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ARTICLE DETAILS ABSTRACT

Article History: This article deals with the trend of foreign employment and remittance and their impact on Nepalese
economy. Nepal ranks 19th position in top remittance receiving countries of the world covering 22.68% of
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GDP. Remittance inflow to country follows increasing trend reaching up to 1220.5595 NPR billion in fiscal
year 2022/23 (up to mid -June). Malaysia (26.5%) is the top destination Of Nepalese youth for employment
followed by Qatar (26.4%) and Saudi Arab (22%) respectively. Correlation study between remittance inflow
and HDI value showed positive (r = 0.879) and significant relationship at 10% level of significance indicating
that with the increase in remittance inflow HDI is also increasing. Similarly, remittance and GDP had very low
degree of significant and positive correlation (0.0210) at 10% level of significance. Likewise, the share of
agriculture to GDP is found to be decreasing. Similarly, correlation between import and remittance was found
to be positive, significant and moderate (0.4103). Skyrocketing of remittance inflow in Nepal over a decade is
leading to the rise in exchange, imports, inflation and trade deficit. As the volume of remittance is increasing,
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Nepalese economy has turned in consumption based economy leading to Dutch disease symptom.
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1. INTRODUCTION

Foreign labor migrants send their earning in the form of either cash or
goods to their home countries, these inflows are known as remittances.
Remittance is an important source of national income for developing
countries. Nepal being one of the developing countries is one of the major
remittance-receiving country. Globalization has resulted in rise of labor
movement across the border. In the present global economy government
of many countries are supporting these movement through various
policies. Remittance covers large portion of GDP of Nepal. In the fiscal year
2023 up to mid- June (11 months) remittance reached 1112.52 million
covering 22.68% of GDP. Although Unrecorded flows through informal
channels are believed to be at least 50 percent larger than recorded flows
(Ratha, 2005).

At present Nepalese economy is characterized by 'Remittance Economy’
(Paudel, 2019). With increase in remittance flows to poor household,
family can overcome the viscous cycle of poverty. The increasing trend of
labor migration by Nepalese citizens has been contributed by factors:
poverty, lack of job opportunities, political instability, low wage,
increasing demand of skilled, semiskilled and low-skilled workers in
international market. Similarly, women are also pushed for labor
migration due to increasing inflation, gender inequality in wage and
domestic abuse. Remittance inflows are comparatively higher in poorer
nations because lower average income levels increase the likelihood that
a nation's inhabitants may choose to move and therefore increase
remittance inflows (Hasdiana, 2018).

Remittances is considered important for the economic growth and
development of recipient countries. A study conducted to determine the
impact of remittance on rural poverty in Nepal remittance receiving

households are 2.3 percent less likely to get in trap of poverty in
comparison with remittance non-receiving households (Byanjanakar and
Shakha, 2021). The likelihood of households falling into poverty decreases
by about 1.1 percent with every 10 percent increase in remittance inflows
to households. Similarly 1% percent increase in remittance will increase
the per capita GDP by 0.36 percent (Dhungel, 2018). Remittance recipient
households tend to spend more on some investment categories, such as
durable goods, health and education (Thapa and Acharya, 2017). There is
also the positive impact of remittance on health, human labor (Dehejia and
Gatti, 2005).

Remittance been crucial in boosting foreign exchange reserves and
maintaining BOP despite an ever-increasing trade deficit of Nepal. But due
utilization of remittance unproductive sector like housing, real state
bubble trap is being created. There is a low growth of economy despite
increasing foreign exchange reserve. This article explores the effect of
remittance on Nepalese economy. The specific objectives of this article to
study current status of remittance, its contribution and effect on Nepalese
economy

2. MATERIALS AND METHODS

The study is descriptive in nature and based on secondary data. In order
to understand trend of foreign employment remittance inflow, impact on
economic growth, import, exports of Nepal annual data were collected
from various sources like Nepal Rastra Bank, World Bank, Department of
Custom, etc. (Nepal Rastra bank, 2022; The World Bank, 2022; Ministry of
Finance, 2022). Likewise, secondary sources like institutional websites,
newspapers, articles, and documents etc was used for data collection.
Simple statistical tools: ratios, percentage, trend line and bar-chart have
been used to analyze data.
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3. RESULT AND DISCUSSION

3.1 Status of remittance inflow in the world

Remittance in US $ billion

Figure 1: Top remittance receiving countries of world (Source: Statista
2023)

In the fiscal year 2023, India is the world's largest recipient of remittances,
with $125 billion, followed by Mexico ($67billion) and China ($49.5
billion). Similarly, Nepal received 11billion US$ a remittance inflow in year
2023 and ranks itself in 19t position in world.

