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DEVELOPMENT ECONOMICS | RESEARCH ARTICLE

Effect of internal and external remittances on 
expenditure inequality in Pakistan
Waqas Shair1* and Mumtaz Anwar, Dr.2

Abstract:  The impact of remittances on household expenditure inequality is 
extensively documented in the development literature. Yet, it is relatively less 
focused on its effect at the household level. In the context of Pakistan, higher labour 
migration offers enough scope to examine the expenditure inequality across the 
remittance-receiving and non-receiving households. This study analyzes the effect 
of external and internal remittances on expenditure inequality of households in 
Pakistan. The study uses data from PSLM—HIES 2018–2019 survey. The quantile 
regression results suggest an unequal expenditure distribution across the house-
hold. The external remittance-receiving household is significantly higher in expen-
diture per capita across the distribution vis-à-vis internal migrant or without 
migrant households. The study concluded that the current level of endowment is 
higher in the external remittance-receiving household, which is a significant source 
of expenditure gap across the household categories. The aftermath of the mean 
decomposition model suggests that the relatively higher income of the external 
remittance-receiving household significantly contributes to the expenditure gap 
across the household categories. The findings from quantile decomposition suggest 
that external remittances cause more discrimination for the affluent household 
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than the poor ones. The study’s implication suggests some policy measures to ease 
the access to international migration to improve the expenditure distribution.

Subjects: Economics; Econometrics; Development Economics 

Keywords: expenditure inequality; external remittances; internal remittances; Pakistan

1. Introduction
Household consumption expenditure is an important component among all other components of 
gross domestic product (GDP). All forms of consumption constitute about two-thirds of GDP 
(Mankiw, 2019, p. 67). While for developing countries, this figure is above two-thirds of GDP. For 
instance, Pakistan’s consumption expenditure-to-GDP ratio was 82% in 2020 (World Bank, 2020). 
However, at the household level in Pakistan, the expenditure-to-income ratio ranges from 91% to 
97% across the different quantile groups (PSLM/HIES 2018–2019). This higher consumption-to-GDP 
ratio at the macro level and expenditure-to-income ratio at the household level indicates that 
Pakistan is a consumption-oriented economy where individuals give more preferences to con-
sumption than saving.

Pakistan's last two decades were growth-led periods with positive economic growth (IMF 
Economic Outlook, 2018). Although Pakistan has experienced consumption-led growth over the 
decades, the expenditure distribution at the bottom did not improve or worsen. It has been 
observed that over the last two decades, the Gini coefficient (based on per capita expenditure) 
has increased from 0.252 to 0.294 (UNDP’s Pakistan National Human Development Report UNDP’s 
Pakistan, 2020). Moreover, the expenditure share of the bottom 20% also decreased as the Palma 
ratio outstretched from 3.701 in 2002 to 4.610 in 2019, and the Pashum ratio also increased from 
0.401 to 0.489 during the same period implying that the value of the Gini-coefficient went up. 
Although the current level of inequality is lower than in other lower middle-income countries, but 
increase in Palma and Pashum ratio over the time is indicating a decreasing share of bottom 
quantile as well as worsening income distribution. The worst income distribution is a potential 
source of poverty. Poverty is a major problem in Pakistan; however, despite enormous resources 
and human potential, the reference country cannot attain a tolerable living standard (Jamal, 
2018). The primary source of this inequality in Pakistan is poverty because poor household cannot 
meet their basic needs, and the vicious cycle of poverty remains in place.

Remittances were not recognized as essential for developing economies in the early history of 
development economics. However, for the developing economies, in the globalized world, remit-
tances from abroad seemed to contribute to poverty reduction in the process of development 
(Adams, 2004; Bouoiyour & Miftah, 2014; Cuecuecha & Adams, 2016; Dey, 2015). Remittances at 
the household level decrease poverty by raising the household income. On the flip side, the inflow 
of remittances, through its indirect effect, decreases poverty by accelerating economic growth, 
stabilizing the inflation and exchange rate, and supporting the financial market (Murodova, 2018). 
It is a well-established fact that remittances widen the disparities between rich and poor house-
holds if remittances are sent disproportionately to better-off households while contracting if 
remittances are sent to worse-off households (Dey, 2015). An exception to the effect of remit-
tances on poverty, the distributional effect of remittances remains relatively untapped at the 
household level. The present study attempts to address this void using household survey data.

The GDP per capita of Pakistan increases from 1990 to 2016, along with an increase in income 
inequality (see, Figure 1a). It implies that the effect of economic growth did not transmit and 
indicates the failure of the “trickle-down” effect. The economy of Pakistan is also a victim of 
a sharp increase in remittances after 2001. Notwithstanding the income inequality of Pakistan 
increases monotonically. However, this increase in income inequality keeps a broad relevance for 
academicians, researchers, and policymakers. Despite its importance, few attempts have been 
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made to its practical side at the household level. The existing literature is abundant on remittances 
and inequality nexus in Pakistan at the macro-level (see, Siddiqui & Kemal, 2006; Kalim & Shahbaz,  
2009; Kousar et al., 2019; many others) but scant at the household level. To the best of our 
knowledge and using the available information, the study of Adams and Mahmood (1992) is close 
to our study in the context of dealing with remittances and expenditure inequality. Nevertheless, 
their study is related to estimating the Gini coefficient in the presence of internal and external 
remittance receipts for rural areas of three districts of Pakistan.

However, the present study attempts to investigate the effect of internal and external remit-
tances on expenditure inequality at the household level by using the modern econometric 
approach and nationally representative household survey. For empirical analysis, this study will 
use Pakistan social and living standard measurement (PSLM/HIES) survey conducted in 2018–2019. 
We will apply quantile regression, quantile decomposition, and mean decomposition approaches 
to gain insight into the expenditure inequality.

