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Abstract

 

(measured from media coverage), in addition to macro variables, such as deposit 

Bangladesh. An ARDL model is employed using monthly data from January 

2013 to December 2019 to study the impact of the aforementioned factors in 

channels. Economic/political instability is found to have a negative impact on 

remittances in the long run, while deposit rate and exchange rate are found to be 

positively related to remittances. In the short run, economic/political stability 
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negatively associated with remittances in the current period. 
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1. Introduction

Bangladesh has become one of the major recipients of remittances 

2019-2020 (Bangladesh Bank, 2020). The main reason for the substantial  

Bangladesh to foreign countries, mostly to the Middle East, starting from the 

1970s. Economic globalization during the 1980s and 1990s created an increase 

in demand for migrant workers, resulting in more workers from Bangladesh 

remittances to Bangladesh.  

 

notable benefits to Bangladesh’s economy in terms of macro and  

microeconomic impacts. One of the major impacts of remittances is the balance of  

payment support it provides, as it is one of the vital sources of foreign currency  

 

well-being and reducing poverty. It helps smoothing out consumption of the 

 

in Bangladesh, of which a part is saved in deposit accounts, Muktadir-Al-Mukit 

credit amount, thus there is more room for investment, which eventually plays 
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positive relationship between them. 

Bangladeshis to remit their earnings to Bangladesh through legal channels. 

Remittances soon began to enter Bangladesh at an increasing rate. Remittance 

July of 2019. The main reason for such a steady increase in remittances was due 

to labor migration from Bangladesh for overseas employment starting from the 

to countries in the Middle East, then during the 1990s markets were opened for 

began to migrate to European countries. Unskilled workers amount to more than 

half of total migration, followed by skilled and semi-skilled workers, and very 

Figure 1: Monthly Inward Remittances

after which remittance is seen on the rise.
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(1,415,911). These oil producing countries are the major source of overseas 

Kingdom, and Kuwait.  

Raihan et al. (2009) discuss how remittances enter Bangladesh both 

formally and informally. Informal channels include: personally hand carried 

cash without declaration; sending cash through home-bound friends and 

relatives; and predominantly through Hundi

channel or market popular in Bangladesh to transfer money internationally. 

This market works outside the regulatory body when a large amount of foreign 

informal channels are used mainly due to its swift and easy transferability and 

absence of charges, but also due to exchange rate depreciation. According to  

Bangladesh Bank (2020), many bankers and experts state that when using formal 

channels, remittance senders can buy either a Bangladeshi taka   (BDT) draft or 

directly send money to their own bank accounts maintained in Bangladesh or 

to their nominated person’s/relative’s bank accounts in Bangladesh.

As remittances have become a crucial component of Bangladesh’s 

to Bangladesh.
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2. Literature review

As the purpose of this paper is to investigate and explore the determi-

nants of remittances, it is important to look into the existing literature. A simple  

framework focusing on “altruism” as a motive to remit is used by Bouhga-Hagbe   

(2004), focusing on Egypt, Jordan, Morocco, Pakistan, and Tunisia and their 

plays a part in workers’ decisions to send money back to their home country. 

-

tachment to homeland, and economic growth in the countries of residence are 

due to portfolio options rather than altruism, as remittances respond positively 

A country’s economic condition plays a major role determining the 

amount of remittances that enter or exit a country. Conducting their study on 
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 Using a reactance theory framework, Clee and Wicklund   (1980)  

explain how consumer behavior can change depending on the freedom 

they have to act in a given situation and the level of threat that arises while  

undergoing that act. As an application of this theory, several authors have  

study by Jewel   (2015) on Bangladesh takes into consideration political stability 

and the absence of violence indicator from World Bank’s good governance 

 

in the case of Latin America and the Caribbean, inward remittances decrease 

political instability rises, savings tend to fall, while short-term consumption 

rises. Apart from savings and consumption, private investments are also linked 

to the level of political instability of a country. Feng  (2001) conducts a study 

on developing countries and obtains that political freedom promotes private 

on the level of private investment in a developing country.

level adjusted for migration and remittance policies. Using factor analysis and 
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and government stability. Furthermore, accountability and socio-economic 

to economic and political stability and are motivated to send money when 

the economic and political conditions of the home country are favorable for 

investment.

