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Abstract

The aim of this research work is to analyze the causal linkage among Pakistan's economic development and the three
main financial crisis indicators—interest rates, inflation, and the amount of foreign debt. Additionally, this analysis
emphasizes how consistently financial crisis indicators and economic growth. The analysis makes use of sample size
covering data from 2000 to 2024. The convergence of equilibrium for series utilized in the work is examined using
Johansen's co-integration test. The findings show that the three elements of Pakistan's financial crisis and economic
growth have overall causal relationship. The business, economic and each financial crisis indicator taken into
consideration in this study have a bidirectional causal relationship, according to estimations based on the pair-wise
Granger Causality test. Whereas, the management of economy is determined on the economic and business parameters
as analyzed on data which provides a sometimes unidirectional or bidirectional indication for solution of economic
crisis and way for economic development.
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1. Introduction

The empirical analysis has examined financial and economic development in great detail. Effective
wealth allocation and risk diversification are topics covered by a well-designed financial system.
Greater savings and, eventually, larger returns could be the outcome of a higher degree of financial
development (Ndou et al. 2024). The breadth, depth, accessibility, and accuracy of the financial
system are only a few of the variables that can be used to gauge financial progress. Examining the
activities taken by banks and other markets can also be used to measure it. They discovered that a
lesser fringe effect on growth was probably associated with more financial development (Arif,
2023). Economic development, as is evident, is linked to the following aforementioned roles
influences investment and savings decisions as well as technological advancements, which
ultimately support economic expansion (Ayana, 2022).

The economic well-being in this setting is measured by the misery index (MI), which indicates the
state of a nation. The declining economic wealth is guided by the rising index, which affects the
population's standard of living (Hussain, 2022). The MI, a measure of the macroeconomic health
of various nations, is derived from the unweighted sum of the unemployment and inflation rates.

The misery index (MI) was created by Arthur Okun and has since been expanded by others, who
believe that higher Ml levels lead to significant economic and societal challenges. We may claim
that the Ml is employed to gauge economic well-being (Islam, 2022). A rise in the MI indicates
how frequently a nation's public and economic well-being deteriorates. The literature has
extensively examined economic development; however, political instability has not been
addressed by certain elements, such as the misery index, which is the main cause of the main
barrier to economic progress in society. Political stability in the area is the outcome of a decline in
the misery index and any improvement in the efficiency of the government and/or the rule of law
(Shah et al, 2021). One important indicator of the recipient countries' economic health is
remittances. Foreign direct investment (FDI) is the most common source of foreign funding,
followed by remittances. Compared to foreign aid, foreign direct investment, and international
obligations, remittances are thought to be the most reliable source of funding for rising economies
from abroad. The research indicates that

In emerging economies, remittances have grown more quickly. If the outcome in the financial

sector is noteworthy, there is a greater assumption of financial progress. All things considered,
financial development is thought to be crucial to a nation's economic expansion (Rahman et al,
2020).

The basic matter that is of interest and discussion is that although the precise impact of trade is far
from being indisputable, prior research has primarily found that trade openness regulations
contribute to economic growth. According to some research, trade openness may not be as
important as it could be because of a nation's preference for its assets or its poor market integration.
predicted in their theoretical model that financial development and global trade both boost
productivity growth (Ehsan,2018).

Here the data sources are covered in detail in the third section. The econometric findings and
discussion are presented in the fourth section (Haider et al. 2019). The conclusion and some
observations regarding the remittance policies and the misery index are finally provided in the fifth
section.
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1.1 Objectives of Study:

i. Toanalyze the impact of financial development values and growth.
ii. To analyze trade openness and growth of economy of Pakistan.

iii. To evaluate the impact of personal remittances and economic growth.
iv. To assess the impact of real interest rate on economic growth.

1.2 Research Questions:

i.  What is relationship of financial development to economic growth?
ii. What is impact of trade openness on economic growth of economy?
ili. What is impact of personal remittances on economic growth?

iv. What is impact of real interest rate upon economic growth?

