use Johansen’s (1991) cointegration 

technique, which has emerged as the most powerful and popular method in this area. 

 

We have taken all the variables in logarithmic form to make them stationary at lesser 

order of integration. Further the coefficients of log linear model provide elasticities 

which can be interpreted in the form of percentages and thus free from quantification of 

variables under evaluation. 

 

We use the Augmented Dickey-Fuller (ADF) unit root test on our six variables LREM, 

LMW, LGDP, LEX, LCOP and LDIR to test the stationarity. Finally, cointegration 

analysis has been applied to find out whether these explanatory variables are the 

determinants of remittances or not in Bangladesh. We employ the Johansen (1991) 

cointegration and Vector Error Correction (VECM) approach, using annual data from 

1977–2014 to estimate the model of Macroeconomic Determinants of Remittances in 

Bangladesh. 
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The main purpose of this study is to examine the determinants of remittances in 

Bangladesh. We present the following basic mathematical specifications of the 

remittances inflow function: 

 

퐿푅퐸푀 = 푓(퐿퐼푁퐹,퐿퐺퐷푃푃퐶, 퐿퐸푋, 퐿퐶푂푃, 퐿푀푊, 퐿퐷퐼푅)																																																(5.1) 

 

As we have annual data covering 1977 to 2014 and sample size is only 38. The sample 

size may not be feasible to find the influence of all the six variables remittances by 

applying cointegration technique due to lesser number of observations and more 

number of variables causing the loss of degree of freedom in the analysis. Therefore we 

drop two variables LMW and LDIR. LDIR may not be used in cointegration technique 

as it I (0) variable, hence we drop it. Again we drop LMW, because we know, migrant 

workers are directly related to remittance flows. Hence we take only four explanatory 

variables LINF, LGDPPC, LEX and LCOP on account of the above mentioned 

limitation.  

 

So our target is to estimate the following equation: 

 

퐿푅퐸푀 = 훼 + 훽 퐿퐼푁퐹 + 훽 퐿퐺퐷푃푃퐶 + 훽 퐿퐸푋 + 훽 퐿퐶푂푃 + 휀                          (5.2) 

 

Where,    훼 = 푐표푛푠푡푎푛푡, 휀 = 푒푟푟표푟	푡푒푟푚,			훽 ≶ 0,				훽 		 ≶ 0,			훽 ≶ 0,			훽 > 0 

 

5.6. Empirical Findings 

The results of ADF unit root test of our model’s variables have been presented in Table 

5.2. It has been observed that all variables exhibit integrated order one except one 

variable LDIR. This means that the series LREM, LMW, LINF, GDP, LEX, and LCOP 

are non-stationary in level but they become stationary in first differences. The variable 

LDIR is a stationary at the level. So we cannot use LDIR in the Johansen Cointegretion 

test along with other variables. 
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Table 5.3: Result of Augmented Dickey-Fuller (ADF) Unit Root Test 

Variables 

Level First Difference 
Order of 

Integration 

I(d) 
Intercept Trend &Intercept Intercept Trend &Intercept 

ADF 

Stat. 
Prob.# 

ADF 

Stat. 
Prob.# 

ADF 

Stat. 
Prob.# 

ADF 

Stat. 
Prob.# 

LREM -2.2913 0.1800 -3.1021 0.1207 -4.3222* 0.0016 -4.5369* 0.0047 I(1) 

LMW -1.6395 0.4512 -2.7103 0.2392 -3.5586** 0.0126 -3.7527** 0.0329 I(1) 

LINF -4.0086* 0.0036 -2.8277 0.1975 -4.9665* 0.0003 -5.0847* 0.0011 I(1) 

LGDPPC -1.4719 0.5365 -3.489** 0.0554 -5.5699* 0.0000 -5.3121* 0.0006 I(1) 

LEX -2.7238*** 0.0802 -2.1224 0.5160 -4.0925* 0.0030 -4.8776* 0.0020 I(1) 

LCOP -1.3479 0.5968 -2.0179 0.5727 -5.2912* 0.0001 -5.2122* 0.0008 I(1) 

LDIR -3.2567** 0.0247 3.6097** 0.0430 -4.6457* 0.0007 -4.6276* 0.0038 I(0) 

 

Note: *, **and *** indicate No Unit Root at 1%, 5% and 10% respectively. 

# MacKinnon (1996) one-sided p-values. 

Source: Author 

 

Table 5.4: Optimum Lag Selection for VAR Model 

Lag AIC SC 

VAR 

Residual 

LM Stat 

(at Lag 1) 

Prob. Remarks Decision 

1 -22.80 -21.49 53.51 0.0008 
VAR Residuals are 

serially correlated 

Optimum 

Lag of 

the VAR 

is 4 

according 

to AIC 

2 -23.74 -21.32 25.68 0.4250 
VAR Residuals are 

not serially correlated 

3 -24.46 -20.91 43.34 0.0128 
VAR Residuals are  

serially correlated 

4* -26.38 -21.67 28.69* 0.2773* 

VAR Residuals are 

not 

serially correlated 

5 -28.80 -22.91 

NA(at lag 

1) 

164.04 

(at Lag 2) 

NA(at lag 

1) 

0.0000 

(at Lag 2) 

VAR Residuals are 

serially correlated 

Source: Author 
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Table 5.5:  VAR Lag Order Selection Criteria 
Endogenous variables: LREM LINF LGDPPC LEX LCOP 
Exogenous variables: C 
Sample: 1977 2014 
Included observations: 34 

Lag LogL LR FPE AIC SC HQ 
0 217.6110 NA 2.55e-12 -12.50653 -12.28206 -12.42998 
1 437.3251 361.8821 2.75e-17 -23.96030 -22.61351* -23.50101 
2 475.1160 51.12886* 1.44e-17 -24.71271 -22.24359 -23.87067 
3 506.0467 32.75012 1.34e-17 -25.06157 -21.47013 -23.83679 
4 553.4512 36.25049 6.77e-18* -26.37948* -21.66572 -24.77195* 

* indicates lag order selected by the criterion 
LR: sequential modified LR test statistic (each test at 5% level) 
FPE: Final prediction error 
AIC: Akaike information criterion 
SC: Schwarz information criterion 
HQ: Hannan-Quinn information criterion 

       
Source: Author 

 

Table 5.6:  Result of Cointegration Test  

Sample (adjusted): 1981 2014 
Included observations: 34 after adjustments 
Trend assumption: Linear deterministic trend 
Series: LREM LINF LGDPPC LEX LCOP 
Lags interval (in first differences): 1 to 3 

Unrestricted Cointegration Rank Test (Trace)   

Hypothesized  Trace 0.05 Prob.** 
No. of CE(s) Eigen value Statistic Critical Value 

None * 0.809172 138.0780 69.81889 0.0000 
At most 1 * 0.750655 81.76098 47.85613 0.0000 
At most 2 * 0.536669 34.53776 29.79707 0.0132 
At most 3 0.210282 8.381085 15.49471 0.4256 
At most 4 0.010369 0.354403 3.841466 0.5516 

Trace test indicates 3 cointegrating eqn(s) at the 0.05 level 
* denotes rejection of the hypothesis at the 0.05 level 
**MacKinnon-Haug-Michelis (1999) p-values 

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 
Hypothesized  Max-Eigen 0.05 Prob.** 
No. of CE(s) Eigen value Statistic Critical Value 

None * 0.809172 56.31702 33.87687 0.0000 
At most 1 * 0.750655 47.22322 27.58434 0.0001 
At most 2 * 0.536669 26.15667 21.13162 0.0090 
At most 3 0.210282 8.026682 14.26460 0.3760 
At most 4 0.010369 0.354403 3.841466 0.5516 

Max-eigenvalue test indicates 3 cointegrating eqn(s) at the 0.05 level 
* denotes rejection of the hypothesis at the 0.05 level 
**MacKinnon-Haug-Michelis (1999) p-values 

 

 
 

Source: Author 
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Table 5.7: Cointegration Equation 1 

1 Cointegrating Equation(s): 
Log 

likelihood 
512.5707   

Normalized cointegrating coefficients (standard error in parentheses)  

LREM LINF LGDPPC LEX LCOP 

1.000000 0.353989 -0.579587 -2.179613 -0.470892 

(0.03644)  (0.32851) (0.21379) (0.16110) 

Source: Author 

 

In the cointegretion test, both trace and maximum-eigenvalue tests suggest that there 

are at least three cointegration vectors are present. It means there may be long-run 

relationships among the variables. However, the value of LREM is normalised to one, 

and after this we get the cointegrating equation (equation 5.3) as follows, with the 

standard error in parentheses: 

 

퐿푅퐸푀 = −0.354
( . )

퐿퐼푁퐹+0.578
( . )

퐿퐺퐷푃푃퐶+2.180
( . )

퐿퐸푋+0.471
( . )

퐿퐶푂푃																(5.3)	 

 

Although there are three cointegretion relationships are present in remittance but we 

follow Al-Assaf and Al-Malki (2014), and we can consider there are at least one 

cointegration relationship between remittances flows and related macroeconomic 

explanatory variables. Hence we use one cointegretion equation in the VECM. 

 

We can set a VECM for the macroeconomic determinants remittances with three 

maximum order of lags and four explanatory variables of remittances in the model. 

Therefore the model is as follows: 

 

∆푦 = 훼 + 훽 ∆푦 + 훿 ∆푥 , + 훾 퐸퐶푇 + 휀 																															(5.4) 

Where, j=1, 2…k 

푦  = flows of remittances, 

푥 , = macroeconomic determinants of remittances, 

∆푦 ,	∆푥 ,   are the differences in the variables that capture short-run dynamics, 

퐸퐶푇  = the error correction term, derived from the long run cointegration relationship 

and      measures the magnitude of the past disequilibrium, 
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 훾  = the deviation of the dependent variables from the long run equilibrium (speed of 

adjustment to  the equilibrium) 

휀 		 =serially uncorrelated error terms 

 

Our specific error correction model is based on the following equation (k=4): 

 

∆퐿푅퐸푀 = 훼 + 훽 Δ퐿푅퐸푀 + 훽 Δ퐿푅퐸푀 + 훽 Δ퐿푅퐸푀 + 훽 Δ퐿퐼푁퐹

+ 훽 Δ퐿퐼푁퐹 + 훽 Δ퐿퐼푁퐹 + 훽 Δ퐿퐺퐷푃푃퐶 + 훽 Δ퐿퐺퐷푃푃퐶

+ 훽 Δ퐿퐺퐷푃푃퐶 + 훽 Δ퐿퐸푋 + 훽 Δ퐿퐸푋 + 훽 Δ퐿퐸푋

+ 훽 Δ퐿퐶푂푃 + 훽 Δ퐿퐶푂푃 + 훽 Δ퐿퐶푂푃 + 훾 퐸퐶푇 + 휀 						 

                               (5.5) 

Where, 

퐸퐶푇 = LREM(−1) − 0.983572796823 ∗ LINF(−1) + 	0.0356213369539

∗ LGDPPC(−1)		0.989110657453 ∗ LEX(−1) − 	0.555705887016 ∗ LCOP(−1)  

 

Equation (5.5) represents a VECM of the determinants of remittances. From the VECM 

model (See Appendix 5, Table 5.14). The results are presented in Table 5.8 and Table 

5.9 for both long-run and short-run coefficients respectively, with the required 

diagnostic test below, with the required diagnostic test below. 

 

Table 5.8: VECM Estimation of Macroeconomic Determinants of Remittances 

(Long-run Coefficients) 
Dependent Variable: LREM(-1) 
Explanatory Variables 
 Coefficient Standard Error t-statistic 

LINF(-1) -0.354 0.329 -1.078 

LGDPPC(-1) 0.580** 0.214 2.711 

LEX(-1) 2.180* 0.161 13.529 

LCOP(-1) 0.471* 0.036 12.921 

C -1.201 - - 

Note: *, and ** denote significant at 1%, 5% level respectively 

Source: Author 
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Table 5.9: VECM Estimation of Macroeconomic Determinants of Remittances 

(Short-run Coefficients): 
Dependent Variable: D(LREM)  

Explanatory Variables Coefficients Standard Error t-statistic Prob. 

D(LREM(-1)) 0.556** 0.215 2.587 0.0192 

D(LREM(-2)) 0.8838* 0.2802 3.1542 0.0058 

D(LREM(-3)) 0.9524* 0.2565 3.7130 0.0017 

D(LINF(-1)) 1.4056 2.4170 0.5816 0.5685 

D(LINF(-2)) 4.0607*** 2.1303 1.9061 0.0737 

D(LINF(-3)) -0.5596 1.9529 -0.2866 0.7779 

D(LGDPPC(-1)) -0.8013 2.3896 -0.3353 0.7415 

D(LGDPPC(-2)) -3.0411 2.1091 -1.4419 0.1675 

D(LGDPPC(-3)) 1.1615 2.0353 0.5707 0.5757 

D(LEX(-1)) -0.3499 0.6845 -0.5112 0.6158 

D(LEX(-2)) -1.1068 0.6795 -1.6289 0.1217 

D(LEX(-3)) -3.0544* 0.8647 -3.5322 0.0026 

D(LCOP(-1)) -0.6377* 0.1658 -3.8460 0.0013 

D(LCOP(-2)) -0.5436* 0.1631 -3.3319 0.0039 

D(LCOP(-3)) -0.3249** 0.1394 -2.3308 0.0323 

C -0.0081 0.0372 -0.2183 0.8298 

ECTt-1 -1.905* 0.439 -4.410 0.0004 

 

Note: *,** and *** denote significant at 1%, 5% and 10% level respectively 

 

 

R-squared 0.793 Akaike info criterion -3.3304 

Adjusted R-squared 0.598 Schwarz criterion -2.5673 

S.E. of regression 0.0393 Durbin-Watson stat 2.2742 

Log likelihood 73.617 F-statistic 4.0696(0.0032) 

Diagnostic Tests: 

Histogram –Normality Test:      Jarque- Bera :     0.4828(0.7855) 

Serial Correlation LM Test :         Breusch-Godfrey Serial Correlation LM Test: 

F(2,15): 0.3638(0.7010),              Chi-Square (2) : 1.5729 (0.4555) 

Heteroskedasicity Test: 

Breusch-Pagan-Godfrey:       F(20,13) : 0.6388(0.8218),                Chi-Square (20) :16.8524(0.6625) 

ARCH                               :     F(1,31) : 0.3412(0.5634),                 Chi-Square (1) : 0.3592(0.5489) 

Note: Numbers in parentheses are p-values. 

Source: Author 
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Long-Run Relationship among Variables: 

From Table 5.8, we find that all the explanatory variables except LINF are highly 

statistically significant in the long-run relationship among the variables. We find 

Inflation in Bangladesh is not an important macroeconomic determinant of remittances. 

The coefficient of LINF is negative but insignificant. Value of coefficient of LINF is -

0.354. That is, in Bangladesh remittances flow decreases during high inflation and 

increases during low inflation. This finding indicates that remitters are quite aware of 

the economic situation of their home countries. Remitters think not only about their 

family but also portfolio investment.  

 

 We find exchange rate as a positive determinant of remittances in Bangladesh. 

Coefficient of exchange rate is so high. It is about 2.18. This means 2.18 % amount of 

remittances increases due to 1% increase in exchange rate. Remitters are very sensitive 

about the exchange rate. We have taken exchange rate in our study as BT/US$. So 1% 

increase   in exchange rate means 1% depreciation in the Bangladeshi Taka. That is, 

now 1 US$ can purchase more amount of Bangladeshi Taka. So now remitters may be 

so much motivated to send remittances to their family because their family members 

will be benefitted much. So we can say that when there is higher exchange rate in the 

home country the remitters will send so many remittances to their home country from 

the host country. So, lower inflation and higher exchange rates in the home country 

invite more remittances from the host countries to the home country.  

 

We find another positive determinant of remittances, that is, crude oil prices 

(LCOP).Meaning that when the crude oil price increases, oil exporting countries get 

maximum benefits from the international markets. The economy of these countries will 

expand and create higher demand of labours. Again migrant workers from Bangladesh 

are going mainly to the oil exporting countries. So remittances to Bangladesh are quit 

dependent on the price of crude oil. So due to increase in crude oil price in the 

international market the remitters will send more remittances from their host country to 

home country. Hence Bangladesh will get more remittances from the oil exporting 

countries due to hike in the oil price. 

 

We find the coefficient of LGDPPC as positively significant. The value of the 

coefficient of LGDPPC is 0.580. When per capita GDP of home country increases the 

remitters send more remittances to their family members at home. When per capita 
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GDP (we can consider it as a proxy of per capita income) increases in the home country 

then the family members of migrant workers may become richer too. So, migrant 

workers now may send more remittances to their family members due to progress in 

their home countries. This result also indicates that in Bangladesh remittances have 

positive impact on per capita GDP because the flows of remittances are increasing day 

by day. 

  

It is also found that the coefficient of error correction term (ECTt-1) is negative and 

highly significant in the model. The coefficient value is -1.905 at 1% level of 

significant. This coefficient is also called the adjustment coefficient or speed of 

convergence and it implies that when remittances deviate from long run equilibrium, 

error correction term has an opposite adjustment effect and the deviation degree are 

reduced with very rapidly. 

 

Short-Run Relationship among Variables: 

We also note from the Table 5.9 that remittances have short-run positive impact on 

itself. That is, the amount of current remittances flow in Bangladesh depends on 

previous amount of remittances flows positively. The result has been verified by Wald 

test (Appendix 5, Table 5.19). Although inflation in Bangladesh has no any significant 

impact on the flow of remittances in the long-run but it has significant impact in the 

short-run. The result has been verified by Wald test (Appendix 5, Table 5.20). 

 

On the other hand, exchange rate and crude oil price have negative short-run effect on 

the flow of remittances but they have positive impact on the flow of remittances in the 

long-run in the Bangladesh. Wald Tests (see Table 5.22 and Table 5.23, Appendix 5) 

have supported these results of short-run relationship among the variables. 

  

The per capita GDP has no significant impact on the flow of remittances in Bangladesh 

in the short- run but it has positive impact in the long-run. 

 

All the macroeconomic determinants of remittances identified in our model indicate 

that the altruism as well as portfolio motives decide jointly the flow of remittances 

from the host countries to home countries. 
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5.7. Summary and Conclusion 

The aim of the chapter was to find out whether the macroeconomic factors such as 

number of migrant workers, interest rate (deposit), inflation (GDP deflator), exchange 

rate, per capita GDP of the home country and crude oil price can affect the remittance 

inflow in Bangladesh. Over the last decade workers’ remittances played a crucial role in 

the economic development of the country .Using econometric techniques we find that 

all the above macroeconomic factors except inflation of home countries have 

significant impact on remittances. Crude oil price, exchange rate and per capita GDP 

have positive relationship with remittance inflow in Bangladesh. On the other hand 

increasing inflation reduces the flow of remittances in the country. During depreciation 

or devaluation of home currency the migrants are become better-off as their income 

increases in the domestic currency. So for portfolio motive they will send more 

remittances to their home country during home currency depreciation.  

 

Crude oil prices have great impact on the economy of oil rich countries or on the host 

countries. Their income mainly depends on the oil price. Bangladeshis are going to 

mainly migrated to the oil rich countries where there are huge demand for unskilled and 

semi skilled labors. When oil price increases the demand for labor also increases and 

hence remittances increases in Bangladesh. When per capita GDP (we can consider it as 

a proxy of per capita income) increases in the home country then the family members 

of migrant workers may become richer too. So, migrant workers now may send more 

remittances to their family members due to progress in their home countries. This result 

also indicates that in Bangladesh remittances have positive impacts on per capita GDP 

because the flows of remittances are increasing day by day. All the macroeconomic 

determinants of remittances identified in our model indicate that the altruism as well as 

portfolio motives decide jointly the flow of remittances from the host countries to home 

countries. 
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Appendix 5 

 

  Figure 5.1: Movement of Remittances and Inflation Rate 

 
Source: Author 

 
  Figure 5.2: Movement of Remittances and Per Capita GDP 

 
     Source: Author 

 
Figure 5.3: Movement of Remittances and Exchange Rate 

 
     Source: Author 

   Figure 5.4: Movement of Remittances and Crude Oil Prices 

 
     Source: Author 

1.2

1.6

2.0

2.4

2.8

3.2

3.6

4.0

4.4

4.8

5.2

1980 1985 1990 1995 2000 2005 2010

LREM LINF

-4

-2

0

2

4

6

1980 1985 1990 1995 2000 2005 2010

LREM LGDPPC

1

2

3

4

5

6

1980 1985 1990 1995 2000 2005 2010

LREM LEX

2.0

2.4

2.8

3.2

3.6

4.0

4.4

4.8

5.2

1980 1985 1990 1995 2000 2005 2010

LREM LCOP



93 

 

Table 5.10: Cointegretion Technique for Finding out the Determinants of 

Remittances in Bangladesh 
Sample (adjusted): 1981 2014 
Included observations: 34 after adjustments 
Trend assumption: Linear deterministic trend 
Series: LREM LINF LGDPPC LEX LCOP 
Lags interval (in first differences): 1 to 3 

Unrestricted Cointegration Rank Test (Trace)   
Hypothesized  Trace 0.05 Prob.** No. of CE(s) Eigenvalue Statistic Critical Value 

None * 0.809172 138.0780 69.81889 0.0000 
At most 1 * 0.750655 81.76098 47.85613 0.0000 
At most 2 * 0.536669 34.53776 29.79707 0.0132 
At most 3 0.210282 8.381085 15.49471 0.4256 
At most 4 0.010369 0.354403 3.841466 0.5516 

Trace test indicates 3 cointegrating eqn(s) at the 0.05 level 
* denotes rejection of the hypothesis at the 0.05 level 

**MacKinnon-Haug-Michelis (1999) p-values 
Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized  Max-Eigen 0.05 Prob.** No. of CE(s) Eigenvalue Statistic Critical Value 
None * 0.809172 56.31702 33.87687 0.0000 

At most 1 * 0.750655 47.22322 27.58434 0.0001 
At most 2 * 0.536669 26.15667 21.13162 0.0090 
At most 3 0.210282 8.026682 14.26460 0.3760 
At most 4 0.010369 0.354403 3.841466 0.5516 

Max-eigenvalue test indicates 3 cointegrating eqn(s) at the 0.05 level 
* denotes rejection of the hypothesis at the 0.05 level 
**MacKinnon-Haug-Michelis (1999) p-values 

Unrestricted Cointegrating Coefficients (normalized by b'*S11*b=I):  
LREM LINF LGDPPC LEX LCOP 

-64.14547 -22.70681 37.17787 139.8123 30.20558 
32.41895 -156.3424 64.69879 10.25413 -27.52077 
5.500528 13.39470 -34.42627 37.38233 2.399701 
0.049830 52.58299 -42.52906 -17.85208 14.72680 
-11.47784 -73.90725 72.94069 15.35286 0.907064 

Unrestricted Adjustment Coefficients (alpha):   
D(LREM) 0.029692 0.009794 -0.010261 -0.007038 -0.000182 
D(LINF) -0.000831 0.009038 -0.000453 0.000764 0.000287 

D(LGDPPC) -0.000255 0.009423 0.000730 0.001105 0.000105 
D(LEX) 0.003677 0.002176 -0.004481 -0.000956 -0.000564 

D(LCOP) 0.008902 0.033867 0.040978 -0.024711 -0.002858 
1 Cointegrating Equation(s): Log likelihood 512.5707   

Normalized cointegrating coefficients (standard error in parentheses)  
LREM LINF LGDPPC LEX LCOP  

1.000000 0.353989 -0.579587 -2.179613 -0.470892  
 (0.32851) (0.21379) (0.16110) (0.03644)  
Adjustment coefficients (standard error in parentheses)   

D(LREM) -1.904634     
 (0.43188)     

D(LINF) 0.053334     
 (0.17047)     

D(LGDPPC) 0.016339     
 (0.17475)     

D(LEX) -0.235872     
 (0.14085)     

D(LCOP) -0.571017     
 (1.42309)     

2 Cointegrating Equation(s): Log likelihood 536.1823   
Normalized cointegrating coefficients (standard error in parentheses)  

LREM LINF LGDPPC LEX LCOP 
1.000000 0.000000 -0.403480 -2.008934 -0.496742 

  (0.06539) (0.11151) (0.01946) 
0.000000 1.000000 -0.497492 -0.482158 0.073025 

  (0.03410) (0.05816) (0.01015) 
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Adjustment coefficients (standard error in parentheses)   
D(LREM) -1.587127 -2.205419 

 

 (0.45279) (0.99527) 
D(LINF) 0.346331 -1.394118 

 (0.10799) (0.23738) 
D(LGDPPC) 0.321815 -1.467394 

 (0.10657) (0.23425) 
D(LEX) -0.165319 -0.423745 

 (0.15319) (0.33672) 
D(LCOP) 0.526925 -5.497027 

 (1.48120) (3.25584) 
3 Cointegrating Equation(s): Log likelihood 549.2606   

Normalized cointegrating coefficients (standard error in parentheses)  
LREM LINF LGDPPC LEX LCOP 

1.000000 0.000000 0.000000 -2.875991 -0.562357 
   (0.09398) (0.04037) 

0.000000 1.000000 0.000000 -1.551243 -0.007878 
   (0.10547) (0.04531) 

0.000000 0.000000 1.000000 -2.148947 -0.162623 
   (0.20511) (0.08812) 
Adjustment coefficients (standard error in parentheses)   

D(LREM) -1.643566 -2.342857 2.090788   
 (0.41718) (0.91761) (0.47561) 

 

D(LINF) 0.343838 -1.400189 0.569430 
 (0.10802) (0.23759) (0.12315) 

D(LGDPPC) 0.325832 -1.457611 0.575027 
 (0.10611) (0.23340) (0.12098) 

D(LEX) -0.189966 -0.483765 0.431772 
 (0.13216) (0.29070) (0.15067) 

D(LCOP) 0.752328 -4.948134 1.111394 
 (1.30137) (2.86244) (1.48364) 

4 Cointegrating Equation(s): Log likelihood 553.2740   
Normalized cointegrating coefficients (standard error in parentheses)  

LREM LINF LGDPPC LEX LCOP 
1.000000 0.000000 0.000000 0.000000 -1.424440 

    (0.43910) 
0.000000 1.000000 0.000000 0.000000 -0.472866 

    (0.23365) 
0.000000 0.000000 1.000000 0.000000 -0.806773 

    (0.32020) 
0.000000 0.000000 0.000000 1.000000 -0.299752 

    (0.15528) 
Adjustment coefficients (standard error in parentheses)   

D(LREM) -1.643917 -2.712935 2.390107 3.993871 
 (0.39862) (0.92376) (0.51171) (0.80839) 

D(LINF) 0.343876 -1.360021 0.536942 -0.054155 
 (0.10719) (0.24839) (0.13760) (0.21737) 

D(LGDPPC) 0.325887 -1.399527 0.528049 0.068595 
 (0.10434) (0.24180) (0.13394) (0.21160) 

D(LEX) -0.190013 -0.534047 0.472440 0.385993 
 (0.13110) (0.30381) (0.16829) (0.26587) 

D(LCOP) 0.751096 -6.247530 2.162344 3.564891 
 (1.22757) (2.84474) (1.57581) (2.48947) 

Source: Author 
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Table 5.11: Vector Error Correction Estimates with Three Cointegrating 

Equations 

Sample (adjusted): 1981 2014 
Included observations: 34 after adjustments 
Standard errors in ( ) & t-statistics in [ ] 

      Cointegrating Eq: CointEq1 CointEq2 CointEq3   
      LREM(-1) 1.000000 0.000000 0.000000   

LINF(-1) 0.000000 1.000000 0.000000   
LGDPPC(-1) 0.000000 0.000000 1.000000   

LEX(-1) -2.875991 -1.551243 -2.148947   
 (0.10005) (0.11228) (0.21836)   
 [-28.7466] [-13.8154] [-9.84141]   

LCOP(-1) -0.562357 -0.007878 -0.162623   
 (0.04298) (0.04824) (0.09381)   
 [-13.0842] [-0.16333] [-1.73360]   

C 2.572115 0.518769 6.826236   
      Error Correction: D(LREM) D(LINF) D(LGDPPC) D(LEX) D(LCOP) 
      

CointEq1 
-1.643566 0.343838 0.325832 -0.189966 0.752328 
(0.44412) (0.11499) (0.11297) (0.14070) (1.38542) 
[-3.70071] [ 2.99009] [ 2.88431] [-1.35018] [ 0.54303] 

CointEq2 
-2.342857 -1.400189 -1.457611 -0.483765 -4.948134 
(0.97687) (0.25293) (0.24848) (0.30947) (3.04730) 
[-2.39832] [-5.53581] [-5.86616] [-1.56320] [-1.62377] 

CointEq3 
2.090788 0.569430 0.575027 0.431772 1.111394 
(0.50633) (0.13110) (0.12879) (0.16040) (1.57946) 
[ 4.12933] [ 4.34352] [ 4.46486] [ 2.69179] [ 0.70365] 

D(LREM(-1)) 
0.328815 -0.230939 -0.257028 -0.045786 -1.069707 
(0.26484) (0.06857) (0.06736) (0.08390) (0.82615) 
[ 1.24157] [-3.36780] [-3.81548] [-0.54572] [-1.29480] 

D(LREM(-2)) 
0.653569 -0.190699 -0.202585 0.048186 0.491331 
(0.28122) (0.07281) (0.07153) (0.08909) (0.87726) 
[ 2.32404] [-2.61899] [-2.83211] [ 0.54087] [ 0.56008] 

D(LREM(-3)) 
0.701569 -0.074002 -0.036067 0.166890 0.154464 
(0.27002) (0.06991) (0.06868) (0.08554) (0.84232) 
[ 2.59818] [-1.05847] [-0.52512] [ 1.95096] [ 0.18338] 

D(LINF(-1)) 
-0.251526 -1.148428 -1.049070 0.013706 2.093920 
(2.35582) (0.60997) (0.59923) (0.74632) (7.34887) 
[-0.10677] [-1.88275] [-1.75070] [ 0.01836] [ 0.28493] 

D(LINF(-2)) 
1.200183 -0.567252 -0.517586 0.628952 5.293254 
(2.31232) (0.59871) (0.58816) (0.73254) (7.21315) 
[ 0.51904] [-0.94746] [-0.88001] [ 0.85859] [ 0.73383] 

D(LINF(-3)) 
-0.910505 0.486300 -0.069091 -0.453075 2.100590 
(1.83705) (0.47565) (0.46727) (0.58197) (5.73059) 
[-0.49563] [ 1.02239] [-0.14786] [-0.77851] [ 0.36656] 

D(LGDPPC(-1)) 
0.492195 1.434504 1.349256 -0.164834 -1.616980 
(2.27194) (0.58825) (0.57789) (0.71974) (7.08719) 
[ 0.21664] [ 2.43859] [ 2.33480] [-0.22902] [-0.22816] 

D(LGDPPC(-2)) -0.168276 0.872673 0.815311 -0.368812 -6.468648 
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(2.30777) (0.59753) (0.58701) (0.73110) (7.19897) 
[-0.07292] [ 1.46047] [ 1.38893] [-0.50446] [-0.89855] 

D(LGDPPC(-3)) 
1.411790 -0.525089 0.102178 0.662326 -0.338658 
(1.87289) (0.48493) (0.47639) (0.59333) (5.84238) 
[ 0.75380] [-1.08281] [ 0.21449] [ 1.11629] [-0.05797] 

D(LEX(-1)) 
-0.397919 -0.407611 -0.499332 0.115250 -0.717493 
(0.63168) (0.16356) (0.16067) (0.20012) (1.97050) 
[-0.62994] [-2.49218] [-3.10772] [ 0.57592] [-0.36412] 

D(LEX(-2)) 
-1.336161 0.027902 0.155220 -0.199298 -1.044226 
(0.65082) (0.16851) (0.16554) (0.20618) (2.03019) 
[-2.05305] [ 0.16558] [ 0.93765] [-0.96663] [-0.51435] 

D(LEX(-3)) 
-2.834900 -0.117998 -0.387086 -0.502608 -5.783293 
(0.80757) (0.20910) (0.20541) (0.25584) (2.51918) 
[-3.51040] [-0.56432] [-1.88442] [-1.96456] [-2.29571] 

D(LCOP(-1)) 
-0.391835 0.179863 0.192908 0.036873 0.395068 
(0.21406) (0.05542) (0.05445) (0.06781) (0.66775) 
[-1.83050] [ 3.24520] [ 3.54297] [ 0.54375] [ 0.59164] 

D(LCOP(-2)) 
-0.435285 0.128256 0.135024 -0.029065 0.088947 
(0.16882) (0.04371) (0.04294) (0.05348) (0.52661) 
[-2.57845] [ 2.93424] [ 3.14446] [-0.54347] [ 0.16890] 

D(LCOP(-3)) 
-0.231561 0.070271 0.064060 -0.042638 -0.018701 
(0.14374) (0.03722) (0.03656) (0.04554) (0.44841) 
[-1.61092] [ 1.88807] [ 1.75204] [-0.93632] [-0.04170] 

C 
-0.003189 0.025539 0.033909 0.008673 0.247756 
(0.03493) (0.00904) (0.00888) (0.01107) (0.10896) 
[-0.09129] [ 2.82388] [ 3.81660] [ 0.78383] [ 2.27381] 

      R-squared 0.847023 0.832965 0.842397 0.869650 0.611023 
Adj. R-squared 0.663450 0.632522 0.653274 0.713230 0.144250 
Sum sq. resids 0.019360 0.001298 0.001253 0.001943 0.188396 
S.E. equation 0.035926 0.009302 0.009138 0.011381 0.112070 

F-statistic 4.614103 4.155627 4.454216 5.559721 1.309036 
Log likelihood 78.76110 124.7030 125.3072 117.8438 40.08077 

Akaike AIC -3.515359 -6.217821 -6.253364 -5.814343 -1.240045 
Schwarz SC -2.662393 -5.364855 -5.400398 -4.961376 -0.387079 

Mean dependent 0.069751 0.028512 0.040846 0.020619 0.025121 
S.D. dependent 0.061928 0.015345 0.015519 0.021253 0.121148 

      Determinant resid covariance (dof 
adj.) 
Determinant resid covariance 
Log likelihood 
Akaike information criterion 
Schwarz criterion 

3.83E-19    
6.39E-21    
549.2606    
-25.83886    

-20.90064    

               Source: Author 
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Table 5.12: VEC Residual Serial Correlation LM Tests 
Null Hypothesis: no serial correlation at lag order h 

Sample: 1977 2014 
Included observations: 34 

Lags LM-Stat Prob 
1 30.72911 0.1981 
2 36.48281 0.0646 
3 30.80141 0.1957 
4 30.55790 0.2041 
5 31.24618 0.1810 
6 25.50005 0.4346 
7 23.45301 0.5511 
8 21.53968 0.6622 
9 19.07460 0.7935 
10 24.03953 0.5171 
11 27.11665 0.3501 
12 21.39130 0.6706 

Probs from chi-square with 25 df. 
Source: Author 

 

 

Table 5.13.: VEC Residual Normality Tests 

Orthogonalization: Residual Covariance (Urzua) 
Null Hypothesis: residuals are multivariate normal 

Sample: 1977 2014 
Included observations: 34 

     
Component Skewness Chi-sq Df Prob. 

1 0.072169 0.035129 1 0.8513 
2 0.074308 0.037242 1 0.8470 
3 -0.218827 0.322977 1 0.5698 
4 -0.146984 0.145717 1 0.7027 
5 0.251245 0.425757 1 0.5141 

Joint  0.966822 5 0.9652 
Component Kurtosis Chi-sq Df Prob. 

1 0.675783 10.12053 1 0.0015 
2 0.888596 8.218513 1 0.0041 
3 0.840288 8.632906 1 0.0033 
4 0.582326 11.01831 1 0.0009 
5 0.816029 8.844852 1 0.0029 

Joint  46.83511 5 0.0000 
Component Jarque-Bera df Prob. 

1 10.15566 2 0.0062 
2 8.255756 2 0.0161 
3 8.955883 2 0.0114 
4 11.16402 2 0.0038 
5 9.270609 2 0.0097 

Joint 99.92196 105 0.6217 
     

Source: Author 
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Table 5.14: Vector Error Correction Estimates with One Cointegrating Equation: 
Sample (adjusted): 1981 2014 

Included observations: 34 after adjustments 
Standard errors in ( ) & t-statistics in [ ] 

      
      Cointegrating Eq: CointEq1     
      
      LREM(-1) 1.000000     

LINF(-1) 
0.353989     
(0.32851)     
[ 1.07755]     

LGDPPC(-1) 
-0.579587     
(0.21379)     
[-2.71095]     

LEX(-1) 
-2.179613     
(0.16110)     
[-13.5292]     

LCOP(-1) 
-0.470892     
(0.03644)     
[-12.9206]     

C -1.200643     
      
      Error Correction: D(LREM) D(LINF) D(LGDPPC) D(LEX) D(LCOP) 
      
      

CointEq1 
-1.904634 0.053334 0.016339 -0.235872 -0.571017 
(0.43188) (0.17047) (0.17475) (0.14085) (1.42309) 
[-4.41010] [ 0.31287] [ 0.09350] [-1.67467] [-0.40125] 

D(LREM(-1)) 
0.555957 0.023167 0.013838 -0.006176 0.093148 
(0.21490) (0.08483) (0.08695) (0.07009) (0.70813) 
[ 2.58701] [ 0.27312] [ 0.15914] [-0.08812] [ 0.13154] 

D(LREM(-2)) 
0.883815 -0.025738 -0.036938 0.110948 0.884579 
(0.28020) (0.11060) (0.11337) (0.09138) (0.92329) 
[ 3.15425] [-0.23272] [-0.32581] [ 1.21414] [ 0.95808] 

D(LREM(-3)) 
0.952408 0.120018 0.161219 0.231773 0.704205 
(0.25651) (0.10125) (0.10379) (0.08365) (0.84522) 
[ 3.71297] [ 1.18540] [ 1.55335] [ 2.77061] [ 0.83316] 

D(LINF(-1)) 
1.405625 -0.758552 -0.794624 0.660083 -1.838629 
(2.41699) (0.95402) (0.97796) (0.78824) (7.96426) 
[ 0.58156] [-0.79511] [-0.81253] [ 0.83741] [-0.23086] 

D(LINF(-2)) 
4.060697 0.807099 0.746452 1.573488 4.453369 
(2.13033) (0.84087) (0.86197) (0.69475) (7.01967) 
[ 1.90614] [ 0.95984] [ 0.86599] [ 2.26481] [ 0.63441] 

D(LINF(-3)) 
-0.559607 0.247470 -0.393172 -0.237749 -1.457830 
(1.95287) (0.77083) (0.79017) (0.63688) (6.43494) 
[-0.28656] [ 0.32105] [-0.49758] [-0.37330] [-0.22655] 

D(LGDPPC(-1)) 
-0.801329 1.090944 1.104502 -0.659799 1.119899 
(2.38964) (0.94322) (0.96689) (0.77932) (7.87415) 
[-0.33533] [ 1.15661] [ 1.14232] [-0.84663] [ 0.14222] 

D(LGDPPC(-2)) 
-3.041107 -0.668148 -0.642985 -1.278221 -6.986810 
(2.10911) (0.83249) (0.85338) (0.68783) (6.94975) 
[-1.44189] [-0.80259] [-0.75345] [-1.85833] [-1.00533] 

D(LGDPPC(-3)) 
1.161505 -0.474861 0.192068 0.538064 1.180690 
(2.03525) (0.80334) (0.82350) (0.66375) (6.70638) 
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[ 0.57069] [-0.59111] [ 0.23323] [ 0.81065] [ 0.17605] 

D(LEX(-1)) 
-0.349892 -0.305647 -0.385333 0.111850 -0.062528 
(0.68449) (0.27018) (0.27696) (0.22323) (2.25547) 
[-0.51117] [-1.13129] [-1.39131] [ 0.50105] [-0.02772] 

D(LEX(-2)) 
-1.106762 0.300192 0.447194 -0.163116 0.262989 
(0.67946) (0.26819) (0.27492) (0.22159) (2.23890) 
[-1.62888] [ 1.11932] [ 1.62662] [-0.73612] [ 0.11746] 

D(LEX(-3)) 
-3.054416 -0.088382 -0.325226 -0.608068 -4.573176 
(0.86473) (0.34132) (0.34989) (0.28201) (2.84938) 
[-3.53222] [-0.25894] [-0.92952] [-2.15619] [-1.60497] 

D(LCOP(-1)) 
-0.637725 -0.041812 -0.037510 -0.019044 -0.410838 
(0.16582) (0.06545) (0.06709) (0.05408) (0.54638) 
[-3.84600] [-0.63884] [-0.55909] [-0.35216] [-0.75193] 

D(LCOP(-2)) 
-0.543575 0.014236 0.014267 -0.049689 -0.405016 
(0.16314) (0.06439) (0.06601) (0.05321) (0.53758) 
[-3.33189] [ 0.22107] [ 0.21614] [-0.93391] [-0.75341] 

D(LCOP(-3)) 
-0.324871 -0.025921 -0.037575 -0.060911 -0.426899 
(0.13938) (0.05502) (0.05640) (0.04546) (0.45928) 
[-2.33078] [-0.47114] [-0.66625] [-1.33998] [-0.92949] 

C 
-0.008124 0.015755 0.023011 0.008853 0.186337 
(0.03722) (0.01469) (0.01506) (0.01214) (0.12266) 
[-0.21826] [ 1.07230] [ 1.52778] [ 0.72928] [ 1.51917] 

     
      R-squared 0.792970 0.474656 0.460289 0.813051 0.412625 

Adj. R-squared 0.598118 -0.019785 -0.047675 0.637099 -0.140199 
Sum sq. resids 0.026201 0.004082 0.004290 0.002787 0.284487 
S.E. equation 0.039259 0.015496 0.015885 0.012803 0.129362 

F-statistic 4.069607 0.959986 0.906145 4.620866 0.746394 
Log likelihood 73.61732 105.2236 104.3809 111.7134 33.07434 

Akaike AIC -3.330431 -5.189622 -5.140056 -5.571375 -0.945550 
Schwarz SC -2.567250 -4.426442 -4.376876 -4.808195 -0.182369 

Mean dependent 0.069751 0.028512 0.040846 0.020619 0.025121 
S.D. dependent 0.061928 0.015345 0.015519 0.021253 0.121148 

      
      Determinant resid covariance (dof adj.) 1.77E-18    

Determinant resid covariance 5.54E-20    
Log likelihood 512.5707    

Akaike information criterion -24.85710    
Schwarz criterion -20.81673    
            

Source: Author 

 

 

 

 

 

 

 

 



100 

 

Table 5.15: VEC Residual Normality Tests 

Orthogonalization: Residual Covariance (Urzua) 

Null Hypothesis: residuals are multivariate normal 

Sample: 1977 2014 

Included observations: 34 

     
     Component Skewness Chi-sq Df Prob. 

