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Abstract

This study purpose to test whether larger remittance inflow supports or weakens Nepals
export competitiveness. Annual data from 1994-2024 were used in this study, applying the
export-centric ARDL bounds model with ECM and full diagnostics, modelling aggregate exports
against remittance, GDP, import, and CPI. The data series are mixed I (0)/ I (1), cointegration
is confirmed, and the error-correction term is found to be strong, indicating rapid adjustments.
The result shows remittances have a positive but statistically insignificant effect on exports in
the short and long run, providing macro-level insight into Dutch-Disease type crowding out.
Export moves together with GDP and depend on imported intermediates. Remittance Granger
causes imports but not exports. Stability, normality, and specification tests are stable. Thus, it
concludes that Nepal’s challenge is not remittance-induced harm to tradables, but rather its
failure to convert household savings into exportable capacity. Policies must be pivoted from flow
formalization to mechanism-building remittance-linked investment instruments.
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Introduction

Over the past two decades, developing economies have relied on cross-border remittances, and
for good measure, these remittances have surpassed other external flows (Ardic et al., 2022).
In 2023, officially recorded remittances to Low- and Middle-Income Countries (LMICs)
reached US$656 billion, surpassing both foreign direct investment (FDI) and official
development assistance (ODA), highlighting their role in macro-critical external financing
and shock absorption at the macro level (Ratha, 2024). More recent tracking also estimates
the total of global remittance flows at close to US$900 billion in 2024, while their weight in
the world economy and in policy debates around development finance continues to increase
(World Bank, 2024). Simultaneously, remittances have a paradoxical dual nature. The
Dutch disease mechanism describes the impact of large inflows of foreign currencies on the
economy, whether it be natural resources or remittances. Appreciation and resource shifting
to non-tradables may erode the real exchange rate of the economy and export competitiveness
(Corden, 1984). On the other hand, a second strand of theory highlights developmental
channels, as remittances may ease liquidity constraints, substitute for shallow finance, and
spur investment and firm upgrading.

Diaspora networks may further lower information and transaction costs, expanding trade
and cross-border trust (Gould, 1994). These competing perspectives imply that the net
remittance-export effect is ultimately empirical and state-contingent, shaped by financial
depth, institutional quality, and export sophistication. Global evidence is mixed. Various
studies focused on countries and regions demonstrate cases of real effective exchange rate
(REER) appreciation and related competitiveness issues that are similar to Dutch disease
(Dutta & Sengupta, 2018; Hien et al., 2019; Basnet et al., 2019).

At the same time, there are studies that also report null and non-linear outcomes with positive
externalities from finance and the quality of the institutions (Giuliano & Ruiz-Arranz, 2009;
Shah, 2023; Behzadan & Chisik, 2025). More contemporary meta-analyses and cross-national
studies further highlight the presence of thresholds and heterogeneity in domestic structures,
among others (Anwar & Mang, 2022). Remittances have increasingly become an important
source of external finance for developing economies. Despite this, their impact on export
growth remains ambiguous, as they may cause Dutch disease or development aid. This
paradox is dependent on specific financial, institutional, and structural variables of a country.

Nepal is a prototypical example of a labor-exporting, remittance-dependent small open
economy. Global Knowledge Partnership on Migration and Development (KNOMAD) ranks
Nepal among the top LMICs by remittances to gross domestic product (GDP), at around 26%
of GDP in 2023. During this time, exports of goods and services have remained structurally
low, less than 10% of GDP in 2024, according to data from the World Bank despite sustained
remittance inflows, while the merchandise trade deficit stood at NPR 1.40 trillion in the first
eleven months of FY 2024/25, with the export-import ratio around 15%, signaling persistent
external imbalances and competitiveness frictions (NRB; World Bank, 2025).
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Remittances currently represent one of the biggest external sources of funds for LMICs and
are rising once more in 2024-2025, outstripping other forms of private/public flows in most
economies, though with disputed impacts on competitiveness (World Bank, 2024). Nepal has
one of the most remittance-driven economies, with exports of goods and services currently
below 10 % of GDP, resulting in large merchandise trade deficits and export-import ratios
despite large remittance earnings (World Bank, 2024; NRB, 2025). This leads to the question
of policy: do remittances complement exports in Nepal via investment, credit easing, and
remittance networks, or do they compete with exports in the Dutch disease manner in
Nepal’s structure? (Giuliano & Ruiz-Arranz, 2009; Leblang, 2010; Dutta & Sengupta, 2018;
Basnet et al., 2019).

The evidence from empirical studies is mixed, as there are studies on South Asia/India
specifically find pressures on REER, while others related to finance complementarity and
spillovers related to diasporas indicate possible positives on tradables (Giuliano & Ruiz, 2009;
Dutta & Sengupta, 2018; Basnet et al., 2019). At the same time, Nepalese trade policies
convey the absence of bindings on logistical and cost considerations to diminish the effect
of investment pass-through from remittances to exports (Government of Nepal, 2023).
Hence, the pertinent issue entails policy must decide whether to rechannel remittances
toward tradables or to scale diaspora-linked export facilitation, but the sign and magnitude
of the remittance export link in Nepal remain unsettled (Paudel & Bhusal, 2021;
World Bank, 2024; NRB, 2025). Taking into consideration this perspective, the impact of
remittances on export growth in Nepal continues to be a key policy question. This is primarily
because, while Nepal benefits greatly from remittances, it is uncertain whether the inflows
of capital lead to a loss of export competitiveness due to Dutch disease or boost it through
productive investment or diaspora networks in the country.