1.3 Statement of the Problem:

On one hand the management of the economy is based on proper decision making, on the other
hand, is based on business and economic factors as established by data analysis that offers
sometimes unidirectional or bidirectional indications for economic development and crisis
resolution.

The research was conducted using qualitative methodology. The researchers used case study
method as a research design to understand the political participation of women. We opted
patriarchal framework to analyze their experiences. We employed purposive sampling technique
to select the respondents from rural areas of Gujranwala, Punjab. The respondents were selected
on the basis of their participation in last two general elections. The researchers developed the
interview guide to collect the data. Data were collected by conducting in-depth face-to-face
interviews until data saturation was reached. The data were collected from 30 participants. Ethical
considerations, such as informed consent and participant confidentiality, were observed.
Interviews were recorded, transcribed, translated, and thematic analysis was conducted.

2. Literature Review

The analysis of basic parameters is brought about by improved capital accretion or investment rate
proficiency as well as higher values for the income and consumption levels. The second
presumption, known as the demand-following perspective, asserts that developments in the real
sector are reflected in financial progress (Sehrawat & Giri, 2016). This indicates that money has a
big impact on economic expansion. Finance is merely a byproduct of economic expansion. They
studied the relationship between the MI and democracy and how both affect economic growth in
quasi-democracies as opposed to Pakistan's quasi-dictatorship, which lasted from 1975 to 20119
(Hunja et al. 2021).

(Arouri et al. 2014) examined how Iran's misery index was affected by economic expansion and
sound governance. They came to the conclusion that the MI and economic growth are negatively
correlated.

Additionally, there is a favorable correlation between the M1 and effective governance. According
to (Tariq, 2020) there was a positive correlation between the rise in crime in the USA between
1960 and 2005 and the misery index (Adrangi & Macri, 2019). used macroeconomic variables to
examine the impact of the misery index on US presidential performance and came to the
conclusion that the index significantly affects US presidential performance. In conclusion, we find
that a country's growth is more significantly impacted by the misery index. The contribution of
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worker remittances to emerging economies has been demonstrated recently. Numerous empirical
studies have examined how remittance transfers affect households' living standards and shown a
significant positive influence on reducing poverty. Regarding the implications of the connection
between remittances and economic growth, there is a lack of consensus in the empirical research.
In particular, nothing is known about how remittances contribute to financial development. A small
number of experts assert that remittances delivered through appropriate networks boost the impact
of patterns of development and encourage the growth of the financial sector. Irfan (2011) worked
on the financial aid on income inequality in case of Pakistan. For his paper, he employed two
different kinds of data: one is qualitative part and other is quantitative part in which both are
essential parts for further working. He looked into how remittances affected the fight against
poverty using the Ordinary Least Squares (OLS) methodology. In Pakistan, the author discovered
a negative correlation between remittances and poverty. (Karlsson & Mansson, 2015) study
discovered a connection for the different economic and financial variables. They discovered that
remittances are pro-cyclical, meaning that they opted in falling fall for domestic economy during
recessions and to rise during stable transitional periods. They discovered that raising remittances
to the home nation is significantly influenced by improvements in the financial system. (Lupu,
2023) used annual data for examination the effect of exports on Turkey's economic growth. He
discovered that while remittance inflows to Turkey are beneficial, they are negatively correlated
with economic growth. The author also discovered that while Turkey used to receive a higher
percentage of migrant remittances, in recent years, the majority of Turkish migrants employed in
Western Europe have been unable to do so because of severe financial constraints imposed by their
host nation. (Rosalia, 2013) looked at how remittances affected poverty and economic progress.