The objectives of the study are fourfold. First, it estimates and compares the expenditure level at 
external, internal, and non-receiving households across the distribution using quantile regression. 
Second, using the mean decomposition approach, it assesses how much of the expenditure 
differential is among the household groups due to endowment and coefficient effects. Third, it 
decomposes the share of each covariate on the expenditure gap across the household groups. 
Finally, the quantile decomposition approach decomposes the expenditure disparity due to the 
endowment and coefficient effect among the household groups across the distribution. This 
project may help policymakers achieve some targets of the 10th goal of sustainable development 
goals (SGCs), which deals with reduced inequalities. The study may help researchers and develop-
ment economists understand different sources of inequality across the household and expenditure 
distributions in the presence of non-labour income (remittance) receipts. The study suggests some 
policy measures by considering efficiency and equity. The study’s research findings may help 
observe the differences in expenditure due to lack of access to international migration.

2. Literature review
Many theories have been made in an attempt to explain the complex and multi-dimensional 
nature of the problem of inequality. These theories pointed to economic, political, and social 

(a) (b)

Figure 1. (a) GDP per capita and 
income inequality. (b) 
Remittances and income 
inequality.

Data source: WDI and SWIID
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aspects responsible for household expenditure inequality. Among these theories, for instance, the 
human capital theory was propounded by Becker (1962); the redistribution of political power 
towards the poor put forward by Lenski (1966, pp. 44 f.); social segregation theory described by 
Koch and Valdés (2008). However, the theory related to migration and the resulting outcome is the 
New Economics of Labour Migration (NELM) theory proposed by Stark and Bloom (1985). It states 
that the decision to send a family member abroad for work is the sole decision of the household 
rather than the individual. The household send a family member abroad to diversify their sources 
of income, reduce risk and locate sources of credit and capital. The money remitted by the 
emigrants is a source of household income which in turn higher the socio-economic status of 
the household relative to its reference group.

The existing literature on the effect of remittances on income distribution is almost puzzling. For 
instance, some studies suggest that remittances positively affect income inequality (Devkota,  
2014; Duval & Wolff, 2013; Hobbs & Jameson, 2012; Salifu et al., 2016). It depicted that interna-
tional migration is similar to adopting new production technology, increasing productivity and 
widening the income gap. The impact of remittances on widening the income distribution states 
that households receiving remittances are not poor, and receiving remittances improve their 
expenditure status more dramatically than the non-receiving household (Adams et al., 2008). 
Moreover, the migration of a household member is subject to financial constraints and can be 
afforded by the household from the upper-middle or top of the income distribution. This further 
implies that remittances will likely widen income inequalities in migrant-source areas (Anyanwu,  
2011). Analogously, Nilsson and Ramadan (2020) found that immigration increases inequality in 
destination countries (Italy and Spain) and source countries (Iraq and Jordan).

However, remittances negatively affect income inequality and contribute to narrowing the 
inequality gap at household and national levels (Bang et al., 2016; Jones, 2013). In a similar 
study, Tsaurai (2018) found that human capital development and remittances complement each 
other and found that remittances negatively affect income inequality in relatively higher human 
capital development counties. The study of Arslan and Taylor (2010) found that migration pre-
valence has reversed the un-equalizing effects of international remittances at the national level. 
Moreover, the equalizing change in the marginal effects of remittances was the highest in the 
region where an increase in international migration is higher. Similarly, it is also observed that 
districts with a higher share of transfer income are associated with lower income inequality 
(Shams & Kadow, 2020).

Contrary to remittances’ positive and negative effects on income inequality, Bang et al. (2018) 
found that remittances do not affect the expenditure inequality in the 13th to 35th quantiles. The 
marginal effect of remittance is seen to follow an approximate U-shape over the household 
expenditure distribution until the 89th quantile; after that, it drops sharply. It implied that remit-
tances decrease expenditure inequality in the low-income and high-income classes than in the 
middle class.

The decomposing effect of remittances and migration varies on region, ethnicity, and economic 
status. While Howell (2017) found that migration significantly boosts income for all ethnic groups, 
decomposition analyses further reveal that migration increases inequality between ethnic groups 
despite reducing spatial inequality. Past studies have found that the differentials in educational 
attainment and geographical location accounted for a large part of expenditure inequality (Akita & 
Miyata, 2008:148). In this context, the study of Balisacan and Fuwa (2004) found that spatial 
inequality, including both rural–urban disparity and regional disparities, accounted for approxi-
mately 19% to 11% and is decreasing over time. Moreover, the contribution of family size to 
expenditure inequality increases over time. It is revealed that a household head’s educational 
attainment can explain about one-third of the total expenditure inequality from 1985 to 2000. In 
addition, a household head’s employment status and access to infrastructure were also significant 
factors in determining expenditure inequality (see, Balisacan & Fuwa, 2004: 12; Kang, 2011).
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The classical theories on internal migration by Lewis (1954), Sjaastad (1962), Lee (1966), and 
Harris and Todaro (1970) crystallized the factors responsible for rural to urban migration and 
contributed to the process of economic development. These theories state that the migration 
process is subject to disequilibrium in the labour market, cost and returns, push and pull factors, 
and differences in earning across the sectors. These theories further state that migration con-
tributed to economic development by escaping poverty. Among the available classical theories, the 
new economics of labour migration proposed by Stark and Bloom (1985) is most relevant in our 
study. This theory states that a member’s migration is a household’s decision to diversify its 
income portfolio because migrants send money back to hedge against the risk and ease liquidity 
constraints.