     
     1 0.057268 0.022120 1 0.8818 

2 0.263794 0.469352 1 0.4933 

3 -0.060672 0.024829 1 0.8748 

4 -0.272708 0.501609 1 0.4788 

5 -0.117883 0.093729 1 0.7595 

     
     Joint  1.111638 5 0.9531 

     
     Component Kurtosis Chi-sq Df Prob. 

     
     1 0.712401 9.779171 1 0.0018 

2 1.137588 6.244235 1 0.0125 

3 0.602141 10.82478 1 0.0010 

4 0.828109 8.738994 1 0.0031 

5 0.785836 9.112236 1 0.0025 

     
     Joint  44.69941 5 0.0000 

     
     Component Jarque-Bera df Prob.  

     
     1 9.801291 2 0.0074  

2 6.713587 2 0.0348  

3 10.84960 2 0.0044  

4 9.240603 2 0.0098  

5 9.205965 2 0.0100  

     
     Joint 92.36544 105 0.8059  

Source: Author 
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Table 5.16: VEC Residual Serial Correlation LM Tests 
Null Hypothesis: no serial correlation at lag order h 

Sample: 1977 2014 
Included observations: 34 

   
   Lags LM-Stat Prob 
   
   1 27.51503 0.3307 

2 24.90743 0.4676 
3 27.40094 0.3362 
4 19.65728 0.7646 
5 30.02689 0.2233 
6 28.35391 0.2918 
7 33.42390 0.1208 
8 14.89884 0.9437 
9 17.07019 0.8792 
10 16.24192 0.9074 
11 27.73854 0.3200 
12 28.74388 0.2748 

   
   Probs from chi-square with 25 df. 

Source: Author 

 

Table 5.17: VEC Residual Heteroskedasticity Tests: No Cross Terms (only levels 

and squares) 
Sample: 1977 2014 

Included observations: 34 
      
      Joint test:     
      
      Chi-sq df Prob.    
      
      490.0576 480 0.3655    
      

Individual components:    
      
      Dependent R-squared F(32,1) Prob. Chi-sq(32) Prob. 
      
      res1*res1 0.990704 3.330579 0.4125 33.68395 0.3859 

res2*res2 0.984613 1.999744 0.5154 33.47686 0.3955 
res3*res3 0.994391 5.540067 0.3262 33.80929 0.3801 
res4*res4 0.999771 136.4230 0.0677 33.99221 0.3718 
res5*res5 0.999886 274.2083 0.0478 33.99613 0.3716 
res2*res1 0.999858 219.3915 0.0534 33.99516 0.3717 
res3*res1 0.999830 183.9193 0.0583 33.99422 0.3717 
res3*res2 0.990294 3.188419 0.4206 33.67000 0.3865 
res4*res1 0.997497 12.45342 0.2213 33.91490 0.3753 
res4*res2 0.980089 1.538249 0.5740 33.32303 0.4027 
res4*res3 0.970406 1.024691 0.6694 32.99379 0.4183 
res5*res1 0.784310 0.113634 0.9943 26.66652 0.7334 
res5*res2 0.990996 3.439622 0.4065 33.69388 0.3854 
res5*res3 0.999853 213.2771 0.0542 33.99502 0.3717 
res5*res4 0.976124 1.277582 0.6171 33.18821 0.4091 

            
Source: Author 
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Table 5.18: Vector Error Correction Estimates with One Cointegrating Equation 

Dependent Variable: D(LREM) 
Method: Least Squares 

Sample (adjusted): 1981 2014 
Included observations: 34 after adjustments 

D(LREM) = C(1)*( LREM(-1) + 0.353989313582*LINF(-1) - 0.579586852562 
*LGDPPC(-1) - 2.17961308762*LEX(-1) - 0.470891804325*LCOP(-1) - 

1.20064271175 ) + C(2)*D(LREM(-1)) + C(3)*D(LREM(-2)) + C(4) 
*D(LREM(-3)) + C(5)*D(LINF(-1)) + C(6)*D(LINF(-2)) + C(7)*D(LINF(-3)) 

+ C(8)*D(LGDPPC(-1)) + C(9)*D(LGDPPC(-2)) + C(10)*D(LGDPPC(-3)) 
+ C(11)*D(LEX(-1)) + C(12)*D(LEX(-2)) + C(13)*D(LEX(-3)) + C(14) 

*D(LCOP(-1)) + C(15)*D(LCOP(-2)) + C(16)*D(LCOP(-3)) + C(17) 
     
      Coefficient Std. Error t-Statistic Prob. 
     
     C(1) -1.904634 0.431880 -4.410099 0.0004 

C(2) 0.555957 0.214903 2.587012 0.0192 
C(3) 0.883815 0.280198 3.154248 0.0058 
C(4) 0.952408 0.256508 3.712971 0.0017 
C(5) 1.405625 2.416991 0.581560 0.5685 
C(6) 4.060697 2.130328 1.906137 0.0737 
C(7) -0.559607 1.952874 -0.286555 0.7779 
C(8) -0.801329 2.389644 -0.335334 0.7415 
C(9) -3.041107 2.109108 -1.441892 0.1675 

C(10) 1.161505 2.035249 0.570694 0.5757 
C(11) -0.349892 0.684489 -0.511172 0.6158 
C(12) -1.106762 0.679460 -1.628885 0.1217 
C(13) -3.054416 0.864730 -3.532218 0.0026 
C(14) -0.637725 0.165815 -3.845997 0.0013 
C(15) -0.543575 0.163143 -3.331889 0.0039 
C(16) -0.324871 0.139383 -2.330778 0.0323 
C(17) -0.008124 0.037224 -0.218258 0.8298 

     
     R-squared 0.792970 Mean dependent var 0.069751 

Adjusted R-squared 0.598118 S.D. dependent var 0.061928 
S.E. of regression 0.039259 Akaike info criterion -3.330431 
Sum squared resid 0.026201 Schwarz criterion -2.567250 

Log likelihood 73.61732 Hannan-Quinn criter. -3.070164 
F-statistic 4.069607 Durbin-Watson stat 2.274152 

Prob(F-statistic) 0.003200    
          Source: Author 
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Table 5.19: Wald Test on Coefficients of D (LREM (-1)), D (LREM (-2)) and D (LREM (-

3)) 
Equation: Untitled  

Test Statistic Value Df Probability 
F-statistic 7.213864 (3, 17) 0.0025 
Chi-square 21.64159 3 0.0001 

Null Hypothesis Summary:  
Normalized Restriction (= 0) Value Std. Err. 

C(2) 0.555957 0.214903 
C(3) 0.883815 0.280198 
C(4) 0.952408 0.256508 

Restrictions are linear in coefficients. 
Source: Author 

 

Table 5.20: Wald Test on Coefficients of D (LINF (-1)), D (LINF (-2)) and D (LINF (-3)) 

Equation: Untitled  

Test Statistic Value Df Probability 

F-statistic 3.722304 (3, 17) 0.0318 

Chi-square 11.16691 3 0.0109 

Null Hypothesis Summary:  

Normalized Restriction (= 0) Value Std. Err. 

C(5) 1.405625 2.416991 

C(6) 4.060697 2.130328 

C(7) -0.559607 1.952874 

Restrictions are linear in coefficients. 

Source: Author 
 

Table5.21: Wald Test on Coefficients of D (LGDPPC (-1)), D (LGDPPC (-2)) and D (LGDPPC (-3)) 

Equation: Untitled  

Test Statistic Value Df Probability 

F-statistic 1.599669 (3, 17) 0.2265 

Chi-square 4.799006 3 0.1871 

Null Hypothesis Summary:  

Normalized Restriction (= 0) Value Std. Err. 

C(8) -0.801329 2.389644 

C(9) -3.041107 2.109108 

C(10) 1.161505 2.035249 

Restrictions are linear in coefficients. 

Source: Author 
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Table 5.22: Wald Test on Coefficients of D (LEX (-1)), D (LEX (-2)) and D (LEX (-3)) 

Equation: Untitled  
Test Statistic Value Df Probability 

F-statistic 10.14675 (3, 17) 0.0005 
Chi-square 30.44026 3 0.0000 

Null Hypothesis Summary:  
Normalized Restriction (= 0) Value Std. Err. 

C(11) -0.349892 0.684489 
C(12) -1.106762 0.679460 
C(13) -3.054416 0.864730 

Restrictions are linear in coefficients. 
Source: Author 

 

 

Table 5.23: Wald Test on Coefficients of D (LCOP (-1)), D (LCOP (-2)) and D (LCOP (-

3)) 

Equation: Untitled  
Test Statistic Value Df Probability 

F-statistic 6.351086 (3, 17) 0.0044 
Chi-square 19.05326 3 0.0003 

Null Hypothesis Summary:  
Normalized Restriction (= 0) Value Std. Err. 

C(14) -0.637725 0.165815 
C(15) -0.543575 0.163143 
C(16) -0.324871 0.139383 

Restrictions are linear in coefficients. 
Source: Author 

 

Figure 5.5: Histogram- Normality Test: 

 
Source: Author 
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Table 5.24: Serial Correlation LM Test: Breusch-Godfrey Serial Correlation LM 

Test: 
F-statistic 0.363802 Prob. F(2,15) 0.7010 

Obs*R-squared 1.572938 Prob. Chi-Square(2) 0.4555 

Test Equation: 

Dependent Variable: RESID 

Method: Least Squares 

Sample: 1981 2014 

Included observations: 34 

Presample missing value lagged residuals set to zero. 

Variable Coefficient Std. Error t-Statistic Prob. 

C(1) 0.158531 0.524174 0.302439 0.7665 

C(2) 0.000665 0.228664 0.002908 0.9977 

C(3) -0.030935 0.325480 -0.095044 0.9255 

C(4) -0.137799 0.332197 -0.414812 0.6842 

C(5) 0.465908 2.679853 0.173856 0.8643 

C(6) -0.956114 2.503244 -0.381950 0.7079 

C(7) 0.089089 2.135496 0.041718 0.9673 

C(8) -0.475928 2.627455 -0.181137 0.8587 

C(9) 0.919730 2.454267 0.374747 0.7131 

C(10) -0.212004 2.220751 -0.095465 0.9252 

C(11) 0.366254 0.841356 0.435314 0.6695 

C(12) -0.365149 0.870552 -0.419446 0.6808 

C(13) 0.542076 1.239471 0.437345 0.6681 

C(14) 0.075604 0.210908 0.358470 0.7250 

C(15) 0.035193 0.184318 0.190937 0.8511 

C(16) 0.056112 0.169685 0.330685 0.7455 

C(17) -0.000461 0.038773 -0.011878 0.9907 

RESID(-1) -0.323408 0.385715 -0.838465 0.4149 

RESID(-2) 0.023569 0.382770 0.061575 0.9517 

R-squared 0.046263 Mean dependent var 3.71E-16 

Adjusted R-squared -1.098222 S.D. dependent var 0.028178 

S.E. of regression 0.040816 Akaike info criterion -3.260151 

Sum squared resid 0.024989 Schwarz criterion -2.407185 

Log likelihood 74.42256 Hannan-Quinn criter. -2.969265 

F-statistic 0.040422 Durbin-Watson stat 1.952841 

Prob(F-statistic) 1.000000    

     
Source: Author 
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Table: 5.25: Heteroskedasticity Test:  Breusch-Pagan-Godfrey 
F-statistic 0.638812 Prob. F(20,13) 0.8218 

Obs*R-squared 16.85242 Prob. Chi-Square(20) 0.6625 

Scaled explained SS 3.305728 Prob. Chi-Square(20) 1.0000 

Test Equation: 

Dependent Variable: RESID^2 

Method: Least Squares 

Sample: 1981 2014 

Included observations: 34 

Variable Coefficient Std. Error t-Statistic Prob. 

C 0.117942 0.127491 0.925101 0.3718 

LREM(-1) 0.006037 0.011729 0.514694 0.6154 

LINF(-1) -0.061156 0.084357 -0.724967 0.4813 

LGDPPC(-1) 0.057395 0.077639 0.739253 0.4729 

LEX(-1) -0.001178 0.032431 -0.036326 0.9716 

LCOP(-1) -0.001973 0.003731 -0.528695 0.6059 

LREM(-2) -0.015653 0.011125 -1.406977 0.1829 

LREM(-3) 0.008224 0.009975 0.824543 0.4245 

LREM(-4) -0.003006 0.008527 -0.352490 0.7301 

LINF(-2) 0.170083 0.113994 1.492043 0.1596 

LINF(-3) -0.094180 0.098203 -0.959033 0.3550 

LINF(-4) -0.032721 0.065635 -0.498526 0.6264 

LGDPPC(-2) -0.165404 0.115617 -1.430617 0.1761 

LGDPPC(-3) 0.087476 0.097665 0.895671 0.3867 

LGDPPC(-4) 0.043361 0.068636 0.631752 0.5385 

LEX(-2) 0.015822 0.034831 0.454254 0.6571 

LEX(-3) -0.011221 0.039092 -0.287040 0.7786 

LEX(-4) -0.002473 0.025603 -0.096586 0.9245 

LCOP(-2) 0.003992 0.004226 0.944702 0.3620 

LCOP(-3) -0.005107 0.003171 -1.610677 0.1313 

LCOP(-4) 0.003270 0.004445 0.735534 0.4751 

R-squared 0.495660 Mean dependent var 0.000771 

Adjusted R-squared -0.280249 S.D. dependent var 0.000980 

S.E. of regression 0.001109 Akaike info criterion -10.49734 

Sum squared resid 1.60E-05 Schwarz criterion -9.554592 

Log likelihood 199.4549 Hannan-Quinn criter. -10.17584 

F-statistic 0.638812 Durbin-Watson stat 2.709455 

Prob(F-statistic) 0.821777    

Source: Author 
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Table: 5.26: Heteroskedasticity Test:  ARCH 
F-statistic 0.341188 Prob. F(1,31) 0.5634 

Obs*R-squared 0.359247 Prob. Chi-Square(1) 0.5489 
Test Equation: 

Dependent Variable: RESID^2 
Method: Least Squares 

Sample (adjusted): 1982 2014 
Included observations: 33 after adjustments 

Variable Coefficient Std. Error t-Statistic Prob. 
C 0.000868 0.000225 3.864443 0.0005 

RESID^2(-1) -0.104648 0.179157 -0.584113 0.5634 
R-squared 0.010886 Mean dependent var 0.000785 

Adjusted R-squared -0.021021 S.D. dependent var 0.000991 
S.E. of regression 0.001002 Akaike info criterion -10.91561 
Sum squared resid 3.11E-05 Schwarz criterion -10.82491 

Log likelihood 182.1075 Hannan-Quinn criter. -10.88509 
F-statistic 0.341188 Durbin-Watson stat 1.974587 

Prob(F-statistic) 0.563371    

Source: Author 

 

 

Figure 5.6: Stability Test (Recursive Estimation (CUSUM Test)) 

 
Source: Author 
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CHAPTER SIX 

 

 RELATIONSHIP AMONG REMITTANCES, FDI, ODA AND GDP IN 

BANGLADESH 

 

6.1 Introduction 

Remittances are unrequited non-market personal transfers between households across 

countries which differ from official aid flows (IMF, 2008). These transfers may be 

completed through two channels. First, formal channels like major banks, money 

transfer operators (MTOs) and authorized agencies. Second, informal channels like 

hundi. Remittance is very important factor for the economic development of developing 

countries. Bangladesh is a huge labour surplus country. Large numbers of migrant 

workers are going to almost all over the world especially to the oil-rich countries. 

 

Migration from Bangladesh to the rest of the world is not a new incidence. Bangladesh 

has a long history of migration and overseas remittances since 1942(Mahmood, 

1991).Remittances inflow to Bangladesh has increased at an average annual rate of 19 

percent in the last 30 years from 1979 to 2008 (Hussain, Naeem, 2009). Between 1976 

and 2010 about a total of 71.5 Lakhs people emigrated temporarily from Bangladesh 

sending a total of 5 Lakhs crore Taka to their families or relatives or their friends in 

2009, total remittances to Bangladesh was about 11.8 percent of the country’s 

GDP(BBS,2010). Bangladesh had become one of the top 10 remittance-recipient 

countries in the world. Bangladesh’s position in 2008 was ninth in that of ‘top 10’ list 

after India, China, Mexico, Philippines, Poland, Nigeria, Egypt and Romania (Ratha et 

al., 2008). It is very interesting to note here that a large part of remittances remains 

unrecorded and it is about 50 to 200 percent of the officially recorded remittances 

(Aggarwal et al., 2006). 

 

At least two factors can be responsible for faster growth in remittances in developing 

countries. First, in the past 20 years, immigration has increased dramatically between 

developing and developed countries (World Bank, 2007). Second, due to technological 

improvements, the transaction costs for the international transfer of payments between 

individuals have declined (Guiliano & Ruiz-Arranz, 2006). Also some credits go to the 

successive government of Bangladesh since late 1990s for growing flow of remittance 

to Bangladesh as the government of Bangladesh was taken some macroeconomic 
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reforms(Bangladesh Bank’s Annul Report,2003-04) like opening of new exchange 

house in source countries, expansion of drawing arrangement, setting an annual 

remittance threshold, close monitoring and supervision of banks, speeding up of 

delivery to the beneficiaries, surveillance measures under the Money Laundering 

Prevention Act (MLPA). 

 

Also we can observe from the trend of remittances in Bangladesh that remittances were 

increased during the late 1970s in the line with the sharp rise in oil prices of the time. 

There was decaling in flow remittances during Gulf war but there was steady 

remittance growth in post-war reconstruction (Siddique,2004) in which so many 

development programmes like construction of roads, schools, hospitals, houses and 

other commercial complexes etc. were taken(Kuthiala,1986). Hence demand for semi 

skilled and unskilled workers were increased so many folds. Migration flow to USA 

and Europe from Bangladesh was declined after 9/11 tragedy. 

 

The flows of remittance are more stable than other types of private capital inflows like 

official development aids (ODA) and foreign direct investment (FDI) and are counter 

cyclical (World Bank, 2006) as the flows increase during downturns as emigrant 

workers went to provide financial support to the family members in the country of their 

origin (Sayan, 2006).That is remittance act as a significant macroeconomic stabilizer in 

the developing countries. Observing the increasing remittance income many researchers 

or policy makers have been showing interest to examine its impact on economic growth 

in both the host country and the home country of the migrant workers. 

 

Regarding the impact of remittances in the home country of migrant workers, there has 

no any specific conclusion; some studies claim that remittances have a positive impact 

on economic growth and some studies clams there are  negative impact of remittances  

on economic growth. In Bangladesh also, there are no specific conclusion regarding the 

impact of remittances on economic growth. Now question is whether remittances are a 

statistically significant factor in determining economic growth and whether the relation 

between remittances and economic growth is causal.  

 

Large number of studies is qualitative in nature regarding the impact of remittances on 

an economy in terms of social measures such as health, education and demoralization 

(Rahman et al., 2006) and also most of the previous studies are based on panel-data 
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consisting of number of countries. From the panel-data analysis we can answer 

important questions on average but that may not be suitable for individual countries 

that seeking to manage domestic policies. So it is very important to study further in a 

particular country regarding the linkage between remittance income and economic 

growth. So here in this paper Bangladesh has been chosen to find out the relation 

between remittances and Gross Domestic Product (GDP). 

 

In Bangladesh, remittances sent by the migrant workers to their home country have 

played an important role to promote economic development in their home countries in 

different ways. This chapter has tried to find out the impact of remittances on economic 

growth in the economy of Bangladesh. The findings of the study have important policy 

implications not only for Bangladesh but also for other developing countries that 

depend on remittance income. 

 

6.2. Comparisons among Remittances, FDI and ODA on GDP 

In any developing countries the common problem is shortages of foreign exchange 

reserve which is very essential to pay the import bills. Bangladesh is not an exceptional 

country but Bangladesh depends more on remittances to meet the problem of payment 

of the import bills. Remittances promote growth through smoothing the investment 

constraint as it act as a substitute for in-efficient or non-existent credit markets 

(Giuliano & Ruiz-Arranz, 2006).There may be positive impact of remittances on 

economic growth if remittances are used for the purpose of children’s education and 

welfare expenses such as health care because in the long run there may be a positive 

impact on labour productivity and hence output of the home country. Even if 

remittances are spent on consumption or real estate there will be a positive multiplier 

effects on GDP (Chimhowu et al.2005). 

 

Giuliano and Ruiz-Arranz (2006) suggest in their paper that remittances may act as an 

alternative way to promote investment in those countries in which there is poor 

financial sector. Stahl and Arnold (1986) pointed out that there may be negative impact 

of remittances on growth in the host country if there exists a “demonstration effect”. 

This demonstration effect can motivate the remittance recipients to consume imported 

goods. Hence if this effect becomes wide-spread this can reduce savings and 

investments that may be sufficient to reduce the growth rate of the home country. But 

Glytos (2005) suggests that remittances can import more capital goods into the host 
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country for domestic production which can help to increase the growth rate of the home 

country. Use of remittances is not same for different remittance receiving countries. 

Generally most of the receiving countries use remittances for their living expenses, 

education, health and investments purposes (Carrasco and Ro, 2007).In any developing 

countries there are some basic problems like inequality in income, income volatility, 

credit crunch, and poverty and employment opportunity. Remittances can help prevent 

balance of payment crisis providing a constant source of foreign currency (Lopez-

Cordova and Olmedo, 2006). Remittances behave as a very stable source of foreign 

exchange (Ratha, 2005). 

 

If remittances are used for conspicuous consumption or unproductively by an excessive 

degree of capital intensity in the agricultural sector there would have negative impact 

on development (Oberoi and Singh, 1980). Again if recipients become highly 

dependent on the “easy money” which causing them to reduce labour market 

participation, there may exists the problem of moral hazard between remitters and 

recipients. That is remittances do effect economic growth negatively (Chami et al., 

2003). 

 

The flows of remittance are more stable than other types of external income like 

Official Development Assistance (ODA) and Foreign Direct Investment (FDI) and are 

counter cyclical (World Bank, 2006) as the flows increase during downturns as 

emigrant workers went to provide financial support to the family members in the 

country of their origin (Sayan, 2006).That is remittance act as a significant 

macroeconomic stabilizer in the developing countries.  

 

Figure 6.1: Remittances: The Most Stable Source of External Income 

 
Source:  Calculated from Source:  Bureau of Manpower, Employment and Training (BMET) 

and World Development Indicator, World Bank Dataset 
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In the Figure 6.1, ratio of Export to GDP is just higher than the ratio of Remittance to 

GDP but all other ratios like FDI to GDP and Net ODA to GDP are lower than the ratio 

of Remittance to GDP. Comparing all the series we can say remittance flows in 

Bangladesh is most stable source of external income. All the series used in our model in 

this chapter and its growth rates are given in the Table 6.19 of Appendix 6.  

 

Nature of remittances flow is just an opposite of private capital flows as remittances 

tend to rise during the economic downturn due to a financial crisis, natural disaster, or 

political conflict (Ratha, 2007).Migrants sends more money to their family members or 

relatives or friends during poor conditions. Even in many conflicts countries 

remittances provide a lifeline to the poor. These remittances do not suffer from the 

governance problems that may be associated with official aid flows. Large outflow of 

workers (especially skilled workers) can reduce growth in the home countries. 

Remittances can improve a country’s creditworthiness and thereby enhance its access to 

international capital markets for financing infrastructure and other development 

projects (Ratha, 2007) 

  

6.3 Data, Variables and Methodology of the Study 

To find out the relationship among the Remittances, FDI, ODA and GDP in Bangladesh 

we use annual data covering the period 1977-2014 for all variables from Bureau of 

Manpower, Employment and Training (BMET) and World Development Indicator 

(WDI), World Bank (WB). We have data on ODA from 1977 to 2013. In our estimation 

we use annual data rather than quarterly data containing more observations over the 

same period, because it is now well-known that unit root and cointegration tests require 

a long time span of data rather than merely a large number of observations. There is no 

gain in switching from low frequency to high frequency data and merely increasing the 

number of observations (Al-Assaf and Al-Malki, 2014).  

 

We have data on FDI and ODA in current US$. We have converted both the series into 

Bangladesh Taka by using Nominal exchange rate between US$ and Bangladesh Taka. 

In our model all the series have been take in Crore Bangladesh Taka. All the data used 

in the study are in logarithmic form. Because this transformation reduces the problem 

of heteroscedasticity as log transformation compresses the scale in which the variables 

are measured (Gujrati, 1995). All the variables are used in our model for this chapter 

have been given in Annexure. 
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Table 6.1 Description of Variables: 
S.No. Variables Description Source 

1 LGDP Natural Log of Gross Domestic 
Product(GDP) WDI, World Bank 

2 LREM Natural Log of Remittances BMET 

3 LFDI Natural Log of Net inflow of Foreign 
Direct Investment. WDI, World Bank 

4 LODA Natural Net official development assistance  
received  WDI, World Bank 

Source: Author 

Table 6.2: Descriptive Statistics (Common Sample) 
 LGDP LREM LFDI LODA 

Mean 5.243713 3.834977 2.212942 3.763576 
Median 5.296238 3.790710 2.116913 3.771194 

Maximum 6.078791 5.063772 4.172747 4.319035 
Minimum 4.174069 2.097466 -0.096910 3.081333 
Std. Dev. 0.510327 0.779470 1.340601 0.277741 
Skewness -0.283958 -0.251506 0.005675 -0.549260 
Kurtosis 2.249191 2.517182 1.551663 3.379609 

Jarque-Bera 1.255510 0.688692 2.971895 1.913703 
Probability 0.533789 0.708684 0.226288 0.384100 

Sum 178.2862 130.3892 75.24003 127.9616 
Sum Sq. Dev. 8.594299 20.04992 59.30795 2.545614 
Observations 34 34 34 34 

Source: Author 
 

6.4. Estimation Techniques 

Most of the economic series are not stationary in their levels and we know non 

stationary time series may give us spurious regression results. So, to estimate our 

relationship between remittances and its explanatory variables, we need to check the 

stationarity of every series. So stationarity in the series are very essential to estimate 

any model. Again making non stationary variables to stationary variables by 

differencing the variables may puts shadows on the long-run information that may 

remain in the data. To overcome these problems we use Johansen’s (1991) cointegration 

technique, which has emerged as the most powerful and popular method in this area. 

 

We have taken all the variables in logarithmic form to make them stationary at lesser 

order of integration. Further the coefficients of log linear model provide elasticity 

which can be interpreted in the form of percentages and thus free from quantification of 

variables under evaluation. We use the Augmented Dickey-Fuller (ADF), Phillips-

Perron (PP), Kwiatkowski-Phillips-Schmidt-Shin (KPSS) unit root tests on our four 

variables LGDP, LREM, LFDI and LODA to test the stationarity. Finally, cointegration 

analysis has been applied to find out whether these explanatory variables are the 
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determinants of GDP or not in Bangladesh. We employ the Johansen (1991) 

cointegration and Vector Error Correction (VECM) approach, using annual data from 

1977–2014 to find out the relationship among the four variables. The main purpose of 

this study is to find out the impact of LREM, LFDI and LODA on LGDP in 

Bangladesh. We present the following basic mathematical specifications: 
 

퐿퐺퐷푃 = 훼 + 훽 퐿푅퐸푀 + 훽 퐿퐹퐷퐼 + 훽 퐿푂퐷퐴 + 휀 																																																				(6.1) 

 

Where,    훼 = 푐표푛푠푡푎푛푡, 휀 = 푒푟푟표푟	푡푒푟푚,			훽 ≶ 0,				훽 		 ≷ 0,			훽 ≷ 0,			 
 

6.5 Empirical Findings and Discussion 

In this study we conduct analysis in three steps; first, the ADF, PP and KPSS tests were 

conducted to test the unit root in the time series variables. Next, Johansen full 

information maximum likelihood test to check the long run relation among variables 

and last ECM was used to obtain the short run dynamics in the model. 
 

Table 6.3: Results of the ADF and PP Unit Root Test 

Variables Exogenous 
ADF 

Statistic 
Prob. * 

PP 

Statistic 
Prob.* Decision 

LGDP Constant -2.3147 0.1729 -1.8194 0.3656 

I(1) 
LGDP Constant & Trend -2.1769 0.4875 -4.1903 0.0109 

D(LGDP) Constant -5.6055 0.0000 -5.6445 0.0000 

D(LGDP) Constant & Trend -5.3465 0.0005 -5.3377 0.0006 

LREM Constant -2.2913 0.1800 -1.9982 0.2863 

I(1) 
LREM Constant & Trend -3.1021 0.1207 -3.0844 0.1248 

D(LREM) Constant -4.3222 0.0016 -4.2466 0.0020 

D(LREM) Constant & Trend -4.5369 0.0047 -4.5537 0.0045 

LFDI Constant -2.2.35 0.2103 0.2625 0.9724 

I(1) 
LFDI Constant & Trend -3.3375 0.0802 -2.7214 0.2352 

D(LFDI) Constant -4.4072 0.0018 -5.6964 0.0001 

D(LFDI) Constant & Trend -5.1639 0.0030 -5.7837 0.003 

LODA Constant -1.3013 0.6184 -1.2003 0.6637 

I(1) 
LODA Constant & Trend -2.6091 0.2788 -2.5198 0.3173 

D(LODA) Constant -7.2805 0.0000 -7.3081 0.0000 

D(LODA Constant & Trend -7.1650 0.0000 -7.1981 0.0000 

*MacKinnon (1996) one-sided p-values 

Source: Author 
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Table 6.3A: Results of KPSS Unit Root Test 

Variable Exogenous KPSS statistic (LM Stat.) Decision 

LGDP Constant 0.7527 Non-Stationary 

D(LGDP) Constant 0.3419 Stationary 

LREM Constant 0.7485 Non-Stationary 

D(LREM) Constant 0.2479 Stationary 

LFDI Constant 0.6957 Stationary 

D(LFDI) Constant 0.2525 Stationary 

LODA Constant 0.6696 Stationary 

D(LODA) Constant 0.1573 Stationary 

Source: Author 

 

The reported result in table reveals that the hypothesis of a unit root can’t be rejected in 

all variables in levels. However, the hypothesis of a unit root is rejected in first 

differences at 0.05 level of significant which indicates that all variables are integrated 

of degree one, I (1). That means all the variables achieve stationary only after first 

difference. 

 

Table 6.4: Optimum Lag Selection for VAR Model 

Lag AIC SC 
VAR Residual LM Stat(Lag 

1) 
Prob. 

1 -8.8628 -7.9376 24.4912 0.0793 

2 -9.4357 -7.7228 11.0795 0.8046 

3 -8.6987 -6.1825 13.9999 0.5987 

4 -9.8476 -6.5098 NA NA 

Source: Author 

 

Lag Length Criteria 

The second step of cointegration analysis is to determine the optimal lag length using 

proper information criterions. There are 6 criterions namely Akaike Information 

Criterion (AIC), Schwarz Information Criterion (SC), Sequential Modified LR Test 

Statistic(LR), Final Prediction Error(FPE), Hannan-Quinn Information Criterion(HQ). 

Among 6 criterion 5 criterion (LR, FPE, SC and HQ) suggest VAR (1) models which 

are the most parsimonious model. So we have taken VAR (1) model for our model. 
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Table 6.5:  VAR Lag Order Selection Criteria 
Endogenous variables: LGDP LREM LFDI LODA 

Exogenous variables: C 
Sample: 1977 2014 

Included observations: 24 
Lag LogL LR FPE AIC SC HQ 

0 35.91673 NA 8.22e-07 -2.659728 -2.463386 -2.607638 
1 138.9612 163.1537* 5.96e-10* -9.913434* -8.931722* -9.652985* 
2 149.4956 13.16806 1.07e-09 -9.457971 -7.690890 -8.989164 
3 154.6843 4.756219 3.79e-09 -8.557021 -6.004571 -7.879855 
4 186.1713 18.36747 2.53e-09 -9.847612 -6.509793 -8.962088 

* indicates lag order selected by the criterion 
LR: sequential modified LR test statistic (each test at 5% level) 
FPE: Final prediction error 
AIC: Akaike information criterion 
SC: Schwarz information criterion 
HQ: Hannan-Quinn information criterion 

 
Source: Author 
 

Since all the variables are integrated of degree one, I (1) now we will try to find number 

of co-integrated equation in the model by using maximum eigen value and trace 

statistics value. Null hypothesis is set that there are no co-integrated vectors against the 

alternative hypothesis that there is at most 1 co-integrated vector and so on. In our 

results it’s found that there is at most 1 co-integrated vector which shows long run 

association among the variables. The results of Johansen co integration likelihood test 

are given below in Table 6.6 and Table 6.7. We have taken no lags interval. 

Table 6.6:  Result of Cointegration Test  
Sample (adjusted): 1978 2013 
Included observations: 31 after adjustments 
Trend assumption: Linear deterministic trend 
Series: LGDP LREM LFDI LODA 
Lags interval (in first differences): No lags 
Unrestricted Cointegration Rank Test (Trace) 

Hypothesized 
No. of CE(s) Eigen value Trace 

Statistic 
0.05 

Critical Value 
 

Prob.** 
None * 0.640515 48.91640 47.85613 0.0396 

At most 1 0.392507 17.20084 29.79707 0.6252 
At most 2 0.052381 1.750011 15.49471 0.9976 
At most 3 0.002646 0.082138 3.841466 0.7744 

Trace test indicates 1 cointegrating eqn(s) at the 0.05 level 
* denotes rejection of the hypothesis at the 0.05 level 

**MacKinnon-Haug-Michelis (1999) p-values 
Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized  Max-Eigen 0.05  
No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

None * 0.640515 31.71556 27.58434 0.0139 
At most 1 0.392507 15.45083 21.13162 0.2586 
At most 2 0.052381 1.667873 14.26460 0.9964 
At most 3 0.002646 0.082138 3.841466 0.7744 

Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level 
* denotes rejection of the hypothesis at the 0.05 level 
**MacKinnon-Haug-Michelis (1999) p-values 
Unrestricted Cointegrating Coefficients (normalized by b'*S11*b=I): 
Source: Author 
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Table 6.7: Cointegration Equation 1 
1 Cointegrating Equation(s): Log likelihood 148.7725  
Normalized cointegrating coefficients (standard error in parentheses) 
LGDP LREM LFDI LODA  
1.000000 -0.423376 -0.109742 0.004539  
 (0.08105) (0.02666) (0.15493)  
Source: Author 

 

The study has found one number of co integrated equation in vector with the help trace 

statistics and maximum Eigen value statistics. Table 6.6 shows that null hypothesis that 

there is no co integrated vector, there is at most one co integrated vector, there is at 

most 2 co integrated vector, there is 3 co integrated vector. In the cointegretion test, 

both trace and maximum-eigenvalue tests suggest that there are at most one 

cointegration vector is present. It means there may be long-run relationships among the 

variables. However, the value of LGDP is normalised to one, and after this we get the 

cointegrating equation (Equation 6.2) as follows, with the standard error in parentheses: 

 

퐿퐺퐷푃 = 0.4234
( . )

퐿푅퐸푀+0.1097
( . )

퐿퐹퐷퐼−0.0045
( . )

퐿푂퐷퐴																																									(6.2) 

 

Now we can use one cointegretion equation in the VECM model considering there are 

at least one cointegration relationship between GDP and related explanatory variables.  

 

We can set a VECM for our model with zero maximum order of lags and three 

explanatory variables of GDP in the model. Therefore the model is as follows: 

∆푦 = 훼 + 훽 ∆푦 + 훿 ∆푥 , + 훾 퐸퐶푇 + 휀 																															(6.3) 

 Where, j=1, 2…k 

푦  = LGDP, 

푥 , = Explanatory variables of LGDP, 

∆푦 ,	∆푥 ,   are the differences in the variables that capture short-run dynamics, 

퐸퐶푇  = the error correction term, derived from the long run cointegration relationship 

 and measures the magnitude of the past disequilibrium, 

 훾  = the deviation of the dependent variables from the long run equilibrium (speed of 

 adjustment to  the equilibrium) 

휀 		 =serially uncorrelated error terms 
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We have 3 explanatory variables, LREM, LFDI and LODA and our maximum lag is 

zero. Due to zero lag our model cannot capture short-run dynamics. Our model will 

capture only long-run relationship among the variables. So our specific error correction 

model is based on the following equation: 

 

∆퐿퐺퐷푃 = 훼 + +훾 퐸퐶푇 + 휀 																																																																																				(6.4)				 

 

Where, 

퐸퐶푇 = (LGDP(−1)− 0.423376001485 ∗ LREM(−1)− 0.109741890627

∗ LFDI(−1) − 0.00453940734177 ∗ LODA(−1)	– 		3.39844085358) 

 

Equation (8.5) represents a VECM of the impact of explanatory variables on GDP. 

From the VECM model (See Appendix 6, Table 6.11), the results are presented in Table 

6.8 and Table 6.9 for both long-run and short-run coefficients respectively, with the 

required diagnostic test below. 

 

Table 6.8: VECM Estimation of Impact of Explanatory Variables on LGDP (Long-

run Coefficients) 

Dependent Variable: LGDP(-1) 

Explanatory 

Variables 

 

Coefficient Standard Error t-statistic 

LREM(-1) 0.4234* 0.0811 5.2234 

LFDI(-1) 0.1097* 0.0267 4.1156 

LODA(-1) -0.0045 0.1549 -0.0293 

C 3.3984 - - 

Note: *, and ** denote significant at 1%, 5% level respectively 

Source: Author 
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Table 6.9: VECM Estimation of Impact of Explanatory Variables on LGDP (Short-run 

Coefficients) 

Dependent Variable: D(LGDP) 

Explanatory Variables Coefficient Standard Error t-statistic Prob. 

푬푪푻풕 ퟏ -0.0840* 0.0325 -2.5821 0.0146 

휶풐 0.0508 0.0031 16.1773 0.0000 

R-squared 0.172434 Akaike info criterion 
-

5.106062 
 

Adjusted R-squared 0.146573 Schwarz criterion 
-

5.016276 
 

S.E. of regression 0.018307 Durbin-Watson stat 1.312711 
 

Log likelihood 88.80305 F-statistic 6.6676(0.0146) 

Diagnostic Tests: 

VEC Residual Portmanteau Tests for Autocorrelations:      17.9262 (0.3282)               

VEC Residual Heteroskedasticity Tests: No Cross Terms (only levels and squares): 

Chi-sq (20)  :       22.6746 (0.3051) 

Serial Correlation LM Test      

   Breusch-Godfrey Serial Correlation LM Test 

F(2,30): 0.7484(0.4817) Chi-Square(2):1.6158(0.4458) 

Heteroskedasicity Test: 

Breusch-Pagan-Godfrey: 
F(4,29): 

1.5612(0.2111) 
Chi-Square (4) : 6.0241(0.1974) 

ARCH 
F(1,29) : 

0.2777(0.6022) 
Chi-Square (1):0.2940(0.5876) 

Note: Numbers in parentheses are p-values. 

Source: Author 
 

The residuals of the error correction model are not serially correlated. This is shown by 

Portmanteau Tests for Autocorrelations (shown in Appendix 6 Table 6.12).We also 

check other do diagnostic residual tests like Heteroskedasticity test (shown in Appendix 

6 Table 6.13), Breusch-Godfrey Serial Correlation LM Test (shown in Appendix 6 

Table 6.15), Breusch-Pagan-Godfrey Heteroskedasticity test (shown in Appendix 6 

Table 6.16) and ARCH Heteroskedasticity test (shown in Appendix 6 Table 6.17). This 

diagnostic checking increases the reliability of our estimation.  
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Long-Run Relationship among Variables: 

The long run coefficients of LGDP model are shown in Table 6.8. The results show 

that, remittances and foreign direct investment both are positively correlated with GDP 

in Bangladesh. On the other hand we find the coefficient of LODA as negative 

(although insignificant).The value of coefficient of remittances estimated to be 0.42. 

That is 0.42 % variation in GDP occurred due to 1% variation in remittances in the 

economy. In other words we can say that when remittances increase 1 %, the GDP 

increases 0.42% in Bangladesh. We can say that remittances have positive impacts on 

GDP in Bangladesh in the long-run. So remittances are most welcome in Bangladesh. 

The value of coefficient of LFDI is 0.11. The result explains that when 1% increases to 

FDI in the economy of Bangladesh then the GDP increases about 0.11%. In other 

words, when economy is open up for foreign investors for investment in the country, 

the economy gets benefits from the FDI in respect of increase in GDP in the long run. 

The coefficient of LODA is estimated to be -0.0045. So in Bangladesh there is no any 

significant impact of Official Development Assistance (ODA) in the long-run. The 

economy of Bangladesh is quite dependent not only on remittances but also on foreign 

direct investment. 

 

Short-Run Relationship among Variables: 

The Table 6.7 shows the mechanism of short run dynamics. The coefficient of speed of 

adjustment shows that how much time would be taken by the economy to restore long 

run equilibrium. Negative sign of speed of adjustment shows that over estimate of GDP 

in short run or other words we say overshooting of GDP in case of Bangladesh. The 

result of error correction shows that overshooting of GDP which is adjust 8.4 percent 

annually or required almost 11.9 years to adjust. Here we have speed of adjustment is 

very slow. 

 

6.6. Summary and Conclusions 

Remittance is very important factor for the economic development of developing 

countries. Bangladesh is a huge labour surplus country. Bangladesh is an important 

supplier of migrant workers to those countries which are suffering from labour 

shortages. Large numbers of migrant workers are going to almost all over the world 

especially to the oil-rich countries.  The aim of the chapter is to find out the impacts of 

remittances, foreign direct investment and official development assistance on GDP in 

the economy of Bangladesh. Over the last two decade workers’ remittances played a 
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crucial role in the economic development of the country. Importance of FDI is not 

negligible in Bangladesh.  Stationary analysis of the variables has been done by ADF, 

PP as well as KPSS unit root tests which confirm that all the variables used in the 

model are integrated of order (I).Therefore, we apply Johansen Cointegration technique 

in order to check the long run behavior of GDP, which confirms the present of long-run 

relationship among the variables. The results show that, remittances and foreign direct 

investment both are positively correlated with GDP in Bangladesh. So remittances are 

most welcome in Bangladesh. Again, when economy is open up for foreign investors 

for investment in the country, the economy gets benefits from the FDI in respect of 

increase in GDP in the long run. On the other hand we find the coefficient of LODA as 

negative (although insignificant).  