The current studies on Nepal stress the significance of the negative remittance and export
correlation equation estimate through Vector Error Correction Model (VECM)/Autoregressive
Distributed Lag (ARDL) rather than dynamic causality with export characteristics, which
assume major importance in the current literature on Nepal (Paudel & Bhusal, 2021).
First, the dependent variable has not been the aggregate exports with characteristics jointly
controlling for the scale effect (GDP), import-intensive inputs, prices/REER, and finance
variables considered to be essential in distinguishing the identification of the competitive
effect independently (Dutta & Sengupta, 2018; Basnet et al., 2019). Second, identification
robustness, cointegration structure, Error Correction Model (ECM) dynamics, stability,
and break tests have not been consistently integrated to ensure policy-reliable inferences
(World Bank, 2024; NRB, 2025). Third, estimates are seldom mapped to mechanisms that
matter for Nepal's Dutch disease (REER, non-tradables) versus finance/diaspora spillovers
despite well-established global channels (Giuliano & Ruiz-Arranz, 2009; Leblang, 2010).
Fourth, heterogeneity and thresholds, i.e., by financial depth or export sophistication,
identified in cross-country work, remain largely untested for Nepal, even though
domestic policy diagnostics highlight export cost constraints that could condition effects
(Government of Nepal, 2023). Consequently, the challenges faced in current work on the
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remittance-export nexus in Nepal stem from the lack of complete structural controls, sound
econometric validation, interpretation of mechanisms, and the testing of threshold effects,
thus leaving the policy guidance inconclusive and weakly substantiated.

Despite Nepal’s extreme remittance dependence, empirical evidence on its export impact
is inconclusive, leaving policymakers without a clear basis for designing remittance-linked
export strategies. This study addresses the gap by centering aggregate exports in an ARDL
bounds framework with ECM and stability diagnostics, and by reviewing results through
policy channels. to determine whether remittances crowd out or complement Nepal’s exports
(Government of Nepal, 2023; World Bank, 2024; NRB, 2025). Addressing these gaps provides
new empirical evidence to the Dutch disease literature and provides policy insights for
rechanneling remittance inflows toward tradables through migrant-savings instruments,
remittance-linked credit, and export-facilitation mechanisms. It integrates econometric
findings with a policy lens to clarify whether remittances crowd out or complement exports,
and how policy can rechannel inflows toward tradables. This dual contribution is designed
to speak to both empirical causality and actionable policy, given Nepals persistent export
underperformance amid high remittance dependence.

Literature Review
Theoretical Review

Building on the theoretical foundation, the Dutch disease hypothesis provides insight into
the effect of large foreign-income inflows. By analogy, remittance functions as such inflows.
These inflows increase domestic absorption and lead to appreciation of the real exchange rate,
thereby weakening the non-booming tradables through three channels: the spending effect,
the resource movement effect, and, overall, REER appreciation (Corden & Neary, 1982).
Consistent with this mechanism, cross-country analyses show that remittances are often
associated with REER appreciation and a shift toward non-tradables, with the magnitude of
the shift conditioned by exchange-rate regimes and structural features, (Barajas et.al, 2011;
Lartey et. al, 2012) Thus, the classic model and its empirical extensions provide a clear channel
through which surges in remittances can compress export competitiveness by eroding price
cost margins in tradables.

Counterbalancing these price and allocation pressures, development theories outline how
remittances can foster export capacity when funds are intermediated into productive uses. The
New Economics of Labor Migration sees remittances as household strategies to relax market
failures and finance new activities (Stark & Bloom 1985; Taylor 1999). The liquidity constraint
channel shows remittances acting as informal credit that raises human capital and business
investment, especially where finance is shallow (Calero et. al, 2009; Giuliano & Ruiz-Arranz, 2009).
Endogenous growth models predict that if remittances are transformed into knowledge, skills,
and technology adoption, they lift long-run productivity; and diaspora networks reduce cross-
border information and trust frictions, expanding trade and investment links which may
reinforce export performance (Romer 1986, 1990; Rauch & Trindade 2002; Leblang 2010).
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Therefore, theoretical underpinning implies a priori ambiguous net effect of remittances on
exports, with Dutch-disease pressures potentially offset or even dominated by investment,
finance, knowledge, and diaspora link channels depending on institutional quality, financial

depth, and openness.

Empirical Review

This section synthesizes global empirical findings on remittances and export competitiveness,
and non-tradeable sectors, highlighting evidence of covering Dutch disease.