The empirical literature suggests that internal remittances decrease poverty (Ackah & Medvedev,  
2012; Awuse et al., 2020; Housen et al., 2013; Molini et al., 2016). Internal remittances often have 
substantially smaller monetary value than international remittances, but in many rural commu-
nities in low-income nations, even small amounts of cash could have high utility and prove vital in 
rural development and poverty reduction (Deshingkar & Farrington, 2006). Nevertheless, it 
increases the income inequality of the household (Adams et al., 2008; Bayraktar & Özyılmaz,  
2017). The internal remittance-receiving household spent more on education and food than 
a vis-à-vis non-receiving household (Randazzo & Piracha, 2019). It is corroborated that lower 
wages are a push factor in the migration process, and higher returns to migration are associated 
with a higher socioeconomic position in the region of origin. Contrarily, internal remittances 
decrease the income inequality among the household and increase the expenditure on health 
and education (Ahmed et al., 2021). It implies that the size of remittances possesses a significant 
share in household income, and a higher remittance share in household income does not affect 
the inequality outcome.

3. Methodology

3.1. Quantile regression
In the study, we interested to estimate the effect of differences in characteristics on the differ-
entials in the household expenditure distribution between the remittance-receiving and non- 
receiving households. The effect of these characteristics on the expenditure distribution across 
the household groups is estimated using the quantile regression model (see, Koenker & Bassett,  
1978; Koenker & Hallock, 2001). We preferred quantile regression on ordinary least square because 
estimates of the OLS are based on the mean of the dependent variable’s conditional distribution 
and ignore the differential impact of exogenous variables along the conditional distribution (See 
figure A1, A2, A3 for disrtibution of dependant variable). Moreover, if exogenous variable influence 
the parameters of the conditional distribution of the dependent variable other than the mean, then 
OLS will be inadequate to meet the research agenda (Martins & Pereira, 2004). The estimates of 
the quantile are robust than the estimates of the OLS model in the presence of the outlier and it 
has been observed that expenditure per capita comprises outliers. We shall compare the differ-
ences in expenditure per capita in remittance-receiving and non-receiving household at the lower, 
middle, and upper quantile. For this purpose, quantile regression is more suitable because it 
provides insights on the different points of a conditional distribution. The conditional quantile 
function given the covariates X can be expressed as follows: 

qy #jXð Þ ¼ Xiβ #ð Þ "# 2 0;1ð Þ (1) 

Where yi is the natural log of the expenditure per capita, Xi is a vector of covariates (demographics 
of household, characteristics of household head), β #ð Þ vectors of different quantile coefficient, #
refers to the specific quantile and the subscript i represents the ith household. The conditional 
quantile regression assumes the linearity of the y on X across the quantile, and the conditional 
quantile of y can be estimated for the specific percentile, # 2 0;1ð Þ.
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3.2. Blinder-Oaxaca decomposition
We estimate the factors contributing to the expenditure gap using the Blinder-Oaxaca decom-
position technique proposed by (Blinder, 1973; Oaxaca, 1973). Let YR and YNR be the natural log of 
expenditure per capita of the remittance-receiving and non-receiving households. Given the 
covariates X, the regression model can be expressed as follows: 

Yk ¼ Xkβk þ Uk EðUkÞ ¼ 0; k ¼ R;NR (2) 

Where, Xk is a vector of covariates (demographics of household, characteristics of household 
head), βk vectors of parameters, Uk is an error term, k refers to the remittance-receiving household 
(R) and non-receiving household (N R).

Let β̂k is an estimate for βk and estimated by using the least square method from the sample of 
remittance-receiving and non-receiving households, X̂k is estimated by EðXkÞ. Then, the average 
expenditure gap between the remittance-receiving and non-receiving households is: 

D ¼ �YR � �YNR (3) 

D ¼ ð�XR � �XNRÞ
0

β� þ ð�X0R βR � β�ð Þ þ �X0NR β� � βNRÞð Þ (4) 

Where β� is a vector of coefficient estimated by the least square method from the pooled sample 
of remittance-receiving and non-receiving households (Neumark, 1988). βR and βNR are vectors of 
the coefficients estimated by least square from the sample of remittance-receiving and non- 
receiving household, respectively. �XR and �XNR are vectors comprising the mean value of the 
covariates of the remittance-receiving and non-receiving households, respectively. The first term 
of the equation 4 explains the difference in the average expenditure per capita due to differences 
in household characteristics (endowment or quantity effect), and the second term is the differ-
ences in expenditure due to differences in coefficient (coefficient effect or price effect).1

3.3. Quantile decomposition
Another objective of the study is to decompose inequality differences (ΔyÞ between the remit-
tance-receiving and non-receiving households at any quantile #ð Þ. For this purpose, we use the 
quantile decomposition approach proposed by Melly (2006). This approach is an extension of the 
Blinder (1973) and Oaxaca (1973) decomposition technique which was based on the average 
effects. Given the covariates X, the regression model can be expressed as follows: 

y #; βR; XR� �
� y #; βNR; XNR� �

¼

y #; βR; XR� �
� y #; βNR; XNR� �� �

þ y #; βNR;XR� �
� y #; βNR;XNR� �� �

"# 2 0;1ð Þ

Where R = remittance-receiving household, NR = non-receiving household. The first term of the 
equation explains the difference in the expenditure per capita due to differences in coefficient, and 
the second term is the differences in household characteristics at any quantile. We use the Stata 
command rqdeco to estimate the parameter of the quantile regression model.2

