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Abstract 

The paper examines the impact of remittances on trade deficits of Nepal, 

one of the major concems of the policymakers and stakeholders at the 

current time. Using the annual data for the period of about two and a half­

decade that is from 1996 to 2019. For this purpose, this paper employs 

the autoregressive distributed lag (ARDL) approach to co-integration 

considering the time-series properties of the data. The results show that 

remittances have a strong positive association with trade deficits. Our 

.findings indicate that remittances have contributed to trade deficits both 

in the long and short run. It suggests a symptomatic presence of 'Dutch 

Disease 'leading to erosion in competiveness and widening trade deficits. 

One way to reduce the ever widening trade deficit is to create conducive 

environment to channel the remittance on capital investment that supports 

the domestic production capacity. This may in tum help on import 

substitution and promote the exports. 
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Introduction 

Developing countries' dependency on remittances to run even the current expenditure 

has got neumerous attention in the literature. For example, Ebeke (2012), using a sample 

of 86 developing countries cases, discusses this issue indicating a kind of moral hazard in 
the absence of governnance quality and managerial efficiency. Nepal is also developing 

country receiving a significant amount of remittances over the past two decades and the 

stakeholders are concerned seriously whether the remittances have fuled the trade deficit 

in the country. 
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