Table 1

Matrix Table for Empirical Reviews

Source and  Thematic Sample/
Country/ Focus/ Key Findings Gap and Limitations
Region Context Method
Chowdhury Supportfor 1971-2008;  Remittance significantly Bangladesh-
and Rabbi ~ Dutch Disease Johansen appreciates the REER  specific; export
(2013), cointegration and reduces external composition effect
Bangladesh and VECM  trade competitiveness  not disaggregated;
VECM long-run
focus; limited short-
run export basket
dynamics
Makhlouf  Support 1980-2008;  Evidence of External validity to
and Mughal for Dutch Bayesian both spending and South Asia's wider
(2013), Disease: (JED) resource-movement set; export-sector
Pakistan Heterogeneity effects; stronger microchannels not
by regime under managed float validated. Model
classic Dutch-disease relies on calibrated
channels. priors; parameter
sensitivity
Duttaand  Supportfor  Annual data; Remittances raise the ~ Doesn't test export
Sengupta Dutch Disease ARDL REER, implying pressure volumes/quality
(2018), India on tradables and exports upgrading directly;
in the long run. ARDL may under-
capture structural
breaks/non-
linearities
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Hien et Positive and  2006-2016; 1% increase in Threshold

al. (2019), Non-linear/ dynamic remittances per capita ~ mechanisms not tied
32 Asian Contradictory panel leads to 0.10% REER to sectoral exports;
Developing (S-GMM) appreciation; non-linear Panel averages may
Countries threshold. mask country-

specific institutions

Lartey etal. Heterogeneity Panel data ~ Remittances raise REER Regime choice

(2012), and Regime and shift factors toward endogenous; export-

Multi- Contingency non-tradables; effects are product mix not

country stronger under fixed modeled; Emphasis
regimes. on REER/factor

movement over
export outcomes

Shah (2023), Positiveand 2000-2020; Inverse-U remittances— Mechanisms not

High -and  Non-linear/ dynamic exports relation: small ~ decomposed
middle- Contradictory panel inflows support exports; (price vs. finance
income large inflows reduce vs. networks);
panels them. Repository/working

format; external
peer-review status
unclear

Thus, global evidence confirms Dutch-disease risks via REER appreciation and factor shifts,
but also documents non-linearities, finance-enabled spillovers, and policy/institutional
contingencies, motivating Nepal-specific export tests that can separate price-absorption
effects from investment and capacity-building channels. Studies from India, Bangladesh, and
Pakistan explicitly provide insights into local dynamics, whereas multi-country panel studies
emphasize heterogeneity in the impact across institutional settings and income levels.

Over the past two decades, Nepal’s policy and analytical discourse have largely framed
remittances around external balance stabilizing reserves and cushioning the current account
rather than consistently assessing export competitiveness (World Bank, 2023). Despite the lack
of coherence in the global environment for remittance policy, the lack of evidence on their
impact on export competitiveness remains a prominent policy and research gap in Nepal.

The Nepalese Context: Export Performance Gaps

Recent country updates confirm that remittances still represent an important driver of macro
flows, comprising a double-digit share of GDP, maintaining reserve adequacy, and managing
pressure. Merchandise exports, on the other hand, still display a narrow and volatile
pattern, episodically vulnerable to spikes (for instance, refined edible oils). These suggest a
persistent incapacity to tradeable goods. The World Bank's January 2023 Nepal Development
Update framed two calls to restore export competitiveness, directly linking poor export
performance to an overappreciated real exchange rate and a productivity deficit.
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Compounding the problem, the April 2025 update again notes that external balances and
reserves, while politically laterally traded, the country is structurally understated, large,
indicating persistent competitiveness gaps. For Nepal, this sets up an empirical contest
between the Dutch-disease channels, real exchange rate appreciation, and factor allocation
versus investment/capacity channel finance driving ease, upgraded knowledge, and network
effect by remittance and the export booster effect (Joshi, 2024). Therefore, even with the
worldwide evidence being somewhat contradictory, there is focused attention on the
importance of macro stability that the country derives from remittances, thereby overlooking
the important issue of the effects remittances have on export competitiveness. This hints at an
important policy and research gap.

Considerable research on the effects of remittances on the Nepalese economy warns of the
Dutch-disease effect, where remittances coincide with the economy focusing on absorption
with little growth in the tradable sector. Analyzing time series data within the ARDL
framework, for the period of 1996-2019, showed remittances increase the trade deficit in the
short run and in the long run, indicating the dominance of the expenditure on the external
accounts (Sapkota, 2013). In a similar way, a bilateral gravity study (1993-2018) showed a
statistically significant negative relationship with remittances and Nepal’s exports, further
supporting the absorption, competitiveness effects, and disincentives for export upgrading
(Paudel & Bhusal, 2021). Basically, there are still significant research gaps in the context
of Nepal on exports, as most of the existing research has focused on the trade balance or
gravity-based export relationships.

Policy and Institutional Review

Nepal's Foreign Employment Actand Regulations were developed to institute formal migration
mechanisms to facilitate and regulate remittance transfers. This streamlining possibly erodes
distrust in uncontrolled transfers. The Act defines welfare frameworks and oversight to be
institutionalized. The detailed provisions for recruitment and governance of funds are left
to the rules. The Nepal Labour Migration Report (2022) aligns the governance agenda with
Sustainable Development Goals (SDG)10.c, which relates to the cost of remittance and
encourages movements along formal channels, documenting flows and trends, and overseeing
progress (Ministry of Labour, Employment and Social Security [MoLESS], 2022).