WORLD REMITTANCE IN US$

Figure 2: Status of International Remittance in US $ (Source: World
bank)

There is a long-term increasing trend in international remittances over the
time of 2 decade. It rose from USD 121.77 billion in 2000 to USD 790.88
billion in 2022. World remittance have suffered in the year 2020 due to
COVID-19 pandemic but rose subsequently. In the year 2023 remittance
as % of GDP is highest for Tajikistan (50.9%) followed by Tonga (46.9%)
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Figure 3: Remittance as % of GDP for overall economy (Source: World
Bank)
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Figure 4: Status of Remittance inflows among SAARC countries (Source:
World Bank)

In the year 2023 India is the highest remittance receiving country ($ 125
billion) followed by Pakistan ($26.55 billion), Bangladesh ($23 billion) and
Nepal ($ 11 billion) respectively

3.2 Major Destinations of Foreign Employment for Nepalese worker

In the Nepalese context migration is not a choice rather a need. Nepalese
youth are pushed by poverty and unemployment to enter in international
labor market. According to world bank data (2023) unemployment rate in
Nepal is 10.92%. It has compelled the youth to move abroad in search of
economic activities in order to overcome the viscous cycle of poverty. Up
to the Mid- March of 2023 /24 a total no of 5526704 people have received
a new work visa permit. Among them 94.4 percent were found to be male
and 5.6 percent were found to be female.

13 09 05

= 4
3.8

malayasia ®qatar Muae Msaudiarabia ™ kuwait ®bahrain ~ oman ™ japan ™ other

Figure 5: Destinations of Foreign Employment for Nepalese worker
(Source; Economic survey 2023/24)

According to the economic survey 2023/24 the six Gulf Cooperation
Council (GCC) countries which includes the countries like Bahrain, Kuwait,
Oman, Qatar, Saudi Arabia and the United Arab Emirates (UAE)—and
Malaysia demand the vast majority of Nepali migrant workers. These
labors include skilled semiskilled as well as unskilled labor. The
Government of Nepal has authorized 111 nations for labor migration
through employment agencies; however, Afghanistan, Iraq, and Libya are
subjected to temporary restriction.

In the fiscal year 2019/20 and 2020/21 the labor migrant in gulf countries

has decreased by significant amount, butin 2021/22 it raised significantly.
Up to mid- June 2023 out of the total 5526704 Nepalese workers seeking
employment abroad, Malaysia is regarded as a top destination providing
foreign employment to 1462209 workers (26.5 percent) followed by
Qatar, 1456395 (26.4 percent) as second destination. Similarly, Saudi Arab
provide employment to 1218126 people (22 percent) and UAE to
301,072 people (12 percent). Likewise, in Kuwait 210632 laborers are
employed (3.8 percent) and 72757 (1.3 percent) in Bahrain.

Similarly, the trend of female labor migrants seeking UAE as a top labor
destination is increasing. In the fiscal year the number of female workers
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taking new approval for UAE was 6564. In the time span of 5 year the
number have doubled reaching 12,928 in the fiscal year 2021/22. It
accounts for 39.1% of women migrant workers receiving new labor
approvals. Similarly, Qatar accounts for 13.2%, Kuwait 11.2% and Cyprus
8.6% respectively.
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Figure 6: Percentage of women migrant workers receiving new labor
approvals for major destination (Source: Nepal labor migration report
2022)
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Figure 7: Number of Nepalese labor migrant receiving new labor
approval (Source: Nepal labor migration report 2022)

The no of Nepalese labor migrant receiving new labor approval to
Malaysia have fluctuated over the year reaching minimum (107) in F.Y
2020/21 and again rising to reaching 26,091 in 2021/22. Similarly, the
labor migrant with new labor approval for Saudi Arab has drastically
increased in the fiscal year 2021/22 reaching 125,368 people from 23,319
people in 2020/21.