instability, which has led to the development of a body of literature that uncovers 

and Alimi  (2019) show a causal relationship between political instability and 

of Moments reveal how remittances act as a shock absorbing mechanism to 

that countries with less political instability tend to receive more remittances 

than countries with high political instability. In a similar strand of literature, 

Adenutsi and Ahortor  (2021) suggests that government measures to promote 

political stability, good governance, and law and order send a positive signal 

Yoshino et al.  (2019) investigate the determinants of remittance in-

 

enrollment ratio of secondary education, trade openness, and political  

 

correlation between political stability and remittances. Another paper by 

Hor and Pheang (2017) reveals that altruistic motives of migrant workers of  

Cambodia, Laos, Vietnam and Myanmar to send remittances had a negative relationship 

 

exchange rate. Debt crisis is also one of the major blocks of political instability. 
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the quality and the level of trust in the political and institutional systems.  

Existing literature confirms that economic shocks and political  

instability affect migrants’ decisions to send remittances, but how they  

perceive the severity of such shocks and how they utilize information available 

in their decision-making may largely depend on the source of information. 

When it comes to consumer behavior, how the media tends to portray the  

condition of the economy plays a crucial role. The direct impact of events that  

Ju (2008), news media may over-indulge in highlighting negative news. They 

regardless of economic conditions being good or bad. Furthermore, they also 

It is important to understand that peoples’ perception matters when it comes to 

negative news and individuals worries - that people end up taking fewer risks 

with a negative frame of mind, which dampens the level of investment in the 

 

can change consumer behavior to an extent that they can become detached 

from economic reality. Irrational optimism or pessimism occurs, which leads 

consumers to make severe changes to their consumption levels or even their 

savings and investment decisions. 

A considerable amount of literature exists investigating determinants of 

oil price. However, only a few take into account that negative events/shocks 
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is taken by Jewel (2015) where the World Bank’s measurement of political 

stability is taken as a factor in determining the size of remittances. In contrast 

to previous literature particularly on Bangladesh, this paper considers peoples’ 

on inward remittances. 

3. Methodology 

The Bangladesh Bank website is a major source of data for the vari-

ables pertaining to the study.  This paper employs monthly data for all the 

variables from January 2013 to December 2019. Taking into consideration 

studies by Boydstun, Highton, and Linn (2017), Ju (2008), and Tausch and  

 

 

Therefore, adverse events/shocks themselves may have direct impact on the 

number of remittances that enter Bangladesh along with the additional impact 

of media coverage related to such events on people’s perception and behavior. 

To better capture the dynamics between the macro variables and remittances 

for the case of Bangladesh, this paper uses monthly data and, in addition to 

the macro variables, a variable named “political instability” (captured from 

highlighted media coverage of adverse events within the economy) is constructed 

 

instability on inward remittances. 

For the data period January 2013 to December 2019, daily news from 

7 leading (highest circulating) newspapers are examined by a panel of graduate 

students and cross-checked by the authors to record reports of major adverse 

considered. Headlines/front page news with enlarged fonts, highlighting, or 

marked in red on any news indicating possible adverse impacts on the economy 

are considered. The newspapers that were used to construct the variables 
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were The Daily Star, The Daily Ittefaq, Prothom Alo, Independent, The Daily 

Sun, Dhaka Tribune, and Financial Express. Using the information, a binary  

event is reported by majority newspapers, while in the absence of such news  

 

constructed by taking the monthly aggregates of such news that portray negative 

tone and are then used for the monthly analysis. The assumption is the higher 

the frequency of negative news coverage, the greater would be the impact on 

decision-making of economic agents. Examples of reports/news considered 

in jail”; “Major roads under blockade”; etc. 

The election of 2013 and a few months following the election seem 

period. These incidences may indicate the presence of a structural break; how-

time, thus a structural break is ignored in the modelling process.