Annual data from 1973 to 2007 was used. The effect of earnings on poverty and economic
development was investigated using the ARDL approach. According to this study, remittances
have a maximum impact of output and poverty, suggesting that they tend to reduce poverty in the
country. (Masaud, 2012) have examined the connection between GDP, the impact of remittances
in different regional countries. For the analysis of annual data individually, they came to the
conclusion that in Pakistan and other trading partner, there is a connection of base of the banking
sector, while in India, the relationship is between remittances and the development of the financial
and external sector for growth and development.

Remittances appear to have a favorable influence, Sri Lanka, and India, according to a study by
(Song, 2012). Using yearly data spanning 25 years, they found that foreign earnings have a
beneficial impact on development of Bangladesh. Remittances and economic growth do not
significantly correlate for analysis of India. In Sri Lanka's instance, remittances and economic
growth are correlated in both directions. The induction of foreign earnings to the home utilized for
fundamental necessities including basic needs, living standard and easiness of life according to the
results of a Vector Auto Regressive (VAR) approach. Remittances have an indirect effect through
the receiving household's investments and savings. In previous decades it was seen the
development of new trade theory, which was primarily concerned with examining the connection
between global commerce and economic expansion. The two perspectives on trade benefits are the
static view, which examines the growth of trade at a particular point in time, and the dynamic view,
where the economists in actual try to analyze the connection for trade openness and economic
growth for the tools, that how exchange works upon the facility of exchange of goods and services.
By lowering the barrier to import substitution, trade openness can lead to opportunities for
technical advancement and input allocation, which in turn impacts economic development.
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It showed that nations with more trade openness are better able to captivate technological
advancements made in leading nations, and that this ability allows them to grow more quickly than
nations with lesser trade openness. (De, 1995) discovered a strong and positive correlation for
economic development and output after examining panel data from different leading nations
between 1970 and 1982. (Fishkin, 1996) also looked at the positive correlation between economic
development, various metrics, and trade openness for a sample of 51 developing nations. (Beker,
2006) looked at how trade affected the GDP growth of 62 developed and developing nations
between 1970 and 1990.

The writer discovered a strong correlation between exports and development. Using a time series
approach, (Botew & Jawad, 2019) investigated the connection for Bangladesh's development,
foreign direct investment (FDI), capital creation, and trade openness from 1986 to 2008. They
discovered that FDI and capital formation significantly and favorably affect economic growth. In
contrast, trade openness has a pronouncedly detrimental but diminishing impact on the economy's
growth rate. Similarly, annual spanning 1982-2014, (Sehrawat & Giri, 2017) investigated the
effects of the development of trade and output of financial sector. The findings indicated that trade
liberalization and the financial development index (FDI) had a lasting impact on India's economic
expansion. Using the Granger Causality test as well, the study discovered that neither trade
openness nor the financial development index (FDI) have a unidirectional or bidirectional causal
relationship with economic growth in the Indian economy. According to (Konstantaras et al. 2018),
supporting Prebisch-Singer's empirical hypothesis. Nonetheless, research on Pakistan's experience
with trade openness indicates that trade liberalization and economic growth are positively
correlated (Jawad, 2014).

3. Data and Methodology

The data collected for this study ranges from 2000 to 2024 that covers structure of finance, the
index used by misery and the main sources of data are SBP, IMF and WDI. The misery index,
which gauges a nation's economic health, combines the unemployment rate with the consumer
price index (inflation rate).

3.1. Model Specification:

The main target of this model specification is examination of financial development and economic
development by employing misery index and the growth model suggested by (Sehrawat & Giri,
2017).

INGDPt = InFDIt, INREMITt, InMIt, INOPt, INRIRt
Whereas,

GDP = Gross Domestic Product

FDI = Financial Development Index

REMIT = Personal Remittances

MI = Misery Index

OP = Trade Openness

RIR = Real Interest Rate

With a0 as a constant, s for the long-run unknown parameters, and &t for the error term, all
variables are transformed into natural logarithms. Equation mentioned above illustrates how
several factors affect economic growth over the long run.
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3.2. Methodology:

Time series data are employed in this investigation. The unit root problem is present in the
macroeconomic time series analysis. We employed the ADF stationarity test to verify the data's
stationarity. Additionally, the short- and long-term relationships were tested using the ARDL
limits testing approach for methods of co-integration. The unidirectional and bidirectional linkage
between the variables were examined using the paired causality test.