To promote formal remittance and saving channels, the central bank introduced Foreign
Employment Saving Bonds (FESB) for migrants and non-resident Nepalese (NRNs) and,
in principle, tradable sector financing (World Bank, 2025). However, the Act, the Rules,
and the current monitoring system do not provide the mechanisms or incentives needed
to guide remittances toward improving product quality and supporting export-oriented
Small and Medium Enterprises (SMEs) (Government of Nepal, 2007). As a result, Nepal’s
institutional framework successfully formalizes and tracks remittance flows, but it finds itself
with a policy gap when it comes to building export capacity around private inflows, keeping
the remittance—export nexus theoretically closed and empirically open for export-specific
testing (World Bank, 2023). Thus, the policy frameworks designed around migration and
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remittances continue to achieve record levels of formalization and inflow tracking. However,
they fall short in the integration of the incentives and institutional frameworks needed so that
remittances contribute to export expansion-linked investment. This disconnect highlights the
lack of a substantial policy on shifting remittances to productive tiers.

Conceptual Framework and Hypothesis Development

This study examines the effect of remittance inflows on export performance in Nepal.
Remittances canlift spending and push up the real exchange rate, hurting price competitiveness
(Corden & Neary, 1982; Lopez, 2007). But they can also relax credit constraints and finance
skills, technology, and firm upgrades, helping exports where finance and institutions work
(Giuliano & Ruiz-Arranz, 2009).

Figure 1

Conceptual Framework

Theories: Durch Disease, NELM. Endogenous
Growth Theory, Liquidity Constraint Theory

Dependent
Variable:
Exports

Independent Variable (IV): Remittances

Control Variables: GDP, Imports,
CPI

Policy Context: Foreign Employment Act, Remittance
Bylaws, Labour Migration Policy

JE———
—_——
e
——
——
——
—_—

Methodology: ARDL, ECM, VECM, Diagnostic Test

As shown in Figure 1, exports are taken at the aggregate level to capture both price effects and
production capacity. Recent World Bank work flags weak competitiveness in Nepal and links
export underperformance to real exchange rate appreciation and low productivity, making it
important to test both channels.

The study includes three control variables: Real GDP, Consumer Price Index (CPI) inflation,
and imports of intermediates. GDP to net out scale/cycle effects on supply, imports of
intermediates because many Nepali exports rely on foreign inputs (imports and exports often
move together in such settings), and CPI inflation to capture domestic cost pressure that can
erode price competitiveness (World Bank, 2023).
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The Foreign Employment Act and the Nepal Labour Migration Report 2022 formalize
and monitor remittance channels (costs, safety, use), shaping how much arrives through
regulated, lower-cost routes (MoLESS, 2022). NRB Foreign Employment Saving Bonds
(FESB) add a legal savings/investment option for migrants (NRB, 2022-2024). This
policy context, in our framing, moderates the remittance-export link because better
intermediation and cheaper formal channels make the investment capability pathway
more likely, whereas weak intermediation leaves the absorption price pathway dominant
(Giuliano & Ruiz-Arranz, 2009).

Thus, the determinants of Nepal's total exports include the influence of prices and capacity,
after controlling for GDP, imported inputs, and inflation. Remittances, through their reliance
on formal channels and tools such as a formal exchange system for banks, determine whether
remittances allow investment-driven export growth or predominantly exert price absorption.
Based on the above discussions, the following hypotheses are proposed:

H1: Remittances is negatively related to exports in the long run.

H2: Where intermediation is stronger, remittances is positively related to exports.
H3: Imports of intermediates is positively related to exports.

H4: Higher CPI inflation is negatively related to exports.

Hb5: Real GDP is positively related to exports.
Research Methods

This study uses annual macroeconomic data for Nepal covering the period 1994-2024,
sourced primarily from the NRB. The period is chosen to capture the post-liberalization era
and the sustained surge in remittance inflows that is theoretically relevant for Dutch disease
dynamics. Exports (LN_E), remittances (LN_REM), GDP (LN_G), and imports (LN_IMP)
are treated as annual totals, while CPI (LN_CPI) is the annual average; all variables are
transformed to natural logarithms to stabilize variance and enable elasticity interpretation. No
internal missing observations were detected; the pre-specified approach, linear interpolation
followed by break/stability checks, was therefore not invoked. CP1I is retained in levels (log)
so that price-level effects are absorbed directly; no additional deflation/differencing beyond
logs is applied ex-ante because the econometric design below is built to handle mixed orders
of integration without pre-differencing.

The conceptual framework is the classic Dutch disease mechanism in a small open economy:
external inflows can appreciate the real exchange rate and reallocate resources away from
tradables toward non-tradables (Corden & Neary, 1982). Thus, Exports (LN_E) operationalize
tradable-sector performance (dependent variable); Remittances (LN_REM) are the key driver
that may induce real appreciation and depress exports; GDP (LN_G) controls productive
capacity and domestic demand; Imports (LN_IMP) proxy openness and imported-input
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dependence of the export sector; and CPI (LN_CPI) proxies real-appreciation effects
associated with remittance inflows (Corden & Neary, 1982). In contrast, this model does not
include a finance or intermediation variable, so (H2) is not tested in this version.

