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Abstract

Background: Remittances refer to the payments sent by migrant workers to their home
countries to help their families. They are commonly used to denote sums sent from both
domestically and internationally, but the study focuses solely on external remittances.
Likewise, the movement of Nepalese workers to various locations has become a widespread
occurrence, and without readily exportable competitive products in global markets, remittances
have emerged as a key source of foreign currency.

Objective: This study aims to analyze the trend of labor migration from Nepal and the
remittance-to-GDP ratio while investigating the relationship between remittance inflows and
economic development, focusing on how increasing remittance inflows impact Nepal's
economic development.

Methods: The research achieved its goal through the narrative review approach by exploring
literature concerning remittance trends from publications in numerous journals, books,
Ministry of Labour, Employment and Social Security series, Economic Survey, Ministry of
Finance (MoF), foreign employment department, Government of Nepal, and releases from the
World Bank, Nepal Rastra Bank, and more.

Findings and Discussions: The average number of labour permits issued for the past ten years
ranging from the fiscal years 2014/15 to 2023/2024 is 561,261. Similarly, the average
Remittance to GDP Ratio for last ten years is 24.80 percent which supports the fact that
remittance contributes one-fourth part of the national GDP. The financial, human, and social
capital that migrant workers gather while abroad is connected; their amassed wealth has
significant potential to greatly influence Nepal's economic and social development.
Conclusion and Recommendations: The financial, human, and social capital that migrant
workers gather while abroad is connected; their amassed wealth has significant potential to
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greatly influence Nepal's economic and social development. The Nepalese Government must
prioritize optimizing remittances and effectively harnessing them for the holistic development
of the nation, fostering a sustainable, joyful, and prosperous life for its citizens through
enduring development initiatives. In addition to this, the government must create a strategy for
a self-sustainable economy. Programs aimed at improving financial literacy for families
receiving remittances can assist in directing funds towards savings, effective investments, and
long-term asset development.

Keywords: Economic Development, Gross Domestic Product, Inflation, Foreign Employment,
Migration, Remittance

1. Introduction

Remittances are the remunerations sent by migrant labourers to their home country to support
their families. They are the incomes that migrants, whether domestic or international, send
home to support friends and family back home (Khan, 2024; Mack et al. 2023; Richard &
Adams, 2011). They represent the money and goods that are inferred by the emigrants to their
households, either from urban areas or abroad. It covers a large portion of monetary flows to
labour-vending countries to manage foreign exchange reserves and correct the payment
balance. It implies household income from foreign inflow mainly from monetary or permanent
migration (Chettri, et. al, 2020; IMF, 2009).

Although remittance is often used to refer to amounts transferred from both within and outside
the country, in the study it refers to external remittances only, i.e. money or goods transferred
from abroad. It includes transfers made by migrants employed in a foreign country to their
household in the country of origin as well as transfers from residents of one country to residents
of another. It has attracted increasing attention in the international discourse, partly owing to
their magnitude and stability in the positive growth trend over the past few decades. A growing
consensus is emerging that remittances constitute a significant source of external financing
(Panta, 2014). In the absence of easily exportable competitive goods in the international
markets, remittance has become a primary source of foreign exchange.

Remittances are one of the major sources of financial flow in developing countries (Dahal,
2014). They are one of the most stable sources of household income. Remittances affect
economic growth by improving credit constraints on the poor, raising national savings, and
contributing to the development budget of the country (Ekanayake and Moslares, 2020). They
represent the major part of external finance exceeding export revenues, foreign direct
investment (FDI) and aid for most of the developing countries (Ahamada & Coulibaly, 2013;
Giuliano & Arranz, 2005). As a result, the growing amount of remittance are becoming an
important source of funding for developing countries.

2. Objective of the Study

The objective the study is to review the trend of Nepalese labour migration and Remittance to
GDP Ratio and to review the connections between remittance inflows and economic
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development, concentrating on the effects of rising remittance inflows on Nepalese economic
development.

3. Methods

The study accomplished its objective utilizing the narrative review method by searching
literatures related to trends of remittances from articles published in various journals, books,
series of Ministry of Labour, Economic Survey, Ministry of Finance (MoF), Department of
foreign employment, Government of Nepal, publications of World Bank, Nepal Rastra Bank,
and others. These materials were collected from scientific publications and official websites
and records for the analysis. The trends in Nepalese labour migration and remittance inflows
are presented for the past ten years, 2014/15-2023/24. The article is limited to the official data
available at the different levels of government institutions and international organizations. By
using the data for the past ten years, the article only reviews current trends.