The empirical short- and long-term association between variables was examined using the ARDL
limits testing approach to co-integration methodology. This approach is very new and offers a
number of appealing characteristics, such as "no restrictions” on the order of integration. To
capture the structural shocks, recent research has employed the Markov Switching ARDL
approach (Tsagkanos et al. 2019). The first benefit of using basic linear ARDL in this study is that
it can be applied when the variables have different orders of integration, such as 1(0) or 1(1). This
is because all of the variables in ARDL do not have to have the same order of integration.

4. Results and Discussion:

The following table 01 is indicating the descriptive statistics of all variables. Each variable is
normally distributed while few of the variables have lowest mean and median and some of them
possessing highest value for the same.

Table 1: Descriptive Statistics of Variables

GDP REMIT FDI Ml OP RIR
Mean 5.923 3.821 2.17*10°% 15.723 29.561 9.821
Median 7.911 4.421 0.012 13.321 30.219 7.432
Maximum 6.342 6.432 2.312 42.561 35.543 11.432
Minimum 5.884 2.321 -1.912 6.041 21.321 1.932
S.D 0.321 1.721 1.721 9.321 4.563 1.832
Skewness 0.213 0.0321 -0.421 -0.321 -0.312 -0.542
Kurtosis 1.523 2.13 1.321 2.541 2.512 2.023
Observation 24 24 24 24 24 24

Table 2: Correlation Matrix

GDP REMIT FDI MI OP RIR
GDP 1
REMIT 0.812 1
FDI 0.532 0.261 1
Ml -0.032 -0.076 -0.031 1
OP -0.531 -0.332 -0.321 0.641 1
RIR 0.062 -0.132 -0.044 0.531 0.421 1
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This table tells about the correlation matrix where economic development and is directly related
to financial development, the level of remittances, the interest rate and negatively related o
remaining ones.

4.1. Unit Root Test

In order to evaluate the list of variables the second order of integration is followed on the basis of
Table 3: ADF and stationarity level as following results are shown

Variables At level At 1t difference Order of Integration
GDP -2.812 (0.1521) -2.712 (0.0012) I (1)
REMIT -0.832 (0.612) -3.412 (0.0001) I (1)
FDI -1.821 (0.213) -3.211 (0.0002) I (1)
Ml -0.921 (0.124) -5.312 (0.0000) I (1)
OP -1.521 (0.521) -6.213 (0.0003) I (1)
RIR -1.721 (0.188) -3.213 (0.0001) I (1)

4.2. ARDL Bound Testing Co-integration:

We employed an ARDL bounds examination for analyzing the connection among variables that
may verify the stationarity of data.

Table 4: Autoregressive distributed lag (ARDL) results of co-integration
Variables AlC F-Statistic Results

F (GDP) = (GDP/FDI, REMIT, MI,OP, RIR) 2 4.9122 Present
F(FDI) = (FDI/ GDP, REMIT, MlI, OP, RIR) 2 5.212 Present
F(REMIT) = (REMIT/FDI,GDP,MI,OP,RIR) 2 5.951 Present
F(MI)=(MI/GDP,FDI,REMIT,OP,RIR) 2 1.542 Absent
F(OP)=(OP/GDP,FDI,REMIT,MI,RIR) 2 7.213 Present
F(RIR)=(RIR/GDP,FDI,REMIT,MI,RIR) 2 4.921 Present
Critical bound values of F-statistics Lower 1(0) Upper 1(1) F-test probability
10% 2.12 3.12

5% 241 381 5.412 Co-integration
2.5% 2.82 3.52

1% 3.41 4.12

The study's long-term co-integration between the FDI, misery index, remittances, openness, and
growth exits the model, as confirmed by the F-statistic.