Taking support from the existing literature, the model is constructed 

as follows:

                   

Where REM is the monthly inward remittance expressed in BDT, DEP is monthly 

average deposit rates taken as a proxy for interest rate, ER is the monthly  

INF

OIL is the world oil price, and PIS (Political Instability) is the major economic/

political instability indicator as reported by the media.
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monthly deposit rate is taken as a proxy for the interest rate. We explore whether 

The relationship between exchange rate and remittances is also necessary to 

investigate, since at times of high exchange rates (depreciation of BDT), it is 

impediments on oil-importing countries all around the world. Oil-producing 

countries are the major source of remittances for Bangladesh, thus this paper 

of remittances. Finally, economic/political instability – our main variable of 

interest – leads to changes in consumer and producer behavior. We use the 

measure of political instability from newspapers discussed above to capture 

negative media tone. 

4. Empirical Analysis

All the variables are tested for a unit root since a regression model 

using non-stationary time series variables could potentially yield spurious  

do not follow the standard t-distribution. An Augmented Dickey Fuller  (ADF) 

used to determine the existence of a unit root. The test results are reported in 

Table 1.
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Table 1. Unit Root Test Result

 At Level   Prob   Prob.*

REM -1.78 0.3875 -10.97** 0.0001

OIL -1.99 0.2875 0.0000

ER 0.47 0.9848 0.0000

DEP -1.97 0.2953 0.0075

-1.32 -11.41** 0.0001

-5.50** 0.0001 -9.47** 0.0000

 

An Augmented Dickey-Fuller (ADF) test is used for each variable, 

indicating a presence of unit root in the level data except for PIS. The ADF 

problem of spurious regression is eliminated since stationarity is attained at 

In order to test the relationship between variables of different  

 

Autoregressive Distributive Lagged (ARDL) model bound testing approach 

 

order: I  (0), I  (1), or a combination of both. Furthermore, according to Haug   

(2002), the ARDL bounds testing approach is more suitable for a small sample 

size and the short run and long run parameters are estimated simultaneously. 

 

of the cointegrating vectors where there are multiple cointegrating vectors. 

However, according to Chandio, Jiang, and Rehman (2019), in presence of   
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The above equation shows the ARDL model estimated, using a  

maximum of 4 lags   (based on AIC and HQ criteria from running a Vector 

Auto Regression on level variables). The reduced ARDL model chosen based 

on AIC is   (4, 0, 0, 1, 1, 0) lags of each variable, as ordered in the equation 

above. The bounds test approach is based on the Wald-test (F statistic).  

Pesaran et al.  (2001) state two critical values for the cointegration test. The lower  

critical bound I  (0) assumes that there is no cointegration between the variables 

examined, and upper critical value I  (1) means there is cointegration between 

the variables examined. Thus, if the F-statistic is greater than the upper bound 

critical value the H
0
, no cointegration is rejected. On the other hand, if F-statistic 

is lower than the lower bound critical value the H
0
, no cointegration cannot be 

rejected. Lastly, if the computed F-statistic falls between the lower and upper 

bound, the results are inconclusive. 

generated for small sample sizes of between 30 and 80 observations is used 

to detect for cointegration where the F-statistic from a joint Wald test is used 

variables were set as dependent variables to test for cointegration.  
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The results for the bound test for the variables are shown in Table 2. The 

remittance variable shows cointegration with other variables. The above table 

shows that the F-statistic is 4.177, where the F-statistic exceeds the upper bound 

of the critical value band, thus the null hypothesis of no long-run relationship 

between the variables cannot be accepted. This test result suggests that there 

exists a long-run relationship between remittances and the other variables. 



Shamil Mardi Al Islam,  Internal Economic and Political • 87

Table 2. Bound Test

Variables F-Bounds Test

F-statistic I   (0) I   (1)

REM 4.177213   5%  3.79

5% 3.79

DEP 5% 3.79

ER 2.478391 5% 3.79

2.590940 5% 3.79

OIL 2.532199 5% 3.79

From the estimated ARDL model, a long run cointegrating form is 

derived and presented in Table 3. The results show that exchange rate, deposit 

exchange rate and deposit rate have a positive impact on remittances in the long 

expected, the higher the exchange rate, the greater the amount of remittances 

in domestic currency, and hence the positive relationship with remittances is 

observed. A higher deposit rate is also found to attract more remittances, as 

those who send remittances for investment/saving motives logically would try 

to capitalize on the increased returns from savings/investment. The negative 

relationship observed between political instability and remittances from the 

results supports existing literature. Political and economic instability erodes 

Table 3. Long Run   (Cointegrating Form)

Variable Prob.