Model specification and justification

To accommodate likely mixed integration orders across annual macro series and to retrieve
both short- and long-run elasticities in a small sample, this study estimates an ARDL model
and applies the (Pesaran et al., 2001) bounds approach to cointegration. In log-levels, the
export equation is

p q1 q2 q3
InE;, = a5+ Z ¢;InE;_; + Z BiInG,_; + Z Vi InIMP;_ + Z Sm INREM,_,,
i=1 j=0 k=0 m=0
qa
+ Z Ny InCPIL;_p, + &

n=0

where Et = exports, Gt = GDP, IMPt = imports, REMt = remittances, CPIt = consumer price
index; a0 is the intercept and et as the disturbance term. Lag orders (p,q1,92,q3,q4) are chosen
by information criteria. This is the standard ARDL levels specification.

For this study’s selected lags ARDL (2,2,2,0,2):

ln Et = Uy + d)l ln Et—l + ¢2 ln Et—Z + ﬁo ln Gt + ﬁl ln Gt—l + ﬁz ln Gt_z
+YoInIMP; +y;InIMP;_; + Y, InIMP;_, + §y In REM,
+n9InCPI; + 1y InCPIl;_1 + 1, InCPI;_, + &.

Optimal lags are chosen automatically by information criteria, prioritizing Akaike Information
Criterion (AIC). The AIC/Schwarz Information Criterion (SIC) choice balances fit and parsimony
and is standard for ARDL grid searches; the automated selection identified ARDL (2,2,2,0,2).

Results and Analysis
Descriptive Statistics

Table 2, which analyses the descriptive statistics for data collected from 1994-2024, reveals a
critical juxtaposition central to the Dutch disease hypothesis.
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Table 2

Descriptive Statistics

LN_EXPORT LN_GDP LN_IMP LN_REM LN_CPI

Mean 21.21 7.32 22.27 2.38 1.84
Median 21.18 7.32 22.35 3.07 1.90
Maximum 22.04 7.94 23.60 3.50 2.54
Minimum 20.66 6.69 21.08 .01 .89
Std. Dev. .37 .38 .88 1.17 A2
Skewness .25 .03 .05 -1.03 -.49
Kurtosis 2.06 1.77 1.47 2.34 2.42
Jarque-Bera 1.47 1.97 3.02 6.05 1.67
Probability A48 .37 22 .05 43
Sum 657.65 226.96 690.27 73.68 57.13
Sum Sq. Dev.  4.04 4.31 23.36 41.29 5.19
Observations 31 31 31 31 31

Note. Std. Dev. - Standard Deviation

In Table 2, remittances exhibit pronounced volatility with a Std. Dev. of 1.17 and a significantly
left-skewed, non-normal distribution with Jarque-Bera p-value of .049. In contrast to
remittance, the export sector demonstrates higher stability with a Std. Dev of .37 with a
positive skewness and normal distribution with a Jarque-Bera p-value of .48. The foundational
analysis establishes the key precondition for testing Dutch disease with remittances as a
substantial, volatile non-traded sector coexisting with a stable tradable sector, i.e., exports,
providing the empirical basis for subsequent co-integration and causality tests to investigate
potential crowding of effects.

Similarly, GDP, Import, and CPI exhibit higher stability with Std. Dev. as .38, .88, and .42,
respectively. While GDP and imports show positive skewness, CPI exhibits a negative
skewness. These factors demonstrated normal distribution with Jarque-Bera p-values of .374,
.220, and .433, respectively.

The actual, fitted, and residual graph in Figure 2 demonstrates a strong model fit where the
close alignment of the actual and fitted values for LN_E indicates that the ARDL model
effectively captures the observed trends and variation in Nepals export performance over the
study period.

Similarly, formal BG-LM and BPG tests confirm the absence of systematic bias,
heteroskedasticity, and autocorrelation in the model’s error term, ultimately validating
the model’s specification and the reliability of its parameter estimates for analyzing the
determinants of exports as explained below in diagnostic tests.
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Figure 2
Actual, Fitted Residual Graph
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The Augmented Dickey-Fuller (ADF) test was used to assess the stationarity of the variables,
which is a precondition for ARDL modeling (Dickey & Fuller, 1979). The variables are
denoted as follows:

LN_EXPORT = LN_E, LN_GDP = LN_G, LN_IMPORT = LN_IM, LN_REMITTANCES =
LN_REM, LN_CONSUMER_PRICE_INDEX = LN_CPI

Table 3
ADF Test
. Level ADF 1st Difference *Residual Results of
Variable p-value ADF p-value Order I(d) ARDL Estimation
LN_E .815 .000 I1(1) -
LN_G 901 .000 I1(1) -
LN_IM 929 .000 1(1) -
LN_REM .006 .000 1(0) -
LN_CPI .060 .000 I1(1) -

R?= .60, DW=1.91; indi-
.000 - 1(0) cates long-run co-inte-
gration relationship

*ARDL Residual
Level
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The mix of I (0) and I (1) in Table 3 validates the use of the ARDL co-integration approach.
The residual ARDL model estimation approach is stationary on the level, concluding the
long-run co-integrating equilibrium relationship between the variables, forming the basis for
analyzing long-run elasticities (Pesaran et al., 2001).

ARDL Model Estimation

Optimal lags are chosen automatically by the AIC. The AIC choices balance fits and
parsimony and are standard for ARDL grid searches, and they identified ARDL (2,2,2,0,2):
(LN_E; LN_G; LN_IMP; LN_REM; LN_CPI), which indicates statistically significant, robust,
and well-specified short-run dynamics relationships explaining almost 97% of variation
in Nepals exports (LN_E). High R? is common in time-series models where variables are
integrated but cointegrated with an error-correction mechanism and lagged dynamics, which
shows stochastic trends and short-run adjustments (Granger, 1969; Pesaran et al., 2001).