 

Then we apply Vector Error Correction Model (VECM) to test the short run dynamics. 

The result of error correction shows that overshooting of GDP which is adjust very 

slowly estimated to be 8.4 percent annually or required almost 11.9 years to adjust. 

Therefore, we can conclude that the economy of Bangladesh is quite dependent not 

only on remittances but also on foreign direct investment. 
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Appendix 6 

 

Figure 6.2: Time Path of GDP and Remittances 

 
Source: Author 

   Figure 6.3: Time Path of GDP and FDI 

 
Source: Author 

 

   Figure 6.4: Time Path of GDP and ODA 

 
Source: Author 
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Table 6.10:  Result of Cointegration Test  
Sample (adjusted): 1978 2013 

Included observations: 31 after adjustments 
Trend assumption: Linear deterministic trend 

Series: LGDP LREM LFDI LODA 
Lags interval (in first differences): No lags 

Unrestricted Cointegration Rank Test (Trace) 
     
     Hypothesized 

No. of CE(s) Eigenvalue Trace 
Statistic 

0.05 
Critical Value 

 
Prob.** 

     
     None * 0.640515 48.91640 47.85613 0.0396 

At most 1 0.392507 17.20084 29.79707 0.6252 
At most 2 0.052381 1.750011 15.49471 0.9976 
At most 3 0.002646 0.082138 3.841466 0.7744 

     
     Trace test indicates 1 cointegrating eqn(s) at the 0.05 level 

* denotes rejection of the hypothesis at the 0.05 level 
**MacKinnon-Haug-Michelis (1999) p-values 

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 
     
     Hypothesized  Max-Eigen 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 
     
     None * 0.640515 31.71556 27.58434 0.0139 

At most 1 0.392507 15.45083 21.13162 0.2586 
At most 2 0.052381 1.667873 14.26460 0.9964 
At most 3 0.002646 0.082138 3.841466 0.7744 

     
     Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level 

* denotes rejection of the hypothesis at the 0.05 level 
**MacKinnon-Haug-Michelis (1999) p-values 

Unrestricted Cointegrating Coefficients (normalized by b'*S11*b=I): 
     
     LGDP LREM LFDI LODA  

10.65611 -4.511540 -1.169421 0.048372  
5.072237 1.819665 -1.128497 -11.65965  
9.846026 -8.612571 0.275564 2.387700  
-8.417755 7.061330 -1.239876 -1.143713  

     
          

Unrestricted Adjustment Coefficients (alpha):  
     
     D(LGDP) -0.008024 0.006081 0.000994 0.000709 

D(LREM) -0.024751 0.016426 0.005008 -0.001663 
D(LFDI) 0.275036 0.196700 0.042019 0.000611 

D(LODA) -0.002038 0.047924 -0.011973 -0.000287 
     
          

1 Cointegrating Equation(s): Log likelihood 148.7725  
     
     Normalized cointegrating coefficients (standard error in parentheses) 

LGDP LREM LFDI LODA  
1.000000 -0.423376 -0.109742 0.004539  

 (0.08105) (0.02666) (0.15493)  
     

Adjustment coefficients (standard error in parentheses)  
D(LGDP) -0.085504    

 (0.03645) 
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D(LREM) -0.263746    
 (0.10003)    

D(LFDI) 2.930814    
 (0.82750)    

D(LODA) -0.021720    
 (0.18373)    
     
          

2 Cointegrating Equation(s): Log likelihood 156.4979  
     
     Normalized cointegrating coefficients (standard error in parentheses) 

LGDP LREM LFDI LODA  
1.000000 0.000000 -0.170771 -1.242247  

  (0.02643) (0.13970)  
0.000000 1.000000 -0.144150 -2.944868  

  (0.06310) (0.33355)  
     

Adjustment coefficients (standard error in parentheses)  
D(LGDP) -0.054661 0.047265   

 (0.03810) (0.01571)   
D(LREM) -0.180432 0.141553   

 (0.10477) (0.04319)   
D(LFDI) 3.928525 -0.882908   

 (0.80875) (0.33337)   
D(LODA) 0.221362 0.096401   

 (0.17429) (0.07184)   
     
          

3 Cointegrating Equation(s): Log likelihood 157.3319  
     
     Normalized cointegrating coefficients (standard error in parentheses) 

LGDP LREM LFDI LODA  
1.000000 0.000000 0.000000 -3.806619  

   (0.88847)  
0.000000 1.000000 0.000000 -5.109478  

   (0.84798)  
0.000000 0.000000 1.000000 -15.01640  

   (5.01888)  
     

Adjustment coefficients (standard error in parentheses)  
D(LGDP) -0.044878 0.038708 0.002795  

 (0.04954) (0.03188) (0.00531)  
D(LREM) -0.131120 0.098418 0.011788  

 (0.13570) (0.08733) (0.01455)  
D(LFDI) 4.342245 -1.244799 -0.532030  

 (1.04640) (0.67344) (0.11222)  
D(LODA) 0.103477 0.199517 -0.054998  

 (0.22439) (0.14441) (0.02407)  
          

Source: Author 
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Table 6.11:  Result of Vector Error Correction Estimates 
Vector Error Correction Estimates 

Sample (adjusted): 1978 2013 
Included observations: 31 after adjustments 

Standard errors in ( ) & t-statistics in [ ] 
     
     Cointegrating Eq: CointEq1    
     
     LGDP(-1) 1.000000    

LREM(-1) -0.423376    
 (0.08105)    
 [-5.22343]    

LFDI(-1) -0.109742    
 (0.02666)    
 [-4.11564]    

LODA(-1) 0.004539    
 (0.15493)    
 [ 0.02930]    

C -3.398441    
     
     Error Correction: D(LGDP) D(LREM) D(LFDI) D(LODA) 
     
     CointEq1 -0.085504 -0.263746 2.930814 -0.021720 
 (0.03645) (0.10003) (0.82750) (0.18373) 
 [-2.34586] [-2.63663] [ 3.54178] [-0.11821] 

C 0.050506 0.077880 0.071419 0.028552 
 (0.00342) (0.00939) (0.07765) (0.01724) 
 [ 14.7659] [ 8.29632] [ 0.91969] [ 1.65592] 
     
     R-squared 0.159494 0.193365 0.301949 0.000482 

Adj. R-squared 0.130512 0.165550 0.277878 -0.033985 
Sum sq. resids 0.010518 0.079220 5.421200 0.267266 
S.E. equation 0.019044 0.052266 0.432363 0.096000 

F-statistic 5.503044 6.951829 12.54422 0.013974 
Log likelihood 79.83720 48.54030 -16.96021 29.69213 

Akaike AIC -5.021755 -3.002600 1.223239 -1.786589 
Schwarz SC -4.929240 -2.910084 1.315755 -1.694074 

Mean dependent 0.050506 0.077880 0.071419 0.028552 
S.D. dependent 0.020424 0.057216 0.508796 0.094410 

     
     Determinant resid covariance (dof adj.) 1.04E-09   

Determinant resid covariance 7.97E-10   
Log likelihood 148.7725   

Akaike information criterion -8.824033   
Schwarz criterion -8.268941   
          

Source: Author 
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Table 6.12: Result of VEC Residual Portmanteau Tests for Autocorrelations 
VEC Residual Portmanteau Tests for Autocorrelations 

Null Hypothesis: no residual autocorrelations up to lag h 
Sample: 1977 2014 

Included observations: 31 
      
      Lags Q-Stat Prob. Adj Q-Stat Prob. df 
      
      1 17.92621 0.3282 18.52375 0.2941 16 
2 26.42413 0.7445 27.60774 0.6886 32 
3 34.17156 0.9339 36.18525 0.8948 48 
4 41.51730 0.9869 44.61924 0.9689 64 
5 51.18616 0.9950 56.14750 0.9803 80 
6 67.82204 0.9870 76.77599 0.9256 96 
7 80.43479 0.9893 93.06746 0.9030 112 
8 92.34578 0.9925 109.1214 0.8852 128 
9 104.7377 0.9942 126.5828 0.8488 144 

10 113.5229 0.9979 139.5513 0.8766 160 
11 124.7507 0.9987 156.9544 0.8458 176 
12 133.9368 0.9995 171.9423 0.8478 192 

      
      *The test is valid only for lags larger than the VAR lag order. 

df is degrees of freedom for (approximate) chi-square distribution 

Source: Author 

 

Table 6.13:  Result of VEC Residual Heteroskedasticity Tests: Includes Cross 

Terms 
VEC Residual Heteroskedasticity Tests: No Cross Terms (only levels and squares) 

Sample: 1977 2014 
Included observations: 31 

      
Joint test:     

      
      Chi-sq df Prob.    
      
      22.67459 20 0.3051    
      
      Individual components:    
      
      Dependent R-squared F(2,28) Prob. Chi-sq(2) Prob. 
      
      res1*res1 0.243136 4.497379 0.0202 7.537216 0.0231 

res2*res2 0.038927 0.567056 0.5736 1.206747 0.5470 
res3*res3 0.051084 0.753672 0.4799 1.583594 0.4530 
res4*res4 0.020139 0.287746 0.7521 0.624320 0.7319 
res2*res1 0.098317 1.526522 0.2348 3.047830 0.2179 
res3*res1 0.292077 5.776149 0.0079 9.054372 0.0108 
res3*res2 0.016335 0.232492 0.7941 0.506394 0.7763 
res4*res1 0.059098 0.879339 0.4262 1.832037 0.4001 
res4*res2 0.114021 1.801724 0.1836 3.534642 0.1708 
res4*res3 0.063533 0.949814 0.3989 1.969538 0.3735 

            Source: Author 
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Table 6.14:  Result of Vector Error Correction Estimates 
Dependent Variable: D(LGDP) 

Method: Least Squares 
Sample (adjusted): 1978 2014 

Included observations: 34 after adjustments 
D(LGDP) = C(1)*( LGDP(-1) - 0.423*LREM(-1) - 0.11*LFDI(-1) + 0.005*LODA(-1) - 3.398 ) + C(2) 

     
      Coefficient Std. Error t-Statistic Prob. 
     
     C(1) -0.084013 0.032536 -2.582171 0.0146 

C(2) 0.050837 0.003142 16.17735 0.0000 
     
     R-squared 0.172434 Mean dependent var 0.051184 

Adjusted R-squared 0.146573 S.D. dependent var 0.019817 
S.E. of regression 0.018307 Akaike info criterion -5.106062 
Sum squared resid 0.010724 Schwarz criterion -5.016276 

Log likelihood 88.80305 Hannan-Quinn criter. -5.075442 
F-statistic 6.667609 Durbin-Watson stat 1.312711 

Prob(F-statistic) 0.014600    

Source: Author 

 

Table 6.15:  Result of Breusch-Godfrey Serial Correlation LM Test  
Breusch-Godfrey Serial Correlation LM Test:  

     
     F-statistic 0.748405 Prob. F(2,30) 0.4817 

Obs*R-squared 1.615768 Prob. Chi-Square(2) 0.4458 
     
     Test Equation: 

Dependent Variable: RESID 
Method: Least Squares 

Sample: 1978 2014 
Included observations: 34 

Presample and interior missing value lagged residuals set to zero. 
     
     Variable Coefficient Std. Error t-Statistic Prob. 
     
     C(1) -0.001818 0.033010 -0.055067 0.9565 

C(2) -7.87E-05 0.003188 -0.024675 0.9805 
RESID(-1) 0.216477 0.182497 1.186198 0.2449 
RESID(-2) -0.092116 0.234146 -0.393412 0.6968 

     
     R-squared 0.047523 Mean dependent var 8.16E-19 

Adjusted R-squared -0.047725 S.D. dependent var 0.018027 
S.E. of regression 0.018452 Akaike info criterion -5.037103 
Sum squared resid 0.010215 Schwarz criterion -4.857532 

Log likelihood 89.63076 Hannan-Quinn criter. -4.975864 
F-statistic 0.498937 Durbin-Watson stat 1.748704 

Prob(F-statistic) 0.685834    

Source: Author 
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Table 6.16:  Result of Heteroskedasticity Test: Breusch-Pagan-Godfrey 

F-statistic 1.561168 Prob. F(4,29) 0.2111 

Obs*R-squared 6.024142 Prob. Chi-Square(4) 0.1974 
Scaled explained SS 16.56462 Prob. Chi-Square(4) 0.0023 

     
Test Equation: 

Dependent Variable: RESID^2 
Method: Least Squares 

Sample: 1978 2014 
Included observations: 34 

     Variable Coefficient Std. Error t-Statistic Prob. 
     

C -0.002933 0.005984 -0.490104 0.6277 
LGDP(-1) 0.002655 0.002179 1.218223 0.2330 
LREM(-1) -0.001539 0.001273 -1.208964 0.2364 
LFDI(-1) -0.000102 0.000249 -0.411246 0.6839 

LODA(-1) -0.001208 0.001449 -0.833391 0.4114 
R-squared 0.177181 Mean dependent var 0.000315 

Adjusted R-squared 0.063688 S.D. dependent var 0.000798 
S.E. of regression 0.000772 Akaike info criterion -11.36030 
Sum squared resid 1.73E-05 Schwarz criterion -11.13584 

Log likelihood 198.1252 Hannan-Quinn criter. -11.28376 
F-statistic 1.561168 Durbin-Watson stat 2.058112 

Prob(F-statistic) 0.211094    
Source: Author 

 

Table 6.17:  Result of Heteroskedasticity Test: ARCH 
F-statistic 0.277696 Prob. F(1,29) 0.6022 

Obs*R-squared 0.294032 Prob. Chi-Square(1) 0.5876 
Test Equation: 

Dependent Variable: RESID^2 
Method: Least Squares 

Sample (adjusted): 1979 2014 
Included observations: 31 after adjustments 

 
 
 
 
 

     
     Variable Coefficient Std. Error t-Statistic Prob. 
     
     C 0.000249 0.000112 2.226798 0.0339 

RESID^2(-1) -0.066550 0.126288 -0.526969 0.6022 
     
     R-squared 0.009485 Mean dependent var 0.000227 

Adjusted R-squared -0.024671 S.D. dependent var 0.000569 
S.E. of regression 0.000576 Akaike info criterion -12.01879 
Sum squared resid 9.62E-06 Schwarz criterion -11.92628 

Log likelihood 188.2913 Hannan-Quinn criter. -11.98863 
F-statistic 0.277696 Durbin-Watson stat 2.194368 

Prob(F-statistic) 0.602223    

Source: Author 
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Table 6.18: VEC Residual Normality Tests 
Orthogonalization: Residual Covariance (Urzua) 

Null Hypothesis: residuals are multivariate normal 
Sample: 1977 2014 

Included observations: 31 
     

Component Skewness Chi-sq df Prob. 
     
     1 1.495019 13.97569 1 0.0002 
2 0.778100 3.785740 1 0.0517 
3 -0.510594 1.630162 1 0.2017 
4 -0.502294 1.577594 1 0.2091 
     
     Joint  20.96919 4 0.0003 
     
          

Component Kurtosis Chi-sq df Prob. 
     
     1 5.368695 13.55628 1 0.0002 
2 3.588894 1.250594 1 0.2634 
3 2.451513 0.270355 1 0.6031 
4 3.214451 0.335195 1 0.5626 
     
     Joint  15.41242 4 0.0039 
     

Component Jarque-Bera df Prob.  
     
     1 27.53197 2 0.0000  
2 5.036334 2 0.0806  
3 1.900517 2 0.3866  
4 1.912790 2 0.3843  
     
     Joint 67.70977 55 0.1167  
          

Source: Author 
 

    

 

Figure 6.5:  Stability Test: CUSUM 

 
Source: Author 
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Table 6.19: Growth Rate of Remittances, GDP, FDI and ODA (%) 

Year REM 
Growth 

of 
REM 

GDP 
Growth 

Of 
GDP 

FDI Growth of 
FDI ODA Growth of 

ODA 

1977 125.16 - 14930.33 - 10.73 - 1205.96 - 
1978 165.59 32.30 20082.03 34.51 11.56 7.74 1494.12 23.89 

1979 266.95 61.21 23690.66 17.97 -12.46 -207.74 1808.16 21.02 

1980 492.95 84.66 28077.70 18.52 13.15 -205.57 1988.51 9.97 
1981 620.74 25.92 33088.00 17.84 9.64 -26.69 1976.81 -0.59 
1982 1176.84 89.59 37124.90 12.20 15.39 59.68 2958.05 49.64 
1983 1568.76 33.30 41839.10 12.70 0.99 -93.54 2565.99 -13.25 
1984 1265.49 -19.33 47302.10 13.06 -1.40 -241.06 3009.06 17.27 
1985 1419.61 12.18 57923.90 22.46 -18.64 1229.13 3153.68 4.81 
1986 1752.85 23.47 65322.10 12.77 7.41 -139.74 4342.26 37.69 
1987 2313.94 32.01 75323.90 15.31 9.92 33.89 5548.07 27.77 
1988 2423.59 4.74 82926.50 10.09 5.83 -41.19 5122.89 -7.66 
1989 2446.00 0.93 92389.30 11.41 0.80 -86.29 5806.95 13.35 
1990 2691.63 10.04 103958.55 12.52 11.20 1299.51 7234.42 24.58 
1991 2818.65 4.72 110518.22 6.31 5.09 -54.55 6880.96 -4.89 
1992 3513.26 24.64 119542.46 8.17 14.50 184.90 7082.77 2.93 
1993 3986.97 13.48 125369.44 4.87 55.59 283.47 5473.18 -22.73 
1994 4629.63 16.12 135412.33 8.01 44.83 -19.36 7008.46 28.05 
1995 4838.31 4.51 152517.79 12.63 7.64 -82.96 5162.63 -26.34 
1996 5685.30 17.51 189933.40 24.53 56.55 640.31 5132.62 -0.581 
1997 6709.15 18.01 206003.20 8.46 611.75 981.85 4443.46 -13.43 
1998 7513.23 11.99 226929.90 10.16 891.49 45.73 5454.47 22.75 
1999 8882.74 18.23 246508.90 8.63 881.88 -1.08 5985.62 9.74 
2000 10199.12 14.82 268503.40 8.92 1461.97 65.78 6115.38 2.17 
2001 11590.79 13.65 291337.00 8.50 438.23 -70.03 5824.77 -4.75 
2002 16484.53 42.22 314280.40 7.88 302.98 -30.86 5246.10 -9.94 
2003 18485.12 12.14 348320.20 10.83 1560.08 414.91 8111.29 54.62 
2004 21286.52 15.16 383294.00 10.04 2671.56 71.25 8414.20 3.73 
2005 27304.34 28.27 427074.10 11.42 4892.13 83.12 8483.83 0.83 
2006 38366.56 40.52 482336.97 12.94 3146.96 -35.67 8417.99 -0.78 
2007 45337.35 18.17 549799.70 13.99 4483.96 42.49 10436.20 23.98 
2008 61587.83 35.84 628682.20 14.35 9112.75 103.23 14204.17 36.11 
2009 73981.46 20.12 705071.80 12.15 6222.40 -31.72 8462.95 -40.42 
2010 76639.97 3.59 797538.70 13.12 8582.59 37.93 9855.03 16.45 
2011 90240.85 17.75 915828.80 14.83 9378.24 9.27 11048.86 12.11 
2012 115816.93 28.34 1055204.02 15.22 12970.35 38.30 17617.58 59.45 
2013 108066.93 -6.69 1198923.17 13.62 14884.94 14.76 20846.61 18.33 
2014 115969.62 7.31 1343674.40 12.07 19386.56 30.24 - - 

Source:  Calculated from Source:  Bureau of Manpower, Employment and Training 

(BMET) and World Development Indicator, World Bank Dataset 
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Figure 6.6: Time Plot of All the Variables used in this Chapter 

 
Source: Author 
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CHAPTER SEVEN 

 

IMPACT OF REMITTANCES ON THE ECONOMY OF BANGLADESH 

 

7.1 Introduction 

Chenery and Bruno (1962) consider LDC’s suffer from foreign exchange, chronic 

deficit in balance of trade, ineffectiveness of foreign aid and the difficulties of 

borrowing. In these countries migrant workers’ remittances can substitute for the 

scarcity of the other sources of foreign exchange. 

 

Glytsos (1998) argues against that remittances are mostly spent on consumption, 

housing and land, and are not used for productive investment that would contribute to 

long-run development. He claims that  the “productive use” of remittances may be 

served in a variety of other ways: management of remittances (e.g. by banks); extension 

of investment credit allowed by the increase in the liquidity of banks from remittance 

deposits; liberalization of other resources from consumption; investment in human 

capital in the form of spending on certain consumption items (e.g. education, health); 

purchase of more investment goods from abroad, made possible by remittances; growth 

of investment as a result of the multiplier effects of spending on consumption.  

 

When a country receives remittances her disposable income increases by that amount of 

remittances. So there are great possibilities of impact of this income on macroeconomic 

variables like savings, investment, consumption, imports and growth because these 

income will be spend on consumption purposes or saving purposes. This income may 

spend on imported goods also.      

 

Main purpose of this study is to investigate the impact of remittance inflow on the 

Bangladesh economy in both the short and the long run. More specifically, we 

investigate the dynamic effects of remittances on some important macroeconomic 

variables like aggregate household consumption, investment, imports, and GDP in both 

the short and the long run. Actually we try to show how these remittances are 

distributed or contributed across different national income components. In other word 

the  ultimate goal of this study is to provide an answer to the question of whether past 

and current remittance inflows to the Bangladesh economy contribute to current and 

future economic growth. 
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Our main objective is to estimate the effects remittances on certain macroeconomic 

variables, that are related to short-run economic changes and to determine how these 

changes move the economy to long-run growth and development. 

 

7.2 Data, Variables and Methodology 

The study is based on secondary data collected covering 1977-2014 from Bangladesh 

Bank (BB) and World Development Indicator (WDI), World Bank (WB). Data on the 

remittances (Rt) are collected from Bangladesh Bank and all other variables are 

collected from World Development Indicator (WDI), World Bank (WB).  

 

We use the following variables in our model:  

Wage Earners’ Remittance inflows (Remittances,푅 ), Gross Domestic Product (GDPt), 

General Government Final Consumption Expenditure (Gt), Gross Capital Formation 

(Investment, It), Capital Stocks (Kt),   Household Final Consumption Expenditure, etc 

(Ct), Exports of Goods and Services (Xt), Imports of Goods and Services (Mt). 

Definition of variables, data sources on details are given in the annexure. 

 

Gujarati et al. (2012) warned that the regression of a nonstationary time series on 

another nonstationary time series may produce a spurious regression. But if they are I 

(1); that is, they contain a stochastic trend there may not be impossible that they share 

the same common trend so that the regression of one on the other will not be 

necessarily spurious. In other words, if the series are I (1) individually but their linear 

combination become as I (0) then the variables are cointegreted. Economically 

speaking, two variables will be cointegreted if they have a long-term, or equilibrium, 

relationship between them. Economic theory is often expressed in equilibrium terms. 

 

Following Glytsos (2002) we employ a Keynesian-type econometric model with 

dynamic perspective as the theoretical basis of the effects of remittances on 

macroeconomic activities. The structural simultaneous equation model is estimated by 

using the two-stage least square (TSLS) technique. Then we calculate reduced form 

equation on the basis of TSLS estimates to link remittances to the endogenous key 

macroeconomic variables and economic growth in both the short and the long run. 

Moreover, the distribution of remittance effects on the key macroeconomic variables 

over time is calculated. That is, we provide estimates of remittance impact, dynamic, 

and cumulative multipliers. 
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7.3 The Theoretical Framework 

The study is based on Nicholas P. Glytsos (2002). Glytsos (2002) model has been used 

in many countries in different time like in Kyrgyzstan by Aitymbetov, S. (2006), in 

Pakistan by Muhammad and Ahmed (2009), in Turkey by Tansel and Yasar (2010), in 

Pakistan by Muhammad and Ahmed (2009), in Moldova and Albania by Blouchoutzi 

and Nikas (2014), in Palestine by Saad (2015).                 

 

Remittances are directly added to the national disposable income. He uses remittances 

in his model as a component of the national disposable income. That is, a one dollar 

increase in remittances will immediately increase disposable income by one dollar, 

ceteris paribus. It is through the remittances-generated demand and the multiplier 

effects that the response to the disposable income of a unit change in remittances will 

deviate from one. Conceptually, the impact of a unit increase in remittances on the 

disposable income could be greater or less than one depending on how the remittances 

are used in the economy. We are interested in the impact of remittances on private 

consumption, imports, investment, and disposable income; therefore, our model 

consists of three behavioral equations describing the theoretical specification of the 

endogenous variables, private consumption (C), imports (M), and investment (I), and 

an identity equation describing the market clearing condition.  

 

The model of Glytsos (2002) is Keynesian-type econometric model with dynamic 

perspective. Remittance flows are modeled as exogenous to macroeconomic 

performance in Bangladesh. Structural model has an advantage of imposing theoretical 

restrictions on the parameters of the model. We can find reduced form representation of 

the relationship between remittances and the prime macroeconomic variables from the 

structural model which may not found theoretically. 

7.4 The Model 

For our study we adopt a very simple linear macro econometric model on the lines of a 

Keynesian basis, but with a dynamic perspective. It consists of three behavioral 

equations, namely, a consumption function, an investment function and an imports 

function, and a national income identity.  

 

Our objective to adopt this type of dynamic model is to find out the short-run effects of 

an exogenous shock of remittances on four endogenous variables (consumptions, 
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investments, imports and income).Then to find out the long-run path, through which 

remittances move the economy ahead. 

 

7.4.1 The Structure of the Model   

In developing countries like our country Bangladesh there are lots of uncertainties 

present in the economy and considerable fluctuation in income observable especially 

due to the flow of remittance component. To produce estimates of short- and long-run 

effects of income on consumption we use dynamic long-run consumption equation. The 

dynamic Household Final Consumption (Consumption) function can be derived either 

from partial adjustment or an adaptive expectation hypothesis. Current consumption is 

a function of current income level and previous consumption level. 

 That is,  

퐶 	 = 푓(푌 ,퐶 ), where, 퐶 =Consumption at the time t, 푌 = Gross Domestic Product 

(퐺퐷푃) + Wage Earners’ Remittance inflows (Remittances,푅 ) = Income at the time t, 

that is, the total income is an approximate of the national disposable income, 

퐶 =Consumption at the time t-1.In particular, 

 

퐶 = 훼 + 훼 		푌 + 훼 퐶 + 휀 , 																																																																																										(7.1)  

                                                                  

Where 휀 ,  is the stochastic disturbance for the consumption equation and we expect the 

coefficients of 푌 	and		퐶  both are expected to be positive:						훼 		 > 0  and			훼 > 0. 

This equation seems to satisfy our criterion for a model suitable for Bangladesh. 

 

We assume that Gross Capital Formulation (Investment) is correlated with business 

profits and that profits are positively related to national income and negatively related 

to the stock of capital, in the sense that there is some desired stock of capital toward 

which businessmen are orienting their investment activity. Hence we can write Gross 

Capital Formulation (Investment) is a function of level of Income and Previous Capital 

Stocks. That is,퐼 = 푓(푌 ,퐾 ) where, 퐼 = Investment at the time of t, 푌 = Income at 

the time of t and 퐾 =Capital Stock at the time of t-1. Due to lack of data on Capital 

Stock in Bangladesh we take proxy variable by the cumulative Gross Capital Formation 

(Investment) approximately,  

퐾 = 퐼  
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More specifically, 

 

퐼 = 훽 + 훽 푌 + 훽 퐾 + 휀 , 																																																																																												(7.2) 

      

Where, 휀 ,  is the stochastic disturbance for the Investment equation and we expect the 

coefficient of		푌  is positive and coefficient of			퐾  is negative, allowing some time for 

investment to adjust to that stock, that is, 훽 > 0 and		훽 < 0. 

 

We assume that a large amount of remittances in Bangladesh goes to meet the import 

bills; we take import equation in the system based on a life-cycle hypothesis, 

incorporating both the current income and the wealth so the lag income is introduced. 

 

So we take Import of Goods and Services (Imports) as a function of current and 

previous income and lag import. That is,			푀 = 푓(푌 	,푀 )	, where, 푀 = Imports at 

the time of t,	푌 	=Income at the time of t,푀  = Imports at the time of t-1. More 

specifically, 

 

푀 = 휆 + 휆 푌 + 휆 푀 + 휀 , 																																																																																		(7.3)							

                                      

Where, 휀 ,  is the stochastic disturbance for the Imports equation and we expect		휆 >

0,		휆 ≶ 0 . 

Lastly, we take Income Identity as follows; 

 

푌 = 퐶 + 퐼 + 퐺 + 푋 −푀 + 푅 																																																																														(7.4)									 

                       

Where, 푌 =Income at the time of t,퐶  =Consumption at the time of t, 퐼 = Investment at 

the time of t, 퐺 = General Government Final Consumption Expenditure (Government 

Expenditure) at the time of t, 푋 = Exports of Goods and Services (Exports) at the time 

of t, 푀 = Imports of Goods and Services (Imports) at the time of t, 푅 = Remittances at 

the time of t. 

 

Although Exports (Xt) and Government Expenditures (Gt) may be related to the 

endogenous variables namely; Consumption(Ct), Investment(It) and Imports (Mt), but 

since there is no obvious relationship between Remittances and Exports(Xt) and 
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Government Expenditures(Gt) we consider Government Expenditure (Gt), Exports (Xt) 

as exogenous to Remittances (Rt) in this model. It may be better to consider exports and 

government expenditures as endogenous variables in the model due to possibilities of 

impacts of remittances on exports and government expenditure indirectly through the 

consumptions, investments and imports to capture the full impact of remittances on the 

economy. But we believe that impact of remittances on exports is negligible in the 

economy of Bangladesh as the majority of exports are made up of traditional sectors 

and the export destinations are almost unchanged. 

 

Again government expenditures are directly related with foreign aid and political 

factors. Remittances are not included with foreign aid. So we can consider remittances 

as exogenous variable in the model. In fact, once government expenditure is modeled 

as exogenous variable, the model is able to isolate the effects of remittances from the 

impact of foreign aid on the economy. 

  

Our structural model consists of equations (1), (2) and (3), and an income identity, 

which also includes remittances. 

퐶 = 훼 + 훼 		푌 + 훼 퐶 + 휀 ,                      (7.1)                          

퐼 = 훽 + 훽 푌 + 훽 퐾 + 휀 ,                    (7.2) 

푀 = 휆 + 휆 푌 + 휆 푀 + 휀 ,                               (7.3) 

푌 = 퐶 + 퐼 + 퐺 + 푋 −푀 + 푅                    (7.4) 

So our model includes; 

1. Four endogenous variables: Consumption (Ct), Investment (It) Imports (Mt) and 

Income (푌 = 퐺퐷푃 + 푅 )   

2. Four exogenous variables: cumulative Investment(퐾 ), Exports (푋 ), Remittances 

(푅 ) and Government Expenditure (퐺 ) 

3. Predetermined variables: Lag Consumptions (퐶 ), Lag Imports (푀 ) 

 Now we are interested to measure the following seven parameters from the model; 

1. 훼 		 = marginal propensity to consume 

2. 훼 		 = the marginal impact of previous consumption on current consumption 

3. 훽  = the marginal propensity to invest 

4. 훽  = the marginal impact of capital stock on investment 

5. 휆 = the marginal propensity to import 

6. 휆  = the marginal impact of previous imports on the current imports. 
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Impact Multiplier or Short-Run Multiplier 

Ignoring the error term, we make necessary substitution in equations (7.1), (7.2) and 

(7.3) we derive the following reduced form equations for consumption, investment and 

import (following Muhammad and Ahmed, 2009): 

 

푍퐶 = 퐶 + 훼 푋 + 훼 퐺 + 훼 푅 + 훼 (1 − 훽 + 휆 )퐶 + 훼 훽 퐾 − 훼 휆 푀

+ 퐸 																																																																																																																	(7.5) 

 

 푤ℎ푒푟푒	,퐶 = 훼 (1 − 훽 + 휆 ) + 훼 (훽 − 휆 )	푎푛푑	퐸 = 푍휀 , + 훼 휀 , + 휀 , − 휀 ,   

                                                                                         

푍퐼 = 퐼 + 훽 푋 + 훽 퐺 + 훽 푅 + 훼 훽 퐶 + 훽 (1 − 훼 + 휆 )퐾 − 훽 휆 푀 + 퐸  

            (7.6) 

푤ℎ푒푟푒	, 퐼 = 훽 (1 − 훼 + 휆 ) + 훽 (훼 − 휆 )	푎푛푑			퐸 = 	푍휀 + 훽 휀 , + 휀 , − 휀 , 	  

 

푍푀 = 푀 + 휆 푋 + 휆 퐺 + 휆 푅 + 훼 휆 퐶 + 훽 휆 퐾 + 휆 (1− 훼 − 훽 )푀

+ 퐸 																																																																																																																(7.7) 

      

푤ℎ푒푟푒,푀 = 휆 (1− 훼 + 훽 ) + 휆 (훼 − 훽 )	푎푛푑	퐸 = 	푍휀 , + 휆 휀 , + 휀 , − 휀 ,  

        

Where , 	푎푛푑	 	  represent impact multipliers for consumption, investment and 

import respectively and				푍 = (1 − 훼 − 훽 + 휆 ). 

 

Now we can find the reduced form equation of income as follows: 

 

푌 = 휑 + + 1 푋 	 + + 1 퐺 	 + + 1 푅 	 + 퐶 +

퐾 + 푀 + E 																																																																																																	(7.8)                                                    

   

where	,φ =
α − β + λ

Z and	E =
휀 , + 휀 , − 휀 ,

Z  
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The short-run or impact multiplier for the income	 + 1  is equal to 

impact multiplier for consumption 		 			plus impact multiplier for investment  

minus impact multiplier for imports  and plus one. 

 

7.4.2 Dynamic Features of the Model 

Our model is dynamic in nature as we have included lagged endogenous variables into 

the system. Now we can convert our equations of our system into the reduced form 

expression as follows: 

퐶 = 휋 + 휋 푋 + 휋 퐺 + 휋 푅 	+ 휋 퐶 + 휋 퐾 + 휋 푀 +
퐸
푍 	 

                              (7.9) 

퐼 = 휋 + 휋 푋 + 휋 퐺 + 휋 푅 	+ 휋 퐶 + 휋 퐾 + 휋 푀 +
퐸
푍  

                                        (7.10) 

푀 = 휋 + 휋 푋 + 휋 퐺 + 휋 푅 	+ 휋 퐶 + 휋 퐾 + 휋 푀 +
퐸
푍  

                     (7.11) 

푌 = 휋 + 휋 푋 + 휋 퐺 + 휋 푅 	+ 휋 퐶 + 휋 퐾 + 휋 푀 +
퐸
푍  

                     (7.12) 

Now suppose 푉  denoted any of our endogenous variables		퐶 , 퐼 ,	푀  and 푌  then we can 

write the above reduced form equation system as follows: 

푉 = 휋 + 휋 푋 + 휋 푅 + 휋 퐺 + 휋 퐶 + 휋 퐾 + 휋 푀 +
퐸
푍  

                     (7.13) 

The partial derivatives of the endogenous variable		푉  with respect to any 

predetermined variable, 푍 (푋 	,퐺 ,푅 퐶 ,퐾 , 푎푛푑	푀 ) are 	휋 ′푠		(the parameters). 

Symbolically, 

휕푉
휕푍 = 휋  

Estimates of the 휋 ′푠		 may be obtained either directly by OLS from equation (7.9), or 

by solving the TSLS expressions of 휋 ′푠		in terms of the estimated structural 

parameters.  
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According to Koutsoyiannis (2001) the reduced-form parameters(휋 ′푠) measure the 

total effect, direct and indirect, of a change in the predetermined variable on the 

endogenous variables, after taking account of the interdependences among the jointly 

dependent endogenous variables.   

 

Again in discrete variable notation, the partial derivatives of equation (7.9) are 

equivalent to ΔV = π ΔΖ, which tells that  휋 ′푠		as  a multiplier, called “impact 

multiplier”, that represents the magnitudes of direct and indirect effects of a unit change 

in any predetermined variable Z on any endogenous variable V of the system, in the 

first year of the change in Z. Subsequent effects during the years 2, 3, ..., n come as a 

result of the dynamic nature of the model, through the lagged dependent variables in 

the form of time distributed interim multipliers, moving the system forward towards 

long-term equilibrium if certain conditions of convergence exist. The sum of interim 

multipliers gives therefore the opportunity of evaluating the overall exogenous effects 

of remittances on the three endogenous variables of the model. For example a change in 

remittances by one unit in year 1 with no further increase in the following years 2, 3 

….n, the dynamic multipliers can be obtained. From the reduced form equation (7.5), 

consumption function for the following period can be written as: 

 

푍퐶 = 퐶 + 훼 푋 + 훼 퐺 + 훼 푅 + 훼 (1 − 훽 + 휆 )퐶 + 훼 훽 퐾 −

훼 휆 푀 + 퐸                          

                                (7.14) 

푤ℎ푒푟푒,퐸 = 푍휀 , + 훼 휀 , + 휀 , − 휀 ,  

Now substituting (7.5) into (7.14) we get, 

 

퐶 = + 푋 + 퐺 + 푅 + 퐾 − 푀 +

( ) × + 푋 + 퐺 + 푅 + ( ) 퐶 +

퐾 − 푀 + +                                                                                                                             

                     (7.15) 

It can be observed from equation (7.15) that any change of remittances in the current 

year has the following effects on private consumption in the following period as: 
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휕퐶
휕푅 = 퐴 ×

훼
푍 		 ,푤ℎ푒푟푒	퐴 =

훼 (1 − 훽 + 휆 )
푍  

By continuing the process of iteration the dynamic multipliers can be found for the next 

years as follows: 

 

휕퐶
휕푅 = 퐴 ×

훼
푍 	 ,

휕퐶
휕푅 = 퐴 ×

훼
푍 	 ,

휕퐶
휕푅 = 퐴 ×

훼
푍 	 , … ,

휕퐶
휕푅

= 퐴 ×
훼
푍 	 

Again, from the reduced form equation (7.6), investment function for the following 

period can be written as: 

 

푍퐼 = 퐼 + 훽 푋 + 훽 퐺 + 훽 푅 + 훼 훽 퐶 + 훽 (1 − 훼 + 휆 )퐾 − 훽 휆 푀

+ 퐸  

                      

(7.16) 

푤ℎ푒푟푒,퐸 = 푍휀 , + 훽 휀 , + 휀 , − 휀 ,  

Now let, 퐾 = 퐾 + 퐼  

Now substituting (7.6) into (7.16) we get, 

 

퐼 =
퐼
푍 +

훽
푍 푋 +

훽
푍 퐺 +

훽
푍 푅 +

훼 훽
푍 퐶 −

훽 휆
푍 푀

+
훽 (1− 훼 + 휆 )

푍 퐾 +
훽 (1− 훼 + 휆 )

푍

×
퐼
푍 +

훽
푍 푋 +

훽
푍 퐺 +

훽
푍 푅 +

훼 훽
푍 퐶

+
훽 (1− 훼 + 휆 )

푍 퐾 −
훽 휆
푍 푀 +

퐸
푍 +

퐸
푍  

                     (7.17) 

It can be observed from equation (7.17) that any change of remittances in the current 

year has the following effects on investment in the subsequent period as: 

 

휕퐼
휕푅 = 퐵 ×

훽
푍 		 ,푤ℎ푒푟푒	퐵 =

훽 (1 − 훼 + 휆 )
푍  
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By continuing the process of iteration the dynamic multipliers can be found for the next 

years as follows: 

				
휕퐼
휕푅 = 퐵 ×

훽
푍 		 ,

휕퐼
휕푅 = 퐵 ×

훽
푍 	 ,

휕퐼
휕푅 = 퐵 ×

훽
푍 	 , … ,

휕퐼
휕푅

= 퐵 ×
훽
푍 	 

Lastly, from the reduced form equation (7.7), import function for the following period 

can be written as: 

푍푀 = 푀 + 휆 푋 + 휆 퐺 + 휆 푅 + 훼 휆 퐶 + 훽 휆 퐾 + 휆 (1 − 훼 − 훽 )푀

+ 퐸  

                     (7.18) 

푤ℎ푒푟푒,퐸 = 	푍휀 , + 휆 휀 , + 휀 , − 휀 ,  

 

Now substituting (7) into (18) we get, 

푀 =
푀
푍 +

휆
푍 푋 +

휆
푍 퐺 +

휆
푍 푅 +

훼 휆
푍 퐶 +

훽 휆
푍 퐾

+
휆 (1− 훼 − 훽 )

푍

×
푀
푍 +

휆
푍 푋 +

휆
푍 퐺 +

휆
푍 푅 +

훼 휆
푍 퐶 +

훽 휆
푍 퐾

+
휆 (1− 훼 − 훽 )

푍 푀 +
퐸
푍 +

퐸
푍  

                                (7.19) 

It can be observed from equation (7.17) that any change of remittances in the current 

year has the following effects on investment in the subsequent period as: 

 

휕푀
휕푅 = 퐶 ×

휆
푍 		 ,푤ℎ푒푟푒,퐶 =

휆 (1 − 훼 + 훽
푍 	  

 

By continuing the process of iteration the dynamic multipliers can be found for the next 

years as follows: 

 

휕푀
휕푅 = 퐶 ×

휆
푍 		 ,

휕푀
휕푅 = 퐶 ×

휆
푍 	 ,

휕푀
휕푅 = 퐶 ×

휆
푍 	 , , … ,

휕푀
휕푅

= 퐶 ×
휆
푍 .	 
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For the income identity, dynamic multipliers can be calculated by summing the 

multipliers for consumption and investment and then subtracting multiplier for imports 

from their sum.  