3.3 Trend of remittance inflow in Nepal

Figure 8: Remittance inflow in Nepal in NPR billion (Source: Economic
survey 2022/23)
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Remittance is the lifeblood of Nepal’s economy. Over the decade as the
foreign employment trend has increased, the inflow of remittance is
skyrocketing. Remittance inflows was recorded to be Rs 1220.55 billion in
fiscal year 2022/23. Remittance inflow which was observed to be
253.5516 billion in fiscal year 2010/11 rose up to 1220.55 billion in fiscal
year 2022/23 i.e increasing about 5 times in a decade.
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Figure 9: Remittance as % of GDP, Agriculture as% of GDP, Non-
agriculture as % of GDP (Source: Economic survey 2022/23)

Remittance as a percentage of GDP has been fluctuated over the years.
Remittance inflow increased from fiscal year 2015/14 up to 2018/19 but
remittance as % of GDP was decreased in FY 2016/17, 2017/18. But it
further increased to reach 22.7 in fiscal year 2022 /23. But the agriculture
as a % of GDP has been decreasing continuously over the years. It was
30.3% at 2013/14 which rose up to 39.4% in 2014/15 and is continuously
decreasing to reach 24.1% in 2022/23. It indicates that share of
remittance in agricultural improvement has not increased with the
increase in proportion of remittance when compared with GDP. According
to study conducted by Bhandari (2019) in Chitwan a large proportion of
remittance was used in buying fixed good such as house, land,
jewelry(27.1%) followed by food and vegetable(15.3%) , saving and
investment (12.3%), loan payment (11.2%) and other (15.3%). Dhungana
(2012) reported that with the increase remittances we are driven towards
the consumption-based economy making us more dependent upon the
imports.

3.4 Remittance Inflow and Human Development

Figure 10: Human development index value of Nepal (Source: United
Nation HDI report 2022)

With the increase in remittance inflow HDI is also increasing. Correlation
study between remittance inflow and HDI value shows positive (r = 0.879)
and significant relationship between the two variables at 10% level of
significance. It indicates that with the increase in remittance inflow, there
is the positive impact on HDI value. According to a study, as the remittance
inflow increases in the developing countries it enhances investment in
human capital, improve life expectancy, ands play an important role in
improving primary and secondary school attainment, based on data from
122 developing countries from 1990 to 2015 (Azizi, 2018). Similarly, in a
studied  the critical influence of remittances inflow on human
development in 15 sub-Saharan African (SSA) developing nations
(Aregbeshola, 2022). It shows the considerable evidence on the effect of
remittances on human development. He found that a 10% increase in
remittances increases human development by 0.1 percent.
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Table 1: Correlation between Remittance and HDI

HDI Remittance (in billion)
HDI 1
Remittance (in billion) 0.879279 1

3.5 Remittance and economic growth

In this table, to analyze the relationship between GDP and remittance we
use the time series data for GDP, remittance, export and import from
2013/14 to 2021/22. The annual percentage change of GDP, remittance,
imports and exports are taken for the analysis.

Table 2: Annual percentage change in GDP, export, import and remittance
year GDP Export Import Remittance
2013/14 3.52 19.6 28.31 25.02
2014/15 6.01 -7.25 8.45 13.62
2015/16 3.98 -17.82 -0.14 7.74
2016/17 0.43 4.18 27.99 4.57
2017/18 8.98 11.38 25.76 8.57
2018/19 7.62 19.36 13.93 16.46
2019/20 6.66 0.62 -15.63 -0.49
2020/21 -2.37 44.43 28.67 9.83
2021/22 4.84 41.74 24.72 4.81
Source: World bank data, Nepal Rasta Bank
The correlation between GDP, export, import and remittance is shown in the figure:
Table 3: Correlation between GDP, export, import and remittance
GDP Export Import Remittance
GDP 1
Export -0.344727152 1
Import -0.402308376 0.627584518 1
Remittance 0.02106039 0.128780077 0.410344235 1

There is the presence of positive and moderate relationship between
Import and Remittance which is 0.4103. A group researchers studied the
relationship between remittance and import for the economy of
Bangladesh (Muktadir-al-mukit et al., 2013). It revealed that import exerts
a positive shock on the remittance of Bangladesh. As household income of
remittance receiving country rises they may have tendency to spend more,
which leads to the raise in demand for imported items.