474



Table 5: Long-Run Estimated Co-efficient using ARDL model (1,0,0,1,2,2)

Variable Co-efficient t-statistic p-value™
FDI -0.000712 7.12212 0.0000™
Ml -0.003211 -2.9123 0.0012
RIR -0.01243 -1.4332 0.2123
OP 0.00221 0.47521 0.7712
REMIT 0.0921 5.73421 0.0000
C 7.7402 42.4781 0.0000
Diagnostic Tests F-statistic p-value
Heteroskedasticity 1.612 0.1133
Serial correlation 3.123 0.266
Ramsey Reset Test 1912 0.213
Normality 0.156 0.812

Note: the * and *** are level of significance at 5% and 1% respectively.

Table 6: Short-Run Results by Using ARDL Model

Variable Co-efficient t-statistic p-value
D(MI) -0.000676 -2.41221 0.0123
D(RIR) -0.002221 -2.37121 0.0343
D(OP) 0.003212 2472311 0.0546
D(REMIT) 0.004321 -4.1243 0.0987
D(REMIT(-1) -0.01243 -3.2131 0.0001
D(FDI) -0.00161 -3.3971 0.0122
D(FDI(-1) -0.00817 -4.3421 0.2131
ECM(-1) -0.35221 -2.5661 0.0123

Diagnostic Tests
R?=0.812, Adjusted R?=0.712, F-statistic= 3.123 Prob. Of F-statistic=0.002, DW= 2.221

Both openness and the real interest rate are statistically insignificant. As in previous research, a
variety of diagnostic tests were utilized to assess the stability of the model (Qamruzzaman and
Wei 2017). There is no association between the variables, according to the autocorrelation test
results. The typicality of the Jarque-Bera normalcy test verified the data distribution. The Ramsey
reset verified that the model's functional form is unaffected by missing variables. The model's lack
of heteroscedasticity was verified using the heteroskedasticity test. Lastly, the model's capacity to
explain the variance was validated by the Adjusted R square.
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5. Conclusion and Policy Recommendations

The financial structure, misery index, and economic growth of Pakistan's economy are all
objectively examined in this paper. Although financial development has been thoroughly
examined from a variety of angles and using a variety of methodologies in empirical literature,
certain problems remain, so this study has attempted to address those in order to close the research
gap. To illustrate the effect on Pakistan's economic growth, the study suggested a new financial
development and suffering index. Economic growth is the study's dependent variable; the real
interest rate, trade openness, and remittances are its control factors; and the financial development
index and misery index are its independent variables. The data was collected between 1989 and
2017, and the primary technique for the data estimations was the use of ARDL to a coo-integration
strategy. The empirical findings demonstrate the three ARDL steps: The lag-values utilized for the
bound test were first obtained using the ADF test. The boundaries test revealed whether or not
there is a lasting link. Our findings indicate that there is a sustained correlation between the
variables. According to the short-run estimate, FDI has a negative link with GDP at initial lag but
has no relationship with growth in the short term. According to the level value, remittances are
positive and show a strong relationship with GDP at the 10% level, indicating that they contribute
to GDP.

Remittances, on the other hand, have a negative lag value and are strongly correlated with GDP.

Several policy recommendations are made by this study. First and foremost, the government must
strengthen the financial structure reform, which will raise GDP and foreign remittances and
strengthen Pakistan's economy. In addition, the government requires a policy to lower
unemployment and inflation, which is one of macroeconomic policy's main goals.

Additional limitations of this study include the fact that it only looks at Pakistan and that the data
only goes back to 1989 because earlier years' data were not available. Pakistan does not have access
to certain FDI factors, such as market capitalization statistics. The panel data scenario can be used
to expand this study to multiple countries in the future.
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