Dynamic	Multiplier	for	Income	Identity(Y ) =
휕퐶
휕푅 +

휕퐼
휕푅 −

휕푀
휕푅

= 퐴 ×
훼
푍 + 퐵 ×

훽
푍 − 퐶 ×

휆
푍 		 

 

Again, we can find out the short-run marginal propensities to consume (푀푃퐶 ) and 

the long-run marginal propensities to consume (푀푃퐶 )	are expressed respectively by 

푀푃퐶 =
휕퐶
휕푌 		and	푀푃퐶 =

휕퐶
휕푌 =

휕퐶
휕푌

1

1 − 휕퐶
휕퐶

	  

 

Where indicating the long-run equilibrium of consumption (퐶 = 퐶 ). Similarly the 

short-run marginal propensities to import (푀푃푀 ) and the long-run marginal 

propensities to import (푀푃푀 )	are expressed respectively by 

푀푃푀 =
휕푆
휕푌 		and	푀푃푀 =

휕푀
휕푌 =

휕푀
휕푌

1

1− 휕푀
휕푀

	  

Where  푀   indicating the long-run equilibrium of import (푀 = 푀 ). 

 

 Again, we can find out the short-run marginal propensities to consume (푀푃퐶 ) and 

the short-run marginal propensities to import (푀푃푀 ) are expressed respectively by 

푀푃퐶 =
휕퐶
휕푌 		and	푀푃푀 =

휕푀
휕푌 		 

 

7.4.3 Remittance Multiplier 

Under the assumption of a change of remittances by one unit ΔR = 1, sustained for 

subsequent years, that is, with no further increase (ΔR = 0) in years 2, 3,...., n, all other 

predetermined variables in the equation remaining unchanged for t = 1, 2, ........, n 

years, the calculated interim multipliers are for most cases declining towards zero 7 

years after the flow of remittances. 
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7.4.4 Impact of Remittances on Macroeconomic Variables 

We are interested to measure the effects of current and past remittances on current 

year’s value of the variables concerned, as well as the overall impact of a current 

change of remittances on current and future variables, over a number of years. 

 

The effects of current and past remittances on current year’s value of the variables 

concerned may be written as follows: 

∆푉 =
휕푉
휕푅 × ∆푅  

For calculating the distributed quantitative effects on consumption, investment, imports 

and output, we apply the estimated interim multipliers to the actual annual changes of 

remittances.  

 

For example, the effects of remittances for 7 years time distribution on the endogenous 

variables the following specific formula can be applied: 

 

푉 − 푉 = ∆푉

=
휕푉
휕푅 × 푑푅 +

휕푉
휕푅 × 푑푅 +

휕푉
휕푅 × 푑푅 +

휕푉
휕푅 × 푑푅

+
휕푉
휕푅 × 푑푅 +

휕푉
휕푅 × 푑푅 +

휕푉
휕푅 × 푑푅  

where,   

휕푉
휕푅 = 휋 	푡ℎ푒	푚푢푙푡푖푝푙푖푒푟	표푓	푦푒푎푟	푗, 

∆푅 = 푡ℎ푒	푎푐푡푢푎푙	푐ℎ푎푛푔푒	표푓	푟푒푚푖푡푡푎푛푐푒푠	푏푒푡푤푒푒푛	푦푒푎푟	(푡 − 푗)푎푛푑	{(푡 − 푗)

− 1}, 

푉 = 푎푛푦	표푓	표푢푟	푒푛푑표푔푒푛푒표푢푠	푣푎푟푖푎푏푙푒푠 ∶ 퐶, 퐼,푀	푎푛푑	푌, 

j = 0, 1, 2… n the number of years over which the effects of remittances are distributed, 

 converging to zero, 

t=time, 

∆ = the difference over two consecutive years. 

Then we can calculate the proportional contribution of remittances in year t on any of 

the V’s as follows ∆ × 100. 
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For calculating the distributed quantitative effects on consumption, investment, imports 

and output, we apply the estimated interim multipliers to the actual annual changes of 

remittances.  

 

7.5 Estimation 

We cannot estimate our above simultaneous equations model by Ordinary Least Square 

(OLS) method because OLS estimates are biased due to violating the exogeneity 

assumption of the classical linear regression. To overcome this problem we employ an 

instrumental variables method. In this regard we use all the exogenous and 

predetermined variables of our model as strong instruments. Our model is over 

identified model. So we use Two-Stage Least Squares Method (TSLS). 

Also, the identification state of the model is considered with respect to exactly and over 

identification conditions. If the model is exactly identified, the method of Indirect Least 

Square is most appropriate for this purpose. If the model is over identified, Indirect 

Least Square will be biased towards yielding a unique estimate of the structural 

parameters; in this case a Two Stage Least Square (TSLS) method will be a better 

alternative, among other methods like Maximum Likelihood method of estimation 

7.5.1 Two-Stage Least Squares Method (TSLS) 

We use the Two-Stage Least Squares Method (TSLS) method to estimate the structural 

parameters of our model as in Nicholas P. Glytsos (2002). The model is estimated 

equation-by-equation where the endogenous variable in each equation (income) is 

instrumented for using the set of all candidate instruments in the model (i.e., all 

exogenous variables and predetermined variables). 

 

7.6 Results and Discussion 

By using TSLS we find the following results in Table 7.1(the details of the estimates 

are given in the Table 7.8, Table 7.9 and Table 7.10 in Appendix 7. The short-run 

marginal propensity to consume (MPC) in Bangladesh is 0.415. That is, when income 

(including remittances) increases one Taka, the household consumption increases of 

0.42 Taka. The short-run MPC of Bangladesh is not so high. Lower MPC indicates 

higher saving rates. On the other hand long-run MPC of Bangladesh is found to be 

0.718. So, long-run MPC in Bangladesh is quite high.  The marginal propensity to 

invest (MPI) in Bangladesh is very low. The MPI is just 0.179. We estimate short-run 
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and long-run marginal propensity to import (MPM) to be 0.126 and 0.281 respectively 

in the economy of Bangladesh.  

 

Table7. 1: Two Stage Least Squares (TSLS) Estimates of the Model  

Explanatory 
Variables 

Consumption Investment Import 

Yt 0.415* 
(7.615) 

0.179* 
(3.868) 

0.126* 
(4.142) 

Ct(-1) 0.422* 
(4.558) 

_ _ 

Kt(-1) _ 0.045*** 
(1.775) 

_ 

Mt(-1) _ _ 0.552* 
(3.936) 

Constant 8494.28* 
(4.964) 

-5592.93* 
(-2.748) 

-6747.05** 
(-2.414) 

Adjusted R2 0.999 0.998 0.989 
Durbin-Watson 1.485 0.273 1.567 
Number of 
Observations 

37 after adjustments 37 after 
adjustments 

37 after adjustments 

Instrumental 
Variables 

Ct(-1), Yt(-1), Kt(-1), 
Mt(-1), Gt, Rt, Xt 
 

Ct(-1),Yt(-1), 
Kt(-1),Mt(1),Gt, 
Rt, Xt 

Ct(-1),Yt(-1), Kt(-1), 
Mt(-1), Gt, Rt, Xt 

t-values in the parentheses 

*, ** and *** indicate significant at 1% level and 10% level respectively 

Source: Author 

 

Table 7.2: Estimated Parameters of Structural Equation 

S.No. Parameters Definition Estimated Value 
1 α1 Marginal Propensity to Consume 0.415 
2 α2 The Marginal Impact of Previous 

Consumption on Current Consumption 
0.422 

3 β1 The Marginal Propensity to Invest 0.179 
4 β2 The Marginal Impact of Capital Stock 

on Investment 
0.045 

5 λ1 The Marginal Propensity to Import 0.126 
6 λ2 The Marginal Impact of Previous Imports 

on Current Imports 
0.552 
 

Source: Estimated 
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Table 7.3: Estimated Short- and Long-run Marginal Propensities to Consume 

(MPC), and Marginal propensities to Import (MPM) for Bangladesh 

Short-Run Long-Run 

MPC MPM MPC MPM 

0.415 

 

0.126 

 

0.718 0.281 

Source: Estimates from the Table 1 

 

We estimate the proportional contribution of remittances on consumption, investment, 

imports and income. We calculate the effects of current and past changes in remittances 

on current consumption, current investment, current imports and current income by 

using the estimated multipliers. To find these results we lose five years of time period 

1977 to 1981. The impact of remittances is distributed and converges to zero over the 

seven years. So we have seven years of multipliers. We shall get total impact of current 

remittances after seven years. Therefore, we present our results in Table 7.4 from the 

period of 1982 to 2014. 

 

When remittance increases one Taka and sustained over the seven years, we find from 

the estimated impact multipliers that consumption increases about 0.78 Taka in the first 

year. Similarly in the next six years through the interim multipliers the consumption 

increases namely 0.59 Taka, 0.44 Taka, 0.33 Taka, 0.25 Taka, 0.19 Taka and 0.14 Taka 

respectively. Hence one Taka remittance contributed in total in the economy of 

Bangladesh about 2.7 Taka as consumption through the consumption multipliers during 

the seven years of time period. 

 

Again that one Taka remittance contributes in the economy about 0.34 Taka as 

investment in the first year through the investment multipliers. In the second year it 

becomes only 0.02 Taka. From the third year there is no any multiplier impact of 

remittances on investment. 

 

On the other hand, impact multiplier or short-run effects of one Taka increase in 

remittances on import in the first year is about 0.24 Taka. The contributions of that one 

taka from the second year are 0.19 Taka, 0.15 Taka, 0.12 Taka, 0.09 Taka, 0.07 Taka 

and 0.06 Taka respectively. Hence one Taka remittance can increases the import in 
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total in the economy about of 0.92 Taka through the import multipliers during the seven 

years of time period. 

Finally, we measure the total impact of one Taka on the income by using impact 

multiplier formula. We find that one Taka of remittances contributes 1.88 Taka in 

income in the first year. Its impact on the income from the second year become 

declining gradually. In the second year we find the multiplier as of 0.29 Taka. In the 7th 

year it become just of 0.08 Taka.  Hence, one Taka of remittances contributes 1.27 

Taka in income through the dynamic multipliers or interim multipliers from the second 

year to seventh year.  So we can conclude that, one Taka increase in remittances 

contributes 3.15 Taka in income in Bangladesh through the impact multiplier as well as 

dynamic multipliers from the first year to seventh year. 

 

Table: 7.4: Impact and Dynamic (Interim) Multiplier (∆R=1 and sustained over 

the years) 

 Year Consumption Investment Imports Income 

Impacts 

Multipliers 

(Short-

Run 

Effects 

Year 1 0.7801 0.3365 0.2368 1.8798 

D
yn

am
ic

 M
ul

tip
lie

rs
 

(I
nt

er
im

 M
ul

tip
lie

rs
) 

 

Year 2 0.5860 0.0202 0.1877 0.4185 

Year 3 0.4402 0.0012 0.1488 0.2926 

Year 4 0.3307 0.0001 0.1180 0.2128 

Year 5 0.2484 0.0000 0.0935 0.1549 

Year 6 0.1866 0.0000 0.0741 0.1125 

Year 7 0.1402 0.0000 0.0587 0.0815 

Truncated 

Total 

Multipliers 

(Long-run 

Effects) 

(Sum of the 7 

Year) 
2.7122 0.3580 0.9176 3.1526 

Source: Estimated 
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Table 7.5: Effects of Current and Past Changes in Remittances on Current 

Consumption, Investment, Imports and Income 
 Year  Annual  

Growth 
Of 
Remitta
nces 

Induced 
Growth 
Rate of  
Consumptio
n 

 Actual 
Growth 
Rate of  
Consumptio
n 

 Induced 
Growth 
Rate of  
Investme
nt 

Actual 
Growth 
Rate of  
Investme
nt 

Induce
d 
Growt
h 
Rate of  
Import 

Actual 
Growt
h 
Rate 
of  
Import 

Induce
d 
Growt
h 
Rate of  
Incom
e 

 
Actual 
Growt
h 
Rate 
of  
Incom
e 

1977          
1978 32.30  41.74  34.78  68.18  34.49 
1979 61.21  16.33  14.47  20.39  18.32 
1980 84.66  18.01  52.74  34.16  19.26 
1981 25.92  12.24  40.01  -6.98  17.98 
1982 89.59  13.77  13.56  23.45  13.63 
1983 33.30  12.16  7.50  6.76  13.33 
1984 -19.33 -1.95 14.28 -1.392 12.52 -4.39 3.09 -1.97 11.89 
1985 12.18 0.82 20.26 0.602 17.60 1.90 17.18 0.82 22.19 
1986 23.47 1.60 11.08 1.129 15.23 3.96 3.97 1.57 13.03 
1987 32.01 2.32 16.40 1.723 10.30 5.84 13.97 2.28 15.75 
1988 4.74 0.41 9.88 0.301 11.96 0.99 15.29 0.41 9.93 
1989 0.93 0.08 11.48 0.054 14.14 0.17 16.28 0.07 11.11 
1990 10.04 0.74 12.09 0.514 14.88 1.66 14.93 0.73 12.46 
1991 4.72 0.37 3.7 0.244 9.13 0.86 -0.46 0.35 6.27 
1992 24.63 1.90 6.21 1.202 10.78 4.31 9.23 1.78 8.58 
1993 13.48 1.25 3.84 0.754 8.76 2.46 19.80 1.15 5.12 
1994 16.12 1.58 7.21 0.923 10.75 3.14 6.17 1.45 8.26 
1995 4.51 0.45 14.23 0.256 17.02 0.72 40.91 0.42 12.36 
1996 17.51 1.49 22.24 0.770 35.02 2.50 17.53 1.37 24.32 
1997 18.01 1.72 4.94 0.816 14.14 2.89 4.72 1.52 8.74 
1998 11.99 1.25 8.13 0.573 11.70 2.0 12.37 1.08 10.22 
1999 18.23 1.95 8.62 0.875 11.57 3.07 12.04 1.69 8.94 
2000 14.82 1.75 7.15 0.737 14.13 2.65 11.20 1.49 9.13 
2001 13.65 1.70 9.15 0.707 10.17 2.34 19.59 1.45 8.69 
2002 42.22 5.65 5.72 2.290 8.62 8.63 -4.54 4.66 9.19 
2003 12.15 2.08 11.13 0.833 12.37 3.25 8.62 1.72 10.90 
2004 15.16 2.66 9.18 1.047 11.44 4.27 6.55 2.18 10.30 
2005 28.27 5.12 11.72 1.953 15.16 6.46 41.86 4.18 12.31 
2006 40.52 8.43 11.76 3.141 14.31 9.67 22.85 6.70 14.60 
2007 18.17 4.62 14.90 1.734 14.14 5.07 20.21 3.69 14.30 
2008 35.84 9.23 16.67 3.532 14.45 9.50 24.39 7.42 15.99 
2009 20.12 6.36 10.66 2.401 12.17 6.97 4.02 5.02 12.86 
2010 3.59 1.22 12.39 0.455 13.29 1.40 6.40 0.96 12.21 
2011 17.75 5.37 15.80 1.939 19.97 4.96 44.99 4.26 15.09 
2012 28.34 8.83 14.34 3.070 18.75 7.96 17.11 6.89 16.40 
2013 -6.69 -2.38 12.44 -0.815 14.13 -2.22 8.78 -1.87 11.61 
2014 7.31 2.20 10.41 0.737 12.82 2.11 6.91 1.71 11.68 

Source: Estimated  
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Figure 7.1: Actual Rates of Growth of Income and Induced (by remittances) Rate 

of Growth of Income 

 
Source: Table 7.5 

 

Table 7.5 and Figure 7.1 give us brief idea about the growth rates of income in 

Bangladesh. Actual annual growth rate of income in Bangladesh in 1978 was 34.49%. 

It becomes 11.89 % in the year 1984.In that year annual growth rate of remittances was 

negative (-19.33%). In the year 1993 the actual growth rate of income became lowest 

(5.12 %) and in the year 1996 the actual growth rate of income became highest (24.32 

%) except the year 1978. In the year 1997, the actual growth rate of income dropped to 

8.74 %. After 1997 the growth rate increases gradually and reached top in the year 

2008 with about 16% of growth rate. In that year the induced growth rate of income 

was highest. The growth rate was 7.42 %. 

 

Income growth induced by remittances remains always positive except in the period of 

1984 and 2013.Induced growth rates income remains 1% to 3% during the period of 

1986-1987,1992-1994,1996-2001,2003-2004 and 2014.  Induced growth rates income 

remains 3% to 5% during the period of 2002, 2005, 2007 and 2011.The rate was above 

5% in the years of 2006,2008,2009,2011and 2012.  

 

In 2001, the growth rate of remittances was 13.65 % but it became 42.22% in the next 

year. This sharp increase in the growth of remittance indicates the impact of September 

11, 2001. In 2008, the growth rate of remittances was 35.84 % and it dropped to 3.59 % 

in 2010.In this year the induced growth rate was just 0.96 %. Again in 2008 the actual 

growth rate of income was about 16% and it became 12.2 % in 2010. So it is cleared 
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from this dropping rate of growths that Bangladesh also could not escape from the 

global economic slowdown due to financial crisis of 2007-2009. But after 2010 the 

growth rate of remittances turned to its golden rate and Bangladesh economy also 

overcome this global financial crisis and stood in standard position. 

 

7.7 Summery and Conclusion 

This chapter attempts to examine the dynamic effects of remittances on some important 

macroeconomic variables like consumption, investment, imports and economic growth 

in both the short and the long run in Bangladesh covering a period (1977-2014) 

following Nicholas P. Glytsos (2002) of Keynesian-type econometric model. The study 

finds using two-stage least square (TSLS) technique that remittances have significant 

positive impact on the economy. 

 

The marginal propensity to consume (MPC) in Bangladesh is 0.415. The short-run 

MPC of Bangladesh is not so high. Lower MPC indicates higher saving rates. On the 

other hand long-run MPC of Bangladesh is found to be 0.718. So, long-run MPC in 

Bangladesh is quite high. The marginal propensity to invest (MPI) in Bangladesh is 

very low. The MPI is just 0.179.The marginal propensity to import (MPM) of 

Bangladesh we estimate to be 0.126. 

 

We find that one Taka of remittances contributes 1.88 Taka in income through the 

impact multiplier. Its impact on the income from the second year become declining 

gradually. Again one Taka of remittances contributes 1.27 Taka in income through the 

dynamic multipliers or interim multipliers.  So we can conclude that, one Taka increase 

in remittances contributes 3.15 Taka in income in Bangladesh through the impact 

multiplier as well as dynamic multipliers from the first year to seventh year. 

 

There may be impact of September 11, 2001 or global economic slowdown due to 

financial crisis of 2007-2009 or any other shock in the economy, the Bangladesh grows 

its own way along with remittances. In Bangladesh there are still no alternatives of 

remittances for development. It is very essential in Bangladesh. 
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Appendix 7 

Table 7.6: Variables Used in the Model (All Values in Crore Bangladesh Taka) 

Year Remittances GDP Y= 
GDP+REM 

Govt. 
Expenditu

re 

Househol
d 

Consumpt
ion 

Investment Capital 
Stocks Exports Imports 

1977 125.16 14930.33 15055.49 759.84 13247.42 1720.45 3209.53 1051.21 1848.59 

1978 165.59 20082.03 20247.62 979.11 18776.87 2318.83 5528.36 1116.09 3108.87 

1979 266.95 23690.66 23957.61 1488.67 21843.02 2654.27 8182.63 1447.31 3742.61 

1980 492.95 28077.70 28570.65 1724.26 25777.64 4054.25 12236.88 1542.67 5021.12 

1981 620.74 33088.00 33708.74 1453.00 28931.60 5676.50 17913.38 1697.70 4670.80 

1982 1176.84 37124.90 38301.74 1645.50 32915.20 6446.10 24359.48 1884.20 5766.10 

1983 1568.76 41839.10 43407.86 1802.90 36917.70 6929.70 31289.18 2344.60 6155.80 

1984 1265.49 47302.10 48567.59 2055.10 42188.90 7797.40 39086.58 1606.50 6345.80 

1985 1419.61 57923.90 59343.51 2334.70 50736.50 9169.90 48256.48 3118.90 7436.10 

1986 1752.85 65322.10 67074.95 2744.30 56356.80 10566.80 58823.28 3385.60 7731.40 

1987 2313.94 75323.90 77637.84 3120.80 65600.40 11655.20 70478.48 3758.70 8811.20 

1988 2423.59 82926.50 85350.09 3454.20 72079.80 13049.30 83527.78 4501.50 10158.30 

1989 2446.00 92389.30 94835.30 3837.80 80351.00 14894.00 98421.78 5118.50 11812.00 

1990 2691.63 103958.55 106650.18 4213.70 90067.55 17110.20 115531.98 6142.20 13575.10 

1991 2818.65 110518.22 113336.87 4571.40 93423.62 18673.10 134205.08 7363.40 13513.30 

1992 3513.26 119542.46 123055.72 5321.10 99225.50 20686.86 154891.94 9069.30 14760.30 

1993 3986.97 125369.44 129356.41 6210.60 103036.60 22499.84 177391.78 11304.90 17682.50 

1994 4629.63 135412.33 140041.96 6612.40 110465.40 24919.33 202311.11 12189.20 18774.00 

1995 4838.31 152517.79 157356.10 7061.40 126178.80 29161.09 231472.20 16570.50 26454.00 

1996 5685.30 189933.40 195618.70 8979.10 154236.60 39373.10 270845.30 18435.90 31091.30 

1997 6709.15 206003.20 212712.35 10100.30 161847.60 44942.10 315787.40 21672.30 32559.10 

1998 7513.23 226929.90 234443.13 11631.70 175004.50 50200.10 365987.50 26680.90 36587.30 

1999 8882.74 246508.90 255391.64 12423.10 190082.20 56010.20 421997.70 28986.10 40992.70 

2000 10199.12 268503.40 278702.52 13353.00 203664.20 63926.80 485924.50 33144.60 45585.20 

2001 11590.79 291337.00 302927.79 14117.20 222304.50 70428.70 556353.20 39000.00 54513.40 

2002 16484.53 314280.40 330764.93 15785.20 235029.50 76500.30 632853.50 39002.10 52036.70 

2003 18485.12 348320.20 366805.32 17862.90 261198.70 85962.60 718816.10 39817.00 56521.00 

2004 21286.52 383294.00 404580.52 19833.10 285166.90 95792.20 814608.30 42723.90 60222.10 

2005 27304.34 427074.10 454378.44 22123.40 318599.80 110315.10 924923.40 61468.10 85432.30 

2006 38366.56 482336.97 520703.53 26239.51 356064.88 126102.88 1051026.28 78878.80 104949.10 

2007 45337.35 549799.70 595137.05 29466.27 409126.63 143929.30 1194955.58 93440.30 126162.80 

2008 61587.83 628682.20 690270.03 32554.91 477312.18 164729.02 1359684.60 111018.10 156932.00 

2009 73981.46 705071.80 779053.26 35914.56 528188.52 184771.52 1544456.11 119440.10 163242.90 

2010 76639.97 797538.70 874178.67 40477.69 593629.07 209327.24 1753783.35 127798.50 173693.80 

2011 90240.85 915828.80 1006069.65 46683.89 687405.34 251129.17 2004912.53 182452.10 251841.70 

2012 115816.93 1055204.04 1171020.97 53175.35 785979.99 298225.30 2303137.83 212745.90 294922.50 

2013 108066.93 1198923.17 1306990.10 61338.49 883785.04 340369.74 2643507.57 234244.10 320814.20 

2014 115969.62 1343674.40 1459644.02 71718.90 975767.80 383993.60 3027501.17 255159.20 342965.10 

Source: BMET and WDI, World Bank 
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Table 7.7: Distributed Quantitative Effects of Remittances on Consumption, 

Investment, Import and Income (All Values in Crore Bangladesh Taka) 

Year 

Induced 
Consumption by 

Remittance 
(∆Ct) 

Induced 
Investment by 

Remittance 
(∆It) 

Induced 
Import by 

Remittance 
(∆Mt) 

Induced 
Income by 
Remittance 

( ∆Yt) 
1984 -822.53 -108.57 -278.28 -956.09 
1985 418.00 55.18 141.42 485.88 
1986 903.81 119.30 305.78 1050.57 
1987 1521.79 200.87 514.86 1768.89 
1988 297.39 39.26 100.62 345.68 
1989 60.78 8.02 20.56 70.6 
1990 666.20 87.94 225.39 774.37 
1991 344.50 45.47 116.55 400.44 
1992 1883.92 248.67 637.37 2189.83 
1993 1284.80 169.59 434.68 1493.42 
1994 1743.02 230.07 589.71 2026.05 
1995 565.98 74.71 191.49 657.89 
1996 2297.21 303.22 777.20 2670.22 
1997 2776.89 366.54 939.49 3227.79 
1998 2180.83 287.86 737.82 2534.94 
1999 3714.39 490.29 1256.66 4317.52 
2000 3570.29 471.26 1207.91 4150.02 
2001 3774.49 498.22 1277.00 4387.38 
2002 13272.80 1751.96 4490.50 15428.01 
2003 5426.00 716.21 1835.74 6307.06 
2004 7597.96 1002.90 2570.57 8831.69 
2005 16321.53 2154.38 5521.95 18971.78 
2006 30002.95 3960.28 10150.69 34874.76 
2007 18906.18 2495.54 6396.40 21976.11 
2008 44074.55 5817.67 14911.44 51231.26 
2009 33614.00 4436.92 11372.40 39072.16 
2010 7210.41 951.75 2439.45 8381.22 
2011 36888.31 4869.12 12480.17 42878.13 
2012 69367.44 9156.24 23468.61 80631.15 
2013 -21019.55 -2774.50 -7111.40 -24432.65 
2014 21433.68 2829.16 7251.51 24914.02 

Source: Estimates of the study 
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Table 7.8: Estimation of Consumption Equation by TSLS Method 

Dependent Variable: CT 
Method: Two-Stage Least Squares 

Sample (adjusted): 1978 2014 
Included observations: 37 after adjustments 

CT=C(1)+C(2)*YT+ C(3)*CT(-1)   
Instrument list:  CT(-1) YT(-1) KT(-1) MT(-1)  GT RT XT 
Representation:   CT=8494.27+0.415*YT+ 0.422*CT(-1) 

     
      Coefficient Std. Error t-Statistic Prob. 
     
     C(1) 8494.275 1711.226 4.963852 0.0000 

C(2) 0.415160 0.054515 7.615468 0.0000 
C(3) 0.422194 0.092630 4.557833 0.0001 

     
     R-squared 0.999701 Mean dependent var 244845.1 

Adjusted R-squared 0.999684 S.D. dependent var 256383.2 
S.E. of regression 4559.051 Sum squared resid 7.07E+08 

F-statistic 56897.42 Durbin-Watson stat 1.485484 
Prob(F-statistic) 0.000000 Second-Stage SSR 1.14E+09 

          Source: Author 

Table 7.9: Estimation of Investment Equation by TSLS Method 

Dependent Variable: IT   
Method: Two-Stage Least Squares  

Sample (adjusted): 1978 2014   
Included observations: 37 after adjustments  

IT=C(1) +C(2)*YT +C(3)*KT(-1)   
Instrument list:                     CT(-1) YT(-1)  KT(-1) MT(-1) GT RT XT 

Representation :                  IT=-5592.93 +0.179*YT +0.045*KT(-1) 
     
      Coefficient Std. Error t-Statistic Prob. 
     
     C(1) -5592.930 2035.165 -2.748146 0.0095 

C(2) 0.178929 0.046262 3.867715 0.0005 
C(3) 0.044804 0.025238 1.775232 0.0848 

     
     R-squared 0.998210 Mean dependent var 81737.61 

Adjusted R-squared 0.998104 S.D. dependent var 100921.3 
S.E. of regression 4394.078 Sum squared resid 6.56E+08 

F-statistic 9477.472 Durbin-Watson stat 0.272580 
Prob(F-statistic) 0.000000 Second-Stage SSR 6.83E+08 

          Source: Author 
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Table 7.10: Estimation of Import Equation by TSLS Method 

Dependent Variable: MT 
Method: Two-Stage Least Squares 

Sample (adjusted): 1978 2014 
Included observations: 37 after adjustments 

MT=C(1) +C(2)*YT  +C(3)*MT(-1)  
Instrument list: CT(-1) KT(-1) YT(-1) MT(-1)  GT RT XT 

Representation :     MT=-6747.05 +0.126*YT  +0.552*MT(-1) 
     
      Coefficient Std. Error t-Statistic Prob. 
     
     C(1) -6747.050 2794.624 -2.414296 0.0213 

C(2) 0.125550 0.030313 4.141819 0.0002 
C(3) 0.551708 0.140166 3.936116 0.0004 

     
     R-squared 0.990224 Mean dependent var 70718.50 

Adjusted R-squared 0.989649 S.D. dependent var 94835.64 
S.E. of regression 9648.679 Sum squared resid 3.17E+09 

F-statistic 1721.770 Durbin-Watson stat 1.566723 
Prob(F-statistic) 0.000000 Second-Stage SSR 3.19E+09 

          Source: Author 

 

Figure 7.2: Comparison Induced Change in Income with Actual Change in 

Income (Both the values in Crore Bangladesh Taka) 

 

 
Source: Estimated 
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Figure 7.3: Distributed Quantitative Effects of Remittances on Consumption, 

Investment, Import and Income (All Values in Crore Bangladesh Taka) 

 

 
Source: Table 7.7 (Appendix 7) 
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CHAPTER EIGHT 

 

IMPACT OF REMITTANCES ON INFLATION AND REAL EXCHANGE RATE 

IN BANGLADESH 

 

8.1. Introduction 

Prime question regarding the huge flow of workers’ remittances to Bangladesh 

economy is a blessing or a curse? Inflation in Bangladesh is a crucial problem. When 

huge amount of remittances enter into the home country, the money supply of the 

country also increases through the conversion of foreign currency into domestic 

currency. If the home country could not use this money properly into the investment 

and production sectors, then this money can pressures on the general price level of the 

country or it can creates inflation in the country.  

 

Although remittances have so many advantages rather than capital flows or foreign 

development assistances for a country but large amount of remittances may creates 

some macroeconomic challenges for the recipient countries like large inflows of worker 

remittances could lead to the emergence of “Dutch disease”. That is, remittance inflows 

could result in an appreciation of the equilibrium real exchange rate that would tend to 

undermine the international competitiveness of domestic production, particularly that of 

nontraditional exports (Barajas et al., 2010). 

 

The Dutch Disease theory suggests that the effects of capital inflows on resource 

allocation are traced through their effects on the real exchange rate. More precisely, it 

tells us that large inflows of capital can give rise to an appreciation of the real exchange 

rate and eventually a deterioration of the competitiveness of the sectors exposed to 

international competition, thus preventing the development of a dynamic export sector 

(Bourdet and Falck, 2006). According to Fuentes and Herrera (2008) large and 

sustained remittance inflows can cause an appreciation of the real exchange rate and 

make the production of tradable goods less profitable, a Dutch-Disease-like 

phenomenon. Appreciation of real exchange rate (RER) is usually associated with a 

loss in external competitiveness. In this chapter our prime objective is to find out the 

impact of remittances on the inflation and real exchange rate in the economy of 

Bangladesh. 
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The following chapter has been divided into two sections. In the Section-I we discuss 

the impact of remittances on inflation and in the Section-II we discuss the impact of 

remittances on real exchange rate in Bangladesh. 

 

Section-I 

 

8.2.1 Impact of Remittances on Inflation 

Remittance is an important demand side variable and is expected to affect inflation 

positively. Workers’ remittance inflows have a spending effect in the recipient 

economies. At the micro level remittances directly increase the household disposable 

income. This disposable income increases the demand for goods and services. Total 

demand for goods and services in the country may pressure on the price level or 

inflation of the country.  

 

The impact of remittances on price level in the country depends on the use of 

remittances. Theoretically, inflation and deflation both possibilities may arise. 

Remittances may increases inflation via increasing domestic demand or through 

increase in money supply. Again, it may decrease the price level (deflation) by 

increasing the supply of goods and services when remittances are used in the 

investment purposes. However, what happens in reality in Bangladesh, it is still a 

question. We have to find out the actual impact of remittances on price level, whether it 

is inflationary or deflationary in Bangladesh. 

 

8.2.1.1 Variables, Data Source and Period of the Study 

To determine the impact of remittances on inflation in Bangladesh economy we use 

annual data covering the period 1977-2014 for all variables from Bangladesh Bank(BB) 

,Bureau of Manpower, Employment  and Training( BMET), World Development 

Indicator (WDI), World Bank(WB).  

 

In our research, we want to examine the hypothesis that whether remittances have 

impact on inflation or not. To do that, we need to control for other explanatory variables 

which could also influence inflation. Generally the CPI has been used as a proxy of 

inflation in the study. But data on CPI is not available from the year 1977. The series 

CPI is available from the year 1986 only. Hence we have taken GDP deflator of 
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Bangladesh as a proxy for the inflation in Bangladesh as it is available during our study 

period (1977-2014) (with a base period of 2006=100). So we use an alternative series 

Gross Domestic Product (GDP) Deflator as a proxy of inflation which is available from 

our study period that is from the year 1977. The base year (2006=100) of the GDP 

Deflator has been changed to the base year 1995=100. Besides remittances, the 

following additional determinants are thought to influence inflation in Bangladesh. 

 

Money Supply (M2) 

The impact of money supply on inflation is captured by broad money (M2). According 

to Friedman (1970) “Inflation is always and everywhere a monetary phenomenon.” The 

quantity theory of money suggests that the growth in the quantity of money is the 

primary determinant of the inflation particularly in the developed economies. In 

contrast, inflation is not a purely monetary phenomenon in developing countries and 

often linked with higher money growth and exchange rate depreciation arising from 

fiscal imbalances and balance of payments crisis. The pass-through of money supply 

into inflation involves two transmission mechanisms. The direct mechanism works 

through the channel of aggregate demand while the indirect mechanism works through 

the channel of interest rate.  

 

Per capita GDP (GDPPC) 

 Per capita GDP (GDPPC) is an important supply side variable that may determine 

inflation. It is expected that there exist a negative association between output and 

inflation through the channel of aggregate supply. Other things remaining the same, an 

increase in PGDP will increase the aggregate supply in market which will reduce the 

inflationary pressure. 

 

Exchange Rate (EX) 

The exchange rate can affect inflation through both direct and indirect channels. An 

appreciation of the domestic currency usually reduces the price of imported consumer 

goods and durables, raw materials and capital goods thus influencing consumer price 

index directly. The indirect channel works through aggregate demand and output gap. 

 

Trade Openness (TO) 

Trade Openness is calculated as follows: 
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푇푟푎푑푒	푂푝푒푛푛푒푠푠 =
퐸푥푝표푟푡푠 + 퐼푚푝표푟푡푠

퐺퐷푃  

 

Trade openness is an important determinant of inflation. According to Romer (1993) 

hypothesis inflation is low in small and open economies. Trade openness leads to 

increase in efficiency by reducing costs through changes in the composition of inputs 

employed domestically and internationally and results in efficient allocation of 

resources and enhances the utilization capacity. Trade openness results in rise in foreign 

investment which expands the production and leads to an increase in output, thus 

releases the pressure on prices. 

 

Government Expenditure (G) 

Fiscal policy has the tendency to stimulate economic growth through an expansion of 

the government expenditure. This in turn generates higher inflation and government 

budget deficits. The budget deficit of the government is financed either by borrowing 

from domestic and international sources or by directing the central bank to increase the 

money supply by printing new money (seigniorage). Thus the deficit financing by the 

government for funding increased government expenditures have liquidity effects 

which in turn lead to a rise in the aggregate demand and generate an inflationary 

pressure in the economy. The description of variables and descriptive statistics of our 

variables are given in the following tables (Table 8.1 and Table 8.2): 

 

Table 8.1 Description of Variables: 

S.No. Variables Description Source 

1 LGDFLTR 
Natural Log of GDP Deflator (Proxy for 

inflation) 
WDI, World Bank 

2 LREM Natural Log of Remittances BMET 

3 LTO Natural Log of Trade Openness WDI, World Bank 

4 LM2 Natural Log of Money Supply (Broad) WDI, World Bank 

Source: Author 
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Table 8.2: Descriptive Statistics (Common Sample) 

 LGDFLTR LREM LTO LM2 

Mean 2.002937 3.793011 -0.580332 4.681281 

Median 2.038035 3.719724 -0.581690 4.665275 

Maximum 2.501396 5.064344 -0.317756 5.928585 

Minimum 1.311300 2.097466 -0.777601 3.328027 

Std. Dev. 0.315921 0.813425 0.144133 0.749744 

Skewness -0.389836 -0.123954 0.388107 -0.053058 

Kurtosis 2.292318 2.271111 1.904624 1.955143 

Jarque-Bera 1.755444 0.938500 2.853731 1.746396 

Probability 0.415729 0.625471 0.240060 0.417614 

Sum 76.11160 144.1344 -22.05263 177.8887 

Sum Sq. Dev. 3.692832 24.48145 0.768649 20.79832 

Observations 38 38 38 38 

Source: Author 

 

8.2.1.2 Estimation Techniques 

Most of the economic series are not stationary in their levels and we know non 

stationary time series may give us spurious regression results. So, to estimate our 

relationship between remittances and its explanatory variables, we need to check the 

stationarity of every series. So stationarity in the series are very essential to estimate 

any model. Again making non stationary variables to stationary variables by 

differencing the variables may puts shadows on the long-run information that may 

remain in the data. To overcome these problems we use Johansen’s (1991) cointegration 

technique, which has emerged as the most powerful and popular method in this area. 

 

We have taken all the variables in logarithmic form to make them stationary at lesser 

order of integration. Further the coefficients of log linear model provide elasticity 

which can be interpreted in the form of percentages and thus free from quantification of 

variables under evaluation. 

 

We use the Augmented Dickey-Fuller (ADF) unit root test on our four variables 

LGDFLTR, LREM, LTO and LM2 to test the stationarity. Finally, cointegration 

analysis has been applied to find out whether these explanatory variables are the 
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determinants of remittances or not in Bangladesh. We employ the Johansen (1991) 

cointegration and Vector Error Correction (VECM) approach, using annual data from 

1977–2014 to estimate the model of Macroeconomic Determinants of Remittances in 

Bangladesh. The main purpose of this study is to examine the impact of remittances on 

inflation in Bangladesh. We present the following basic mathematical specifications of 

the remittances inflow function: 

 

퐿퐺퐷퐹퐿푇푅 = 푓(퐿푅퐸푀 , 퐿푇푂 ,퐿푀2 ,퐿퐺 , 퐿퐺퐷푃 ,퐿퐸푋 ,퐿퐷퐼푅 )																												(8.1) 

 

As we have annual data covering 1977 to 2014 and sample size is only 38. The sample 

size may not be feasible to find the influence of all the seven variables on inflation by 

applying cointegration technique due to lesser number of observations and more 

number of variables causing the loss of degree of freedom in the analysis. Therefore we 

take only three explanatory variables of inflation such as LREM, LTO and LM2. So our 

target is to estimate the following equation: 

 

퐿퐺퐷퐹퐿푇푅 = 훼 + 훽 퐿푅퐸푀 + 훽 퐿푇푂 + 훽 퐿푀2 + 휀 																																												(8.2) 

 

Where,    훼 = 푐표푛푠푡푎푛푡, 휀 = 푒푟푟표푟	푡푒푟푚,			훽 ≶ 0,				훽 		 > 0,			훽 > 0,			 

 

8.2.1.3 Empirical Findings 

In this study we conduct analysis in three steps; first, the ADF test was conducted to 

test the unit root in the time series variables. Next, Johansen full information maximum 

likelihood test to check the long run relation among variables and last ECM was used to 

obtain the short run dynamics in the model. 

 

The reported result in table reveals that the hypothesis of a unit root can’t be rejected in 

all variables in levels. However, the hypothesis of a unit root is rejected in first 

differences at 0.05 level of significant which indicates that all variables are integrated 

of degree one, I (1). That means all the variables achieve stationary only after first 

difference. 
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Table 8.3: ADF Unit Root Test  
Variables Level First Difference Order of 

Integration 

I(d) 

Intercept Trend &Intercept Intercept Trend &Intercept 

ADF 

Stat. 

Prob.# ADF 

Stat. 

Prob.# ADF 

Stat. 

Prob.# ADF 

Stat. 

Prob.# 

LGDFLR -4.0086* 0.0036 -2.8277 0.1975 -4.9665* 0.0003 -5.0847* 0.0011 I(1) 

LTO -0.3706 0.9040 -2.2750 0.4364 -4.9663* 0.0004 -4.1351** 0.0153 I(1) 

LREM -2.2913 0.1800 -3.1021 0.1207 -4.3222* 0.0016 -4.5369* 0.0047 I(1) 

LM2 -1.3358 0.6026 -2.4496 0.3497 -4.6515* 0.0006 -4.6421* 0.0036 I(1) 

Note: *, **and *** indicate No Unit Root at 1%, 5% and 10% respectively. 

# MacKinnon (1996) one-sided p-values. 

Source: Author 

 

Table 8.4: Optimum Lag Selection for VAR Model 
Lag AIC SC VAR Residual LM 

Stat(Lag 1) 

Prob. 

1 -16.6878* -15.8171* 15.3657* 0.4980* 

2 -16.5495 -14.9660 19.7604 0.2312 

3 -16.4022 -14.0914 16.7118 0.4045 

Source: Author 
 

Table 8.5:  VAR Lag Order Selection Criteria 
Endogenous variables: LGDFLTR LREM LTO LM2 

Exogenous variables: C 

Sample: 1977 2014 

Included observations: 35 

       Lag LogL LR FPE AIC SC HQ 

       0 129.8536 NA 8.85e-09 -7.191633 -7.013879 -7.130272 

1 314.6369 316.7714* 5.78e-13* -16.83639* -15.94762* -16.52959* 

2 328.6861 20.87311 6.72e-13 -16.72492 -15.12513 -16.17267 

3 339.0386 13.01459 1.03e-12 -16.40221 -14.09140 -15.60452 

       * indicates lag order selected by the criterion 

LR: sequential modified LR test statistic (each test at 5% level) 

FPE: Final prediction error 

AIC: Akaike information criterion 

SC: Schwarz information criterion 

HQ: Hannan-Quinn information criterion 

Source: Author 
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Lag Length Criteria 

The second step of cointegration analysis is to determine the optimal lag length using 

proper information criterions. There are 6 criterions namely Akaike Information 

Criterion (AIC), Schwarz Information Criterion (SC), Sequential Modified LR Test 

Statistic(LR), Final Prediction Error(FPE), Hannan-Quinn Information Criterion(HQ). 