4. Analysis and Discussion

4.1 Theoretical Discussions

The theoretical relationship between the remittance and economic growth of developing
countries can be categorized into broad schools of thought namely Optimism, Pessimism, and
Pluralism.

4.1.1 The Optimistic School of Thought

The Optimistic School of Thought assumes flows of remittances as well as experience, skills
and knowledge that migrants acquire abroad will enhance development in the recipient
countries (Adenutsi, 2010; Anaynwu & Erhijakpor, 2010; de Haas, 2007). Remittances provide
the necessary capital for economic take-oftf in developing countries. It posits that migration is
a household strategy to overcome local market failures. Remittances act as a source of self-
insurance and liquid capital that allows households to invest in high-return but high-risk
activities that they otherwise could not afford due to a lack of local credit. Similarly, remittances
relax the budget constraints of poor households, leading to increased spending on education
and health. In the long run, this creates a more productive workforce, shifting the production
possibility frontier outward. Even when remittances are spent on unproductive consumption,
they stimulate demand for local goods and services, creating jobs and income for non-migrant
households through Keynesian multipliers.

4.1.2 The Pessimistic School of Thought

The Pessimistic School of Thought focuses on the structural distortions and dependencies
created by massive foreign currency inflows which is highly relevant to the Nepalese context.
Large remittance inflows can lead to the appreciation of the real exchange rate, making
domestic exports less competitive. The school of thought suggests that the net effect of
migration and remittances does not foster sustainable development (Adenutsi, 2010). This leads
to de-industrialization as the economy shifts toward non-tradable sectors like services and real
estate. At the micro-level, remittances can create a dependency trap. Recipients may decrease
their labor force participation or effort, preferring to live off transfers rather than engaging in
productive local employment. While the money comes in, the human capital leaves the country.
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The brain drain is one of the aspects considered, where emigration of the educated leads to a
loss that is not offset by the benefits associated with remittances (Acosta, 2006). The loss of
the most productive members of the workforce can hinder long-term innovation and
institutional quality.

4.1.3 The Pluralistic Thought

The Pluralistic Thought suggests that remittances promote growth only if the local financial
system is developed enough to channel these flows into productive investments. If the banking
sector is weak, remittances simply fuel consumption and inflation. The leakage or drain of
remittances depends on the governance of the home country. In environments with high
bureaucratic leakage or corruption, remittances may be used to bypass state inefficiencies
rather than fixing them, potentially delaying necessary structural reforms. The fundamental
concern is not whether migration has a strictly negative or positive impact on development, the
effects of remittances are thus context-dependent (de Haas, 2007; Taylor, 1999).

4.2 Trend of Nepalese Labour Migration and Remittance to GDP Ratio

Nepal has a long history of labour migration, with Nepalese labour seeking employment
opportunities in various countries. The history of formal foreign labour migration begins
around 1816, after the Anglo-Nepal War with the recruitment of 4,650 Nepalese youths in
British armed forces British-Gurkha Regiment (Sharma & Thapa 2013; Seddon et al. 2001). In
1950, the signing of the Peace and Friendship Treaty between India and Nepal formalized the
free movement of people between the two countries without requirements of any formalities
like passport and visa. Due to the open border of India and Nepal, thousands of people go to
India for labour employment. Nepalese labourers began traveling to India in the 1950s and
1960s, mostly to work on building sites, road projects, and as domestic helpers. The Gulf
nations, including Saudi Arabia, Qatar, and Kuwait, started hiring Nepalese labourers in the
1970s for their burgeoning construction industries. In the 1980s and 1990s, this pattern
persisted, with Nepalese people finding work in a variety of industries, including hospitality,
healthcare, and physical labour. In Malaysia, South Korea, and other East Asian nations, the
number of Nepalese migrant labourers increased dramatically in the 1990s (MOF, Economic
Survey, 2024).

The migration of Nepalese labourers to several destinations has become a common
phenomenon. Through a number of bilateral agreements, the Government of Nepal has started
transferring talented human resources to Israel, Japan, and other wealthy nations. The
government has opened foreign employment opportunities for Nepali citizens in 149 countries,
even though it has signed bilateral labor agreements with only 13 of them (Republica, 2024).
The factors that push international migration are rapid population growth, lack of employment
opportunities in own country, increasing tax burden, political instability, higher demand for
labour in industrialized country etc. (Shrestha, 2008). Kuwar (2021) concluded that the causes
of labor migration in Nepal include economic opportunities, urbanization and infrastructure
gaps, marriage and family relocation, education and improved living standards, political and
legal factors, natural disasters, and climate change. Nepal is rapidly urbanizing, but rural areas
lack basic amenities like roads, healthcare and schools. This drives people to cities leaving hills
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and mountain regions depolluted. In the same way marriage is a major reason for migration,
especially for women. Many moves to their spouse’s home, contributing to internal migration
patterns. At the household level, the financial support of migrant family members has a
significant impact on contributing to the social and economic development of the household.
Figure 1