4. Data and descriptive analysis

4.1. Data source
The data used in the analysis is sourced from the Pakistan Bureau of Statistics (PBS) official 
website. We used the Pakistan Social and Living Standard–Household Integrated Economic 
(PSLM—HIES 2018–2019) Survey. In the current round of PSLM—HIES 2018–2019 merged the 
PSLM and HIES survey, whereas, before 2019, PBS surveyed PSLM and HIES separately. The current 
round of PSLM—HIES survey covered 24,809 households. While after removing the missing 
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observation, the sample size available for analysis is 20,568 households in urban and rural areas of 
four provinces named Punjab, Khyber Pakhtunkhwa, Sindh, and Balochistan. It is a comprehensive 
survey consisting of information on household characteristics related to socio-economic status, 
total expenditure, food insecurity experience scale, household income from all sources, remit-
tances, and other transfer receipt. In addition, the dataset comprises individual related character-
istics, i.e. household residents, including demographics, age, education, labour force status, 
occupation, health, ICT usage, and gender autonomy. However, most of the variables used in 
the study are almost household level than the individual level. In the analysis, most variables are 
binary outcomes, and some are continuous. The definition of the variables used in the analysis is 
given in Table 1.

4.2. Descriptive analysis
Descriptive statistics in Table 2 depict that most of the variables are binary, and the mean value of the 
binary variable shows the proportional share of outcome coded 1 in the total. For instance, the mean 
value of urban indicates that a smaller proportion of internal and external migrants belong to urban 
areas than rural ones. The average annual income per capita in our sample is reported by household is 
almost 69,969PKR, which is consistent with the estimates of the World Bank, which depicts that the 
GNI of Pakistan is almost 60,019PKR.3 However, this upward biasness can be adjusted after proper 
weighting estimating the household sample’s income per capita. The monthly income of the external 
remittance-receiving household is higher than the internal remittance and non-remittance receiving 

Table 1. Definition of the variables used in analysis
Variable Name Description
Ln(expenditure per capita) Log natural of the monthly household expenditure 

per capita, 
Household expenditure consists of consumption (food 
& non-food) and investment (health, housing, 
education, and others).

Gender (1 = male) =1 if head of household is male, 0 otherwise

Age Age of the head of household

Married (=1) =1 if head of household is married, 0 otherwise

Household Head Employed (=1) =1 if head of household is employed, 0 otherwise

Household Head Educated (=1) =1 if head of household is literate, 0 otherwise (here 
illiterate is a person who never attend school in the 
past)

Household Size Total number of persons in the household

Dependency Ratio Dependent persons are defined as total persons 
below 16 and above 64 year old and then divide by 
household size to get dependency ratio

Balochistan (=1) =1 if household belongs to Balochistan, 0 otherwise

Khyber Pakhtunkhwa (=1) =1 if household belongs to otherwise Khyber 
Pakhtunkhwa, 0 (here it is a base category)

Punjab (=1) =1 if household belongs to Punjab, 0 otherwise

Sindh (=1) =1 if household belongs to Sindh, 0 otherwise

Urban (=1) =1 if household belongs to urban area, 0 otherwise

Ln(monthly income) Log natural of monthly income of household

Internal Remittances (=1) =1 if household received only internal remittances, 0 
otherwise

External Remittances (=1) =1 if household received only external remittances, 0 
otherwise

Non-receiving =1 if the household reported not receiving external or 
internal remittances, 0 otherwise 
(Among the three household groups, the non- 
receiving household is a base category)
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household. It supports the idea that returns to migration are higher than native country jobs (Borjas,  
1989). The monthly minimum wage in 2018 was 15,000PKR in Pakistan.4 Likewise, the size of the 
monthly internal remittance is just above the minimum wage rate. While monthly remittance received 
is two-fold the minimum wage, indicating higher returns to migration than staying in the country. At 
the same time, internal remittances are just above the minimum wage level, indicating that higher 
returns are also associated with internal migration.

The migration of a member is associated with higher income which in turn increases the living 
standard of migrant households (Salifu et al., 2016). This fact can be confirmed from Table 2 that 
expenditure per capita is higher in internal/external remittance-receiving households than the non- 
receiving household. The monthly per capita expenditure of 4050PKR is a poverty threshold for 2019.5 

The expenditure per capita in the internal/external remittance-receiving household is higher than in 
the non-receiving household. The non-receiving household is relatively more vulnerable because they 
are marginal to the poverty threshold. The interesting fact from Table 2 reveals that per capita external 
remittances are above the poverty threshold level, implying that remittances are sufficient to uplift 
a household from poverty in the absence of other non-remittance income. Similar observed for the 
internal remittances, but solely internal remittances per capita are just below the level threshold of 
poverty and in the presence of other sources of income may also uplift households from poverty.

Table 2. Descriptive analysis of variables
External 

remittances 
(n = 1701)

Internal 
remittances 
(n = 2537)

Non-remittances 
(n = 20,568)

Whole sample 
(n = 24,807)

Variable: Mean/share Mean/share Mean/share Mean/share

Male(=1) 0.61 0.57 0.97 0.90

Age 49.88 48.24 45.24 45.87

Married(=1) 0.87 0.82 0.92 0.90

Employed(=1) 0.45 0.51 0.88 0.82

Literate(=1) 0.42 0.54 0.42 0.43

Household size 6.93 5.78 6.49 6.45

Dependency ratio 0.40 0.43 0.38 0.39

Balochistan(=1) 0.01 0.01 0.11 0.09

KPK(=1) 0.42 0.29 0.15 0.18

Punjab(=1) 0.54 0.66 0.45 0.47

Sindh(=1) 0.03 0.04 0.29 0.25

Urban(=1) 0.33 0.22 0.38 0.36

Income monthly 47,825 28,794 32,412 33,099

Monthly income pc 8409 5667 5637 5830

Expense monthly 38,676 25,305 27,907 28,379

Monthly expense pc 6758 5013 4796 4952

Remittances 29,409 15,722

Remittances pc 5581 3383

Non-remittance 
income

18,415 13 071

Non-remittance 
income pc

2827 2283

Internal 
Remittances (=1)