Among 6 criterion 5 criterion (LR, FPE SC and HQ) suggest VAR (1) models which 

are the most parsimonious model. So we have taken VAR (1) model for our model. 

 

Since all the variables are integrated of degree one, I (1) now we will try to find number 

of co-integrated equation in the model by using maximum eigen value and trace 

statistics value. Null hypothesis is set that there are no co-integrated vectors against the 

alternative hypothesis that there is at most 1 co-integrated vector and so on. In our 

results it’s found that there is at most 1 co-integrated vector which shows long run 

association among the variables. The results of Johansen co integration likelihood test 

are given below in Table 8.6 and Table 8.7. We have taken no lags interval. 

 

Table 8.6:  Result of Cointegration Test  
Sample (adjusted): 1978 2014 

Included observations: 37 after adjustments 
Trend assumption: Linear deterministic trend 

Series: LGDFLTR LREM LTO LM2 
Lags interval (in first differences): No lags 

Unrestricted Cointegration Rank Test (Trace)  
Hypothesized  Trace 0.05  
No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

None * 0.763204 77.62870 47.85613 0.0000 
At most 1 0.372190 24.32811 29.79707 0.1869 
At most 2 0.174545 7.103938 15.49471 0.5656 
At most 3 0.000178 0.006573 3.841466 0.9348 

Trace test indicates 1 cointegrating eqn(s) at the 0.05 level 
* denotes rejection of the hypothesis at the 0.05 level 

**MacKinnon-Haug-Michelis (1999) p-values 
Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

     
     Hypothesized  Max-Eigen 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 
     
     None * 0.763204 53.30059 27.58434 0.0000 

At most 1 0.372190 17.22417 21.13162 0.1617 
At most 2 0.174545 7.097365 14.26460 0.4777 
At most 3 0.000178 0.006573 3.841466 0.9348 

     
     Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level 

* denotes rejection of the hypothesis at the 0.05 level 
**MacKinnon-Haug-Michelis (1999) p-values 

     
Source: Author 
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Table 8.7: Cointegration Equation 1 

     

1 Cointegrating Equation(s): Log likelihood 316.5607  

     
     Normalized cointegrating coefficients (standard error in parentheses) 

LGDFLTR LREM LTO LM2  

1.000000 -0.038482 -0.536974 -0.209032  

 (0.08079) (0.12348) (0.09142)  

Source: Author 

In the cointegretion test, both trace and maximum-eigenvalue tests suggest that there 

are at most one cointegration vector is present. It means there may be long-run 

relationships among the variables. However, the value of LGDFLTR is normalised to 

one, and after this we get the cointegrating equation (Equation 8.3) as follows, with the 

standard error in parentheses: 

 

퐿퐺퐷퐹퐿푇푅 = 0.0385
( . )

퐿푅퐸푀+0.5370
( . )

퐿푇푂+0.2090
( . )

퐿푀2 																																			(8.3) 

 

Now we can use one cointegretion equation in the VECM model considering there are 

at least one cointegration relationship between remittances flows and related 

macroeconomic explanatory variables.  

 

We can set a VECM for the macroeconomic determinants remittances with zero 

maximum order of lags and three explanatory variables of inflation in the model. 

Therefore the model is as follows: 

 

∆푦 = 훼 + 훽 ∆푦 + 훿 ∆푥 , + 훾 퐸퐶푇 + 휀 																															(8.4) 

 

Where, j=1, 2…k 

푦  = LGDFLTR, 

푥 , = Explanatory variables of LGDFLTR, 

∆푦 ,	∆푥 ,   are the differences in the variables that capture short-run dynamics, 

퐸퐶푇  = the error correction term, derived from the long run cointegration relationship 

and measures the magnitude of the past disequilibrium, 
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 훾  = the deviation of the dependent variables from the long run equilibrium (speed of 

adjustment to  the equilibrium) 

휀 		 =serially uncorrelated error terms 

 

We have 3 explanatory variables, LREM, LTO and LM2 and our maximum lag is zero. 

Due to zero lag our model cannot capture short-run dynamics. Our model will capture 

only long-run relationship among the variables. So our specific error correction model 

is based on the following equation: 

 

∆퐿퐺퐷퐹퐿푇푅 = 훼 + +훾 퐸퐶푇 + 휀 																																																																					(8.5)			 

 

Where, 

퐸퐶푇 = (LGDFLTR(−1) − 0.0384823080936 ∗ LREM(−1) − 0.536974060143 ∗ LTO(−1)

− 0.209032477398 ∗ LM2(−1)	– 	1.18827467442	)) 

 

Equation (8.5) represents a VECM of the impact of explanatory variables on inflation. 

From the VECM model (See Appendix 8, Table 8.20); the results are presented in Table 

8.8 and Table 8.9 for both long-run and short-run coefficients respectively, with the 

required diagnostic test below. 

 

Table 8.8: VECM Estimation of Impact of Explanatory Variables on LGDFLTR 

(Long-run Coefficients) 

Dependent Variable: LGDFLTR(-1) 

Explanatory 

Variables 
Coefficient Standard Error t-statistic 

LREM(-1) 0.0385 0.0808 0.4763 

LTO(-1) 0.5370* 0.1235 4.3486 

LM2(-1) 0.2090* 0.091 2.2865 

C 1.1883 - - 

Note: *, and ** denote significant at 1%, 5% level respectively. 

Source: Author 
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Table 8.9: VECM Estimation of Impact of Explanatory Variables on LGDFLTR 

(Short-run Coefficients) 

Dependent Variable: D(LGDFLTR) 

Explanatory Variables Coefficient Standard Error t-statistic Prob. 

ECTt–1 -0.164 0.025 -6.647 0.0000 

α0 0.0322 0.002 14.449 0.0000 
 

R-squared 0.558011 Akaike info criterion -5.714 
 

 

Adjusted R-squared 0.545383 Schwarz criterion -5.627 
 

 

S.E. of regression 0.013540 Durbin-Watson stat 1.791 
 

 

Log likelihood 107.7044 F-statistic 44.18748(0.0000) 

Diagnostic Tests: 

VEC Residual Portmanteau Tests for Autocorrelations:      18.4143 (0.3002) 
VEC Residual Serial Correlation LM Tests:                        17.72196(0.3404) 
VEC Residual Heteroskedasticity Tests: No Cross Terms (only levels and squares): 
Chi-sq (20)  :       22.7519 (0.3011) 

Serial Correlation LM Test   
   Breusch-Godfrey Serial Correlation LM Test 
F(2,33): 0.4888(0.6177) Chi-Square(2):1.065(0.5873) 
Heteroskedasicity Test: 

Breusch-Pagan-Godfrey: F(4,32):0.9590(0.4433) Chi-Square (4) :3.9607(0.4114) 

ARCH F(1,34) : 
0.2281(0.6360) Chi-Square (1):0.2399(0.6243) 

Note: Numbers in parentheses are p-values. 

Source: Author 

 

The study has found one number of co integrated equation in vector with the help trace 

statistics and maximum Eigen value statistics. Table 8.6 shows that null hypothesis that 

there is no co integrated vector, there is at most one co integrated vector, there is at 

most 2 co integrated vector, there is 3 co integrated vector. It means that there is 1 co 

integrated vectors in long run equilibrium. The result support that there is long-run 

relationship among the variables. 
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Long-Run Relationship among Variables: 

The long run coefficients of GDFLTR model are shown in Table 8.8. The results show 

that, remittances, money supply and trade openness are positively correlated with 

inflation in Bangladesh. We find the coefficient of money supply in our model as 

positive and significant. The value of coefficient is   0.209 .That is 0.21% variation in 

inflation occurred due to 1% variation in money supply in the economy. In other words 

we can say that when money supply increases 1 %, the inflation increases 0.21% in 

Bangladesh. This result supports the general theory of money supply. That is, when 

money supply increases, the price level also increases in the economy.  We also find the 

positive relationship between trade openness and inflation. The value of coefficient of 

trade openness is 0.5370. The result explains that when 1% increases in trade openness 

of the economy then the inflation increases about 0.54 %. In other words, when 

economy expands or become more open, then inflation also increases certain extent. 

 

The coefficient of remittances in our inflation model is 0.0385.The result suggest us 

that in the economy of Bangladesh there are no significant impact of remittances on 

inflation .When in Bangladesh 1% increase in the flow of remittances increases 1 %, 

the inflation increases just 0.04%. We can say that when we control all other variables 

there are no any direct significant impact on overall inflation in the economy. There 

may be indirect impact of remittances on inflation as we find that there are positive 

impacts of trade openness on inflation in the economy. Trade openness is measured as 

(Exports+ Imports)/GDP. The component imports in the trade openness are directly 

positively related to inflation. Again we find in chapter seven that remittance increases 

the amount of imports in Bangladesh. So we can say that flow of remittances may have 

indirect positive impact on overall inflation in Bangladesh. 

 

Short-Run Relationship among Variables: 

The Table 8.9 shows the mechanism of short run dynamics. The coefficient of speed of 

adjustment shows that how much time would be taken by the economy to restore long 

run equilibrium. Negative sign of speed of adjustment shows that over estimate of 

inflation in short run or other words we say overshooting of inflation in case of 

Bangladesh. The result of error correction shows that overshooting of inflation which is 

adjust 16.4 percent annually or required almost 6 years to adjust. 
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Section –II 

 

8.2.2 Variables, Data Source and Period of the Study 

Determinants of the real exchange rate are capital flows, government expenditures, 

technological progress and/or capital growth, trade restrictions and changes in 

international relative prices and  proxies used for these explanatory variables are 

international transfers (including remittances), foreign aid, international terms-of-trade, 

world real interest rates, import tariffs and quotas, export taxes, other taxes and 

subsidies, the composition of government expenditure and GDP growth, fiscal balances 

and credit creation (Bourdet and Falck, 2006). 

 

But we have taken four explanatory variables such as remittances, trade openness, 

capital openness and per capita GDP in our study to find out the impact of our target 

variable (remittances) on the real exchange rate. The details of our variables are given 

as follows: 

 

1. Real Exchange Rate (RER) 

There is no definition or measurement of the RER that is universally accepted. 

Dornbusch (1980) defines the equilibrium real exchange rate (ERER) as the relative 

price between two goods, one tradable and the other non-tradable at which all markets 

clear. Mundell (1971) provides equilibrium real exchange rate (ERER) as the relative 

price between international and internal goods that clears simultaneously the money, 

the international good, and the internal good markets.  

 

In order to estimate the model, annual data from 1977 to 2014 have been used to 

examine the impact of remittances and other explanatory variables on real exchange 

rate of Bangladesh. Barrett (2014) measures the real exchange rate (RER) for Jamaica 

by using the formula as follows: 

푅퐸푅 = 푁퐸푅 ∗
퐶푃퐼 ,

퐶푃퐼  

Where, RER=Real Exchange Rate, NER= Nominal Exchange Rate, CPIUS,t=CPI of 

USA and CPIJ,t=CPI of Jamaica. But CPI of Bangladesh is not available from 1977. So 

we use alternative index GDP Deflator of both the countries in our case.  The data for 

real exchange rate (RER) is constructed using GDP Deflator (Base 1995=100) of 
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Bangladesh, GDP Deflator (Base, 1995=100) of USA, multiplied by Taka-Dollar 

nominal exchange rates. 

푅퐸푅 = 푒 ∗
퐷푓푙푡푟
퐷푓푙푡푟 	 

 

Where,푒 = 푁표푚푖푛푎푙	퐸푥푐ℎ푎푛푔푒	푅푎푡푒 = 	
	$

 

퐷푓푙푡푟 = 퐺퐷푃	퐷푒푓푙푡표푟	표푓	퐵푎푛푔푙푎푑푒푠ℎ, 

	퐷푓푙푡푟 = 퐺퐷푃	퐷푒푓푙푡표푟	표푓	푈푆퐴 

 

A fall in RER implies a real exchange rate appreciation and an increase in the 

opportunity cost for producing tradable. This is synonymous with a deterioration of the 

country’s competitiveness under the assumption of unchanged relative prices in the 

economies of the trading partners. Conversely, an increase in RER will result in real 

exchange rate depreciation and an improved international competitiveness (Bourdet and 

Falck, 2006). 

 

2. Remittances (REM) 

The relationship between remittances flow and RER is ambiguous since increased flow 

of remittances may impact differently on the RER through consumption, savings and 

investment choices by the recipient families on the economy. An increase in emigrants’ 

remittances gives rise to a spending effect. The spending effect is a function of the 

increase in disposable income following the remittance inflow. Assuming positive 

income elasticity, the change in income gives rise to increased spending and demand in 

the economy. As the supply of the non-tradable is limited by the available resources of 

the country, there will be an excess demand that will push the price of non-tradable 

upwards, and, since the prices of tradable are determined in the world market, lead to 

an appreciation of the real exchange rate. As a result of the increase in remittances there 

will be a resource movement effect (Hassan and Holmes, 2013). On the other hand, the 

flow of remittances may increase the saving and investment efforts by recipient 

families, lowers the resource gap and raises investment in education, health and small 

business. This in turn will lower the relative price of non-tradable to tradable and 

improves the international competitiveness of the country (Chowdhury and Rabbi, 

2011). 
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3. Trade Openness (TO) 

Trade Openness is calculated as follows: 

푇푟푎푑푒	푂푝푒푛푛푒푠푠 =
퐸푥푝표푟푡푠 + 퐼푚푝표푟푡푠

퐺퐷푃  

Trade openness is an important determinant of Real Exchange Rate. Trade openness 

leads to increase in efficiency by reducing costs through changes in the composition of 

inputs employed domestically and internationally and results in efficient allocation of 

resources and enhances the utilization capacity. Trade openness results in rise in foreign 

investment which expands the production and leads to an increase in output, thus 

releases the pressure on prices. We expect the impact of trade openness (TO) on real 

exchange rate is positive that is depreciation in real exchange rate. When trade 

openness increases, the tradable sectors get the benefit of trade openness. The cost of 

tradable sector will decrease. As a result the demand for tradable sectors’ product 

increases and hence improves the competitiveness of the country in the external trade.  

Then the relative price of tradable to non-tradable will increase. Finally, the real 

exchange rate will increase, that is, depreciation will occur in the real exchange rate.  

 

4. Capital Market Openness (KOPEN) 

Capital Market Openness is calculated as follows: 

 

퐾푂푃퐸푁 =
퐹퐷퐼 + 푂퐷퐴

퐺퐷푃  

Where, KOPEN = Capital Market Openness, 

FDI= Foreign Direct Investment 

ODA= Official Development Assistance 

GDP= Gross Domestic Investment 

We expect the impact of KOPEN on RER is negative. By capital market openness 

(KOPEN) we consider only the net inflow of foreign direct investment (FDI) and 

inflow official development assistance (ODA) to Bangladesh. If the capital flow 

increases to Bangladesh, it may increases the demand for non-tradable goods resulting 

in an appreciation of the real exchange rate (RER). 

 

5. Per Capita GDP (GDPPC) 

We have selected Per Capita GDP (GDPPC) of Bangladesh as one of important 

macroeconomic determinants real exchange rate (RER) in Bangladesh. We expect the 

impact of GDPPC on RER is either way, it may be positive or negative.  Per Capita 
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GDP (GDPPC) is taken as proxy variable of technological progress in the country. Due 

to increase in GDPPC there may arises two opposite effects, demand effect and supply 

effect. If supply effects of technological progress are greater than the demand effects 

(known as Rybczynski principle) there will be depreciation in real exchange rate. But if 

the demand effects of technological progress are greater than the supply effects (known 

as the Ricardo-Balassa effect) there will be real appreciation in real exchange rate 

(Chowdhury and Rabbi, 2011). 

 

Table 8.10 Description of Variables 

S.No. Variables Description Source 

1 LRER Natural Log of Real Exchange Rate (RER) WDI, World 
Bank 

2 LREM Natural Log of Remittances(REM) BMET 

3 LTO Natural Log of Trade Openness(TO) WDI, World 
Bank 

4 LKOPEN Natural Log of Capital Market 
Openness(KOPEN) 

WDI, World 
Bank 

5 LGDPPC Natural Log of Per Capita Gross Domestic 
Product(GDPPC) 

WDI, World 
Bank 

Source: Author 

 

Table 8.11 Descriptive Stats: Common Sample (1977-2014) 

 LRER LREM LTO LKOPEN LGDPPC 

 Mean  3.645336  8.654612 -1.350505 -3.198260 -6.604284 

 Median  3.658884  8.484321 -1.344151 -3.294447 -6.654777 

 Maximum  3.860158  11.65977 -0.731661 -2.507258 -4.875824 

 Minimum  3.286410  4.829593 -1.790492 -4.036653 -8.519827 

 Std. Dev.  0.127351  1.833312  0.324473  0.481714  0.975291 

 Skewness -0.940539 -0.119208  0.439967 -0.015289 -0.070335 

 Kurtosis  3.866393  2.326800  2.011923  1.444218  2.115589 

 Jarque-Bera  6.612346  0.786312  2.698810  3.732981  1.236373 

 Probability  0.036656  0.674924  0.259395  0.154665  0.538921 

 Sum  134.8774  320.2207 -49.96870 -118.3356 -244.3585 

 Sum Sq. Dev.  0.583860  120.9972  3.790170  8.353737  34.24292 

 Observations  37  37  37  37  37 

Source: Author 
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8.2.2.1 Estimation Techniques 

Most of the economic series are not stationary in their levels and we know non 

stationary time series may give us spurious regression results. So, to estimate our 

relationship between real exchange rate and its explanatory variables, we need to check 

the stationarity of every series. So stationarity in the series are very essential to estimate 

any model. Again making non stationary variables to stationary variables by 

differencing the variables may puts shadows on the long-run information that may 

remain in the data. To overcome these problems we use Johansen’s (1991) cointegration 

technique, which has emerged as the most powerful and popular method in this area. 

 

We have taken all the variables in logarithmic form to make them stationary at lesser 

order of integration. Further the coefficients of log linear model provide elasticity 

which can be interpreted in the form of percentages and thus free from quantification of 

variables under evaluation. We use the Augmented Dickey-Fuller (ADF), Phillips-

Perron (PP) and Kwiatkowski-Phillips-Schmidt-Shin (KPSS) unit root tests on our five 

variables LRER, LREM, LTO, LKOPEN and LGDPPC to test the stationarity. Finally, 

cointegration analysis has been applied to find out whether these explanatory variables 

are the determinants of real exchange rate or not in Bangladesh. We employ the 

Johansen (1991) cointegration and Vector Error Correction (VECM) approach, using 

annual data from 1977–2014 to find out the relationship among the five variables. The 

main purpose of this study is to find out the impact of LREM, LTO, LKOPEN and 

LGDPPC on LRER in Bangladesh. We present the following basic mathematical 

specifications: 

 

퐿푅퐸푅 = 푓(퐿푅퐸푀, 퐿푇푂, 퐿퐾푂푃퐸푁, 퐿퐺퐷푃푃퐶)																																																														(8.6) 

 

So our target is to estimate the following equation: 

퐿푅퐸푅 = 훼 + 훽 퐿푅퐸푀 + 훽 퐿푇푂 + 훽 퐿퐾푂푃퐸푁 + 훽 퐿퐺퐷푃푃퐶 + 휀 																			(8.7)                        

 

Where,    훼 = 푐표푛푠푡푎푛푡, 휀 = 푒푟푟표푟	푡푒푟푚,			훽 < 0,				훽 		 > 0,			훽 < 0,			훽 ≶ 0 

 

8.2.2.2 Empirical Findings 

In this study we conduct analysis in three steps; first, the ADF, PP and KPSS tests were 

conducted to test the unit root in the time series variables. Next, Johansen full 



174 

 

information maximum likelihood test to check the long run relation among variables 

and lastly ECM was used to obtain the short run dynamics in the model. 

 

Table 8.12: Results of the ADF and PP Unit Root Test 

Variables Exogenous ADF 
Statistic Prob. * PP 

Statistic Prob.* Decision 

LRER Constant -3.2712 0.0239 -1.9009 0.3283 

I(1) 
LRER Constant & Trend -2.8259 0.1978 -2.1372 0.5090 

D(LRER) Constant -4.8234 0.0004 -4.8165 0.0004 

D(LRER) Constant & Trend -5.0817 0.0011 -5.9452 0.0001 

LREM Constant -2.2913 0.1800 -1.9982 0.2863 

I(1) 
LREM Constant & Trend -3.1021 0.1207 -3.0844 0.1248 

D(LREM) Constant -4.3222 0.0016 -4.2466 0.0020 

D(LREM) Constant & Trend -4.5369 0.0047 -4.5537 0.0045 

LTO Constant -0.3706 0.9040 -0.3706 0.9040 

I(1) 
LTO Constant & Trend -2.2750 0.4364 -2.2191 0.4656 

D(LTO) Constant -4.9663 0.0004 -6.7718 0.0000 

D(LTO) Constant & Trend -4.1351 0.0153 -6.9946 0.0000 

LKOPEN Constant -1.6607 0.4421 -1.5258 0.5094 

I(1) 
LLKOPEN Constant & Trend -2.6522 0.2612 -2.6522 0.2612 

D(LKOPEN) Constant -7.8379 0.0000 -8.9542 0.0000 

D(LKOPEN) Constant & Trend -7.7878 0.0000 -9.4190 0.0000 

LGDPPC Constant -1.4719 0.5365 -1.1826 0.6716 

I(1) 
LGDPPC Constant & Trend -3.4889 0.0554 -3.3509 0.0739 

D(LGDPPC) Constant -5.5700 0.0000 -5.5455 0.0000 

D(LGDPPC) Constant & Trend -5.3121 0.0006 -5.3045 0.0006 

*MacKinnon (1996) one-sided p-values 

Source: Author 

Table 8.13: Results of KPSS Unit Root Test 
Variable Exogenous KPSS statistic (LM Stat.) Decision 
LRER Constant 0.5185 Stationary 
D(LRER) Constant 0.1275 Stationary 
LREM Constant 0.7485 Non-Stationary 
D(LREM) Constant 0.2479 Stationary 
LTO Constant 0.6564 Stationary 
D(LTO) Constant 0.1294 Stationary 
LKOPEN Constant 0.6330 Stationary 
D(LKOPEN) Constant 0.1104 Stationary 
LGDPPC Constant 0.7535 Non-Stationary 
L(GDPPC) Constant 0.1148 Stationary 
Source: Author 
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The reported result in tables reveals that the hypothesis of a unit root can’t be rejected 

in all variables in levels. However, the hypothesis of a unit root is rejected in first 

differences at 0.05 level of significant which indicates that all variables are integrated 

of degree one, I (1). That means all the variables achieve stationary only after first 

difference. 

 

Table 8.14: Optimum Lag Selection for VAR Model 

Lag AIC SC 

VAR 
Residual 
LM Stat 

(at Lag 1) 

Prob. Remarks Decision 

1 -9.98 -8.66 30.80 0.1958 
VAR Residuals are 
not 
serially correlated 

Optimum 
Lag of 
the VAR 
is 3 
according 
to AIC 

2 -10.10 -7.66 30.02 0.2236 VAR Residuals are 
not serially correlated 

3* -10.16 -6.57 26.22 0.3958 
VAR Residuals are 
not 
serially correlated 

4 -10.77 -6.01 34.80 0.0918 

VAR Residuals are 
serially correlated at 
10% 
level 

5 -15.10 -9.15 76.83 0.0000 VAR Residuals are 
serially correlated 

Source: Author 

 

Since all the variables are integrated of degree one, I (1) now we will try to find number 

of co-integrated equation in the model by using maximum eigen value and trace 

statistics value. Null hypothesis is set that there are no co-integrated vectors against the 

alternative hypothesis that there is at most 1 co-integrated vector and so on. In our 

results it’s found that there is at most 1 co-integrated vector which shows long run 

association among the variables. The results of Johansen co integration likelihood test 

are given below in Table 8.15 and Table 8.16. Details of Johansen cointegration test is 

given in the Appendix 8, Table 8.28. We have taken two lags interval. 
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Table 8.15:  Result of Cointegration Test  

Sample (adjusted): 1980 2013 
Included observations: 34 after adjustments 

Trend assumption: Linear deterministic trend 
Series: LRER LREM LTO LKOPEN LGDPPC 

Lags interval (in first differences): 1 to 2 
Unrestricted Cointegration Rank Test (Trace)   

Hypothesized  Trace 0.05   
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**  

None * 0.689759 88.67668 69.81889 0.0008  
At most 1 * 0.522236 48.88292 47.85613 0.0399  
At most 2 0.394086 23.76920 29.79707 0.2103  
At most 3 0.179379 6.734628 15.49471 0.6087  
At most 4 0.000383 0.013017 3.841466 0.9090  

Trace test indicates 2 cointegrating eqn(s) at the 0.05 level  
* denotes rejection of the hypothesis at the 0.05 level  

**MacKinnon-Haug-Michelis (1999) p-values   
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)  

Hypothesized  Max-Eigen 0.05   
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**  

None * 0.689759 39.79376 33.87687 0.0088  
At most 1 0.522236 25.11372 27.58434 0.1003  
At most 2 0.394086 17.03458 21.13162 0.1704  
At most 3 0.179379 6.721611 14.26460 0.5226  
At most 4 0.000383 0.013017 3.841466 0.9090  
Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level  

* denotes rejection of the hypothesis at the 0.05 level  
**MacKinnon-Haug-Michelis (1999) p-values   

Source: Author 

 

Table 8.16: Cointegration Equation 1 

1 Cointegrating Equation(s): 
Log 

likelihood 
228.3460   

Normalized cointegrating coefficients (standard error in parentheses)  

LRER LREM LTO LKOPEN LGDPPC 

1.000000 -0.323626 0.278854 0.196843 0.520483 

 (0.06253) (0.09165) (0.04435) (0.13622) 

Source: Author 

 

In the cointegretion test, both trace and maximum-eigenvalue tests suggest that there 

are at least one cointegration vectors are present. It means there may be long-run 

relationships among the variables. However, the value of LRER is normalised to one, 
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and after this we get the cointegrating equation (Equation 9.3) as follows, with the 

standard error in parentheses: 

 

퐿푅퐸푅 = +0.324
( . )

퐿푅퐸푀−0.279
( . )

퐿푇푂−0.197
( . )

퐿퐾푂푃퐸푁−0.520
( . )

퐿퐺퐷푃푃퐶									(8.8)	 

 

We can consider there are at least one cointegration relationship between real exchange 

rate and related explanatory variables. Hence we use one cointegretion equation in the 

VECM. 

 

We set a VECM for the determination of real exchange rate with two maximum order 

of lags and four explanatory variables of real exchange rate model. Therefore the model 

is as follows: 

 

∆푦 = 훼 + 훽 ∆푦 + 훿 ∆푥 , + 훾 퐸퐶푇 + 휀 																		(8.9) 

Where, j=1, 2…k 

푦  = Real Exchange Rate, 

푥 , = Explanatory variables of exchange rate, 

∆푦 ,	∆푥 ,   are the differences in the variables that capture short-run dynamics, 

퐸퐶푇  = the error correction term, derived from the long run cointegration relationship 

and   measures the magnitude of the past disequilibrium, 

 훾  = the deviation of the dependent variables from the long run equilibrium (speed of 

adjustment to  the equilibrium) 

휀 		 =serially uncorrelated error terms 

 

Our specific error correction model is based on the following equation (k=4): 

 

∆퐿푅퐸푅 = 훼 + 훽 Δ퐿푅퐸푅 + 훽 Δ퐿푅퐸푅 + 훽 Δ퐿푅퐸푀 + 훽 Δ퐿푅퐸푀

+ 훽 Δ퐿푇푂 + 훽 Δ퐿푇푂 + 훽 Δ퐿퐾푂푃퐸푁 + 훽 Δ퐿퐾푂푃퐸푁

+ 훽 Δ퐿퐺퐷푃푃퐶 + 훽 Δ퐿퐺퐷푃푃퐶 + 훾 퐸퐶푇 + 휀 						 

                                                                (8.10) 
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Where, 

퐸퐶푇 = (LRER(−1) − 	0.323625509856 ∗ LREM(−1) + 	0.278853795985

∗ LTO(−1) + 	0.196843197006 ∗ LKOPEN(−1) − 	0.520483069903

∗ LGDPPC(−1) + 3.60781290545	) 

 

Equation (9.5) represents a VECM of the determinants of real exchange rate. From the 

VECM model (See Appendix 8, Table 8.29); the results are presented in Table 8.17 and 

Table 8.18 for both long-run and short-run coefficients respectively, with the required 

diagnostic test below, with the required diagnostic test below. 

 

Table 8.17: VECM Estimation of Macroeconomic Determinants of Real Exchange 

Rate (Long-run Coefficients) 

Dependent Variable: LRER(-1) 

Explanatory 

Variables 

 

Coefficient Standard Error t-statistic 

LREM(-1) 0.3236* 0.0625 5.1756 

LTO(-1) -0.2789* 0.0917 -3.0425 

LKOPEN(-1) -0.1968* 0.0443 -4.4383 

LGDPPC(-1) -0.5205* 0.1362 -3.8209 

C -3.6078 - - 

Note: *, and ** denote significant at 1%, 5% level respectively 

Source: Author 

The residuals of the error correction model are not serially correlated. This is shown by 

VEC Residual Serial Correlation LM Tests (shown in Appendix 8 Table 8.30) .We also 

checks other diagnostic residual tests are as follows (shown in the Appendix 8): 

 

VEC Residual Normality Tests (Jarque-Bera 71.23,   Prob. 0.995) is shown Table 8.31, 

VEC Residual Heteroskedasticity Tests (Chi-sq: 339.07, Prob. 0.3535) is shown Table 

8.32, Normality Test –Histogram (Jarque-Bera: 0.123,Prob.0.941) is shown in Figure 

8.10, Breusch-Godfrey Serial Correlation LM Test shows that there is no serial 

correlation which  is shown in Table 8.39 , Breusch-Pagan-Godfrey Heteroskedasticity 

Test shows that there is no heteroskedasticity present which is shown in Table: 8.40 . 

We also test ARCH is shown in Table: 8.41. Stability Test (Recursive Estimation 
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(CUSUM Test)) proves that our model is stable which is shown in Figure 8.11. These 

diagnostics checking increase the reliability of our estimation.  

Table 8.18: VECM Estimation of Macroeconomic Determinants of Real Exchange 

Rate (Short-run Coefficients) 
Dependent Variable: D(LREM)  

Explanatory Variables Coefficients Standard Error t-statistic Prob. 
D(LRER(-1)) 0.5704 0.1932 2.9523 0.0071 
D(LRER(-2)) -0.3428 0.2078 -1.6497 0.1126 
D(LREM(-1)) 0.0561 0.0794 0.7062 0.4871 
D(LREM(-2)) -0.0073 0.0765 -0.0956 0.9247 
D(LTO(-1)) -0.0132 0.1388 -0.0951 0.9250 
D(LTO(-2)) -0.0904 0.1274 -0.7102 0.4847 
D(LKOPEN(-1)) 0.0265 0.0526 0.5039 0.6191 
D(LKOPEN(-2)) 0.0197 0.0483 0.4072 0.6876 
D(LGDPPC(-1)) 0.2462 0.333 0.7391 0.4673 
D(LGDPPC(-2)) -0.8051 0.3187 -2.5263 0.0189 
C 0.0556 0.0392 1.4190 0.1693 
ECTt-1 -0.4024 0.2081 -1.9339 0.0655 
 
R-squared 0.5253 Akaike info criterion -9.609 

Adjusted R-squared 0.2879 Schwarz criterion -6.6905 

S.E. of regression 0.0533 Durbin-Watson stat 1.7481 

Log likelihood 58.808 F-statistic 2.1509(0.0586) 
 
Diagnostic Tests: 
Histogram –Normality Test:                     Jarque- Bera :     0.1219(0.9408) 
Serial Correlation LM Test :                  Breusch-Godfrey Serial Correlation LM Test: 
                                          F(2,21): 1.1137(0.3470),              Chi-Square (2) : 3.3564(0.1867) 
Heteroskedasicity Test: 
Breusch-Pagan-Godfrey:       F(15,19) : 0.9848(0.5046),                Chi-Square (15) :15.3089(0.4294) 
ARCH                               :     F(1,32) : 0.2251(0.6384),                 Chi-Square (1) : 0.2375(0.6260) 
 
Note: Numbers in parentheses are p-values. 
Source: Author 
 

Long-Run Relationship among Variables 

From Table 8.17, we find that all the explanatory variables are highly statistically 

significant in the long-run relationship among the variables. The coefficient of 

remittances is 0.3236.That is when remittances increase 1%, the real exchange rate 

increases 0.32%. In other words, due to increase in the flow of remittances the real 

exchange is depreciated by 0.32%. The relative price of tradable to non-tradable has 

been increased due to increases in the flow of remittances. Our findings on the impact 

of remittances on real exchange rate support the findings of the study on the country of 

Jamaica by Barrett in 2014. Barrett (2014) shows that remittances depreciated the real 

exchange rate in Jamaica. In such cases where there is high dependence on imports, the 
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effect will be different, that is, it is expected that this will result in real exchange rate 

depreciation.  

 

To determine the impact of remittances on the any macroeconomic variables it is very 

necessary to know the motives of remitters to send remittances to their family or 

relatives or friend. The motives may be ‘altruism’ or self interest. If self interest 

motives are larger than ‘altruism’, there are strong possibilities of contribution in 

savings and investment of the country. So in the long-run tradable sectors also may 

expand their wings resulting in depreciation in real exchange rate of the recipient of 

remittances country. In case of Bangladesh we can say that huge flow of workers’ 

remittances is not a curse it is like a flow of blessing. 

 

We expect the impact of trade openness (TO) on real exchange rate is positive that is 

depreciation in real exchange rate but we find opposite result. When trade openness 

increases, the tradable sectors cannot get the benefit of trade openness. In our result we 

find that when LTOT increases 1%, the RER decreases 0.28 %. That is due to trade 

openness the real exchange rate of Bangladesh has been decreases.  

 

We find that the impact of KOPEN on RER is negative. When LKOPEN increases 1%, 

the RER decreases 0.20 %. Due to openness in Bangladesh (free flow of FDI as well as 

ODA) the real exchange rate (RER) appreciated resulting in adverse effect on trade 

competiveness in Bangladesh. In Bangladesh we observe ODA component of capital 

market openness is greater than the FDI component. Due to higher amount of ODA in 

Bangladesh, the non-tradable sectors of Bangladesh may have taken the advantage of 

ODA. The demand for the product of non-tradable sectors may increases resulting in 

relative price of non-tradable to tradable products. Finally real exchange rate may be 

appreciated.   

 

We find the coefficient of LGDPPC as negatively significant. The value of the 

coefficient of LGDPPC is -0.5205. When per capita GDP of home country increases the 

real exchange rate decreases. When per capita GDP (we can consider it as a proxy of 

per capita income) increases in the home country then the family members of migrant 

workers may become richer too. So, people of Bangladesh may now increase their 

consumptions on particularly the consumption of products produced in the home 

country of non-tradable type’s product. Hence price of non-tradable products may 
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increases. Then the real exchange rate may also fall. So we find in our study that the 

demand effects of technological progress are greater than the supply effects. That is the 

Ricardo-Balassa effect is applicable in our case. The Rybczynski principle is not 

working in Bangladesh. 

 

Short-Run Relationship among Variables 

We also note from the Table 8.18 that real exchange rate has short-run positive impact 

on itself. That is, the present real exchange rates depend not only on the other 

explanatory variables of it but also its past value. That is past real exchange rate 

influences the present one. The result has been verified by Wald test (Annexure 8, Table 

8.34).The per capita GDP also has significant negative impact on the real exchange rate 

in Bangladesh in the short- run as well as in the long-run. This result has been verified 

by Wald test (Appendix 8, Table 8.38). We also find that in the short-run there are no 

impact of LREM and LTO on the LRER after examining the Wald Test (shown in the 

Appendix 8: Table 8.35, Table 8.36 and Table 8.37 respectively) except GDPPC but in 

the long run all the explanatory variables are highly significant. 

 

It is also found that the coefficient of error correction term (ECTt-1) is negative and 

significant in the model. The coefficient value is -0.4024 at 10% level of significant. 

This coefficient is also called the adjustment coefficient or speed of convergence and it 

implies that when real exchange rate deviate from long run equilibrium, error 

correction term has an opposite adjustment effect and the deviation degree are reduced 

with very rapidly. 

 

8.3 Summery and Conclusions 

The aims of the chapter were to find out impact of remittances on inflation as well as 

real exchange rate in the economy of Bangladesh with annual data during the period of 

1977 to 2014. Over the last two decade workers’ remittances played a crucial role in the 

economic development of the country.  

 

In the Section-I, stationary analysis of the variables has been done by ADF unit root 

test which confirms that all the variables used in the model are integrated of order (I).  

Therefore, we apply Johansen Cointegration technique in order to check the long run 

behavior of inflation which confirms the present of long-run relationship among the 

variables. Excess money supply and trade openness of the country invites inflation in 
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certain extent as usual. But remittances have no direct significant impact on inflation. 

There may be indirect impact of remittances on inflation through the import multiplier. 

Then we apply Vector Error Correction Model (VECM) to test the short run dynamics. 

The result of error correction shows that overshooting of inflation which is adjust 16.4 

percent annually or required almost 6 years to adjust. 

 

In the section-II, we examine the impact of remittances and other explanatory variables 

on the real exchange rate in Bangladesh Using econometric techniques such as 

Johansson cointegretion techniques and VECM we find that all the explanatory 

variables have significant impact on the real exchange rate in the study period of time. 

 

It is also found that the coefficient of error correction term (ECTt-1) is negative and 

significant in the model. The coefficient value is -0.4024 at 10% level of significant. 

This coefficient is also called the adjustment coefficient or speed of convergence and it 

implies that when real exchange rate deviate from long run equilibrium, error 

correction term has an opposite adjustment effect and the deviation degree are reduced 

with very rapidly. This indicates that there present cointregretion relationship among 

the variables. 

 

The coefficient of remittances is 0.3236.That is when remittances increase 1%, the real 

exchange rate increases 0.32%. In other words, due to increase in the flow of 

remittances the real exchange is depreciated by 0.32%. The relative price of tradable to 

non-tradable has been increased due to increases in the flow of remittances. Our results 

indicate that self interest motives are larger than ‘altruism’; there are positive 

contribution in savings and investment of the country. So in the long-run tradable 

sectors also may expand their wings resulting in depreciation in real exchange rate of 

the recipient of remittances country.  