ER 1.027573 0.0000

0.411809 -1.047722 0.2982

DEP 0.0018

-0.053994 -2.049204 0.0440

OIL -0.097883 -1.009823 0.3159
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-

of total remittances coming from oil producing countries, increases in oil prices 

means increasing income of the host countries, and hence, remittances sent 

consumption motive (remittances sent from altruism to help family members) 

would mean an increase in the cost of living for family members, potentially 

resulting in higher amounts sent as remittances. However, in the long run, 

4.2 ARDL Error Correction Model.

The paper further develops an error correction model  (ECM) in order 

to test for the speed of adjustment and how the variables converge towards 

equilibrium in the long run. The following equation shows the Error Correction 

term which is derived from the residuals obtained in Equation   (2). 

Having established that there is evidence of a long-run relationship 

among the variables, the error correction form is presented in Table 4 to look 

 

relationship among the variables, as the cointegrating equation  (CointEq   (-1)) 

is a long run reversion to equilibrium if there is any deviation. The speed of 
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Table 4. Error Correction Model

Variable Prob.   

C -4.853888 0.938873 0.0000

D   (REM   (-1)) 0.093313 0.0004

0.982272

CointEq   (-1)* 0.119937 -5.174934 0.0000

                                

found to have an impact in the short run, where the immediate past amounts of 

bound by contract), and for them to send a larger amount (through borrowing 

or savings in the host country) in one month may need to be compensated by 

in the short run could mean larger amounts required for consumption purposes 

by family members, hence, larger amounts could be sent because of the  

consumption motive  (out of altruism). 

To test for the overall impact (joint short run and long run) of the 

variables were used in this exercise; however, only the following relationships 

in Table 5 were established in terms of causality. The results show that there 

is bi-directional causality between the exchange rate and remittances at 5% 

deposit rate on remittances.
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Table 5. 

are omitted)

Prob.

0.0034

0.0747

0.0793

 

(equal to zero) cannot be accepted. The adjusted R-square is not very high, 

but most of the deviation is explained by the explanatory variables. The LM 

based on AIC. The null hypothesis of homoskedasticity cannot be rejected 

Table 6.

Tests Critical Values

Adjusted R-square

Prob.   (0.00000)

Prob.   (0.1487)

Heteroskedasticity Test: Breusch-Pa- F-

Prob.   (0.1733)
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A stability test was carried out using the cumulative sum of recursive 

regressors, indicating no structural break within this time period .

 

5. Conclusion

As remittances have proven to be an important factor for the progression 

of the Bangladesh economy over the years, it is of utmost importance to 

understand the relationship between other macro variables and remittances, 

others. The purpose of this paper was to examine whether economic/political 



92 • Southeast Asian Journal of Economics 9(2), August 2021

As expected, exchange rate and deposit rate are found to have positive impacts 

on inward remittances.  

From the error correction model, it is found that in the short run  

on remittances in the current period. While past remittances negatively  

 

 

relationship between the exchange rate, deposit rate, and remittances.  

Exchange rate and remittances exhibit two-way causality, while the deposit 

rate has unidirectional causality on remittances.  

Political players must be aware of the impact of their actions on  

instability can lead to a decline in remittances, where remittances are often  

quoted as one of the key drivers of economic growth in Bangladesh.  

Policy-makers, on the other hand, must bear in mind that recent restrictive 

running of economic activities is imperative as usual.

Further research can be carried out considering income and  

 

consideration host countries’ economic/political conditions as portrayed in the 

media could give a more robust picture about the dynamics between macro 

variables and inward remittances to Bangladesh.  
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Appendix

This research is conducted for the period from January 2013 to December 

2019. Monthly data for each of the macro variables are used for a 

more in-depth analysis, using ARDL approach.
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Appendix Figure 1. Monthly Deposit Rate

Appendix Figure 2. Monthly Exchange Rate

of July and August 2018.
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Appendix Figure 3

Appendix Figure 4. Monthly Oil Prices

years. 
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Appendix Figure 5.
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