0.10

External 
Remittances (=1)

0.07
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4.3. External remittances, internal remittances and expenditure over the decile
To examine the importance of the remittances in the household’s income, we presented Figure 2a on 
the share of remittances per capita in household income per capita over the quantile generated based 
on expenditure per capita. It depicts that internal and external remittances contributed more than half 
of the total household income. The external remittance contributes 50% to 70% of the household’s 
total income over the quantile. Moreover, for higher quantile, the contribution of external remittance is 
also relatively higher. It implies that affluent groups can afford the migration to a developed country, 
resulting in higher remittances and a higher share of total income. Interestingly, in the internal 
remittance-receiving household, a lower quantile depicts a higher share of internal remittances in 
total income and a higher quantile with a lower share of internal remittances.

We present average per capita household income and expenditure in the external, internal and 
non-receiving households at a given quantile in Figure 2b. It is observed that across the household 
categories, the level of income and expenditure per capita is higher in the external remittance- 
receiving household than in the internal and non-receiving households at a given quantile. This 

(a) (b)

(c) (d)

Figure 2. (a) Share of external 
and internal remittances per 
capita in total household 
income per capita. (b). Income 
and expenditure per capita 
across the household group. (c). 
Income, expenditure, remit-
tances and non-remittance 
income in external remittances 
receiving household. (d). 
Income, expenditure, remit-
tances, and non-remittance 
income in internal remittances 
receiving household.
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higher level of income and expenditure in the external remittance-receiving household is a victim 
of disparity across the household categories. In contrast, the level of per capita income and 
expenditure across the internal remittance-receiving and non-receiving households is almost 
puzzling across the quantile. The income per capita is higher in the internal remittance-receiving 
household at the lower quantile, while in the upper quantile, it is higher in the non-receiving 
household. On the other hand, expenditure per capita is almost identical in the internal remit-
tance-receiving household to the non-receiving till the middle quantile. In comparison, the upper 
quantile is higher for the internal remittance-receiving household at the upper quantile.

Our observations show a more significant disparity within the external remittance-receiving 
household because the expenditure gap widens when moved from the lower quantile to the 
higher quantile. The observed difference is about five-fold in the monthly expenditure level of 
the first and last deciles. Undoubtedly, the primary source of disparity in household income is 
external remittances rather than non-remittance income because its contribution is higher in 
the total household income across the quantile distribution (see, Figure 2c). The presence of 
expenditure above the level of external remittances indicates the presence of non-remittance 
income in the household. Moreover, higher household income than the expenditure indicates 
the presence of savings in the household. Following the income and expenditure pattern in the 
external remittance-receiving household, a similar pattern was observed in the internal remit-
tance-receiving household. However, there is no symmetry in the pattern of remittance and 
non-remittance income among external and internal remittance-receiving households (see, 
Figure 2d).

4.4. Spatial pattern of expenditure, external remittances, and internal remittances
The spatial distribution of the expenditure per capita across the administrative division of Pakistan 
is given in Figure 3a. The weighted mean expenditure showed more disparity when we moved 
north to south. The federal capital of Pakistan (Islamabad), the provincial capital of Punjab 
(Lahore) and Sindh (Karachi) show a higher level of expenditure when compared with other 
regions. In the KPK, a lesser number of divisions are vulnerable. Only Bannu and D.I. Khan depict 
a per capita below the monthly poverty threshold (4050PKR). While in Punjab, only Dera Ghazi 
Khan depicts the per capita lower than the monthly poverty threshold level. On the other hand, 4 
out of 6 divisions of Balochistan are expenditure per capita more petite than the monthly poverty 
threshold level.

The spatial distribution of the monthly external remittances across the administrative divi-
sion of Pakistan is given in Figure 3b. The weighted monthly external remittances show more 
disparity across the administrative division of Pakistan. The higher external remittances in KPK 
are due to migration due to a lack of economic opportunities due to the war on terror. The 
lower level of external remittances is observed in Sindh’s administrative division. Lower remit-
tances indicate the unskilled migration from these administrative divisions. To conclude, the 
spatial analysis suggests that a division with lower external remittances depicts a lower 
expenditure per capita.

Similarly, the weighted monthly internal remittances show more discrimination across the 
administrative division of Pakistan (see, Figure 3c). A higher level of internal remittances was 
observed in the divisions of the KPK due to a lack of economic opportunities in the presence 
of a long-run war on terror. Punjab’s administrative divisions are also victims of higher 
internal remittances like Sindh and Balochistan. The spatial distribution of the monthly 
external and internal remittances inflow is presented in figure 3d for comparison. It depicts 
a higher level of external remittances than the internal remittances across the regions. This 
implies that higher returns are associated with the external migration than the internal 
migration.
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5. Results and discussion

5.1. Quantile regression results for expenditure inequality
Table 3 reports the results of the conditional quantile and OLS regression model. It contains the 
effects of covariates included in the analysis on the household expenditure per capita level for 
each household category across the following percentiles (10th, 25th, 50th, 75th, and 90th). The 

(a) (b)

(c) (d)

Figure 3. (a).Spatial pattern of 
expenditure per capita. (b). 
Spatial pattern of external 
remittances. (c). Spatial pattern 
of internal remittances. (d). 
Spatial pattern of internal vs 
external remittances.