 

We expect the impact of trade openness (TO) on real exchange rate is positive that is 

depreciation in real exchange rate but we find opposite result. When trade openness 

increases, the tradable sectors cannot get the benefit of trade openness. We find that the 

impact of KOPEN on RER is negative. When LKOPEN increases 1%, the RER 

decreases 0.20 %. Due to openness in Bangladesh (free flow of FDI as well as ODA) 

the real exchange rate (RER) appreciated resulting in adverse effect on trade 

competiveness in Bangladesh.  
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We find the coefficient of LGDPPC as negatively significant. The value of the 

coefficient of LGDPPC is -0.5205. When per capita GDP of home country increases the 

real exchange rate decreases.  We find in our study that the demand effects of 

technological progress (increase in LGDPPC) are greater than the supply effects. That 

is the Ricardo-Balassa effect is applicable in our case. The Rybczynski principle is not 

working in Bangladesh. We also find that in the short-run there are no impact of LREM 

and LTO on the LRER except GDPPC but in the long run all the explanatory variables 

are highly significant. In a nutshell, huge flow of workers’ remittances to Bangladesh is 

not a curse; it is like a flow of blessing. 
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Appendix 8 

Figure 8 .1 Movement of Inflation Rate and Remittances Flows 
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Source: Author 

 

Figure 8.2 Movements of Inflation Rate and Trade Openness 
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Figure 8.3 Movements of Inflation Rate and Money Supply 
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Table 8.19:  Result of Cointegration Test  
Sample (adjusted): 1978 2014 

Included observations: 37 after adjustments 
Trend assumption: Linear deterministic trend 

Series: LGDFLTR LREM LTO LM2 
Lags interval (in first differences): No lags 

Unrestricted Cointegration Rank Test (Trace)  
Hypothesized  Trace 0.05  
No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

     
     None * 0.763204 77.62870 47.85613 0.0000 

At most 1 0.372190 24.32811 29.79707 0.1869 
At most 2 0.174545 7.103938 15.49471 0.5656 
At most 3 0.000178 0.006573 3.841466 0.9348 

     
Trace test indicates 1 cointegrating eqn(s) at the 0.05 level 

* denotes rejection of the hypothesis at the 0.05 level 
**MacKinnon-Haug-Michelis (1999) p-values 

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 
     
     Hypothesized  Max-Eigen 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 
     
     None * 0.763204 53.30059 27.58434 0.0000 

At most 1 0.372190 17.22417 21.13162 0.1617 
At most 2 0.174545 7.097365 14.26460 0.4777 
At most 3 0.000178 0.006573 3.841466 0.9348 

     
Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level 

* denotes rejection of the hypothesis at the 0.05 level 
**MacKinnon-Haug-Michelis (1999) p-values 

Unrestricted Cointegrating Coefficients (normalized by b'*S11*b=I): 
     
     LGDFLTR LREM LTO LM2  

-11.07280 0.426107 5.945805 2.314574  
15.30903 6.029341 11.50629 -14.78867  
20.14718 -7.645101 11.30011 -2.112241  
-9.089360 -0.301110 4.472816 4.464646  

     
Unrestricted Adjustment Coefficients (alpha): 

     
     D(LGDFLTR) 0.014797 -0.004556 -0.002035 -6.80E-05 

D(LREM) 0.034349 -0.010639 0.021133 0.000308 
D(LTO) -0.008131 -0.018821 -0.001282 0.000337 
D(LM2) 0.010399 0.009003 -0.004764 0.000189 

     
     1 Cointegrating Equation(s): Log likelihood 316.5607  
     
     Normalized cointegrating coefficients (standard error in parentheses) 

LGDFLTR LREM LTO LM2  
1.000000 -0.038482 -0.536974 -0.209032  

 (0.08079) (0.12348) (0.09142)  
Adjustment coefficients (standard error in parentheses)  

D(LGDFLTR) -0.163846    
 (0.02465)    

D(LREM) -0.380334    
 (0.11479)    

D(LTO) 0.090034    
 (0.07539)    

D(LM2) -0.115150    
 (0.04517)    
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2 Cointegrating Equation(s): Log likelihood 325.1728  
     
     Normalized cointegrating coefficients (standard error in parentheses) 

LGDFLTR LREM LTO LM2  
1.000000 0.000000 -0.422275 -0.276413  

  (0.11388) (0.02197)  
0.000000 1.000000 2.980575 -1.750947  

  (0.55937) (0.10793)  
     

Adjustment coefficients (standard error in parentheses)   
D(LGDFLTR) -0.233596 -0.021166   

 (0.03946) (0.01262)   
D(LREM) -0.543210 -0.049511   

 (0.19289) (0.06171)   
D(LTO) -0.198097 -0.116943   

 (0.11373) (0.03639)   
D(LM2) 0.022684 0.058716   

 (0.07151) (0.02288)   
     
          

3 Cointegrating Equation(s): Log likelihood 328.7215  
     
     Normalized cointegrating coefficients (standard error in parentheses) 

LGDFLTR LREM LTO LM2  
1.000000 0.000000 0.000000 -0.374852  

   (0.00961)  
0.000000 1.000000 0.000000 -1.056127  

   (0.04304)  
0.000000 0.000000 1.000000 -0.233116  

   (0.01727)  
     

Adjustment coefficients (standard error in parentheses)  
D(LGDFLTR) -0.274592 -0.005609 0.012563  

 (0.05690) (0.02008) (0.03541)  
D(LREM) -0.117437 -0.211076 0.320619  

 (0.26416) (0.09321) (0.16439)  
D(LTO) -0.223930 -0.107141 -0.279395  

 (0.16616) (0.05863) (0.10340)  
D(LM2) -0.073297 0.095138 0.111595  

 (0.10214) (0.03604) (0.06356)  
     
     Source: Author 
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Table 8.20:  Result of Vector Error Correction Estimates 

Sample (adjusted): 1978 2014 
Included observations: 37 after adjustments 

Standard errors in ( ) & t-statistics in [ ] 
     Cointegrating Eq: CointEq1    
     
     LGDFLTR(-1) 1.000000 

 

  

LREM(-1) 
-0.038482 
(0.08079) 
[-0.47633] 

LTO(-1) 
-0.536974 
(0.12348) 
[-4.34860] 

LM2(-1) 
-0.209032 
(0.09142) 
[-2.28651] 

C -1.188275 
     
     Error Correction: D(LGDFLTR) D(LREM) D(LTO) D(LM2) 
     
     

CointEq1 
-0.163846 -0.380334 0.090034 -0.115150 
(0.02465) (0.11479) (0.07539) (0.04517) 
[-6.64737] [-3.31341] [ 1.19423] [-2.54935] 

C 
0.032165 0.080186 0.009735 0.070285 
(0.00223) (0.01037) (0.00681) (0.00408) 
[ 14.4495] [ 7.73508] [ 1.42982] [ 17.2301] 

     
     R-squared 0.558011 0.238778 0.039153 0.156609 

Adj. R-squared 0.545383 0.217028 0.011700 0.132513 
Sum sq. resids 0.006417 0.139167 0.060033 0.021549 
S.E. equation 0.013540 0.063057 0.041415 0.024813 

F-statistic 44.18748 10.97868 1.426195 6.499162 
Log likelihood 107.7044 50.78475 66.33917 85.29379 

Akaike AIC -5.713749 -2.637014 -3.477793 -4.502367 
Schwarz SC -5.626673 -2.549937 -3.390716 -4.415290 

Mean dependent 0.032165 0.080186 0.009735 0.070285 
S.D. dependent 0.020082 0.071263 0.041660 0.026641 

     
     Determinant resid covariance (dof adj.) 5.44E-13   

Determinant resid covariance 4.35E-13   
Log likelihood 316.5607   

Akaike information criterion -16.46274   
Schwarz criterion -15.94028   
          Source: Author 
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Table 8.21:  Result of VEC Residual Portmanteau Tests for Autocorrelations 

Null Hypothesis: no residual autocorrelations up to lag h 
Sample: 1977 2014 

Included observations: 37 

      
      Lags Q-Stat Prob. Adj Q-Stat Prob. Df 
      
      1 18.41436 0.3002 18.92587 0.2725 16 
2 34.76788 0.3375 36.21388 0.2783 32 
3 48.80318 0.4406 51.48758 0.3389 48 
4 61.38347 0.5696 65.59276 0.4213 64 
5 72.30244 0.7177 78.21782 0.5355 80 
6 93.22369 0.5612 103.1883 0.2897 96 
7 98.82273 0.8085 110.0938 0.5333 112 
8 112.4304 0.8348 127.4553 0.4970 128 
9 128.2604 0.8222 148.3736 0.3842 144 

10 139.0100 0.8832 163.1045 0.4170 160 
11 148.5722 0.9344 176.7123 0.4707 176 
12 160.4144 0.9531 194.2386 0.4413 192 

      
      *The test is valid only for lags larger than the VAR lag order. 

df is degrees of freedom for (approximate) chi-square distribution 
      

Source: Author 

Table 8.22:  Result of VEC Residual VEC Residual Serial Correlation LM Tests 
Null Hypothesis: no serial correlation at lag order h 

Sample: 1977 2014 
Included observations: 37 

   
   Lags LM-Stat Prob 
   
   1 17.72196 0.3404 
2 15.68831 0.4749 
3 13.16998 0.6603 
4 12.81948 0.6859 
5 10.51881 0.8382 
6 21.61139 0.1562 
7 5.621107 0.9917 
8 13.30098 0.6506 
9 17.89279 0.3302 

10 12.13531 0.7346 
11 10.28413 0.8514 
12 12.26274 0.7257 

      Probs from chi-square with 16 df. 
Source: Author 
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Table 8.23:  Result of VEC Residual Heteroskedasticity Tests: Includes Cross 

Terms 

Sample: 1977 2014 
Included observations: 37 

      Joint test:     
      
      Chi-sq df Prob.    
      
      22.75192 20 0.3011    
      

Individual components:    
      
      Dependent R-squared F(2,34) Prob. Chi-sq(2) Prob. 
      
      res1*res1 0.087509 1.630314 0.2108 3.237821 0.1981 

res2*res2 0.215912 4.681246 0.0160 7.988752 0.0184 
res3*res3 0.038044 0.672317 0.5172 1.407611 0.4947 
res4*res4 0.025739 0.449124 0.6419 0.952344 0.6212 
res2*res1 0.039022 0.690304 0.5083 1.443800 0.4858 
res3*res1 0.127202 2.477584 0.0990 4.706468 0.0951 
res3*res2 0.113889 2.184946 0.1280 4.213877 0.1216 
res4*res1 0.110906 2.120598 0.1356 4.103539 0.1285 
res4*res2 0.113993 2.187214 0.1278 4.217752 0.1214 
res4*res3 0.078905 1.456298 0.2473 2.919492 0.2323 

            Source: Author 
 

     

Table 8.24:  Result of Vector Error Correction Estimates 

Dependent Variable: D(LGDFLTR) 
Method: Least Squares 

Sample (adjusted): 1978 2014 
Included observations: 37 after adjustments 

D(LGDFLTR) = C(1)*( LGDFLTR(-1) - 0.0384823080936*LREM(-1) - 
0.536974060143*LTO(-1) - 0.209032477398*LM2(-1) - 

1.18827467442 ) + C(2) 
     
      Coefficient Std. Error t-Statistic Prob. 
     
     C(1) -0.163846 0.024648 -6.647366 0.0000 

C(2) 0.032165 0.002226 14.44946 0.0000 
     
     R-squared 0.558011 Mean dependent var 0.032165 

Adjusted R-squared 0.545383 S.D. dependent var 0.020082 
S.E. of regression 0.013540 Akaike info criterion -5.713749 
Sum squared resid 0.006417 Schwarz criterion -5.626673 

Log likelihood 107.7044 Hannan-Quinn criter. -5.683051 
F-statistic 44.18748 Durbin-Watson stat 1.791395 

Prob(F-statistic) 0.000000    
          Source: Author 
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Table 8.25:  Result of Breusch-Godfrey Serial Correlation LM Test: 
     
     F-statistic 0.488810 Prob. F(2,33) 0.6177 

Obs*R-squared 1.064581 Prob. Chi-Square(2) 0.5873 
     
     

Test Equation: 
Dependent Variable: RESID 

Method: Least Squares 
Sample: 1978 2014 

Included observations: 37 
Presample missing value lagged residuals set to zero. 

     
     Variable Coefficient Std. Error t-Statistic Prob. 
     
     C(1) -0.004709 0.025508 -0.184587 0.8547 

C(2) 4.62E-06 0.002259 0.002047 0.9984 
RESID(-1) 0.058784 0.173139 0.339521 0.7364 
RESID(-2) 0.158601 0.173910 0.911975 0.3684 

     
     R-squared 0.028772 Mean dependent var -3.56E-18 

Adjusted R-squared -0.059521 S.D. dependent var 0.013351 
S.E. of regression 0.013743 Akaike info criterion -5.634836 
Sum squared resid 0.006232 Schwarz criterion -5.460682 

Log likelihood 108.2445 Hannan-Quinn criter. -5.573439 
F-statistic 0.325873 Durbin-Watson stat 1.847632 

Prob(F-statistic) 0.806624    
          

Source: Author 

 

Table 8.26:  Result of Heteroskedasticity Test: Breusch-Pagan-Godfrey 

Source: Author 

 

     
     F-statistic 0.959016 Prob. F(4,32) 0.4433 

Obs*R-squared 3.960657 Prob. Chi-Square(4) 0.4114 
Scaled explained SS 7.319443 Prob. Chi-Square(4) 0.1199 

Test Equation: 
Dependent Variable: RESID^2 

Method: Least Squares 
Sample: 1978 2014 

Included observations: 37 
Variable Coefficient Std. Error t-Statistic Prob. 

     
     C 0.000289 0.001559 0.185617 0.8539 

LGDFLTR(-1) -0.001135 0.001712 -0.663139 0.5120 
LREM(-1) -0.000178 0.000574 -0.310259 0.7584 
LTO(-1) -0.000279 0.001046 -0.267210 0.7910 
LM2(-1) 0.000570 0.000928 0.613981 0.5436 

R-squared 0.107045 Mean dependent var 0.000173 
Adjusted R-squared -0.004575 S.D. dependent var 0.000357 
S.E. of regression 0.000358 Akaike info criterion -12.90613 
Sum squared resid 4.10E-06 Schwarz criterion -12.68844 

Log likelihood 243.7634 Hannan-Quinn criter. -12.82938 
F-statistic 0.959016 Durbin-Watson stat 2.296283 

Prob(F-statistic) 0.443281    
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Table 8.27:  Result of Heteroskedasticity Test: ARCH 

F-statistic 0.228060 Prob. F(1,34) 0.6360 

Obs*R-squared 0.239867 Prob. Chi-Square(1) 0.6243 

     
     Test Equation: 

Dependent Variable: RESID^2 

Method: Least Squares 

Sample (adjusted): 1979 2014 

Included observations: 36 after adjustments 

Variable Coefficient Std. Error t-Statistic Prob. 

     
     C 0.000179 6.75E-05 2.648346 0.0122 

RESID^2(-1) -0.080894 0.169392 -0.477557 0.6360 

     
     R-squared 0.006663 Mean dependent var 0.000164 

Adjusted R-squared -0.022553 S.D. dependent var 0.000358 

S.E. of regression 0.000362 Akaike info criterion -12.95614 

Sum squared resid 4.45E-06 Schwarz criterion -12.86817 

Log likelihood 235.2105 Hannan-Quinn criter. -12.92543 

F-statistic 0.228060 Durbin-Watson stat 2.005434 

Prob(F-statistic) 0.636022    

          Source: Author 

 

Figure 8.4:  Stability Test: CUSUM 
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Figure 8.5 Time Plot of All the Variables Used in this Chapter 

 
              Source: Author 
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Figure 8.6: Time Plot of Real Exchange Rate and Remittances 

 
Source: Author 

Figure 8.7: Time Plot of Real Exchange Rate and Trade Openness 

 
Source: Author 

 Figure 8.8: Tme Plot of Real Exchange Rate and Capital Openness   

 
Source: Author 

Figure 8.9: Time Plot of Real Exchange Rate and Per Capita GDP 

 
Source: Author 
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Table 8.28: Cointegretion Technique for Finding out the Relationship among the 

Variables 
Sample (adjusted): 1980 2013 

Included observations: 34 after adjustments 
Trend assumption: Linear deterministic trend 

Series: LRER LREM LTO LKOPEN LGDPPC 
Lags interval (in first differences): 1 to 2 

Unrestricted Cointegration Rank Test (Trace)   
Hypothesized  Trace 0.05   
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**  

None * 0.689759 88.67668 69.81889 0.0008  
At most 1 * 0.522236 48.88292 47.85613 0.0399  
At most 2 0.394086 23.76920 29.79707 0.2103  
At most 3 0.179379 6.734628 15.49471 0.6087  
At most 4 0.000383 0.013017 3.841466 0.9090  

Trace test indicates 2 cointegrating eqn(s) at the 0.05 level  
* denotes rejection of the hypothesis at the 0.05 level  

**MacKinnon-Haug-Michelis (1999) p-values   
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)  

Hypothesized  Max-Eigen 0.05   
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**  

None * 0.689759 39.79376 33.87687 0.0088  
At most 1 0.522236 25.11372 27.58434 0.1003  
At most 2 0.394086 17.03458 21.13162 0.1704  
At most 3 0.179379 6.721611 14.26460 0.5226  
At most 4 0.000383 0.013017 3.841466 0.9090  

Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level  
* denotes rejection of the hypothesis at the 0.05 level  

**MacKinnon-Haug-Michelis (1999) p-values   
Unrestricted Cointegrating Coefficients (normalized by b'*S11*b=I):  

LRER LREM LTO LKOPEN LGDPPC  
-22.65334 7.331199 -6.316970 -4.459156 -11.79068  
-4.882252 6.076798 11.68677 -1.121201 -16.10152  
-1.893693 -6.558767 2.167051 1.782174 11.98371  
0.654417 -0.810670 1.665540 5.956433 3.750353  
0.324788 -5.236580 6.346265 3.342342 10.47309  

Unrestricted Adjustment Coefficients (alpha):   
D(LRER) 0.018860 -0.005759 0.021911 0.000124 0.000391 
D(LREM) -0.060006 0.013362 0.023526 -0.022919 0.001099 
D(LTO) -0.015942 -0.009814 -0.016409 0.014223 0.001110 

D(LKOPEN) 0.062379 -0.053169 -0.044593 -0.060583 0.000652 
D(LGDPPC) -0.001727 0.016675 -0.008492 -0.001311 0.000139 

1 Cointegrating Equation(s): Log likelihood 228.3460   
Normalized cointegrating coefficients (standard error in parentheses)  

LRER LREM LTO LKOPEN LGDPPC  
1.000000 -0.323626 0.278854 0.196843 0.520483  

 (0.06253) (0.09165) (0.04435) (0.13622)  
Adjustment coefficients (standard error in parentheses)   

D(LRER) -0.427250     
 (0.20725)     

D(LREM) 1.359333     
 (0.46945)     

D(LTO) 0.361146     
 (0.35260)     

D(LKOPEN) -1.413102     
 (0.88766)     

D(LGDPPC) 0.039124     
 (0.13460)     

2 Cointegrating Equation(s): Log likelihood 240.9028   
Normalized cointegrating coefficients (standard error in parentheses)  

LRER LREM LTO LKOPEN LGDPPC  
1.000000 0.000000 1.217911 0.185317 -0.455436  

  (0.24633) (0.10161) (0.08480)  
0.000000 1.000000 2.901680 -0.035617 -3.015580  

  (0.66555) (0.27453) (0.22912)  
Adjustment coefficients (standard error in parentheses)   
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D(LRER) -0.399133 0.103272    
 (0.21009) (0.08633)    

D(LREM) 1.294095 -0.358715    
 (0.47567) (0.19546)    

D(LTO) 0.409060 -0.176513    
 (0.35742) (0.14687)    

D(LKOPEN) -1.153518 0.134220    
 (0.86922) (0.35717)    

D(LGDPPC) -0.042287 0.088668    
 (0.11032) (0.04533)    

3 Cointegrating Equation(s): Log likelihood 249.4201   
Normalized cointegrating coefficients (standard error in parentheses)  

LRER LREM LTO LKOPEN LGDPPC  
1.000000 0.000000 0.000000 0.086893 -0.006858  

   (0.08149) (0.04725)  
0.000000 1.000000 0.000000 -0.270111 -1.946842  

   (0.18114) (0.10503)  
0.000000 0.000000 1.000000 0.080813 -0.368317  

   (0.09875) (0.05726)  
Adjustment coefficients (standard error in parentheses)   

D(LRER) -0.440626 -0.040438 -0.138963   
 (0.18066) (0.08984) (0.10459)   

D(LREM) 1.249545 -0.513015 0.586199   
 (0.46279) (0.23014) (0.26792)   

D(LTO) 0.440135 -0.068888 -0.049546   
 (0.34926) (0.17369) (0.20220)   

D(LKOPEN) -1.069072 0.426697 -1.112056   
 (0.84364) (0.41954) (0.48840)   

D(LGDPPC) -0.026205 0.144368 0.187381   
 (0.10237) (0.05091) (0.05927)   

4 Cointegrating Equation(s): Log likelihood 252.7809   
Normalized cointegrating coefficients (standard error in parentheses)  

LRER LREM LTO LKOPEN LGDPPC  
1.000000 0.000000 0.000000 0.000000 -0.050572  

    (0.02232)  
0.000000 1.000000 0.000000 0.000000 -1.810956  

    (0.05732)  
0.000000 0.000000 1.000000 0.000000 -0.408972  

    (0.02743)  
0.000000 0.000000 0.000000 1.000000 0.503073  

    (0.11487)  
Adjustment coefficients (standard error in parentheses)   

D(LRER) -0.440545 -0.040539 -0.138756 -0.037857  
 (0.18073) (0.09006) (0.10538) (0.06008)  

D(LREM) 1.234546 -0.494435 0.548027 0.158005  
 (0.44881) (0.22365) (0.26170) (0.14921)  

D(LTO) 0.449443 -0.080418 -0.025856 0.137568  
 (0.34221) (0.17053) (0.19954) (0.11377)  

D(LKOPEN) -1.108719 0.475810 -1.212960 -0.658879  
 (0.78869) (0.39302) (0.45989) (0.26220)  

D(LGDPPC) -0.027063 0.145431 0.185197 -0.033941  
 (0.10221) (0.05093) (0.05960) (0.03398)  

Source: Author 
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Table 8.29: Vector Error Correction Estimates with One Cointegrating Equation 
Vector Error Correction Estimates 

Sample (adjusted): 1980 2013 
Included observations: 34 after adjustments 

Standard errors in ( ) & t-statistics in [ ] 

 
 
 
 

Cointegrating Eq: CointEq1 

 

LRER(-1) 1.000000 

LREM(-1) 
-0.323626 
(0.06253) 
[-5.17555] 

LTO(-1) 
0.278854 
(0.09165) 
[ 3.04251] 

LKOPEN(-1) 
0.196843 
(0.04435) 
[ 4.43827] 

LGDPPC(-1) 
0.520483 
(0.13622) 
[ 3.82089] 

C 3.607813 
Error Correction: D(LRER) D(LREM) D(LTO) D(LKOPEN) D(LGDPPC) 

CointEq1 
-0.427250 1.359333 0.361146 -1.413102 0.039124 
(0.20725) (0.46945) (0.35260) (0.88766) (0.13460) 
[-2.06149] [ 2.89556] [ 1.02425] [-1.59194] [ 0.29067] 

D(LRER(-1)) 
0.656116 1.032643 0.345638 0.925734 -0.193566 
(0.20454) (0.46331) (0.34798) (0.87604) (0.13284) 
[ 3.20778] [ 2.22886] [ 0.99327] [ 1.05673] [-1.45718] 

D(LRER(-2)) 
-0.446904 -1.719137 -0.873767 0.282233 0.162559 
(0.22369) (0.50670) (0.38057) (0.95808) (0.14528) 
[-1.99783] [-3.39284] [-2.29596] [ 0.29458] [ 1.11897] 

D(LREM(-1)) 
0.088128 0.363157 -0.014877 -0.393692 -0.081031 
(0.08317) (0.18838) (0.14149) (0.35620) (0.05401) 
[ 1.05965] [ 1.92776] [-0.10514] [-1.10525] [-1.50024] 

D(LREM(-2)) 
-0.010213 0.298469 -0.022276 -0.218908 0.085655 
(0.07589) (0.17191) (0.12912) (0.32505) (0.04929) 
[-0.13457] [ 1.73619] [-0.17253] [-0.67345] [ 1.73782] 

D(LTO(-1)) 
-0.002837 -0.329353 -0.293917 0.182496 0.119257 
(0.13784) (0.31223) (0.23451) (0.59037) (0.08952) 
[-0.02058] [-1.05485] [-1.25334] [ 0.30912] [ 1.33219] 

D(LTO(-2)) -0.085855 -0.694131 -0.110071 0.501682 -0.017317 
 (0.12632) (0.28613) (0.21491) (0.54103) (0.08204) 
 [-0.67966] [-2.42593] [-0.51218] [ 0.92728] [-0.21109] 

D(LKOPEN(-1)) 
0.020800 -0.184079 0.074795 -0.198285 -0.005088 
(0.05230) (0.11847) (0.08898) (0.22401) (0.03397) 
[ 0.39768] [-1.55376] [ 0.84055] [-0.88515] [-0.14980] 

D(LKOPEN(-2)) 
0.003247 -0.194141 -0.064148 -0.056889 -0.012372 
(0.04980) (0.11281) (0.08473) (0.21331) (0.03234) 
[ 0.06520] [-1.72096] [-0.75709] [-0.26670] [-0.38253] 

D(LGDPPC(-1)) 
0.242696 1.640665 -0.300404 -0.127374 0.251282 
(0.33007) (0.74765) (0.56154) (1.41368) (0.21436) 
[ 0.73529] [ 2.19443] [-0.53496] [-0.09010] [ 1.17224] 

D(LGDPPC(-2)) 
-0.974795 -0.527271 -0.765650 1.029214 0.419231 
(0.34646) (0.78477) (0.58942) (1.48387) (0.22500) 
[-2.81360] [-0.67188] [-1.29898] [ 0.69360] [ 1.86322] 

C 
0.064245 -0.046488 0.143732 -0.035350 0.026579 
(0.03953) (0.08953) (0.06724) (0.16929) (0.02567) 
[ 1.62540] [-0.51924] [ 2.13745] [-0.20882] [ 1.03543] 

R-squared 0.525279 0.626121 0.440375 0.282193 0.404561 
Adj. R-squared 0.287919 0.439182 0.160563 -0.076711 0.106842 
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Sum sq. resids 0.062610 0.321236 0.181215 1.148505 0.026407 
S.E. equation 0.053347 0.120837 0.090758 0.228484 0.034646 

F-statistic 2.213003 3.349331 1.573822 0.786264 1.358869 
Log likelihood 58.80844 31.00907 40.74143 9.350381 73.48434 

Akaike AIC -2.753438 -1.118180 -1.690672 0.155860 -3.616726 
Schwarz SC -2.214722 -0.579465 -1.151957 0.694575 -3.078010 

Mean dependent 0.007032 0.176572 0.022008 -0.027455 0.095238 
S.D. dependent 0.063219 0.161358 0.099058 0.220194 0.036659 

Determinant resid covariance (dof adj.) 8.90E-12 

 
Determinant resid covariance 1.01E-12 

Log likelihood 228.3460 
Akaike information criterion -9.608588 

Schwarz criterion -6.690546 

Source: Author 

Table 8.30: VEC Residual Serial Correlation LM Tests 

VEC Residual Serial Correlation LM Tests 

Null Hypothesis: no serial correlation at lag order h 

Sample: 1977 2014 

Included observations: 34 

Lags LM-Stat Prob 

1 15.28781 0.9344 

2 24.84527 0.4711 

3 22.45119 0.6096 

4 32.41230 0.1464 

5 12.94152 0.9772 

6 22.81486 0.5884 

7 31.38448 0.1766 

8 20.36418 0.7275 

9 23.74772 0.5340 

10 21.06365 0.6891 

11 25.95055 0.4102 

12 34.45053 0.0986 

Probs from chi-square with 25 df. 

Source: Author 
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Table 8.31: VEC Residual Normality Tests 
VEC Residual Normality Tests 

Orthogonalization: Residual Covariance (Urzua) 
Null Hypothesis: residuals are multivariate normal 

Sample: 1977 2014 
Included observations: 34 

Component Skewness Chi-sq df Prob. 
1 0.276994 0.517499 1 0.4719 
2 -0.211676 0.302212 1 0.5825 
3 0.153965 0.159888 1 0.6893 
4 0.404296 1.102472 1 0.2937 
5 0.102714 0.071159 1 0.7897 

Joint  2.153230 5 0.8276 
Component Kurtosis Chi-sq df Prob. 

1 1.240309 5.508651 1 0.0189 
2 1.126895 6.323458 1 0.0119 
3 1.161009 6.072462 1 0.0137 
4 1.302405 5.086330 1 0.0241 
5 1.290799 5.163983 1 0.0231 

Joint  28.15488 5 0.0000 
Component Jarque-Bera df Prob.  

1 6.026150 2 0.0491  
2 6.625670 2 0.0364  
3 6.232350 2 0.0443  
4 6.188802 2 0.0453  
5 5.235143 2 0.0730  

Joint 71.25835 105 0.9952  
Source: Author 

 

Table 8.32: VEC Residual Heteroskedasticity Tests: No Cross Terms (only levels and 

squares) 
VEC Residual Heteroskedasticity Tests: No Cross Terms (only levels and squares) 

Sample: 1977 2014 
Included observations: 34 

Joint test:     
Chi-sq df Prob.    

339.0760 330 0.3535    
Individual components:    

Dependent R-squared F(22,11) Prob. Chi-sq(22) Prob. 
res1*res1 0.558289 0.631961 0.8270 18.98182 0.6465 
res2*res2 0.569741 0.662091 0.8027 19.37119 0.6223 
res3*res3 0.759324 1.577486 0.2187 25.81703 0.2596 
res4*res4 0.733304 1.374795 0.2981 24.93234 0.3003 
res5*res5 0.673506 1.031423 0.5001 22.89921 0.4074 
res2*res1 0.702683 1.181705 0.4001 23.89121 0.3530 
res3*res1 0.617599 0.807528 0.6793 20.99836 0.5208 
res3*res2 0.628792 0.846952 0.6459 21.37891 0.4974 
res4*res1 0.789773 1.878381 0.1396 26.85228 0.2169 
res4*res2 0.495238 0.490566 0.9253 16.83809 0.7722 
res4*res3 0.838836 2.602429 0.0515 28.52042 0.1591 
res5*res1 0.636804 0.876667 0.6211 21.65134 0.4809 
res5*res2 0.579626 0.689417 0.7800 19.70728 0.6013 
res5*res3 0.620381 0.817112 0.6712 21.09297 0.5150 
res5*res4 0.851968 2.877652 0.0365 28.96692 0.1458 

Source: Author 
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Table 8.33: Vector Error Correction Estimates with One Cointegrating Equation (Short-

Run) 

Dependent Variable: D(LRER) 

Method: Least Squares 

Sample (adjusted): 1980 2014 

Included observations: 35 after adjustments 

D(LRER) = C(1)*( LRER(-1) - 0.323625509856*LREM(-1) + 0.278853795985 

*LTO(-1) + 0.196843197006*LKOPEN(-1) + 0.520483069903*LGDPPC(-1) + 

3.60781290545 ) + C(2)*D(LRER(-1)) + C(3)*D(LRER(-2)) + C(4)*D(LREM( -1)) + 

C(5)*D(LREM(-2)) + C(6)*D(LTO(-1)) + C(7)*D(TLO(-2)) + C(8) *D(LKOPEN(-1)) 

+ C(9)*D(LKOPEN(-2)) + C(10)*D(LGDPPC(-1)) + C(11)*D(LGDPPC( -2)) + C(12) 

 Coefficient Std. Error t-Statistic Prob. 

C(1) -0.402399 0.208072 -1.933947 0.0655 

C(2) 0.570414 0.193207 2.952343 0.0071 

C(3) -0.342838 0.207801 -1.649837 0.1126 

C(4) 0.056085 0.079411 0.706260 0.4871 

C(5) -0.007319 0.076544 -0.095615 0.9247 

C(6) -0.013207 0.138814 -0.095143 0.9250 

C(7) -0.090483 0.127405 -0.710199 0.4847 

C(8) 0.026484 0.052558 0.503897 0.6191 

C(9) 0.019663 0.048293 0.407173 0.6876 

C(10) 0.246174 0.333052 0.739147 0.4673 

C(11) -0.805069 0.318673 -2.526315 0.0189 

C(12) 0.055642 0.039213 1.418961 0.1693 

R-squared 0.507070 Mean dependent var 0.005361 

Adjusted R-squared 0.271321 S.D. dependent var 0.063061 

S.E. of regression 0.053831 Akaike info criterion -2.740080 

Sum squared resid 0.066648 Schwarz criterion -2.206818 

Log likelihood 59.95140 Hannan-Quinn criter. -2.555998 

F-statistic 2.150890 Durbin-Watson stat 1.748055 

Prob(F-statistic) 0.058621  

Source: Author 
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Wald Test - Wald Coefficient Restrictions for Short-Run Analysis: 

 

Table 8.34: Wald Test on Coefficients of D (LRER (-1)) and D (LRER (-2))  
Equation: Untitled  

Test Statistic Value df Probability 
F-statistic 5.076168 (2, 23) 0.0149 
Chi-square 10.15234 2 0.0062 

Null Hypothesis Summary:  
Normalized Restriction (= 0) Value Std. Err. 

C(2) 0.570414 0.193207 
C(3) -0.342838 0.207801 

Restrictions are linear in coefficients. 
Source: Author 

 

Table 8.35: Wald Test on Coefficients of D (LREM (-1)) and D (LREM (-2))  
Equation: Untitled  

Test Statistic Value df Probability 
F-statistic 0.253394 (2, 23) 0.7783 
Chi-square 0.506787 2 0.7762 

Null Hypothesis Summary:  
Normalized Restriction (= 0) Value Std. Err. 

C(4) 0.056085 0.079411 
C(5) -0.007319 0.076544 

Restrictions are linear in coefficients. 
Source: Author 

 

Table 8.36: Wald Test on Coefficients of D (LTO (-1)) and D (LTO (-2))  
Equation: Untitled  

Test Statistic Value df Probability 
F-statistic 0.276589 (2, 23) 0.7609 
Chi-square 0.553179 2 0.7584 

Null Hypothesis Summary:  
Normalized Restriction (= 0) Value Std. Err. 

C(6) -0.013207 0.138814 
C(7) -0.090483 0.127405 

Restrictions are linear in coefficients. 
Source: Author 

 

Table 8.37: Wald Test on Coefficients of D (LKOPEN (-1)) and D (LKOPEN (-2))  
Equation: Untitled  

Test Statistic Value df Probability 
F-statistic 0.161325 (2, 23) 0.8520 
Chi-square 0.322650 2 0.8510 

Null Hypothesis Summary:  
Normalized Restriction (= 0) Value Std. Err. 

C(8) 0.026484 0.052558 
C(9) 0.019663 0.048293 

Restrictions are linear in coefficients. 
Source: Author 
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Table 8.38: Wald Test on Coefficients of D (LGDPPC (-1)) and D (LGDPPC (-2))  

Equation: Untitled  
Test Statistic Value df Probability 

F-statistic 3.200077 (2, 23) 0.0594 
Chi-square 6.400155 2 0.0408 

Null Hypothesis Summary:  
Normalized Restriction (= 0) Value Std. Err. 

C(10) 0.246174 0.333052 
C(11) -0.805069 0.318673 

Restrictions are linear in coefficients. 

Source: Author 

 

 

 

Figure 8.10: Histogram- Normality Test: 

 
Source: Author 
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Table 8.39. Serial Correlation LM Test: Breusch-Godfrey Serial Correlation LM 

Test: 

Breusch-Godfrey Serial Correlation LM Test:  

F-statistic 1.113722 Prob. F(2,21) 0.3470 

Obs*R-squared 3.356399 Prob. Chi-Square(2) 0.1867 

Test Equation: 

Dependent Variable: RESID 

Method: Least Squares 

Sample: 1980 2014 

Included observations: 35 

Presample missing value lagged residuals set to zero. 

Variable Coefficient Std. Error t-Statistic Prob. 

C(1) -0.000571 0.268606 -0.002127 0.9983 

C(2) -0.223355 0.281726 -0.792810 0.4368 

C(3) 0.233017 0.261080 0.892515 0.3822 

C(4) 0.012274 0.110438 0.111136 0.9126 

C(5) 0.017470 0.081390 0.214649 0.8321 

C(6) 0.026809 0.153411 0.174751 0.8629 

C(7) -0.013306 0.137736 -0.096607 0.9240 

C(8) -0.005328 0.063670 -0.083678 0.9341 

C(9) -0.016787 0.052700 -0.318537 0.7532 

C(10) -0.079863 0.346612 -0.230411 0.8200 

C(11) 0.094516 0.339144 0.278689 0.7832 

C(12) -0.006964 0.039301 -0.177195 0.8611 

RESID(-1) 0.355141 0.450179 0.788888 0.4390 

RESID(-2) -0.422466 0.399489 -1.057516 0.3023 

R-squared 0.095897 Mean dependent var 1.60E-16 

Adjusted R-squared -0.463786 S.D. dependent var 0.044275 

S.E. of regression 0.053567 Akaike info criterion -2.726606 

Sum squared resid 0.060257 Schwarz criterion -2.104467 

Log likelihood 61.71561 Hannan-Quinn criter. -2.511844 

F-statistic 0.171342 Durbin-Watson stat 1.860502 

Prob(F-statistic) 0.998951  

Source: Author 
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Table: 8.40: Heteroskedasticity Test: Breusch-Pagan-Godfrey 

Heteroskedasticity Test: Breusch-Pagan-Godfrey 

F-statistic 0.984778 Prob. F(15,19) 0.5046 

Obs*R-squared 15.30894 Prob. Chi-Square(15) 0.4294 

Scaled explained SS 7.000961 Prob. Chi-Square(15) 0.9576 

Test Equation: 

Dependent Variable: RESID^2 

Method: Least Squares 

Sample: 1980 2014 

Included observations: 35 

Variable Coefficient Std. Error t-Statistic Prob. 

C 0.076478 0.090483 0.845225 0.4085 

LRER(-1) -0.027876 0.013530 -2.060299 0.0533 

LREM(-1) 0.004128 0.004926 0.837986 0.4125 

LTO(-1) 0.002426 0.006909 0.351084 0.7294 

LKOPEN(-1) -0.002006 0.002837 -0.707212 0.4880 

LGDPPC(-1) -0.018124 0.027176 -0.666896 0.5129 

LRER(-2) 0.019709 0.017044 1.156323 0.2619 

LER(-3) -0.007341 0.012579 -0.583592 0.5664 

LREM(-2) -0.005252 0.006138 -0.855693 0.4028 

LREM(-3) 0.000883 0.005552 0.159137 0.8752 

LTO(-2) 0.005867 0.008656 0.677793 0.5061 

LTO(-3) -0.004703 0.007433 -0.632706 0.5345 

LKOPEN(-2) 0.003753 0.003268 1.148371 0.2651 

LKOPEN(-3) -0.000509 0.002934 -0.173383 0.8642 

LGDPPC(-2) 0.006184 0.027628 0.223843 0.8253 

LGDPPC(-3) 0.012647 0.018521 0.682871 0.5029 

R-squared 0.437398 Mean dependent var 0.001904 

Adjusted R-squared -0.006761 S.D. dependent var 0.002812 

S.E. of regression 0.002821 Akaike info criterion -8.599898 

Sum squared resid 0.000151 Schwarz criterion -7.888882 

Log likelihood 166.4982 Hannan-Quinn criter. -8.354456 

F-statistic 0.984778 Durbin-Watson stat 2.552261 

Prob(F-statistic) 0.504635  

Source: Author 
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Table: 8.41: Heteroskedasticity Test:  ARCH 

Heteroskedasticity Test: ARCH   

F-statistic 0.225124 Prob. F(1,32) 0.6384 

Obs*R-squared 0.237523 Prob. Chi-Square(1) 0.6260 

Test Equation: 

Dependent Variable: RESID^2 

Method: Least Squares 

Sample (adjusted): 1981 2014 

Included observations: 34 after adjustments 

Variable Coefficient Std. Error t-Statistic Prob. 

C 0.002098 0.000595 3.525583 0.0013 

RESID^2(-1) -0.083367 0.175704 -0.474472 0.6384 

R-squared 0.006986 Mean dependent var 0.001941 

Adjusted R-squared -0.024046 S.D. dependent var 0.002846 

S.E. of regression 0.002880 Akaike info criterion -8.805318 

Sum squared resid 0.000265 Schwarz criterion -8.715532 

Log likelihood 151.6904 Hannan-Quinn criter. -8.774698 

F-statistic 0.225124 Durbin-Watson stat 1.509829 

Prob(F-statistic) 0.638385    

Source: Author 

 

 

Figure 8.11: Stability Test (Recursive Estimation (CUSUM Test)) 

 
Source: Author 
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Table 8.42: All the Variables used in this Chapter 
Year RER* REM** TO*** KOPEN**** GDPPC***** 
1977 35.02036 125.16 0.194222 0.081491 0.000199 
1978 29.13906 165.59 0.210385 0.074977 0.000261 
1979 29.02366 266.95 0.219071 0.075798 0.000299 
1980 26.74666 492.95 0.233772 0.07129 0.000345 
1981 30.97175 620.74 0.192472 0.060035 0.000396 
1982 36.81923 1176.84 0.206069 0.080093 0.000432 
1983 39.26227 1568.76 0.203169 0.061354 0.000474 
1984 38.81799 1265.49 0.168117 0.063584 0.000522 
1985 37.32841 1419.61 0.182222 0.054123 0.000623 
1986 38.20913 1752.85 0.170187 0.066588 0.000684 
1987 35.8925 2313.94 0.166878 0.073788 0.000767 
1988 35.43336 2423.59 0.176781 0.061847 0.000823 
1989 34.55267 2446 0.183252 0.062862 0.000894 
1990 36.02958 2691.63 0.189665 0.069697 0.000981 
1991 38.36502 2818.65 0.188898 0.062307 0.001019 
1992 40.71294 3513.26 0.19934 0.05937 0.001077 
1993 42.27559 3986.97 0.231216 0.0441 0.001105 
1994 42.20459 4629.63 0.228659 0.052088 0.001168 
1995 40.27832 4838.31 0.282095 0.033899 0.001288 
1996 35.71932 5685.3 0.260761 0.027321 0.00157 
1997 36.75748 6709.15 0.263255 0.024539 0.001667 
1998 37.91188 7513.23 0.278801 0.027964 0.001799 
1999 38.81327 8882.74 0.283879 0.027859 0.001915 
2000 40.76318 10199.12 0.293217 0.028221 0.002045 
2001 43.21338 11590.79 0.32098 0.021497 0.002178 
2002 43.80779 16484.53 0.289674 0.017656 0.002307 
2003 42.41672 18485.12 0.276579 0.027766 0.002513 
2004 42.65821 21286.52 0.268582 0.028922 0.002721 
2005 45.506 27304.34 0.343969 0.03132 0.002988 
2006 47.47284 38366.56 0.381119 0.023977 0.00333 
2007 45.73535 45337.35 0.399424 0.027137 0.003751 
2008 43.06027 61587.83 0.426209 0.037089 0.004241 
2009 40.8995 73981.46 0.400928 0.020828 0.004703 
2010 38.97996 76639.97 0.378028 0.023118 0.00526 
2011 39.27055 90240.85 0.474208 0.022304 0.00597 
2012 40.80091 115816.9 0.481109 0.028988 0.006796 
2013 36.86236 108066.9 0.462964 0.029803 0.007629 
2014 35.01399 115969.6 0.445141 N.A. 0.008447 

 

*RER = Real Exchange Rate = Nominal Exchange Rate (NER) * 
GDP Dfltr of USA
GDP Dfltr of BD

 

**REM= Remittances 

***TO =Trade Openness =
Export Import

GDP
 

**** KOPEN = Capital Openness = FDI ODA
GDP

 

*****GDPPC= Per Capita GDP 

 

Source: Estimated 
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CHAPTER NINE 

 

SUMMARY, CONCLUSION, POLICY RECOMMENDATIONS AND SCOPE 

FOR FUTURE RESEARCH 

 

9.1 Summary  

Bangladesh has become independent in 1971 from Pakistan at the expense of 3 million 

lives in a bloody war of liberation. The war almost completely destroyed the physical 

infrastructure of the country. U.S. Secretary of State, Henry Kissinger had 

disparagingly called it a “bottomless basket”. Bangladesh is now an emerging economy 

in South Asia, with her annual exports of some $25 billion mainly from Knitwear and 

garment products, remittances equivalent to $14 billion in 2012 and a gross domestic 

product (GDP) growth of over 6.0 percent despite its confrontational politics and global 

economic slowdown over the last few years (Helal and Hossain, 2013). 

 

Total population in 2014 in Bangladesh was 159078 thousands and rank of Bangladesh 

in the world population was 8th.  About 2.19 % of world population lives in Bangladesh. 

The population, ages 15-64, has increased gradually. From the period of 1977 to 2014 

the population of ages 15-64 has increased by about 5.65 % of total. Higher proportion 

of this group of population is the backbone of the economy and higher potentiality of 

higher economic development of the country. In the year 1977, the density was 575 and 

in the year 2014 it became 1222. 

 

Historically, migration has been a common livelihood strategy of Bangladeshi people 

and since the 18th century, emigration from Bengal has had a direct correlation with 

colonialism. After independence in 1971, new opportunities for international migration 

emerged. With rising oil prices, the Middle Eastern countries went through a phase of 

major infrastructure development for which they needed large numbers of expatriate 

workers. Various categories of Bangladeshi workers joined the Middle Eastern labour 

market. Gradually, such migration also expanded to the newly industrialized countries 

of Southeast Asia (Siddiqui, 2003).Due to shortage of labor in the developed countries 

there are huge demand of qualified labour .On the other hand in the developing 

countries, there are excess labour supply due to high or under employment in the 

countries. So they are ready to move to the counties of higher demand of labours. 
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According to report of World Bank Group in Migration and Remittances Factbook 

2016, in the Third Edition (Advance) the number of migrants has risen rapidly in the 

past few years. More than 247 million people, or 3.4 percent of the world population, 

live outside their countries of birth for various reasons. Rank of Bangladesh in 

manpower export in the world in 2010 was sixth. When workers move from one 

country (home country) to other country (destination country) considerable social gains 

for migrant workers may observe in both countries from where the workers move and 

to where they work. In Bangladesh remittances are key source of external finance. In 

international labour market Bangladesh is a source of manpower. 