As this study verified, the cointegrating relationship and ECM address the classic spurious
regressionrisklinkwithnon-stationarydata(Granger & Newbold, 1974; Engle & Granger, 1987).
Furthermore, residuals and diagnostics test support correct specification where all test shows
well-behaved errors and stable parameters (Breusch, 1978; Engle & Granger, 1987). Similarly,
Adjusted R? = .95 states the model still shows high explanatory power after adjustments with
the Durbin-Watson statistic. = 2.323. Therefore, the (F-statistic 45.516; Prob (F-stat) = .000)
states that the model is highly significant. The model’s core findings, directly measuring
the Dutch disease hypothesis, are positive but statistically insignificant (LN_REM = .003,
p-value = .439). This indicates that there is no evidence of a significant short-run crowding-
out effect, whereas remittance inflows would suppress the export activity, which is a primary
transmission channel for Dutch disease.

Table 4
ARDL Estimations Output

Variable Coeflicient Std. Error t-Statistics Prob.*
LN_E (-1) .74 .20 3.71 .002
LN_E (-2) -.61 22 -2.81 .013
LN_G -.47 1.03 -45 .656
LN_G (-1) 4.87 1.36 3.58 .003
LN_G (-2) -4.23 1.41 -3.01 .008
LN_IMP .28 .20 1.38 .185
ILN_IMP (-1)  -.96 22 4.33 .001
LN_IMP(-2) .92 28 3.31 .004
LN_REM .03 .04 .79 439
LN_CPI .04 .06 72 481
LN_CPI (-1) -.06 06 -1.03 318
LN_CPI (-2) 12 .05 231 034
C 11.70 3.05 3.84 .001
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In Table 4, the model reveals significant short-run dynamics: exports show strong inertia,
influenced by their own first and second lags. The third hypothesis (H3) proposes that imports
positively influence exports. Causality tests suggest this relationship exists, although it is not
statistically significant in the long run. The fourth hypothesis (H4) emphasized that higher
inflation reduces exports in the short run, while the long-run effect remains ambiguous.
Furthermore, lagged values of GDP and imports are significant drivers, highlighting complex
internal economic inter-linkages.

Table 2 reveals, the stationarity of the model's residual confirms the long-run co-integrating
relationship among the variables, validating the derivation of long-run multipliers for an
assessment of Dutch disease effects. Similarly, the result of the co-integration test verifies that
the calculated value of the F-statistic 4.74 is greater than both the lower bound critical value
[I1(0) =2.56] and the upper bound critical value [I (1) = 3.49] for 5% level of significance. This
statistical fact confirms that the null hypothesis of no co-integrating relationship is rejected
and, therefore, validates the presence of a long-run stable equilibrium relationship among the
chosen variables in the Nepalese economy over the period 1994-2024.

In Table 5, the derived long-run coefficients show that the positive relationships between
LN_REM and LN_E remain statistically insignificant (Coefl. = .04, p-value .409). Remittances
(H1) show no significant link to exports in either the short run or the long run, and there is
no evidence that remittances cause exports. This is the core finding that there is no empirical
evidence to support the Dutch disease hypothesis that remittance inflows crowd out export
competitiveness in Nepal in the long run. It suggests Nepal’s economy may possess mitigating
factors that insulate its export sector from potential resource-movement and spending effects.
Similarly, H2 cannot be tested with the current model because there is no intermediation
variable, and the remittance effect on exports is not significant.

The coefficient of ECT is -.88 and (p < .000) highly significant, highlighting rapid adjustment
to the long-run equilibrium (see Table 5). The results indicate that nearly 87.8% of any export
deviations induced by shocks to remittances, GDP, imports, or CPI are corrected within one
year. Contrary to the theoretical predictions of the Dutch disease hypothesis, this study states
no statistically significant evidence, either in the short run or in the long run, that remittance
inflows crowd out export performance in Nepal, which suggests the presence of mitigating
factors within the Nepalese economy that insulate the export sector from these classical
negative effects. Therefore, both short-run (LN_REM coef. = .034, p = .439) and long-run
(.04, p = .409) remittance effects on exports are positive but insignificant, providing no
evidence of Dutch disease-type crowding-out of exports.
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Table 5

Long-run and Short-run coefficients using ARDL

Variable Coefficient Std. tstat. b Interpretation Model
Error value

No significant long-run
effect; finds no evidence of

LN_REM .04 .05 .85 .409 Dutch Disease crowding Long-Run
out

LN_G 19 61 32 75 |neignificantpositivelong- o b
run relationship.

IN_IMP .27 23 116 262 |neignificantpositivelong- o gy
run relationship.

IN_CPT .12 11 107 ooy |nsignificantpositivelong- y o p
run relationship.
Significant constant;

C 13.32 97 13.74 .000 capturing other Long-Run
determinants
Positive and significant,

?_%N_E) .61 .16 3.92 .001 indicating inertia in export Short-Run
growth

DUNG) 453 72 589 .o0p -288ed GDP growth Short-Run

(-1) boosts exports

DILN_IMP) = g, 18 -521 oo L-assedImportnegatively g o b

(-1) correlates with exports

DILNCPL) 5 04 328 o5 lessedinflationhasa g pun

(-1) negative effect.