Import  ess==Remittance

Figure 11: Trend of Percent Change in Remittances and Imports in Nepal
(Source: Ministry of Finance)

Similarly, the export and remittance have low degree of positive and
significant relationship (0.1288). Similar result was obtained by (Pant et
al, 2023).

Export Remittance

Figure 12: Trend of Percent Change in Remittances and export in Nepal
(Source: Ministry of Finance)

The remittance and GDP is found to have very low degree of positive
correlation (0.0210). Dhungel reported remittance contribution to GDP
is negligible. With 1% change in remittance the GDP has changed by 0.07%
change in GDP (Dhungel, 2014). It indicates that remittance is being
invested in unproductive sector of Nepalese economy

Figure 13: Annual percentage change in remittance and GDP

3.6 Remittance and poverty alleviation
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Figure 14: Poverty rate based on National living standard survey
(Source: National Living Standard Survey report)
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Remittance plays an important role in reduction of poverty. Remittance
influences the saving and investment behavior of household. It increases
the household liquid money and enables them to invest in productive
areas which in turn enable them to generate income. According to the
study conducted by Adam and Page on international remittances and
poverty from 71 developing countries it was found remittances can
significantly reduce the level, depth, and severity of poverty in the
developing world (Adam and Page, 2005). Similarly, a group researchers
also reported negative regression relation between remittance and
poverty level in Tajikistan According to National living standard survey
the poverty rate which was 41.60% in 1995/96 was dropped down to
20.27%in 2022/23 (Nawaz et al., 2023). One of the major reasons for this
progress is increased remittance inflow over the years.

3.7 Effect of increased trend of foreign employment

The Economist coined the term in 1977 to describe the problem faced by
Dutch economy (Ghimire, 2023). During the 1800s, the Netherlands'
economy was mostly dependent on the export of natural gas. Foreign
exchange received from the export of natural gas was backbone to the
nation's economy. This led to a decline in investment in the other sector
productive sector of economy. With the depletion in stock of gas reserve
the Dutch economy faced a host of difficulties. This problem was regarded
as Dutch disease

Remittance is major pillar of country’s GDP. Due to the skyrocketing of
remittance inflow in country over a decade it to the rise in exchange rate
of country, imports, inflation, trade deficit and increase in remittance as a
main source of national income. These are the symptom of Dutch disease.
Foreign exchange reserve of Nepal is increasing due to remittance
however economic growth rate have been more or less constant over time.
In the fiscal year 2023 economic growth rate was only 5.69% which is
considered low. It indicates that remittance is not being used in
productive sector of economy. Remittance receiving household mostly use
money in real state sector creating bubble trap in real state sector.
Similarly, the inflow of savings in the bank has also increased. Although
the interest rate is continuously decreasing, decrease in demand of loan
has been reported. Bank are also investing where they get the profit not
in productive sector. All this symptom sums up resulting Dutch disease.

2010

Figure 15: Total foreign reserve in US dollar (Source: Nepal Rastra Bank)

4. CONCLUSION

Nepal is listed among highest remittance receiving country in world.
Globalization of economies in 215t century gas resulted in mobility of labor
across the border easier. Many migrants are compelled to move because
of their desire for higher wages and better opportunities, increasing
demand of labor abroad and in search of higher quality of life. Remittance
has been crucial in removing poverty, improving consumption pattern,
removing trade deficit, boosting foreign exchange reserve and maintaining
balance of payment. However growing trend in remittance have also
contributed to the Dutch disease effect. Although Remittance as a percent
of GDP is found to be increasing, agriculture sector is showing steady
decline in production as a share of GDP. Remittance are being used in

unproductive sector of economy hampering progress of other sector of
economy in long run.
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