 

Between 1976 and 2014 a total of 91.43 lakhs people emigrated temporarily from 

Bangladesh (BMET, 2015). The flows of remittance are more stable than other types of 

private capital inflows like official development aids (ODA) and foreign direct 

investment (FDI) and are counter cyclical (World Bank, 2006) as the flows increase 

during downturns as emigrant workers went to provide financial support to the family 

members in the country of their origin (Sayan, 2006).That is remittance act as a 

significant macroeconomic stabilizer in the developing countries 

 

Impact of remittances on macro level in developing countries can be decomposed in to 

their effects on savings, investment, consumption and growth. We can consider 

remittances as a disposable income which is spent partially on consumption purpose 

and rest for saving purposes. This consumption may be on to buy durable household 

goods, finance education and health, purchase land or to provide capital for micro 

business start up etc. Hence we can say remittances have two part, investment part and 

saving part. 

 

The inflows of large amount of foreign exchange by expatriates in the form of 

remittances increases the money supply of the recipient economy through the 

conversion of foreign exchange into domestic currency. If this increase in money 

supply is not channelized towards productive sectors and capital investment, it can fuel 

inflation by shifting to consumption expenditure. 

 

Again according to Fuentes and Herrera (2008) large and sustained remittance inflows 

can cause an appreciation of the real exchange rate and make the production of tradable 

goods less profitable, a Dutch-Disease-like phenomenon. Appreciation of real exchange 
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rate (RER) is usually associated with a loss in external competitiveness. Huge amount 

of international remittances flows to Bangladesh from all over the world. This large 

amount of remittances may have impact on the overall economy.  

 

Due to excess overseas employment from a home country indicate poor economic 

conditions of the country. But these overseas workers send remittances from the host 

country to home country generally in hard currencies which are very essential for the 

developing countries. Now what are impacts of these workers; remittances on the 

economy of home countries specially on important macroeconomic variables of the 

country like Gross Domestic Products (GDP), Imports, Consumption, Investment, Real 

Exchange Rate, as well as Inflation. Remittances are used mainly either for 

consumption or savings or investment purposes. Hence remittances are related to the 

consumption as well as production system of the country. So our study approach should 

be demand side approach because remittances go directly to the households or 

consumers of the home country. Then, they would make more demand for products 

encouraging the suppliers to produce more products. 

 

Our study covers the period of 38 years from 1977 to 2014. Our study is limited to only 

a specific country, Bangladesh. Our study is restricted to the macroeconomic impact of 

remittances on the economy of Bangladesh and we are not interested in this study of 

microeconomic impact of remittances on the Bangladesh. Our study mainly focuses on 

the wage earners’ remittances mainly officially recorded data to Bangladesh from all 

the countries where Bangladeshi workers are employed. 

   

From 1978 to 2014 the GDP of Bangladesh increases from 14930.33 Crore Taka to 

1343674.4 Crore Taka (About 90 times).We find the annual average share of 

agriculture, industry and service sectors in GDP during 1977 to2014 are about 27.6%, 

22.8 % and 49.6% respectively. Annually, in average the country’s total final 

consumption expenditures are about 238750 Crore Taka during the period of 1977 to 

2014.Annual average investment and Savings during the period of 1977 to 2014 were 

79632 Crore Taka and 59708 Crore Taka respectively. The trade deficits increase to 

87806 Crore Taka in the year 2014 about 110 times higher than trade deficits of the 

year 1977.The annual average of money and quasi money is about 9.7 times higher than 

the annual average of general government expenditures. The annual average growth 

rate of money and quasi money is also higher (about 4.3%) than the annual average 
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growth rate of general government expenditures. We find that the annual average of 

foreign direct investment and net official development assistance were 2687.6 Crore 

Taka and 6592.5 Crore Taka respectively. The amounts of net official development 

assistance are larger than the amount of foreign direct investments. 

 

The Globalization not only increases the international trade in goods and services but 

also causes rapid change in international financial and labour markets. The growth of 

international trade and investments has reduced the cross border barriers. As a result 

cross border movement of labour became so easy. There are discernable changes in the 

wages (both absolute and relative) in different sectors and different economies, labour 

contracts are becoming much more flexible. 

 

The widely accepted definition that prevails in the literature is that remittances are 

unrequited, nonmarket personal transfers between households across countries. Migrant 

remittances are defined as the sum of workers’ remittances, compensation of 

employees, and migrants’ transfers. Workers’ remittances, as defined by the 

International Monetary Fund (IMF) in the Balance of Payments Manual, 6th edition 

(IMF 2010), are current private transfers in cash or in kind from migrant workers who 

are considered residents of the host country to recipients in the workers’ country of 

origin. 

 

From the data source of Bangladesh Bureau of Employment and Training (BMET), a 

total number of 9.14 millions migrant workers migrated from Bangladesh and a total 

amount of US$ 133.78 billion has been remitted to Bangladesh from across the globe 

between 1976 and 2014. 

 

However, if, although very tough, we add the amount of remittances transferred 

through informal channels then this number will be much higher. Econometric analysis 

and available household surveys suggest that unrecorded flows through informal 

channels may add 50 per cent or more to recorded flows (Global Economic Prospects 

2006).  

 

During the entire 38 years of period the share of professional migrants in numbers was 

lower than other categories. The share of semi-skilled category was about 6.2 times 

higher than professional category. The share of semi-skilled was above double than 
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skilled category. The share of less-skilled category was the above of one and half times 

of skilled category. So here we can conclude that large numbers of migrants workers 

were migrated from Bangladesh from 1976 to 2014 are less-skilled workers. 

 

We find that the Saudi Arabia is the most important country of source of remittances for 

Bangladesh. The other important remittance source countries are United Arab Emirates 

(U.A.E), United State of America (U.S.A.), Kuwait, United Kingdom (U.K.), Malaysia, 

Oman, Qatar, Bahrain, Singapore, Italy, Japan, South, Korea, Australia, Germany, etc. 

 

The oil-rich Middle Eastern countries with more than 80 percent of the total stock of 

Bangladesh migrants accounts for a lion’s share of remittances. So it is important to 

note here that Middle East countries are the very important destination countries for the 

Bangladeshi migrant’s workers. So we can say that Bangladesh is quite dependent on 

the economy of Middle East countries 

 

In an economy there may be expected three major positive effects of labour migration. 

First, migrants’ workers who remain abroad send remittances to their family members. 

Second, when they return home bring back their skills and experiences from abroad 

which have great importance on the home country. Migrants may also invest capital in 

entrepreneurial ventures that facilitate transfer of knowledge or technology to the 

developing countries. When a large number of low and unskilled workers migrated 

from a labour surplus country to a labour deficit country then both the countries can be 

benefited mutually. Labour surplus country can reduces the pressure on local labour 

market by giving more opportunities to the remaining labour forces. 

 

There are so many factors that can influence the flow of remittances from the host 

countries to home countries. These are altruism, exchange motive, loan repayment, 

insurance, inheritance, investment, political stability. Besides these there are some 

macro economic factors such as home and host country GDP, exchange rate, money 

supply, interest rate, inflation, crude oil price in international market, wage rate, 

number of migrants and the relative rates of return of different financial and real assets 

may affect the flow of remittances.  

 

We find that all the explanatory variables except LINF are highly statistically 

significant in the long-run relationship among the variables. We find Inflation in 
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Bangladesh is not an important macroeconomic determinant of remittances. The 

coefficient of LINF is negative but insignificant. Value of coefficient of LINF is -0.354. 

That is, in Bangladesh remittances flow decreases during high inflation and increases 

during low inflation. This finding indicates that remitters are quite aware of the 

economic situation of their home countries. Remitters think not only about their family 

but also portfolio investment.  

 

We find exchange rate as a positive determinant of remittances in Bangladesh. 

Coefficient of exchange rate is so high. It is about 2.18. This means 2.18 % amount of 

remittances increases due to 1% increase in exchange rate. Remitters are very sensitive 

about the exchange rate. We have taken exchange rate in our study as BT/US$. So 1% 

increase in exchange rate means 1% depreciation in the Bangladeshi Taka. That is, now 

1 US$ can purchase more amount of Bangladeshi Taka. So now remitters may be so 

much motivated to send remittances to their family because their family members will 

be benefitted much. So we can say that when there is higher exchange rate in the home 

country the remitters will send so many remittances to their home country from the host 

country. So, lower inflation and higher exchange rates in the home country invite more 

remittances from the host countries to the home country.  

 

We find another positive determinant of remittances, that is, crude oil prices 

(LCOP).Meaning that when the crude oil price increases, oil exporting countries get 

maximum benefits from the international markets. The economy of these countries will 

expand and create higher demand of labours. Again migrant workers from Bangladesh 

are going mainly to the oil exporting countries. So remittances to Bangladesh are quit 

dependent on the price of crude oil. So due to increase in crude oil price in the 

international market the remitters will send more remittances from their host country to 

home country. Hence Bangladesh will get more remittances from the oil exporting 

countries due to hike in the oil price. 

 

We find the coefficient of LGDPPC as positively significant. The value of the 

coefficient of LGDPPC is 0.580. When per capita GDP of home country increases the 

remitters send more remittances to their family members at home. When per capita 

GDP (we can consider it as a proxy of per capita income) increases in the home country 

then the family members of migrant workers may become richer too. So, migrant 

workers now may send more remittances to their family members due to progress in 
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their home countries. This result also indicates that in Bangladesh remittances have 

positive impact on per capita GDP because the flows of remittances are increasing day 

by day. 

  

It is also found that the coefficient of error correction term (ECTt-1) is negative and 

highly significant in the model. The coefficient value is -1.905 at 1% level of 

significant. This coefficient is also called the adjustment coefficient or speed of 

convergence and it implies that when remittances deviate from long run equilibrium, 

error correction term has an opposite adjustment effect and the deviation degree are 

reduced with very rapidly. 

 

We also note that remittances have short-run positive impact on itself. That is, the 

amount of current remittances flow in Bangladesh depends on previous amount of 

remittances flows positively.  

 

Although inflation in Bangladesh has no any significant impact on the flow of 

remittances in the long-run but it has significant impact in the short-run. On the other 

hand exchange rate and crude oil price have negative short-run effect on the flow of 

remittances but they have positive impact on the flow of remittances in the long-run in 

the Bangladesh. The per capita GDP has no significant impact on the flow of 

remittances in Bangladesh in the short- run but it has positive impact in the long-run. 

 

All the macroeconomic determinants of remittances identified in our model indicate 

that the altruism as well as portfolio motives decide jointly the flow of remittances 

from the host countries to home countries. Crude oil price, exchange rate and per capita 

GDP have positive relationship with remittance inflow in Bangladesh. On the other 

hand increasing inflation reduces the flow of remittances in the country. During 

depreciation or devaluation of home currency the migrants are become better-off as 

their income increases in the domestic currency. So for portfolio motive they will send 

more remittances to their home country during home currency depreciation. Crude oil 

prices have great impact on the economy of oil rich countries or on the host countries. 

Their income mainly depends on the oil price. Bangladeshis are going to mainly 

migrated to the oil rich countries where there are huge demand for unskilled and semi 

skilled labors. When oil price increases the demand for labor also increases and hence 

remittances increases in Bangladesh. All the macroeconomic determinants of 
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remittances identified in our model indicate that the altruism as well as portfolio 

motives decide jointly the flow of remittances from the host countries to home 

countries. 

 

The flows of remittance are more stable than other types of private capital inflows like 

official development aids (ODA) and foreign direct investment (FDI) and are counter 

cyclical (World Bank, 2006) as the flows increase during downturns as emigrant 

workers went to provide financial support to the family members in the country of their 

origin (Sayan, 2006).That is remittance act as a significant macroeconomic stabilizer in 

the developing countries. 

 

In any developing countries the common problem is shortages of foreign exchange 

reserve which is very essential to pay the import bills. Bangladesh is not an exceptional 

country but Bangladesh depends more on remittances to meet the problem of payment 

of the import bills. Remittances promote growth through smoothing the investment 

constraint as it act as a substitute for in-efficient or non-existent credit markets 

(Giuliano & Ruiz-Arranz, 2006). 

 

From the Johansen Cointegration technique we find long-run relationship among the 

variables. Remittances and foreign direct investment both are positively correlated with 

GDP in Bangladesh. On the other hand we find the coefficient of LODA as negative 

(although insignificant).The value of coefficient of remittances estimated to be 0.42. 

That is 0.42 % variation in GDP occurred due to 1% variation in remittances in the 

economy. In other words we can say that when remittances increase 1 %, the GDP 

increases 0.42% in Bangladesh. We can say that remittances have positive impacts on 

GDP in Bangladesh in the long-run. So remittances are most welcome in Bangladesh. 

The value of coefficient of LFDI is 0.11. The result explains that when 1% increases to 

FDI in the economy of Bangladesh then the GDP increases about 0.11%. In other 

words, when economy is open up for foreign investors for investment in the country, 

the economy gets benefits from the FDI in respect of increase in GDP in the long run. 

The coefficient of LODA is estimated to be -0.0045. So in Bangladesh there is no any 

significant impact of Official Development Assistance (ODA) in the long-run. The 

economy of Bangladesh is quite dependent not only on remittances but also on foreign 

direct investment. 
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From the VECM we find the coefficient of speed of adjustment shows that how much 

time would be taken by the economy to restore long run equilibrium. Negative sign of 

speed of adjustment shows that over estimate of GDP in short run or other words we 

say overshooting of GDP in case of Bangladesh. The result of error correction shows 

that overshooting of GDP which is adjust 8.4 percent annually or required almost 11.9 

years to adjust. Here we have speed of adjustment is very slow. 

 

Impact of remittances on macro level in developing countries can be decomposed into 

their effects on savings, investment, consumption and growth. We can consider 

remittances as a disposable income which is spent partially on consumption purpose 

and rest for saving purposes. This consumption may be on to buy durable household 

goods, finance education and health, purchase land or to provide capital for micro 

business start up etc. Hence we can say remittances have two part, investment part and 

saving part. 

 

Following Glytsos (2002) we employ a Keynesian-type econometric model with 

dynamic perspective as the theoretical basis of the effects of remittances on 

macroeconomic activities. The structural simultaneous equation model is estimated by 

using two alternative methods the two-stage least square (2SLS) technique. 

 

By using TSLS we find the short-run marginal propensity to consume (MPC) in 

Bangladesh is 0.415. That is, when income (including remittances) increases one Taka, 

the household consumption increases of 0.42 Taka. The MPC of Bangladesh is not so 

high. Lower MPC indicates higher saving rates. The marginal propensity to invest 

(MPI) in Bangladesh is very low. The MPI is just 0.179.The marginal propensity to 

import (MPM) of Bangladesh we estimate to be 0.126. 

 

When remittance increases one Taka and sustained over the seven years, we find from 

the estimated impact multipliers that consumption increases about 0.78 Taka in the first 

year. Similarly in the next six years through the interim multipliers the consumption 

increases namely 0.59 Taka, 0.44 Taka, 0.33 Taka, 0.25 Taka, 0.19 Taka and 0.14 Taka 

respectively. Hence one Taka remittance contributed in total in the economy of 

Bangladesh about 2.7 Taka as consumption through the consumption multipliers during 

the seven years of time period. 
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Again that one Taka remittance contributes in the economy about 0.34 Taka as 

investment in the first year through the investment multipliers. In the second year it 

becomes only 0.02 Taka. From the third year there is no any multiplier impact of 

remittances on investment. 

 

On the other hand, impact multiplier or short-run effects of one Taka increase in 

remittances on import in the first year is about 0.24 Taka. The contributions of that one 

taka from the second year are 0.19 Taka, 0.15 Taka, 0.12 Taka, 0.09 Taka, 0.07 Taka 

and 0.06 Taka respectively. Hence one Taka remittance can increases the import in 

total in the economy about of 0.92 Taka through the import multipliers during the seven 

years of time period. 

 

Finally, we measure the total impact of one Taka on the income by using impact 

multiplier formula. We find that one Taka of remittances contributes 1.88 Taka in 

income in the first year. Its impact on the income from the second year become 

declining gradually. In the second year we find the multiplier as of 0.29 Taka. In the 7th 

year it become just of 0.08 Taka.  Hence, one Taka of remittances contributes 1.27 

Taka in income through the dynamic multipliers or interim multipliers from the second 

year to seventh year.  So we can conclude that, one Taka increase in remittances 

contributes 3.15 Taka in income in Bangladesh through the impact multiplier as well as 

dynamic multipliers from the first year to seventh year. 

 

Theoretically, remittances may have an inflationary effect via increasing domestic 

demand or through increase in money supply. If this increase in money supply is not 

channelized towards productive sectors and capital investment, it can fuel inflation by 

shifting to consumption expenditure. Again, remittance may have deflationary impact 

through increase in goods or services provided that remittances are invested in 

productive sectors.  

 

We find that in the long-run, remittances, money supply and trade openness are 

positively correlated with inflation in Bangladesh. We find the coefficient of money 

supply in our model as positive and significant. The value of coefficient is   0.209 .That 

is 0.21% variation in inflation occurred due to 1% variation in money supply in the 

economy. In other words we can say that when money supply increases 1 %, the 

inflation increases 0.21% in Bangladesh. This result supports the general theory of 
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money supply. That is, when money supply increases, the price level also increases in 

the economy.  

 

We also find the positive relationship between trade openness and inflation. The value 

of coefficient of trade openness is 0.5370. The result explains that when 1% increases 

in trade openness of the economy then the inflation increases about 0.54 %. In other 

words, when economy expands or become more open, then inflation also increases 

certain extent. 

 

The coefficient of remittances in our inflation model is 0.0385.The result suggest us 

that in the economy of Bangladesh there are no significant impact of remittances on 

inflation .When in Bangladesh 1% increase in the flow of remittances increases 1 %, 

the inflation increases just 0.04%. We can say that when we control all other variables 

there are no any direct significant impact on overall inflation in the economy. There 

may be indirect impact of remittances on inflation as we find that there are positive 

impacts of trade openness on inflation in the economy. Trade openness is measured as 

(Exports+ Imports)/GDP. The component imports in the trade openness are directly 

positively related to inflation. Again we find in chapter seven that remittance increases 

the amount of imports in Bangladesh. So we can say that flow of remittances may have 

indirect positive impact on overall inflation in Bangladesh. 

 

Johansen Cointegration technique confirms the present of long-run relationship among 

the variables. Excess money supply and trade openness of the country invites inflation 

in certain extent as usual. But remittances have no direct significant impact on inflation. 

There may be indirect impact of remittances on inflation through the import multiplier. 

The result of error correction shows that overshooting of inflation which is adjust 16.4 

percent annually or required almost 6 years to adjust. 

 

The Dutch Disease theory suggests that the effects of capital inflows on resource 

allocation are traced through their effects on the real exchange rate. More precisely, it 

tells us that large inflows of capital can give rise to an appreciation of the real exchange 

rate and eventually a deterioration of the competitiveness of the sectors exposed to 

international competition, thus preventing the development of a dynamic export sector 

(Bourdet and Falck, 2006). 
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Using econometric techniques such as Johansson cointegretion techniques and VECM 

we find that remittances and others explanatory variables have significant impact on the 

real exchange rate. It is also found that the coefficient of error correction term (ECTt-1) 

is negative and significant in the model. The coefficient value is -0.4024 at 10% level 

of significant. This coefficient is also called the adjustment coefficient or speed of 

convergence and it implies that when real exchange rate deviate from long run 

equilibrium, error correction term has an opposite adjustment effect and the deviation 

degree are reduced with very rapidly. This indicates that there present cointregretion 

relationship among the variables. 

 

The coefficient of remittances is 0.3236.That is when remittances increase 1%, the real 

exchange rate increases 0.32%. In other words, due to increase in the flow of 

remittances the real exchange is depreciated by 0.32%. The relative price of tradable to 

non-tradable has been increased due to increases in the flow of remittances. Our results 

indicate that self interest motives are larger than ‘altruism’; there are positive 

contribution in savings and investment of the country. So in the long-run tradable 

sectors also may expand their wings resulting in depreciation in real exchange rate of 

the recipient of remittances country.  

 

We expect the impact of trade openness (TO) on real exchange rate is positive that is 

depreciation in real exchange rate but we find opposite result. When trade openness 

increases, the tradable sectors cannot get the benefit of trade openness. We find that the 

impact of KOPEN on RER is negative. When LKOPEN increases 1%, the RER 

decreases 0.20 %. Due to openness in Bangladesh (free flow of FDI as well as ODA) 

the real exchange rate (RER) appreciated resulting in adverse effect on trade 

competiveness in Bangladesh.  

 

We find the coefficient of LGDPPC as negatively significant. The value of the 

coefficient of LGDPPC is -0.5205. When per capita GDP of home country increases the 

real exchange rate decreases.  We find in our study that the demand effects of 

technological progress (increase in LGDPPC) are greater than the supply effects. That 

is the Ricardo-Balassa effect is applicable in our case. The Rybczynski principle is not 

working in Bangladesh.We also find that in the short-run there are no impact of LREM 

and LTO on the LRER except GDPPC but in the long run all the explanatory variables 
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are highly significant. In a nutshell, huge flow of workers’ remittances to Bangladesh is 

not a curse; it is like a flow of blessing. 

 

To determine the impact of remittances on the any macroeconomic variables it is very 

necessary to know the motives of remitters to send remittances to their family or 

relatives or friend. The motives may be ‘altruism’ or self interest. If self interest 

motives are larger than ‘altruism’, there are strong possibilities of contribution in 

savings and investment of the country. So in the long-run tradable sectors also may 

expand their wings resulting in depreciation in real exchange rate of the recipient of 

remittances country. In case of Bangladesh we can say that huge flow of workers’ 

remittances is not a curse it is like a flow of blessing. 

 

9.2 Conclusions 

Prime question regarding the huge flow of workers’ remittances to Bangladesh 

economy is a blessing or a curse? 

 

Total population in 2014 in Bangladesh was 159078 thousands and rank of Bangladesh 

in the world population was 8th.  About 2.19 % of world population lives in Bangladesh. 

The population, ages 15-64, representing backbone of the economy, has increased 

gradually. Between 1976 and 2014 a total of 91.43 lakhs people emigrated temporarily 

from Bangladesh and a total amount of US$ 133.78 billion has been remitted to 

Bangladesh from across the globe. The flows of remittance are more stable than other 

types of private capital inflows like official development aids (ODA) and foreign direct 

investment (FDI).  

 

Now what are impacts of these workers; remittances on the economy of home countries 

specially on important macroeconomic variables of the country like Gross Domestic 

Products (GDP), Imports, Consumption, Investment, Real Exchange Rate, as well as 

Inflation.  

 

During the entire 38 years of period the share of professional migrants in numbers was 

lower than other categories and large numbers of migrants workers were migrated from 

Bangladesh from 1976 to 2014 are less-skilled workers. When a large number of low 

and unskilled workers migrated from a labour surplus country to a labour deficit 

country then both the countries can be benefited mutually. Labour surplus country can 
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reduces the pressure on local labour market by giving more opportunities to the 

remaining labour forces. 

 

There are so many factors that can influence the flow of remittances from the host 

countries to home countries. The amount of current remittances flow in Bangladesh 

depends on previous amount of remittances flows positively. Inflation in Bangladesh 

has no any significant impact on the flow of remittances in the long-run but it has 

significant impact in the short-run. On the other hand exchange rate and crude oil price 

have negative short-run effect on the flow of remittances but they have positive impact 

on the flow of remittances in the long-run in the Bangladesh. So, lower inflation and 

higher exchange rates in the home country invite more remittances from the host 

countries to the home country. This finding indicates that remitters are quite aware of 

the economic situation of their home countries. Remitters think not only about their 

family but also portfolio investment. Relationship between remittances and crude oil 

price indicates the amount of remittances to the home country is depending on the 

income of the host countries also. Per capita GDP of home country is also a positive 

determinates of remittances in Bangladesh. This result also indicates that in Bangladesh 

remittances have positive impact on per capita GDP because the flows of remittances 

are increasing day by day. So we can conclude that all the macroeconomic determinants 

of remittances identified in our model indicate that the altruism as well as portfolio 

motives decide jointly the flow of remittances from the host countries to home 

countries. 

 

From the Johansen Cointegration technique we find long-run relationship among GDP, 

remittances, FDI and ODA. Remittances and FDI both are positively and ODA is 

negatively correlated with GDP in Bangladesh. Remittances have positive impacts on 

GDP in Bangladesh in the long-run. So remittances are mostly welcome in Bangladesh. 

When economy is open up for foreign investors for investment in the country, the 

economy gets benefits from the FDI in respect of increase in GDP in the long run. So 

FDI is mostly welcome in Bangladesh. But the ODA has no any significant impact in 

Bangladesh in the long-run. The economy of Bangladesh is quite dependent not only on 

remittances but also on foreign direct investment. 

 

By using TSLS we find the short-run and long-run MPCs in Bangladesh are 0.415 and 

0.718 respectively. The long run MPC of Bangladesh is so high. Higher MPC indicates 
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lower saving rates or lower investment in the country.  The marginal propensity to 

invest (MPI) in Bangladesh is very low. The MPI is just 0.179.The short-run and long-

run MPMs of Bangladesh we estimate to be 0.126 and 0.281 respectively. One Taka of 

remittance contributed in total in the economy of Bangladesh through the consumption, 

investment and import multipliers 2.7 Taka, 0.36 Taka and 0.92 Taka respectively 

during the seven years of time period. So we can conclude that, one Taka increase in 

remittances contributes 3.15 Taka in income in Bangladesh through the impact 

multiplier as well as dynamic multipliers from the first year to seventh year. 

 

We find that in the long-run, remittances, money supply and trade openness are 

positively correlated with inflation in Bangladesh. We find the coefficient of money 

supply in our model as positive and significant. This result supports the general theory 

of money supply in the economy of Bangladesh. That is, when money supply increases, 

the price level also increases in the economy. We also find the positive relationship 

between trade openness and inflation. When economy expands or become more open, 

then inflation also increases certain extent. But there is no significant impact of 

remittances on inflation in the economy of Bangladesh. In the economy of Bangladesh, 

the impact of remittances on inflation is positive but very less in the long-run.  

 

The Dutch Disease theory suggests that the effects of capital inflows on resource 

allocation are traced through their effects on the real exchange rate. Using Johansson 

cointegretion technique and VECM we find that remittances and others explanatory 

variables have significant impact on the real exchange rate. Due to increase in the flow 

of remittances the real exchange is depreciated by 0.32%. The relative price of tradable 

to non-tradable has been increased due to increases in the flow of remittances. Our 

results indicate that self interest motives are larger than ‘altruism’; there are positive 

contribution in savings and investment of the country. So in the long-run tradable 

sectors also may expand their wings resulting in depreciation in real exchange rate of 

the recipient of remittances country.  

 

We expect the impact of trade openness on real exchange rate is positive that is 

depreciation in real exchange rate but we find opposite result. That is, due to increase in 

trade openness in the economy of Bangladesh, the real exchange rate has decreases, 

that is, appreciation in real exchange rate. In other words, we can say that the tradable 

sectors cannot get the benefit of trade openness.  
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We find that the impact of openness of capital market (that is, free flow of FDI as well 

as ODA) on real exchange rate is negative. Due to high flow of FDI as well as ODA in 

Bangladesh, the real exchange rate has been decreases. That is there is a situation of 

real appreciation in the real exchange rate resulting in adverse effect on trade 

competiveness in Bangladesh. Therefore, we can conclude that the impacts of 

remittances, FDI and ODA on the real exchange rate are different. The impact of FDI 

cum ODA on real exchange rate is positive where as the impact of remittances on real 

exchange rate is positive. So there may be possibility of “Dutch Disease” in the 

economy of Bangladesh due to high inflow of FDI and ODA but there is no such 

possibility of “Dutch Disease” due to huge inflow of remittances. 

 

We find the coefficient of LGDPPC as negatively significant. When per capita GDP of 

home country increases the real exchange rate decreases.  We find in our study that the 

demand effects of technological progress (increase in LGDPPC) are greater than the 

supply effects. That is the Ricardo-Balassa effect is applicable in our case. The 

Rybczynski principle is not working in Bangladesh. We also find that in the short-run 

there are no impact of LREM and LTO on the LRER except GDPPC but in the long run 

all the explanatory variables are highly significant.  

 

To determine the impact of remittances on the any macroeconomic variables it is very 

necessary to know the motives of remitters to send remittances to their family or 

relatives or friend. The motives may be ‘altruism’ or self interest. If self interest 

motives are larger than ‘altruism’, there are strong possibilities of contribution in 

savings and investment of the country. So in the long-run tradable sectors also may 

expand their wings resulting in depreciation in real exchange rate of the recipient of 

remittances country.  

 

There may be impact of September 11, 2001 or global economic slowdown due to 

financial crisis of 2007-2009 or any other shock in the economy, the Bangladesh grows 

its own way along with remittances. In Bangladesh there are still no alternatives of 

remittances for development. It is very essential in Bangladesh. In case of Bangladesh 

we can say that huge flow of workers’ remittances is not a curse it is like a flow of 

blessing. 
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9.3 Policy Recommendations 

On the recipient side of remittances Solimano(2003) suggests that the issuance of 

remittance bonds, opening of foreign currency accounts for migrant workers in the 

home country, the creation of facilities for voluntary donations for projects in the home 

country are all measures to leverage remittances for development. In turn, the creation 

of education and housing accounts at home for migrants could help to enhance the 

productive and social use of remittances proceeds. 

 

Economical shocks in remittances source country impacts on the flow of remittances in 

Bangladesh. Again we find positive impact of remittances on consumption, investment 

and imports of the country. Therefore the policy makers should remember the impact of 

remittances on the consumption, investment and imports while they make projection or 

predictions of consumption and investment.  

 

Government in consultation with financial institutions should review the current 

structure of fees and other charges levied on inward remittances at both ends with a 

view to removing the hurdles that come in the way of remitting the funds through 

formal, financial channels for promoting greater flows of resources to developing 

countries. 

 

Since remittances are private transfer from host country home country, the government 

policy on the flow of remittances should be taken as the form of incentives only. 

Government should not impose mandatory pressure on the flow of remittance.  

 

 We find large numbers of migrants workers were migrated from Bangladesh 

from 1976 to 2014 are less-skilled workers. When a large number of low and 

unskilled workers migrated from a labour surplus country to a labour deficit 

country then both the countries can be benefited mutually. Labour surplus 

country can reduces the pressure on local labour market by giving more 

opportunities to the remaining labour forces. Government policy of Bangladesh 

should be appreciating migration of the less skilled workers from Bangladesh to 

Overseas. 
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 We find flow of remittances to Bangladesh is inversely related to inflation rate. 

To increase the amount of remittances to Government of Bangladesh should try 

to control the inflation rate. 

 Increase in nominal exchange rate or depreciation of nominal exchange rate 

invites more amount of remittances to Bangladesh. So government may 

depreciate their nominal exchange rate but it may have some other adverse 

effects on the economy. 

 As remittances of Bangladesh change along with the price of crude oil 

fluctuation in the international market ,the government should find other 

countries for overseas employment for Bangladeshi workers  which countries 

do not depend not only on the  exports of crude oil. 

 We find per capita GDP is positively related to remittances flow to Bangladesh. 

Government should channelized remittances to the production system of the 

country such a way that per capita income of the country increase which will 

invite again more remittances to the country. 

 Remittances and FDI have positive impact on GDP of Bangladesh. The 

Government of Bangladesh should welcome the foreign investors and migrant 

workers. National policy regarding foreign investment and inflow of 

remittances should be in favour of them. 

 The country must establish efficient and effective formal channels for receiving 

and sending remittances. Payment systems in Bangladesh need to be improved 

and links with migration countries need to be strengthened in order to reduce 

transactions costs. To attract remitters to remit in formal channels, the formal 

banking system should attempt to expand the branch network so as to 

effectively link remitters with the remittance receiving families.  

 Encourage Bangladeshi migrants to hold savings in financial assets in 

Bangladesh rather than host countries. Govt. may provide beneficial terms like 

higher interest rates, or/tax exemptions or flexible currency conversion to 

financial instrument like bonds acquired by their expatriates. Facilitate 

investment opportunities to migrants for self-employment and enterprise 

creation in Bangladesh. 
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 Use remittances in such a way that generates a maximum developmental impact 

of remittances in Bangladesh. 

 It is important to keep improving the skill of Bangladeshi migrant workers for 

them to be able to compete with migrant workers from other countries. 

 Bangladesh government may offer special training schemes for return 

Bangladeshi migrants to open small businesses.  

 Expansion and diversification of the countries of employment 

9.4 Limitations of the Study 

In our study we have some important following limitations: 

Firstly, our study depends on only secondary annual aggregate data. We have no 

primary data. We have only 38 observations (1977-2014). To build a macroeconomic 

model a large number of observations are needed. In our study we have such models 

like, “macroeconomic determinants of remittances”, or, “impact of remittances on 

inflation” need to many explanatory variables. But due to lack of degrees of freedom 

we cannot take sufficient variables in our model. We just take important determinants 

variables in our estimated model. We were bound to drop few important variables when 

we estimate our model due to small number of observations. 

 

Secondly, the category workers’ remittances in the balance of payments best represent 

what economists have in mind when modeling remittances. The properties of this series 

differ significantly from those of employee compensation and migrants’ transfers, so 

combining these three items into a single measure of remittances, as is common 

practice in the literature, can lead to invalid conclusions about the properties of 

remittances and, in turn, suboptimal policy decisions (Chami et al.,2008) . Our data on 

remittances are also of aggregate of the above three components of remittances. We are 

unable to decompose the three components from the remittance data.  

 

The third limitation of the research is the use of GDP Deflator as a proxy for inflation 

instead of CPI due to unavailability of CPI data from the year of 1977. Also, due to lack 

of data on Capital Stock in Bangladesh we take proxy variable by the cumulative Gross 

Capital Formation (Investment). 
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 Fourthly, we find the impact of remittances on real exchange rate instead of real 

effective exchange rate of Bangladesh to capture the Dutch Disease of Bangladesh, 

even we measure real exchange rate of Bangladesh by using GDP Deflators Bangladesh 

and USA instead of CPI of both the countries. 

 

9.5 Scope for Future Researches 

Future research may extend to the sub-sectors levels of the economy. We may find out 

the impact of remittances on the agricultural or manufacturers or services sectors of the 

country. That is, to find out the impact of remittances on the sub-sectors of the 

Bangladesh economy. That is, a research on the developmental impact of remittances 

such as health, investment in human capital, housing, etc. to Bangladesh may be 

suggested for future research. 

Even future research may extend to the household level on the poverty reducing role or 

potential of workers’ remittances to Bangladesh. Knowledge on the role of remittances 

on household poverty will be useful in guiding the policy formulation process on how 

to target remittance for poverty alleviation.  

A study on the expenditure pattern of remittances in Bangladesh may be important and 

interesting based on a field survey at both individual and household level. This type of 

study may find out the importance and impact of remittances in the household or 

societies of the country. 

It is very essential to identify the important determinants of workers ‘remittances flow 

to Bangladesh from abroad at the micro level.  

 We have find out the impact of remittances on real exchange rate. But it very necessary 

to investigate further the impact of remittances on the real effective exchange rate in the 

economy of Bangladesh, as real effective exchange rate represents appropriate measure 

of competitiveness of the country. 
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ANNEXURE 

 

DEFINITION OF VARIABLES, SOURCES OF DATA 
 

1. Country-wise Workers’ Remittances  
Source: 
Bangladesh Bank (BB), Central Bank of Bangladesh. 
https://www.bb.org.bd/ 
https://www.bb.org.bd/econdata/index.php 
 
2. Overseas Employment from Bangladesh 
Source: 
Bureau of Manpower, Employment and Training (BMET), Ministry of Expatriates’ 
Welfare and Overseas Emplyment, Government of the People’s Republic of 
Bangladesh. 
http://www.bmet.gov.bd/BMET/stattisticalDataAction 
 
3. Remittances 
Wage Earners’ Remittance inflows   
Source: 
Bureau of Manpower, Employment and Training (BMET), Ministry of Expatriates’ 
Welfare and Overseas Employment, Government of the People’s Republic of 
Bangladesh. 
http://www.bmet.gov.bd/BMET/stattisticalDataAction 
 
4. Personal remittances, received (current US$) 
Personal remittances comprise personal transfers and compensation of employees. 
Personal transfers consist of all current transfers in cash or in kind made or received by 
resident households to or from nonresident households. Personal transfers thus include 
all current transfers between resident and nonresident individuals. Compensation of 
employees refers to the income of border, seasonal, and other short-term workers who 
are employed in an economy where they are not resident and of residents employed by 
nonresident entities. Data are the sum of two items defined in the sixth edition of the 
IMF's Balance of Payments Manual: personal transfers and compensation of 
employees. Data are in current U.S. dollars. 
Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
5. Crude Oil Prices 
Oil Price in Bangladesh Taka per barrel 
Source: 
http://www.statista.com/statistics/262860/uk-brent-crude-oil-price-changes-since-1976/ 
 
6. Deposit Interest Rate (%) 
Deposit interest rate is the rate paid by commercial or similar banks for demand, time, 
or savings deposits. The terms and conditions attached to these rates differ by country, 
however, limiting their comparability. 
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Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
 
7. Exports of Goods and Services (Current Crore Bangladesh Taka) 
Exports of goods and services represent the value of all goods and other market 
services provided to the rest of the world. They include the value of merchandise, 
freight, insurance, transport, travel, royalties, license fees, and other services, such as 
communication, construction, financial, information, business, personal, and 
government services. They exclude compensation of employees and investment income 
(formerly called factor services) and transfer payments. Data are in Current Crore 
Bangladesh Taka. 
Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
 
8.  Foreign Direct Investment, Net Inflows (BoP, Current Crore Bangladesh Taka) 
Foreign direct investment refers to direct investment equity flows in the reporting 
economy. It is the sum of equity capital, reinvestment of earnings, and other capital. 
Direct investment is a category of cross-border investment associated with a resident in 
one economy having control or a significant degree of influence on the management of 
an enterprise that is resident in another economy. Ownership of 10 percent or more of 
the ordinary shares of voting stock is the criterion for determining the existence of a 
direct investment relationship. Data are in Current Crore Bangladesh Taka.  
Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
 
9. GDP (Current Crore Bangladesh Taka) 
GDP at purchaser's prices is the sum of gross value added by all resident producers in 
the economy plus any product taxes and minus any subsidies not included in the value 
of the products. It is calculated without making deductions for depreciation of 
fabricated assets or for depletion and degradation of natural resources. Data are in 
Current Crore Bangladesh Taka. 
Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
 
10. GDP Deflator (Base Year, 2006=100) 
The GDP implicit deflator is the ratio of GDP in current Bangladesh Taka to GDP in 
constant Bangladesh Taka.  
Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
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11. GDP Per Capita (Current Bangladesh Taka) 
GDP per capita is gross domestic product divided by midyear population. GDP is the 
sum of gross value added by all resident producers in the economy plus any product 
taxes and minus any subsidies not included in the value of the products. It is calculated 
without making deductions for depreciation of fabricated assets or for depletion and 
degradation of natural resources. Data are in Current Crore Bangladesh Taka. 
Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
12. General Government Final Consumption Expenditure (Current Crore 
Bangladesh Taka) 
General government final consumption expenditure (formerly general government 
consumption) includes all government current expenditures for purchases of goods and 
services (including compensation of employees). It also includes most expenditure on 
national defense and security, but excludes government military expenditures that are 
part of government capital formation. Data are in Current Crore  Bangladesh Taka. 
Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
 
13. Gross Capital Formation (Current Crore Bangladesh Taka) 
Gross capital formation (formerly gross domestic investment) consists of outlays on 
additions to the fixed assets of the economy plus net changes in the level of inventories. 
Fixed assets include land improvements (fences, ditches, drains, and so on); plant, 
machinery, and equipment purchases; and the construction of roads, railways, and the 
like, including schools, offices, hospitals, private residential dwellings, and commercial 
and industrial buildings. Inventories are stocks of goods held by firms to meet 
temporary or unexpected fluctuations in production or 
sales, and "work in progress." According to the 1993 SNA, net acquisitions of 
valuables are also considered capital formation. Data are in Current Crore Bangladesh 
Taka. 
Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
 
14. Household Final Consumption Expenditure (Current Crore Bangladesh Taka) 
Household final consumption expenditure (formerly private consumption) is the market 
value of all goods and services, including durable products (such as cars, washing 
machines, and home computers), purchased by households. It excludes purchases of 
dwellings but includes imputed rent for owner-occupied dwellings. It also includes 
payments and fees to governments to obtain permits and licenses. Here, household 
consumption expenditure includes the expenditures of nonprofit institutions serving 
households, even when reported separately by the country. Data are in current Crore 
Bangladesh Taka. 
Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
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15. Household Final Consumption Expenditure, etc. (Current Crore Bangladesh 
Taka) 
Household final consumption expenditure (formerly private consumption) is the market 
value of all goods and services, including durable products (such as cars, washing 
machines, and home computers), purchased by households. It excludes purchases of 
dwellings but includes imputed rent for owner-occupied dwellings. It also includes 
payments and fees to governments to obtain permits and licenses. Here, household 
consumption expenditure includes the expenditures of nonprofit institutions serving 
households, even when reported separately by the country. This item also includes any 
statistical discrepancy in the use of resources relative to the supply of resources. Data 
are in Current Crore Bangladesh Taka. 
Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
 
16. Imports of Goods and Services (Current Crore Bangladesh Taka) 
Imports of goods and services represent the value of all goods and other market 
services received from the rest of the world. They include the value of merchandise, 
freight, insurance, transport, travel, royalties, license fees, and other services, such as 
communication, construction, financial, information, business, personal, and 
government services. They exclude compensation of employees and investment income 
(formerly called factor services) and transfer payments. Data are in Current Crore 
Bangladesh Taka. 
Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
 
17. Money and Quasi Money (M2) (Current Crore Bangladesh Taka) 
Money and quasi money comprise the sum of currency outside banks, demand deposits 
other than those of the central government, and the time, savings, and foreign currency 
deposits of resident sectors other than the central government. This definition of money 
supply is frequently called M2; it corresponds to lines 34 and 35 in the International 
Monetary Fund's (IMF) International Financial Statistics (IFS). Data are in Current 
Crore Bangladesh Taka 
Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
 
18. Net Official Development Assistance Received (Current Crore Bangladesh 
Taka) 
Net official development assistance (ODA) consists of disbursements of loans made on 
concessional terms (net of repayments of principal) and grants by official agencies of 
the members of the Development Assistance Committee (DAC), by multilateral 
institutions, and by non-DAC countries to promote economic development and welfare 
in countries and territories in the DAC list of ODA recipients. It includes loans with a 
grant element of at least 25 percent (calculated at a rate of discount of 10 percent). Data 
are in Current Crore Bangladesh Taka. 
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Source: 
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
 
19. Official Exchange Rate (Bangladesh Taka per US$, period average) 
Official exchange rate refers to the exchange rate determined by national authorities or 
to the rate determined in the legally sanctioned exchange market. It is calculated as an 
annual average based on monthly averages (Bangladesh Taka relative to the U.S. 
dollar). 
Source:  
World Development Indicator, World Bank (2016) 
http://www.worldbank.org/ 
http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators 
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Determinants of Remittances
to Bangladesh: A Regression Analysis

BtmalSarkar* andKanchan Datta**

In any developing country, shortage of foreign exchange reserve, which is very essential
to pay the import bills, is a common problem. Bangladesh, which depends more on
remittances to pay its import bills, is not an exception. Over the last decade, the workers'
remittances played a crucial role in the economic development of the country. This
paper examines the determinants of remittances in the economy of Bangladesh. Using
econometric techniques, this study finds that factors like GDP, crude petroleum price
and exchange rate have a significant positive impact on the remittance inflow in
Bangladesh.