Source: Authors’ own calcula-
tion based on PSLM-HIES2018– 
2019 data
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results support the choice of quantile regression over the OLS for the expenditure per capita 
because for a variable at each given quantile, the estimates of the quantile regression are different 
from estimates of the OLS model (see, Table A1 or Figure A4). Among the control variables, the 
results that are even with our expectations are: higher monthly income and urban location 
correlate with more expenditure per capita, whereas more household members, dependency 
ratio, age of head, and less developed province correlate with lower expenditure per capita. The 

Table 3. Estimates of quantile and OLS regression

Variables
Model 1 

10th
Model 2 

25th
Model 3 

50th
Model 4 

75th
Model 5 

90th
Model 6 

OLS
Household 
head:

Gender 
(1 = male)

−0.0422*** −0.0256*** −0.0073 −0.0170* −0.0628*** −0.0428***

(0.0131) (0.0088) (0.0062) (0.0092) (0.0226) (0.0093)

Age −0.0007*** −0.0008*** −0.0007*** −0.0007*** −0.0001 −0.0003*

(0.0002) (0.0004) (0.00009) (0.0001) (0.0002) (0.00018)

Married (=1) 0.0253* 0.0135* −0.0028 −0.0493*** −0.148*** −0.0326***

(0.0138) (0.0072) (0.0047) (0.0071) (0.0269) (0.0080)

Employed 
(=1)

−0.0437*** −0.0528*** −0.0534*** −0.0567*** −0.0976*** −0.0620***

(0.0087) (0.0061) (0.0045) (0.0059) (0.0125) (0.0062)

Education 
(=1 literate)

−0.0820*** −0.0643*** −0.0410*** −0.0413*** −0.0623*** −0.0778***

(0.00619) (0.0040) (0.0024) (0.0035) (0.0057) (0.0040)

Household 
size

−0.108*** −0.117*** −0.128*** −0.127*** −0.115*** −0.110***

(0.0009) (0.0007) (0.0004) (0.0007) (0.0012) (0.0015)

Dependency 
ratio

−0.147*** −0.132*** −0.120*** −0.206*** −0.392*** −0.195***

(0.0139) (0.0082) (0.0052) (0.0066) (0.0115) (0.0103)

Balochistan 
(=1)

0.182*** 0.139*** 0.0927*** 0.0655*** 0.0849*** 0.110***

(0.0117) (0.0078) (0.0047) (0.0072) (0.0106) (0.0069)

Punjab (=1) 0.0299*** 0.0241*** 0.0154*** 0.0121** 0.0217*** 0.0193***

(0.0083) (0.0070) (0.0042) (0.0048) (0.0076) (0.0052)

Sindh (=1) 0.170*** 0.127*** 0.0803*** 0.0491*** 0.0477*** 0.0987***

(0.0082) (0.0070) (0.0040) (0.0052) (0.0083) (0.0054)

Urban (=1) 0.175*** 0.143*** 0.0909*** 0.0792*** 0.100*** 0.144***

(0.0063) (0.0039) (0.0024) (0.0037) (0.0063) (0.0042)

Ln(monthly 
income)

0.592*** 0.674*** 0.770*** 0.798*** 0.759*** 0.672***

(0.0064) (0.0039) (0.0026) (0.0029) (0.0049) (0.0053)

Internal 
remittances 
(=1)

0.0343*** 0.0260*** 0.0356*** 0.0401*** 0.0494*** 0.0480***

(0.0105) (0.0072) (0.0052) (0.0067) (0.0135) (0.0072)

External 
remittances 
(=1)

0.0668*** 0.0333*** 0.0284*** 0.0489*** 0.0655*** 0.0685***

(0.0131) (0.0096) (0.0078) (0.0106) (0.0163) (0.0092)

Constant 2.717*** 2.146*** 1.407*** 1.351*** 2.023*** 2.339***

(0.0630) (0.0379) (0.0251) (0.0302) (0.0577) (0.0516)

Observations 24,807 24,807 24,807 24,807 24,807 24,807

R-squared 0.4598 0.5150 0.5709 0.5967 0.5961 0.780

Robust standard errors in parentheses, *** p < 0.01, ** p < 0.05, * p < 0.1 
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remainder of this section will focus on the patterns concerning whether a household received 
remittances.

The results suggest that external remittance-receiving household is significantly higher in 
expenditure per capita across the distribution vis-à-vis household without migrant. This finding 
is in line with the descriptive analysis, which states that average monthly expenditure per 
capita across the quantile is higher in external remittance-receiving households (see, 
Figure 2b). It is also observed that the income of the external remittance-receiving household 
is higher than the non-receiving household. It supports the impression of ‘new economic of 
labour migration” that households send migrants to increase their income/wealth, which 
decreases the deprivation in the community (Oded Stark & Yitzhaki, 1988). However, wealthy 
households send migrants to diversify the risk associated with household income/assets due to 
domestic shocks (Stark, 1984; Stark & Levhari, 1982; Stark & Taylor, 1991). These motives for 
migration result from higher remittances and, in turn, higher levels of expenditure per capita in 
the community. Finally, our results empirically support the idea that external remittances raise 
the household welfare by increasing the expenditure per capita. It underpins the direct effect 
of the remittance in the poverty alleviating process and stimulating the economic development 
of Pakistan.