. Highly significant; 88%

éoér}t)eq (D g 14 -611 .000 disequilibrium is corrected Short-Run

annually.

Diagnostics Tests

The Cumulative Sum (CUSUM) and CUSUM of Squares tests, plotted over the period, remain
firmly within 5% significance levels and do not show any structural break.
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Figure 3
CUSUM Test and CUSUM of Square Test
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The histogram test shown in Annex Table Al confirms the model’s statistical adequacy. The
residuals exhibit a mean of almost zero (5.45e-15) and low volatility (Std. Dev. =.06). Moreover,
the Jarque-Bera, p - value = .904, which fails to reject the null hypothesis of normality, and
the skewness and kurtosis values are almost near their ideal target, which indicates that
the model’s error term is well-behaved, satisfying all key assumptions for reliable statistical
inference and reinforcing the validity of the stability tests (Bera & Jarque, 1981).
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Table 6
Ramsey RESET Results
Added Test  df (Num, — p- Decision (5%) Short interpretation

term stat den) value

No evidence of omitted non-

=2. s . ail to reject Ho linearity; functional form looks

FITTED*> F=2.88 (1,15) 0.110 Fail j Ho li 'yf i I f look
adequate.

Same conclusion using the
t-form of RESET.

Note(s). E-Views also reports a likelihood-ratio (LR) x*> = 5.10 and p = 002; the conventional
RESET decision is based on the F-test, which here indicates no misspecification.

t=170 — 0.110 Fail to reject Ho

Thus, in Table 6, the F-test fails to reject the correct specification at 5% (F (1,15) = 2.882,
p =.110). The equivalent t-statistic is 1.70 (p = .110), and other diagnostics (BG-LM, BPG)
likewise indicate well-behaved residuals.

Table 7
Granger Causality Test
Null Hypothesis F P Interpretation
P Statistic value P

LN_GDP does not 11.97 .000 Higher GDP levels are likely to increase
Granger-cause LN_ exports, suggesting strong causality from
EXPORT GDP to Exports.
LN_IMP does not Granger- 5.74 .009 Imports have a significant impact on
cause LN_EXPORT exports. When imports rise, exports also

increase, indicating a positive link.
LN_IMP does not Granger- 8.59 .002 Imports strongly influence GDP, which
cause LN_GDP indicates that import activities contribute to

domestic production and economic growth.
LN_REM does not 5.61 .010 Remittance inflows significantly drive
Granger-cause LN_IMP imports. Migrant workers' earnings increase

household purchasing power, which leads
to high demand for imported goods.

LN_IMP does not Granger- 2.59 .096  Weak evidence at 10%. Suggests positive but
cause LN_CPI no strong link between imports and inflation.
LN_CPI does not Granger- 2.77 .083 Weak evidence that inflation affects
cause LN_REM remittances, meaning domestic prices

could influence remittance behavior, but
the evidence is not statistically strong.
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In Table 7, Granger causality was measured to investigate the directional relationships
between the variables and variables, which is a major test for a small open economy country
like Nepal (Granger, 1969). Remittances (LN_REM) increase imports (LN_IMP), consistent
with the Dutch disease spending effect, whereby remittance inflows lead to higher demand
for imported goods. The H5 proposed that GDP helps predict exports, and the lagged GDP
term raises exports in the short run, while the long-run sign is positive but not statistically
strong. Thus, this study does not find that remittances cause exports (LN_EXPORT), so there
is no crowding-out of exports. GDP and imports both help explain exports, and imports also
help explain GDP. The link from imports to CPI is only weak at the 10% level. Notably, the
test found no significant Granger causality from LN_REM to LN_EXPORT. Thus, the results
support the ARDL finding of no crowding-out effect.

Discussions

This study examined whether remittances in Nepal crowd out exports in the sense of Dutch
disease or whether they can coexist with export growth through financial and capability
channels. Using an export-centric ARDL with error correction and full stability checks for
1994 to 2024, the remittance coefficient on aggregate exports is positive yet insignificant in
both horizons, while remittances clearly Granger-cause imports and exports comove with
GDP and imported inputs. Taken together, the evidence points to a strong absorption pathway
through imports and a weak transmission from household remittance savings into export
capacity. In theoretical terms, Dutch disease requires large inflows, sustained appreciation or
cost pressure, and factor reallocation toward non-tradables; Nepal meets the first condition,
but the second and third appear partial, so the mechanism is not a dominant macro
force. This rather qualifies the theory than refutes it and, therefore, aligns with threshold
and heterogeneity findings that depend on finance depth and institutions, among others
(Giuliano & Ruiz Arranz, 2009; Anwar & Mang, 2022; Karki et al., 2024; Islam, 2024;
Shah, 2023; Behzadan & Chisik, 2025).