Introduction
Remittances are unrequited non-market personal transfers between households across countries
which differ from official aid flows (Chami et al., 2008). Generally, the money transferred by
an individual working in a foreign country (migrant) to his relatives in his home country is
referred to as remittance. The remittances received by Bangladesh constitute a significant
percent of its GDR

There are two main approaches to analyzing remittances: 'portfolio' approach and altruism
approach (IMP; 2005, p. 78). The portfolio approach considers remittances as a self-interest
controlled capital transfer to diversify the migrant's savings. Portfolio motives come out of
investment opportunities and saving differentiation, while the altruistic approach considers
remittances as a transaction that benefits the receivers who were left behind by the migrant.
Some macroeconomic factors such as home and host countries' GDP, exchange rate, interest
rate, inflation, crude oil price in international market, wage rate, number of migrants and the
relative rates of return of different financial and real assets may affect the flow of remittances.

The other factors that can influence both migrants and remittances are transportation and
telecommunication costs, remittance transfer mechanism or costs, economic policies, etc.
Such factors determine the amount and frequency of remittances.

Giuliano and Ruiz-Arranz (2009) suggest that remittances may act as an alternative way to
promote investment in those countries in which the financial sector is weak. Bangladesh is a
huge labor surplus country. More than 25% of its foreign exchange earnings are derived from

* Assistant Professor of Economics, Bangabasi Morning College, Kolkata, West Bengal, India.
E-mail: bimal.bmc@gmail.com

** Associate Professor of Economics, University of North Bengal, Darjeeling, West Bengal, India.
E-mail: kanchan.datta@gmail.com

© 2014IUP. All Rights Reserved.



the remittances of the migrant workers. Between 1976 and 2010, a total of 6 8 miir
emigrated temporarily from Bangladesh (BMET, 2010). p e

The flows of remittance are more stable than other types of private capital inflows like

Official Development Aids (ODA) and Foreign Direct Investment (FDI) and are countercyclical

as the flows increase during downturns as emigrant workers want to provide financial support

to their family members in the home country (Ratha et al., 2008). That is, remittances act as

a significant macroeconomic stabilizer in the developing countries.

The inflow of remittances to Bangladesh increased at an annual rate of 19% from 1979 to

2008. Income from remittances has recently exceeded the 10 bn-dollar mark, which was 11.8%

of the country's GDP in 2009. Bangladesh's position in 2008 was ninth in the 'top 10' list,

after India, China, Mexico, the Philippines, Poland, Nigeria, Egypt and Romania (Ratha

eta/., 2008).

Against this background, this paper seeks to examine the important determinants of

remittances in Bangladesh using econometric techniques.

Literature Review
El-Sakka and Mcnabb (1999), using data for Egypt, find that both exchange rate and interest

rate differentials are important in attracting remittance through official channels. Higgins et al.

(2004) find that immigrants are highly motivated by portfolio variables in nine Western

Hemisphere nations.

Gupta (2006) argues that remittances to India increase due to increase in migration and

total earnings of migrants. Remittances are also affected by the economic environment in

source countries and appear to be countercyclical. Niimi and Ozden (2006) examine the

determinants of remittance flows at the cross-country level and find that the education level of

migrants relative to the population in home countries, the size of the economy, and the level of

economic development of recipient countries adversely affect remittance flows. Schiopu and

Siegfried (2006) examine the importance of altruistic versus investment motives using a new

panel dataset of bilateral flows from 21 Western European to 7 EU neighboring countries. They

find that altruism is stronger than the investment motive in sending remittances and also

migrants' skills raise remittances, while a large informal economy in the sending country depresses

official remittance flows.

Barua era/. (2007) find that income differential between hosts and home country is positively

correlated with the inflow of remittances, while inflation differential between home and host

country is found to be negatively correlated with the inflow of remittances, by using a balanced

panel dataset of bilateral remittance flows from 10 major host countries (of Bangladeshi migrants)

to Bangladesh over the 1993-2005 period.

Hasan (2008) finds that if the domestic interest rate in Bangladesh goes up by 1% on

average, then the remittance will increase by 1.94%. Niimi et al. (2008) find that migrants act
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as risk-averse economic agents and send remittances back to the household of origin as part of

an insurance exercise in the face of economic uncertainty.

Adams (2009) finds that the skill composition of migrants does matter in remittance
determination in the developing countries. Countries which export a larger share of high-skilled
(educated) migrants receive less per capita remittances than countries which export a larger
proportion of low-skilled migrants. Havolli (2009), using the data from a survey conducted in
Kosovo in 2006, suggests that, among others, the motive to invest and perceptions about the
business environment are significant determinants of remittances.

Singha et al. (2010) find that remittances are larger for countries with a larger diaspora in
sub-Saharan Africa. Lin (2011) analyzes the determinants of remittances to Tonga and finds
when the Tongan currency appreciates, the flow of remittances falls, but increases with higher
real GDP growth and lower unemployment in remitting countries.

Piracha and Saraogi (2012) explain that a combination of household and migrant
characteristics and some community-level variables are the key elements in explaining remittance
behavior. Melkadze (2012), using quarterly data on remittances to Georgia, suggests that
remittances compensate for relatively unfavorable economic conditions in Georgia—that is,
they increase when the growth gap between the remittance-source countries and Georgia widens,
emphasizing the compensatory nature of remittances. Remittance flows to Georgia are negatively
affected by high unemployment rates in the source countries. The study also reveals that
money transfers respond to exchange rate fluctuations.

Jackman (2013), using panel data for 93 countries, finds that altruistic factors (such as age
dependency ratio and the standard of living), insurance motives (captured by economic shocks
at home and natural disasters), portfolio variables (interest rate volatility and exchange rate
volatility), share of skilled migrants and economic volatility in the sending country all have
significant impact on remittance volatility.

Variables That Determine Remittances to Bangladesh
It is natural to consider that if the number of migrant workers abroad increases, then the
amount of remittances would increase in the home country. From Global Economic Prospects
(World Bank, 2006), we can say that low-skilled workers send a higher proportion of their low
income. Although compositional features of migrants are also important determinants of
remittances, we have taken just the migrant workers' remittances in total, not separating them
into skilled, unskilled or semi-skilled workers.

We have selected the GDP of Bangladesh as one of the important macroeconomic
determinants of flow of remittances to Bangladesh. The economic conditions of the home
country may influence the altruistic motive of remitters in sending remittances because during
adverse economic situations in the home country, the family income at home may fall,
forcing the migrant workers to send more remittances to their family members at home
country. We have taken the GDP of Bangladesh in million USD (MUSD) as a determinant of
remittances.
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Inflation is another macroeconomic determinant of remittances considered in our sruay.
Higher inflation at home country means less purchasing power of remittance-receiving families.
In that situation, migrant workers may send more remittances to the home country. We have
taken GDP deflator of Bangladesh as a proxy for the inflation in Bangladesh as it is available
for our study period (1976-2012).

Exchange rate may also become endogenous to remittances in Bangladesh. During
depreciation or devaluation of home currency, the migrants become better-off as their income
increases in the domestic currency. So, for portfolio motive, they will send more remittances to
their home country during home currency depreciation. Therefore, in floating exchange rate
regime, the exchange rate may be found as an important determinant of remittances in
Bangladesh. We have taken the exchange rate of BDT*/USD as a determinant.

Rate of interest in the home country also plays an important role in motivating remitters to

send more remittances when rate of interest is higher for better portfolio management of their

earnings abroad. We have taken the annual deposit rate of interest as a determinant of remittances.

Crude oil prices have a great impact on the economy of oil-rich countries. Their income

mainly depends on oil price. Bangladeshis mainly migrate to the oil-rich countries where there

is a huge demand for unskilled and semi-skilled laborers. When oil price increases, the demand

for labor also increases. So remittances in Bangladesh are quite dependent on these oil prices.

The study considers petroleum price in USD per barrel as a proxy for the crude oil price.

We have converted all the variables into logarithmic terms. The time plots of remittances
and all the other variables are shown in Figures 1 to 6 in Appendix.

Data and Methodology
The data for the period 1978-2012 was collected from Bangladesh Bank (BB), Bureau of
Manpower, Employment and Training (BMET), United Nations Conference on Trade and
Development (UNCTAD), World Development Indicator (WDI) and World Bank (WB). OLS
regression analysis and diagnostic checking of the residuals have been done.

Results and Discussion
The Estimable Model:

lREMt = a + ftLMWf + /32UNTt + p3UNFt + /?4LERt + /?5LPPt

+ J36LBGDPt+Ut • - ( 1 )

where

LREM( = Log of Remittances, LMW( = Log of No. of Migrant Workers, LJNT( = Log of Interest

Rate, UNFt = Log of Inflation (GDP Deflator), LPP( = Log of Crude Petroleum Price in USD/

Barrel, LBGDP( = Log of Bangladesh GDP in MUSD, and LH?( = Log of Exchange Rate.

* Bangladeshi Taka
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Table 1: Results of Regression Equation (1)

Dependent Variable: LREM Period: 1978-2012

Method: Least Squares Included Observations: 35

Variable

LMW

*LPP

UNT

UNF

*LBGDP

*LER

C

R2

Adjusted R2

SE of Regression

Sum Squared Resid.

Log Likelihood

Durb in-Watson Stat.

Coefficient

0.027153 -

0.423276

0.228299

0.024132

0.696634

1.305840

-3.085635

0.985847

0.982814

0.070581

0.139487

47.02692

1.142357

Std. Error

0.108711

0.077647

0.151746

0.049326

0.249652

0.280974

0.696509

t-Statistic

0.249773

5.451293

1.504477

0.489232

2.790422

4.647545

-4.430145

Mean dependent var.

SD dependent var.

Akaike info criterion

Schwarz criterion

F-statistic

Prob. (F-statistic)

Prob.

0.8046

0.0000

0.1437

0.6285

0.0094

0.0001

0.0001

3.163698

0.538400

-2.287253

-1.976183

325.0653

0.000000

Note: * implies statistically significant at 1% level

Estimated Equation (1)

LREM = 0.027LMW + 0.423LPP + 0.228LUVT + 0.024LJNF + 0.697LBGDP

+ 1.306LER-3.086

From Table 1 it is dear that GDP of Bangladesh, exchange rate and crude petroleum price
are positively and significantly affecting remittances in the economy of Bangladesh. Now dropping
the interest and inflation variable, we run the regression of LREM on the remaining four variables.
The results are shown in Table 2.

The estimable regression equation is:

LREMt = a + A LBGDPt + fa LERt + fJ3LMW + pALP?t + Ut ...(2)

Estimated Equation (2)

LREM = 0.485LPP + 0.028LMW+ 0.546LBGDP + 1.402LO? - 2.410

We use F-statistic to test whether interest rate and inflation variables are important or not,
using the formula,

F = (N- k)(RSSr- RSSun )l qRSSun,
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Table 2: Results of Regression Equation (2)

Dependent Variable: LREM Period: 1978-2012

Method: Least Squares Included Observations: 35

Variable

*LPP

LMW

*UBGDP

*LER

C

R2

Adjusted R2

SE of Regression

Sum Squared Resid.

Coefficient

0.484817

0.028298

0.546077

1.402343

-2.410094

0.984346

0.982259

0.071712

0.154279

Std. Error

0.068797

0.104537

0.219379

0.268517

0.562589

f-Statistic

7.047017

0.270698

2.489200

5.222549

-4.283931

Mean dependent var.

SD dependent var.

Akaike info criterion

Schwarz criterion

Prob.

0.0000

0.7885

0.0186

0.0000

0.0002

3.163698

0.538400

-2.300747

-2.078554

where N is number of observations, K is the number of estimated parameters in the unrestricted
regression, q is the number of restrictions, RSSun is the residual sum square of the unrestricted
regression and RSSr is the residual sum square of the restricted regression. In this study,
F = 1.49, which is not statistically significant even at 10% level. This implies that the number
of restrictions of the two variables are not statistically significant. Therefore, inflation and
interest rate do not play an important role as the determinants of remittances in the economy
of Bangladesh. The above results also show that all the variables, i.e., exchange rate, migrant
workers, petrol price and Bangladesh GDP are positively affecting remittances, but the estimated
coefficient of migrant workers is not statistically significant.

Conclusion
The aim of the paper was to find out whether the macroeconomic factors such as number of
migrant workers, interest rate (deposit), inflation (GDP deflator), exchange rate, GDP of the
home country and crude petroleum oil price can affect the remittance flow to Bangladesh.
Over the last decade, workers' remittances played a crucial role in the economic development
of the country. Using econometric techniques, we find that all the above macroeconomic
factors of home countries have significant impact on remittances. Crude petroleum price and
exchange rate have a positive relationship with remittance flow to Bangladesh. During depreciation
or devaluation of home currency, the migrants become better-off as their income increases in
the domestic currency. So for portfolio motive, they send more remittances to their home
country. Crude oil prices have a great impact on the economy of oil-rich countries or on the
host countries. Their income mainly depends on the oil price. Bangladeshis mainly migrate to
oil-rich countries where there is a huge demand for unskilled and semi-skilled laborers. When oil
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price increases, the demand for labor also increases, and hence remittances increase in

Bangi.dedi.~A:
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Editorial Preface

International migration of labour is an important phenomenon.
The topic is important and relevant over ages. In recent times
its significance has increased. From the point of view of
population redistribution as well as redistribution of global
income the subject has a lot of significance for all countries of
the world. It has various consequences on the economy, society,
culture and demographic and ethnic pattern of both sending
and receiving countries. There are benefits and costs of
international migration of labour. In addition to the benefits
to the migrant workers in the form of source of earnings,
sometimes it causes a lot of tension in the society of host countries
and lot of pains to the migrant workers' family members who
are left at the origin. Thus, from several points of view the
topic is important.

The present volume contains research papers on the nature,
trends, determinants and consequences of international
migration of population and workers especially from and to
India. The researchers have tried to bring out the real situation
prevailing in India in these regards and outlined the measures
to optimize the consequences of international migration for
Indian economy and society.

The idea of editing the present volume was conceived some
two and half years ago from the date of its publication.
Prospective authors were contacted accordingly and several



(vi)

papers were received and finally eleven papers have been
selected. For various reasons there was a lot of delay in
publishing the research works incorporated in this book for
which I am solely responsible. I profusely thank the authors
and beg to be excused by the authors of the selected research
papers for bearing with me for the delay in publication.

It is to be noted that the opinions expressed by the authors
of the selected papers included in the present volume are solely
of their own and therefore the editor and the publisher are in
no way responsible for the comments, observations and research
outcomes of the authors.

I sincerely thank Shri Bimal Sarkar, one of the contributors
of this volume to help in editing a part of this book.

I also thank Shri Jitendra Kumar Singh of the Abhijeet
Publications for helping in editing as well as encouraging me
to publish the book. It is his sincere effort for which the book
has seen the light of the day.

Finally, I convey my gratitude to my family members for
their support in sparing me to devote some time for editing
this volume.

Kanak Kanti Bagchi
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Migrant Workers and Remittances in
Bangladesh: Some Basic Ideas

Bimal Sarkar

1. Introduction

According to Migration and Remittances Factbook (2011)
more than 215 million people, or 3 percent of the world
population, live outside their countries of birth and in 2010,
worldwide remittance flows are estimated to have exceeded
US$440billion. From that amount, developing countries received
US$325 billion and from that amount, Bangladesh received
US$11.1 billion.

Bangladesh being over populated is an excess labor supply
country in the world. Manpower is one of the major national
resources in Bangladesh. In Bangladesh there are higher
unemployment rate due to inadequate education, lack of
sufficient capacity of the local industry. Within this infrastructure
it is not possible for Bangladesh to absorb all the unemployed
labour in an appropriate manner. Unemployed labours are
bound to leave their country and hence they need to find
employment opportunities themselves abroad.

The Globalization not only increases the international trade
in goods and services but also causes rapid change in
international financial and labour markets. The growth of
international trade and investments has reduced cross border
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barriers. As a result cross border movement of labour became
so easy. There are discernable changes in the v^ages (both
absolute and relative) in different sectors and different
economies, labour contracts are becoming much more flexible.

Remittances are the monies that migrants return to the
country of origin. If labour is considered an exportable
commodity, than remittances are that part of the payment for
exporting labour services that returns to the country of origin.
In the last decade, cross border movement of people and
remittances outflow from a large number of developed countries
and remittances inflows into a number of developing countries
has been increasing steadily.

Rank of Bangladesh in manpower export in the world in
2010 was sixth after Mexico, India, Russian Federation, China,
and Ukraine. On the other hand in the years 2010, 2011 and
2012 Bangladesh got the ninth, tenth and eighth positions in
the rank of top ten remittance-receiving countries in the world
respectively.

1.1. Objectives of the Study

The present research study has been undertaken with the
following objectives:

A) To investigate and find out the overseas employment;
B) To find out the remittance flows from overseas migrants

to. Bangladesh;

C) To find out sources of migrants' remittances;

D) To know the significance of remittance income for the
economic development of Bangladesh.

2. Sources of Data and Methodology • •..

This paper is based on secondary data collected covering
1976-2012 from Bangladesh Bank(BB),Bureau of Manpower,
Employment and Training( BMET),United Nations Conference
on Trade and Development UNCTAD),World Development
Indicator (WDI), World Bank(WB). An extensive review of
literature was done in order to gain familiarity with the study.
Tabular and graphical analyses were done with the collected
data in order to achieve the objectives of the study.
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This research paper focused on two things. First, it highlights
the overseas employment and remittance income of Bangladesh.
Later, it investigates and find out the opportunities and
challenges of remittance income in Bangladesh. Microsoft
Office® package has been used in tabular, chart, and graphical
representation of data and information.

3. Literature Review

Mahmood (1991) found that more than 75 percent of
respondents had a monthly expenditure below Tk. 2000 per
month, and more than one third spent less than Tk. 1000 per
month while monthly average income was Tk.11000. He
concludes that the migrants remit more than 80 percent of their
earnings abroad and this is reflected in higher incomes of
recipient households. IOM study (2000) concludes that
remittance has a strong positive impact on GNP, consumption,
investment and imports from their results of an increase in
remittance by one million Tk. would result in an increase in
national income by Tk. 3.33 million.

Hugo (2003) argues that remittances represent a
substantially greater redistribution of wealth than FDI and
ODA, mainly because of absence of any conditionality (attached
to ODA) and repatriation possibilities (of FDI).Siddiqui & Abrar
(2003) show.s.sector wise use of remittance in value terms by
100 interviewee families and find as follows: These families
spent their remittances in the following manners: food and
clothing (20.45%), Health (5.97%), investment in land (16.43%),
home construction and repair (15.02%), repayment of
loari(14.2%), Business Investment (4.75%) like in running shops,
in constructing a market place, opening phone and fax shop,
tailoring shop, stationery store, pottery, saw mill, transport
business and handloom factory, irrigation schemes and trading
in agricultural items. Besides these they spend their remittances
on financing migration of other family members (7.19%), social
ceremonies (9.7%), savings (3.40%), community development
activities and others.

Giuliano & Ruiz-Arraiiz (2009) argue that in less financially
developed countries remittances promote growth and present
an alternative mode of investment financing. Desai et al (2009)
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on migration identifies four channels through which migration
can actually impact the economic performance of the sending
country. The first channel captures how the prospect of
emigration affects the expected return on human capital. The
second impact is the absence of highly skilled migrants from
the sending country. The third channel focuses on the role of
the diasporas as a source and facilitator of international business
and remittances. Finally, work on the return channel has
concentrated on the determinants and selectivity of, and the
impact of emigration on returnee's human capital and earnings.

4. Some Concepts on Migration and Remittance

Human migration is the movement of people from one
place to another for purposes of permanent or temporary
residence and/or employment. Migration in general may be
in the form of internal and international. International migration
in general has become an extensive global phenomenon.

According to the UN International Convention on the
Protection of Migrant Workers' Rights, the term migrant workers
refers to persons who are engaged in remunerative activities
in a state of which he or she is not a national (UN General
Assembly, 1990). Siddiqui (2004b) defines diasporas as
"transnational groups of immigrants living abroad but
maintaining economic, political, social and emotional ties with
their homeland and with other diasporic communities of the
same origin". In general, the migrant worker's relationship
with the destination country is of a (perceived) temporary
nature, while that of the diaspora is of a more permanent or
long-term nature.

According to the "Recommendations on Statistics of
International Migration" by the United Nations Statistics
Division (1998),long-term migrant, a person who moves to a
country other than that of his or her usual residence for a period
of at least a year (12 months), so that the country of destination
effectively becomes his or her new country of usual residence.
Short-term migrant, a person who moves to a country other
than that of his or her usual residence for a period of at least
3 months but less than a year (12 months) with except in cases
where the movement to that country is for purposes of
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recreation, holiday, visits to friends and relatives, business,
medical treatment or religious pilgrimage. For purposes of
international migration statistics, the country of usual residence
of short-term migrants is considered to be the country of
destination during the period they spend in it (UN Statistics
Division 1998).

According to Alam, Sk. Mahmudul (2012), remit means
"to transfer" or "to send". Remittance refers to the transfer of
money by the migrant workers to their family and friends in
their native region from his working region. Migrant workers
who live arid work abroad and transfer their earnings to their
family back home are called Remitters. The person who is living
on the remitted money is called Remittance Man. There are
mainly two types of remittance: local/domestic remittance and
internat ional / fore ign remittance. While local /domest ic
remit tance is remittance within countries, international
remittance is the remittance from one country to another country.
Usual ly the currencies and the banks are different for
international/foreign remittance and the currencies are same
but bank may same or not for local/domestic remittance.
According to its direction international remittance is again, of.
two types: inward remittance and outward remittance. If a
migrant worker sends remittance to his country, then the sending
remittance is inward remittance for his home country and
outward remittance for his working country.

Remittances can be individual and it can also be collective.
When individual sends remittances to his/her households or
friends and relatives that can be termed as individual remittance.
When a group of migrants, their associations or professional
bodies mobilize resource together and send for collective or
community programmes that can be termed as collective
remittance. Individual remittances are mostly geared towards
the family whereas collective remittances are generally used
for community development (Siddiqui, 2004a).

Remittances are the monies that migrants return to the
country of origin. If labour is considered an exportable
commodity, then remittances are that part of the payment for
exporting labour services that returns to the country of origin.
Migrant remittances are defined as the sum of workers '
remittances, compensation of employees, and migrants '
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transfers. Workers' remittances, as defined by the International
Monetary Fund (IMF) in the Balance of Payments Manual, 6th
edition (IMF 2010), are current private transfers in cash or in
kind from migrant workers who are considered residents of
the host country to recipients in the workers' country of origin.
If the migrants live in the host country for one year or longer,
they are considered residents, regardless of their immigration
status. If the migrants have lived in the host country for less
than one year, their entire income in the host country should
be classified as compensation of employees. Compensation to
employees refers to the wages, salaries, and other remuneration,
in cash or in kind, paid to individuals who work in a country
other than where they legally reside. For example, the wages
earned by seasonal or other short-term migrant workers (i.e.,
abroad for less than a year) would be included in this category,
as well as border workers who work, but do not reside, in a
neighboring country. It also includes wages and salaries earned
by the local staff of foreign institutions, such as embassies and
international organizations, and companies based abroad but
operating locally. And migrants' transfers refer to capital
transfers of financial assets made by migrants as they move
from one country to another and stay for more than one year.

The flows of remittance are more stable than other types
of external income like Official Development Assistance (ODA)
and Foreign Direct Investment (FDI) and are counter cyclical
(World Bank, 2006) as the flows increase during downturns as
emigrant workers" went icTprovide financial support to the
family members in the country of their origin (Sayan, 2006) .That
is remittance act as a significant macroeconomic stabilizer in
the developing countries.

In the figure 1, ratio of Export to GDP is just higher than
the ratio of Remittance to GDP but all other ratios like FDI to
GDP, Net ODA to GDP and International Reserve (Reserve) to
GDP are lower than the ratio of Remittance to GDP. We can
say remittance flows in Bangladesh is most stable source of
external income

5. Causes or Determinants of Migration and Remittances

One important 'push factor'such as "differential income"
between home country and host country and one 'pull factor'
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such as " changing pattern of employment opportunities" are
increasing international migration from a low income country
to a developed country. There are many reasons, including
the fact that the willingness of migrants to remit depends on
economic and savings policies in the host and home countries,
exchange rate and risk factors, and the availability and efficiency
of transfer facilities. In some emigration countries, changed
economic policies encouraged migrants to send home more
remittances; in other cases, simply making it easier or cheaper
to send money home has increased and/or sustained
remittances.

Figure 1: Remittances: The Most Stable Source of
External Income

Source: Calculated from Source: Bureau of Manpower, Employment and
Training (BMET) and World Development Indicator, World Bank Dataset

There are two main approaches for analyzing remittances.
The first is the "portfolio" approach while the second is the
altruism approach (IMF, 2005, p.78). The portfolio approach
sees remittances as a self interest controlled capital transfer to
diversify the migrant's savings. Portfolio motives come out of
investment opportunities and saving differentiation while the
altruistic approach sees remittances as a transaction thatbenefits
the receivers who were left behind by the migrant without
any demand on the receiver from the remitter. Some macro
economic factors such as home and host country GDP, exchange
rate, interest rate, inflation, crude oil price in international
market, wage rate, number of migrants and the relative rates
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of return of different financial and real assets may affect the
flow of remittances.

Other factors that can influence both migrants and
remittances are transportation and telecommunication costs,
remittance transfer mechanism or costs, economic policies etc.
If migrants can visit home more frequently or can more easily
in touch with their families in the home country they may
remit more. Also we can expect, during or after naturaldisasters
or economic downturn or any economical shocks in the home
country, large amount of remittances will arrive to the home
country. So there are so many factors that can affect the inflow
of remittances

6. The Recruitment Process in Bangladesh for Overseas
Employment

In the recent years progressive governments from both
migrant sending as well as receiving countries have started
adopting a strategic approach towards migration management.
The Emigration Ordinance, 1982 provides the legal framework
for regulating recruitment and placement of migrant workers
rom Bangladesh. Bureau of Manpower, Employment and Tra
ning (BMET) was established in the year 1976 by the Government
of the People's Republic of Bangladesh as an attached
department of the then Ministry of Manpower Development
and Social Welfare, with specific purpose of meeting the
manpower requirement of the country and for export of
manpower as well. The BMET is engaged for over all planning
and implementation of the strategies for proper utilization of
manpower of the country. With the support of government
Bangladesh Association of International Recruiting Agencies
(B AIRA), an association of approximately 700 member agencies,
was established in 1984 with a view to explore job opportunities
for skilled, semiskilled, and unskilled personnel, to facilitate
the migration process of workers and provide necessary
information to them and also to advise the government for
revising foreign policy according to the current discourse of
manpower export.

To provide more emphasis to the overseas employment
sector, the Government has established the Ministry of
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Expatriates' Welfare and Overseas Employment (MEWOE) on
20 December 2001. The main functions of the Ministry are to
ensure the welfare of the expatriate workers and enhancement
of the overseas employment. The MEWOE is entrusted with
protecting the rights and the interests of migrants in the host
country, as well as when they return to or are about to leave
Bangladesh.

6.1. Migrants Category-wise

Systematic recording of information on migration of
Bangladeshi workers began in the mid-70s. Bureau of
Manpower, Employment and Training (BMET) of Labour
Ministry maintains the record. BMET has classified temporary
migrant population into four categories: professional, skilled,
semi-skilled and less-skilled.

Figure 2: Category-wise Overseas Employment from :
Bangladesh from 1976 to 2013

Source: Calculated from the Data Source of Bureau of Manpower, Employment

and Training (BMET) . . .

Professional category includes medical doctors (all
specialties), engineers (all types), IT (designers, programmers,
testers etc), managers (all types), accountants, auditors,
economists, scientists (all specialties), college/university
lecturers. Drivers (all types), technicians (all types), lifeguard,
equipment operators (all types), plant operators (all types),'
blacksmith, painters (all types), cooks, electrician, auto
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mechanic, auto body worker, welder, tailor, plumber, grinder,
fitter, driller, masons, carpenter, miller, goldsmith, nurses are
included in the category of skilled but auto equipment servicing,
gardener, potter, fixer, engraver, barber/hairdresser, finisher,
joiner, binder, polisher (all types), locksmith are included in
semi-skilled. In less-skilled category there are housekeeping/
cleaners (all types), construction worker, agricultural worker,
caretaker, guard, domestic workers/house maids, porter, janitor,
peon, pump attendant, extraction workers, delivery man, waiter,
butcher.

It is cleared from the figure 2 that there are only a few
migrant workers are skilled or professional where as large
number of workers from Bangladesh aremigrating with less-
skilled. About 65 % of migrant workers are either less-skilled
or semi-skilled. But recently in international market the demand
for skilled labour are increasing rapidly. In this perspective
the Bangladesh remains quite behind others.

6.2. Official and Un-Official Methods of Transfer

Migrants use different methods in sending remittance
involving both official and unofficial channels. Officially, transfer
of remittance takes place through demand draft issued by a
bank or an exchange house; travelers' checks; telegraphic
transfer; postal order; account to account transfer; automatic
teller machine (ATM) facilities; electronic transfer and in kind.
When remittances are transferred directly from the foreign
account of migrant worker to his own account at home it is
known as direct transfer. This can be through telegraphic means
or otherwise. Remittances are frequently sent through demand
draft in Taka issued by a bank or an exchange house in favour
of a nominee of migrant. Usually the draft is sent by post or
in emergency by courier service. One can send remittance
through the postal authorities. In such case the remitted money
is handed over to the receiver by the local post office. Travelers'
cheques are also used as a means to send remittance. However
they will be treated as official transaction when they are encashed
through banks.

Hundi or Money Courier is the most common among the
unofficial channels of transfer. Hundi refers to illegal transfer
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of resource outside the international or national legal foreign
currency transfer framework. Organised groups based in diverse
cities such as London, New York, Dubai, Kuala Lumpur and
Singapore conducts hundi operation through their partners
in Bangladesh or in the region. Besides this, other unofficial
methods are, sending remittance through departing friends

. and relatives; personally hand carried by the senders themselves
without declaration, and in the form of visa/ work permit for
sell or family use.

7. Flow of Overseas Employment and Remittances

Rank of Bangladesh in manpower export in the world in
2010 was sixth after Mexico, India, Russian Federation, China,
and Ukraine. In that year Bangladesh sent 5.4 million workers
abroad where as Mexico sent 11.9 million workers. In the year
2012, Bangladesh got the ninth position in the rank of top ten
remittance-receiving countries in the world after India, China,
Mexico, Philippines, Nigeria, France, Germany, and Egypt,
Arab Rep. Bangladesh received about 10.9 billion US$ from
the rest world. If we look at the back to the year 2010, then the
rank of Bangladesh in top ten remittance-receiving countries
was ninth where as in 2011 it was tenth. See figure 3, figure 4
and annexure (figure 4.1 and figure 4.2).

Figure 3: Top Emigration Countries, 2010

u-9

• Number of Emigrants in
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• Source: Development Prospects Group, World Bank, UNDP, 2009
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Each year a large number of people of this country
voluntarily migrate overseas for both long- and short-term
employment. From the data source of Bangladesh Bureau of
Employment and Training (BMET), a total number of 8.72 million
migrant workers migrated from Bangladesh and a total amount
of US$ 118-84 billion has been remitted to Bangladesh from
across the globe between 1976 and 2013

Figure 4: Top Remittance-Receiving countries in the
World in 2012

I Remittances in Million USS

Source: World Bank staff calculation based on data from IMF Balance of
Payments Statislics database and data releases from central banks, national
statistical agencies, and World Bank country desks.

This amount of remittances reported reflects only transfers
through official channels. However, if, although very tough,
we add the amount of remittances transferred through informal
channels then this number will be much higher. Econometric
analysis and available household surveys suggest that
unrecorded flows through informal channels may add 50 per
cent or more to recorded flows (Global Economic Prospects
2006).

As figure 5 shows, except for a few years in early 1980s
and one year around 2000 the remittance flow has been steadily
increasing with acceleration in the growth rate in recent years.
The Iran-Iraq War seems to explain the slowdown in the growth
of remittances in the early 1980s. Similarly, the Gulf War of the



Migrant Workers and Remittances in Bangladesh 2S3

early 1990s may have been the reason for sluggish growth in
remittances during that period.

There is a slight decline in migration in 1991, perhaps because
of Gulf War in that year. Again, dramatic increase is recorded
in the following two years. This might have been the reward
for Bangladesh's participation in the anti- Iraq alliance through
deployment of troops in protecting the holy land of Mekkah
and Medina in Saudi Arabia during 1991 Gulf War. The workers
were involved in post-war reconstruction (Siddiqui, 2004)

Figure 5: Migrant Outflows (in 1000s) and Remittance
Inflows (in million US$)
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aTotal Number of Labour Migrants (in 1000s! ——Remittances from Labour Migrants (in million USS)

Source: Calculated from the Data Source of Bureau of Manpower,
Employment and Training (BMET)

With a few exceptions, labours migration has been increasing
every year and in 2008 there was maximum overseas
employment from Bangladesh. Around 8.75 lakhs Bangladeshi
were employed in abroad. However, after the year 2008, the
flow of labor migration has been following a declining trend
and it came down to about 6.08 lakhs in 2012. This declining
trend in migration may be explained by pointing out the stiff
competition from new labor-exporting countries like Nepal,
Vietnam and Cambodia, which have recently entered the
international labor market and supply cheaper labor. Another
reason is the rise in unemployment in some Middle East



284 International Migration of Labour

countries due to global economic recession and collapse of
the construction sector in the Middle East.

The huge increase in outward migration makes Bangladesh
as one of the major remittance recipient countries in the world.
If we sum up all the migrants workers from 1976 to 2012
according to destination country-wise then we can rank the
destination countries for the Bangladeshi. In this way top
destination countries for Bangladeshi workers are Kingdom
of Saudi Arabia (KSA), United Arab Emirates (UAE), Oman,
Malaysia, Singapore, Kuwait, Bahrain, and Qatar. Figure 6 shows
the destination countries of Bangladeshi migrant workers.

Figure 6: Number of Officially Recorded Labour
Migrants from Bangladesh from Bangladesh According

to Destination Country (1976-2012)
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Figure 7 shows that the KSA is the most important source
of remittances. Its share is about 30 percent of the aggregate
remittances received in Bangladesh. 26.5 percent of remittances
of Bangladesh coming from UAE, The oil-rich Middle Eastern
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countries with more than 80 percent of the total stock of
Bangladesh migrants accounts for a lion's share of remittances.
So it is important to note here that Middle East countries are
the very important destination countries for the Bangladeshi
migrant's workers. So we can say that Bangladesh is quite
dependent on the economy of Middle East countries.

Figure 7: Remittance Flow into Bangladesh by Country/
Region, Cumulative (1980-81 to 2011-12)

Remittances from Bangladeshis (iivmtilion USS)

Source: Calculated from the Data Source of Bangladesh Bank{BB)

8. Significance of Migration and Remittances in Bangladesh

Chenery and Bruno (1962) explain the importance of foreign
exchange in LDCs. LDCS suffer for capital goods which are
very essential for economic growth. LDCs need foreign exchange
to pay the bill of imports of capital goods. Also LDCs face
trade deficit, difficulties of borrowing as well as the
ineffectiveness of foreign aid. In these circumstances in LDCs
the migrant remittances are the only hope of solving the
problems of foreign exchange. In this regard Bangladesh is
not an exceptional country of LDCs that does not depend on
migrant's remittances.
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In an economy there may be expected three major positive
effects of labour migration. First, migrants' workers who remain
abroad send remittances to their family members. Second, when
they return home bring back their skills and experiences from
abroad which have great importance on the home country.
Migrants may also invest capital in entrepreneurial ventures
that facilitate transfer of knowledge or technology to the
developing countries. When a large number of low and unskilled
workers migrated from a labour surplus country to a labour
deficit country then both fee countries can be benefited mutually.
Labour surplus country can reduces the pressure on local labour
market by giving more opportunities to the remaining labour
forces. There are positive externalities too, as the outcome of
migration can be a reduced pressure on scare public goods
and civic facilities. It may also reduce the cost of providing
future public goods. And finally most important financial
incidence is the flow of remittances from host country to home
country.

Migrants' incomes are typically sent privately to their
immediate or extended families. These remittances are very
useful in the home country. The remittances are spent mainly
on consumption. Remaining part of remittances are generally
used for buying of assets like land or farm implements, setting
up a small business venture, ensuring education of children
in the family, improving healthcare and acquiring human capital
etc.

The most macroeconomic impact of remittances is on the
current account of the balance of payments. Remittances increase
the foreign exchange resources which in turn increase the power
of the home country to import more essential raw materials
or universal intermediates that are crucial for the economy.
On the other hand remittances can provide higher domestic
saving rate which in turn the potential flow of investment. In
low-income economies the added resources for investment
made available without curtailing current consumption is
undoubtedly useful.

Apart from that, it can also solve the problem of financial
constraint faced by many small scale enterprises in Bangladesh
(by utilizing migrant's family small sayings if the financial
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institutions in the country are strong enough). The expansion
of small scale enterprises (also through increase in consumption
expenditure by households) can increase the indirect tax revenue
of the government. All of these have positive impact on the
overall GDP of the country as a whole.

However, there are some negative incentive effects acting
at macro level. If remittances are relatively large and a large
share is spent on non-tradable (particularly housing and land)
- the country is likely to suffer from Dutch disease effects which
results into appreciation of real exchange rate, rendering export
less competitive. The country's principal export could become
cheap factor- labor - rather than labor intensive products (Kapur,
2003).

We also can expect the effect of remittances on poverty
alleviation and income inequality on receiving country. The
research on impact of remittances on poverty and inequality
finds that remittances can enhance or reduce the inequality
on receiving economy depending on the numbers migration
from the receiving areas.

When few have been migrated from an area there irtay be
increased inequality. Because initially when migration
commences, the most likely migrants come from middle and
upper middle of the income distribution. The remittances sent
by them are received by relatively well to do families in the
neighborhood. Thus inequality increases and there is no impact
on absolute poverty. But in case of large number of migration
from an area there will be reduction in inequality. Low income
group of income distribution can't afford the costs of migration.
But in later stage low income group gradually can avail of
migration opportunities as migration increases the risks and
costs of migration decreases. Remittances begin to enter to
the poor families and that obviously has to reduce inequality
and poverty.

Importance of Diasporas created by increased flows of
migration is not negligible as it has positive network externalities
in creating greater investment and business opportunities for
the country of origin. Higher remittances in home countries
induce production and employment in the local market through
multiplier effect.
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When migrant workers sent remittances through official
channels (banks, post offices, etc.) then there will be great
involvement of banks and other financial sectors with many
countries. Hence there are some potentialities of creation of
new employment opportunities globally. It is important to note
that we have to sacrifice some human resources to have these
remittances from abroad. So this loss in resources may have
some negative impact on production in local market.

9. Conclusion

This paper has attempted to capture different aspects of
migration from Bangladesh on the basis of available secondary
information. As Bangladesh is a hugely labour surplus country
and as it is not possible for the successive Bangladeshi
Government to create employment opportunities for all of its
manpower, international migration would the best possible
option for these Bangladeshi migrants. Flow of remittances is
more stable and very important source of external income.
Ratio of Export to GDP is just higher than the ratio of Remittance
to GDP but all other ratios like FDI to GDP, Net ODA to GDP
and International Reserve (Reserve) to GDP are lower than
the ratio of Remittance to GDP. .

Again it is found that large number of migrant workers
is un-skilled. In international labour market the demand for
skilled labour are increasing rapidly. Bangladesh is quite behind
others. So Bangladesh government should have to given special
attention on the skilled of Bangladeshi migrant workers. It is
also observed that in case of labor migration, Bangladesh is
highly dependent on Middle East countries.

However, after the year 2008, the flow of labor migration
has been following a declining trend. This declining trend in
migration may be explained by pointing out the stiff competition
from new labor-exporting countries like Nepal, Vietnam and
Cambodia, which have recently entered the international labor
market and supply cheaper labor. So Government of Bangladesh
should care of these issues and should be prepared Bangladeshi
migrant workers efficient with special training that they can
compete with others.
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Figure 1: Top Remittance-Receiving countries in the

World in 2010
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Figure 2: Top Remittance-Receiving countries in the
World in 2011
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Source: World Bank staff calculation based on data from IMF Balance of
Payments Statistics database and data releases from central banks, national
statistical agencies, and World Bank country desks.
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