Our findings pertaining to the increase in expenditure inequality in the presence of external 
remittance receipt are consistent with the findings of Bang et al. (2018). External migrant remit-
tances have a more substantial positive effect on the affluent and poor households. For instance, 
expenditure per capita in the remittance-receiving household is 6.68% higher at the lower end and 
6.55% higher at the highest end compared with non-receiving households. While the benefit to 
external migration is higher for the affluent household (above 90th percentile) than for the poor 
one (see, Figure 4). Moreover, the estimates of the external remittance support the “hollowing out 
of the middle,” as pointed out by Bang et al. (2018). It implies that the benefits of the external 
remittances are more concentrated in the poor (10th percentile) and affluent households (90th 
percentile). Lower-middle to upper-middle-class households still gain considerably less than either 
side of the distribution.
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Figure 4. Effect of internal and 
external remittance receipt on 
expenditure by quantiles.
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Our results suggest that internal migrant remittances positively affect all distribution levels; 
however, the magnitude is the strongest for households in the upper quantiles. For instance, 
households in the 10th percentile spend 3.43% more and 4.94% more in the 90th percentile 
compared with the non-receiving household (see, Table 3). The result confirms that internal 
migrant remittances increase expenditure inequality at the household level compared to non- 
migrant households, which is consistent with the findings of Ahmed et al. (2021). The study’s 
findings imply that if remittances are unequally distributed and flow disproportionately towards 
households at the top of the expenditure distribution, their contribution to inequality will be 
positive. However, if they are unequally distributed but target poor households, remittances may 
equalise the expenditure distribution.

5.2. Blinder-Oaxaca decomposition results of expenditure inequality
The decomposition output reports the mean predictions by groups and their difference in 
Table 4. In our sample, the mean log expenditure per capita is 8.293 for the non-remittance 
receiving household and 8.616 for the external-remittance receiving household, yielding an 
expenditure gap of 0.323 log points (see, Table 4, model 1). This gap is due to differences in 
endowment, coefficient and interactive effect. The effect of the endowment would reflect the 
mean increase in the expenditure in the non-remittance receiving household if they had the 
same characteristics as the external remittances receiving household. The increase of 0.242 log 
points in expenditure per capita of non-remittance receipt households is due to the endow-
ment level of external-remittance receiving households, contributing almost 75% to the expen-
diture gap. The difference in expenditure due to the coefficient/differential effect is only 0.014 
log points or 4% of the total gap, but this effect is statistically insignificant. While the “inter-
action part” suggest that 0.067 log point or 21% of the expenditure gap is due simultaneous 
effect of differences in endowment and coefficient. Finally, it is found that a considerable 
portion of expenditure inequality between external and non-migrant households is due to 
differences in the per capita expenditure distribution.

Table 4. Decomposition of inequality in expenditure by using Blinder-Oaxaca decomposition
Variables Model 1 Model 2 Model 3
Prediction_1 8.616*** 8.326*** 8.616***

(0.014) (0.011) (0.014)

Prediction_2 8.293*** 8.293*** 8.326***

(0.004) (0.004) (0.011)

Difference 0.323*** 0.033*** 0.29***

(0.015) (0.012) (0.018)

Endowments 0.242*** −0.028** 0.271***

(0.014) (0.011) (0.018)

Coefficients 0.014 0.011 −0.001

(0.02) (0.013) (0.013)

Interaction 0.067*** 0.05*** 0.02**

(0.019) (0.013) (0.01)

Observations 22,270 23,106 4,238

Note: a) Robust standard errors in parentheses, *** p < 0.01, ** p < 0.05, * p < 0.1 
b) Model 1 compare the outcomes of external remittance receipts with non-remittances receipts. Here, prediction_1 
for external remittance receipts, prediction_2 for non-remittance receipts. 
c) Model 2 compare the outcomes of internal remittance receipts with non-remittances receipts. Here, prediction_1 
for internal remittance receipts, prediction_2 for non-remittance receipts. 
d) Model 3 compare the outcomes of external remittance receipts with internal remittances receipts. Here, predic-
tion_1 for external remittance receipts, prediction_2 for internal remittance receipts. 
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Although mean expenditure in internal remittance receipt household is 0.033 log points higher 
when compared with the non-remittance receipt household. However, its decomposition effect is 
puzzling because the endowment effect suggests that the current level of the endowment is not 
benefitting the internal remittance-receiving household. However, the coefficient effect and inter-
active effect constitute a significant expenditure gap among the households’ internal and non- 
remittances receipt households.

We also observed a difference in the expenditure of internal remittance-receiving households 
compared to external remittance-receiving households (see, Table 4, model 3). The primary source 
of this gap is an endowment contributing 93% of the gap. The decomposition results indicate that 
the primary source of expenditure inequality among the household categories is the endowment 
effect when comparing external remittance with non-remittance and internal remittance receipt 
households. The differences in expenditure arise for two reasons. First, the international migration 
of a family member is similar to the adoption of new production technology, which increases 
productivity and, in turn, widens the income/expenditure gap (Hobbs & Jameson, 2012). Second, 
international migration increases the human capital of the left behind, which improves the position 
of household characteristics that are major contributors to the expenditure gap (De & Ratha,  
2012).

We also decompose the effect or contribution of each predictor in the expenditure gap across 
the household group in Table 5. The 75% expenditure gap is due to differences in characteristics 
among the external remittance-receiving and non-remittance receiving households. The factors 
that increase the gap are (gender of head, marital status, employment, region of Punjab, and 
monthly income) and other predictors are decreasing this expenditure gap. The most noticeable is 
the monthly income component because it contributes 95% to the expenditure gap, while the 
employment status of the household’s head contributes 6%.