Why do our results differ from studies that report Dutch disease in South Asia or in specific
Nepalese lanes? Using gravity designs on a bilateral basis helps identify certain products
or partner economies that respond with appreciation or income effects, while an aggregate
export equation might miss them, especially when scale and imported inputs are primarily
determining the macro signal (Paudel & Bhusal, 2021). The finding that remittances
induce imports but not exports, coupled with long-run multipliers on remittances that are
insignificant, implies that the loss in competitiveness is probably in certain products or
destinations rather than across the entire system.

The finding of remittances causing imports but not exports, together with insignificant
long-run multipliers on remittances, suggests that any competitiveness loss is likely
concentrated in specific products or destinations rather than system-wide. This interpretation
is consistent with evidence from India and Bangladesh where appreciation pressures show
up, but the sign and size vary by regime and structure, and with panel work that documents
nonlinearity and regimes or thresholds (Lartey et. al, 2012; Chowdhury & Rabbi, 2013;
Dutta & Sengupta, 2018; Hien et. al 2019; Karki et al., 2024; Shah, 2023).
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The mechanism story is central. Nepal’s policy framework excels at formalizing flows and
protecting workers, yet it does not hardwire remittance savings into export finance and
capability building, so the savings channel that could offset spending effects remains thin.
Migrant bonds exist but have not scaled as patient capital for tradables; financial intermediation
continues to favor real estate and short-term commerce; logistics and compliance frictions
keep the cost of moving goods high, which is typical in settings where trade costs mute
learning and scale effects (World Bank, 2023; World Bank, 2025). In this environment, the
households channel remittances to consumption and housing, the banks recycle liquidity into
low-risk uses, and the firms rely on imported intermediates when they do export. The data
mirror this reality: imports predict exports, remittances predict imports, and the remittance
to export link is weak at the macro level-a pattern consistent with international evidence
on networks, information frictions, and the need for intermediation to convert private
transfers into exportable capability (Rauch & Trindade, 2002; Giuliano & Ruiz Arranz, 2009;
Leblang, 2010; Islam, 2024).

The highlights that policy intervention should target the mechanism, not only the flow.
Redesign migrant saving instruments with matched schemes and risk shields tied to verified
export investment; expand export credit insurance, purchase order finance, and receivables
factoring so that remittance deposits recycle into tradables; cut corridor and border time
to strengthen the observed movement of imports and exports; and activate diaspora buyer
networks with standards coaching so that firms can convert trust and information into
orders (Rauch & Trindade, 2002; Leblang, 2010; World Bank, 2023; World Bank, 2025). For
research, extend the model with finance and institutional interactions, test product-level
ARDLs, and track thresholds to map where remittances can become competitive capacity,
which is consistent with meta and panel evidence on conditional Dutch disease dynamics
(Anwar & Mang, 2022; Shah, 2023; Behzadan & Chisik, 2025).

Conclusion and Implications

The findings revealed that, both in the short and long run, remittances do not exert a
statistically significant impact on aggregate exports. Rather, the availability of imported
intermediate inputs and the domestic scale effects are the key factors influencing export
dynamics. For remittance-dependent economies, the evidence is clear. No, Dutch disease is
not a victory to celebrate on its own. It signals that the savings carried by remittances are
not yet being converted into exportable capacity at scale. The fundamental policy tradeoft
is to move remittances from pure consumption smoothing toward capability building
without undermining macro stability. It suggests a partially and institutionally moderated
transmission mechanism.

Theoretically, the result refines the Dutch disease framework by showing a state-dependent,
institutionally moderated form where the consequences of capital inflows are not automatic.
The ability of businesses to convert liquidity into productive capacity, trade costs, and financial
depth all have a significant impact on Dutch diseases. Both the negative and positive effects of
remittances on the tradable sector can be muted by weak intermediary channels. The banks,
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remittance firms, and exporters should treat remittances as potential patient capital and
design instruments that channel remittances into investment, upgrading, or scale expansion
within export-oriented firms.

For policy, the priority is to shift from flow formalization toward mechanism building through
remittance-linked investment vehicles, faster and more predictable border processes, targeted
supplier upgrading, and diaspora buyer programs that convert trust and information into
repeat orders. In addition, remittance should be treated as potential long-term capital and
should focus on enhancing financial intermediation so that the household and the migrant's
savings can be transformed into tradable investment sectors. Policy now must build the bridge
that turns private transfers into competitive tradables while preserving macroeconomic
stability.

Limitations and Future Research

This study did not include a direct measure of financial intermediation, so the H2 could not
be examined. Future work should add proxies for bank credit to firms, uptake of migrant
saving instruments, availability of export finance, and indicators of logistics and regulatory
frictions. Product and partner level analyses can uncover pockets of vulnerability even when
the macro link is weak, and interaction or threshold tests can show when remittances flip from
absorption toward capability building. It will also be useful to test for time-varying effects or
regime breaks to see whether the transmission mechanism strengthened or weakened across
policy and market phases. Combining aggregate time series with firm data on export entry,
investment, and finance can map the mechanism more precisely and guide instruments that
turn remittance savings into export growth.
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Annex
Table Al
Histogram Normality Test
7
Series: Residuals
6 Sample 1996 2024
Observations 29
s Mean 5.45e-15
a Median 0.007097
Maximum 0.124820
3 Minimum -0.137140
Std. Dev. 0.059566
P Skewness -0.203576
Kurtosis 2957938
1 Jarque-Bera 0.202446
o Probability 0.903731
-0.15
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