Notably, minute differences in mean expenditure per capita were observed in internal and 
non-remittance receipt households. Surprisingly, the unexplained portion is a significant source 
of the expenditure gap, while the explained part suggests that the current level of covariates of 
internal remittance receipt household decreases the expenditure gap. Monthly income is a major 
source of decreasing the expenditure gap.

The difference in expenditure between external and internal remittance recipient households is 
0.28 log points. The major contribution to this expenditure gap is due to the endowment portion 
while by factor share the household head’s employment (2%), education (5%), region Punjab (6%), 
and household income (128%). This result suggests that expenditure disparity across the house-
hold groups is primarily associated with household income, and in the external remittance- 
receiving household, more than 55% to 70% share of external remittance inflow is (see, 
Figure 2b). To conclude, the decomposition model findings suggest that the major share of the 
expenditure gap across the household group is a higher household income level in the external 
remittance-receiving household. The presence of external remittances soften the credit constraints 
and allows the left behind member to undertake investment project and increase the household 
income (Aparicio & Meseguer, 2009).

5.3. Unconditional quantile decomposition approach
In the previous section, we presented the Blinder-Oaxaca decomposition technique, which is based 
on the mean value of the given predictor rather than any given quantile. Table 6 presents the 
quantile decomposition technique proposed by Melly (2006). The quantile endowment effect (QEE) 
tells us how much the difference is due to household characteristics, while the quantile coefficient 
effect (QCE) shows how strong the effect is attributable to differentials in household expenditure 
relationships across the remittance categories.
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(a)

(b)

(c)

Figure 5. (a)Treatment and 
endowment effect of external 
remittance vs no remittance 
receiving household. (b). 
Treatment and endowment 
effect of internal remittance vs 
no remittance receiving house-
hold. (c). Treatment and 
endowment effect of external 
remittance vs internal remit-
tance receiving household.
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The distribution of the expenditure gap over the quintile suggested the 0.1 log point to 0.4 
log point expenditure gap for the external and non-remittance receiving households (see, 
Figure 5a). Most of these differences arise because of differences in endowment and coefficient 
effect. Significant differences are due to the endowment rather than the coefficient effect. The 
aggregate expenditure differential is higher at the 90th quantile than at the 10th quantile. We 
determine that much of the discrimination occurs at the highest quantiles. Moreover, this 
implies that external remittances create more discrimination for the affluent household than 
the poor ones.

The expenditure gap across the quantiles for the internal remittances-receiving household 
and non-receiving is consistent with estimates of the Blinder-Oaxaca decomposition (dis-
cussed in the previous section). Although the internal remittance-receiving household is 
spent more across the quantile, the current endowment stock does not give an advantage 
to the internal remittance-recipient household (see, Table 6 model 2). On the other hand, 
most of the differences in expenditure are due to the coefficient effect. The expenditure gap 
follows the inverted-U pattern, which states that less discrimination occurs at the distribu-
tion’s bottom and upper end (see, Figure 5b). In contrast, much discrimination occurs in the 
middle of the distribution.

The expenditure gap remains positive across the quantile when we compare the external 
remittance-receiving household with the internal remittance-receiving household (see, Table 6, 
model 3). The primary source of discrimination is the endowment rather than the coefficient effect. 
Finally, the external remittance-receiving household spends more than the internal and non- 
receiving household. This discrimination is due to higher household income in the external remit-
tance-receiving household across the distribution. Higher household income in the external remit-
tance-receiving household implies that external remittances enable the household to climb up the 
economic ladder and widen the expenditure gap.

6. Conclusion
This study aims to examine the effect of external and internal remittances on household expen-
diture inequality. For empirical analysis, we used the data of the PSLM—HIES 2018–2019 survey. 
The study identified that external remittance-receiving household is significantly higher in expen-
diture per capita across the distribution vis-à-vis internal migrant or without migrant household. 
Our findings suggest that external remittances increase the expenditure inequality across the 
household. The study also concludes that the primary source of the expenditure gap among the 
household categories is the endowment effect, while the current endowment level is higher in the 
external remittances-receiving household than in the internal or non-receiving household. Among 
the factors in the endowment, the relatively higher income of the external remittance-receiving 
household significantly contributes to the expenditure gap across the household categories. While 
external remittances comprise more than half the share of the household income. The findings 
from the quantile decomposition suggest that external remittances cause more discrimination for 
the affluent household than the poor ones.

More specifically, our study support the facts that external remittance is a potential source 
of expenditure inequality across the household groups. The expenditure gap can be slide 
down or improvement in expenditure distribution can be achieved by providing access to 
international migration to the poor household and softening the financial constraints related 
to the cost of migration. These constraints can be partially overcome by providing or improv-
ing credit access to poor households. Moreover, liberalized migration policies by the devel-
oped economies are an essential source of ease of migration access, which can improve 
expenditure distribution.

The findings imply that external remittances disproportionately benefit the richer than the poor 
and widen the expenditure distribution. This type of expenditure inequality is subject to efficiency 
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rather than equity. However, relevant stakeholders can directly attain efficiency by exploring the 
untapped potential of the economy, which, in turn, raises the level of living.
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Appendix

Figure A1. Quantile plot of log 
expenditure per capita.
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Figure A2. Distribution of 
expenditure per capita.

Shair & Anwar, Cogent Economics & Finance (2023), 11: 2178121                                                                                                                                    
https://doi.org/10.1080/23322039.2023.2178121

Page 22 of 27



Quantile plot of Expenditure per capita in external 
remittances receipt household

Quantile plot of Expenditure per capita in internal 
remittances receipt household

Quantile plot of Expenditure per capita of non-remittances 
receiving household

Quantile plot of Expenditure per capita for the full sample

Figure A3. Quantile plot of 
Expenditure per capita
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