Trend of Nepalese Labour Migration
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Figure 1 depicts the trend of labour migration for the past ten years from the year 2014/15 to
2023/24. There are significant changes in migration situation in Nepal in recent years. The
number of citizens applying for employment overseas has increased drastically. The various
factors contributing to the increased migration are poverty, limited employment opportunities,
conflicts, as well as social, environmental, and political issues. Additionally, increase in the
demand for workers, along with higher wages has played an important role in labour migration.
The labour migration sector was severely impacted by COVID-19 during the years 2019/20
and 2020/21. With restrictions on the entry of foreign nationals, lockdown, spread of virus
throughout the world mobility of labour had come to a standstill for several months. The
number of labourers leaving the country have increased post-COVID. The number of people
taking approval for labour migration has increased from 499,102 in the year 2014/15 to 741,000
in the year 2023/2024. The average number of labour permits issued for the past ten years is
561,261.
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Figure 2
Trend of Remittance inflow in Nepal as a percentage of GDP
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Figure 2 depicts the trend of Remittance to GDP Ratio for the last ten years from the year
2014/15 to 2023/24. In the year 2014/15, remittances accounted for approximately 28.29
percent of the GDP. Similarly, percentage of Remittance to GDP Ratio was 29.52 percent for
the year 2015/16, 26.00 percent for the year 2016/17, 24.92 percent in the year 2017/18, 25.42
percent in the year 2018/19, 22.36 percent in the year 2019.20, 22.53 percent in the year
2020/21, 20.29 percent in the year 2021/22, 22.68 percent in the year 2022.23 and 25.33 percent
in the year 2023/24. The average Remittance to GDP Ratio for last ten years is 24.80 percent
which supports the fact that remittance contributes one-fourth part of the national GDP.

4.3 Impact of Remittance on Major Macroeconomic Indicators

Remittance, funds sent by individuals working abroad to their home countries, can positively
impact government expenditure (Dahal & Shrestha, 2023). It has emerged as an integral pillar
of Nepal’s monetary framework, offering vital economic aid to households and appearing as a
buffer in the course of times of country wide and international financial uncertainty. Over the
past few decades, the regular inflow of remittance has reinforced Nepal’s forex reserves,
decreased poverty, and progressed residing requirements for millions of Nepalese, especially
the ones in pastoral and disadvantaged populations (World Bank, 2023; NRB, 2023).

4.3.1 Economic Impacts of Remittance

Chowdhury et al. (2023) using panel data from 1990 to 2019 of chosen three low-income Asian
countries as Bangladesh, Sri Lanka and Vietnam found that the effect is different among the
countries. They found that remittance had no relationship with growth in long or short term in
terms of Bangladesh, whereas in Vietnam there was existence of only short term, and in case
Sri Lanka there was bidirectional causality. The research used the VECM model with
remittance growth as the independent variable and GDP per capita as the dependent variable.
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Capital formation growth, exports, exchange rates, and household consumption were
considered as control variables.

Basnet et al. (2022) investigated the impact of remittances on inflation in South Asian nations
utilizing panel co-integration and the Pooled Mean Technique, spanning from 1975 to 2017.
The results showed that the inflationary impact of remittances in South Asia depends on the
time.

Joshi (2022) analyzed the impact of remittances on inflation in Nepal from 1975 to 2020 A.D.
The least squares method was employed for estimate purposes. The research showed a positive
relationship between remittances and total inflation. Additionally, remittances, money supply,
import trade, and budget deficit positively influence food and beverage inflation, whereas real
GDP exerts a negative impact on food and beverage inflation. Empirical research indicates that
to derive benefits from remittances, it is essential to invest in productive industries by providing
appealing investment options from the Government’s perspective.

Islam (2022) investigated the relationship between remittance and economic growth in four
selected South Asian economies from the period 1986-2019 using trade openness and FDI as
control variable. Generalized least square and fully modified ordinary least square estimations
used by the study ensured the positive impact of remittance on economic growth and
unidirectional causality from remittance to economic growth. The research concluded with FDI
having negative relationship and trade openness having positive relationship. At last research
concluded with implementation of migration friendly policies to augment more international
remittance.

Dahal (2022) analyzed the short-term macroeconomic effects of remittances and other
macroeconomic variable shocks using the SVAR model within a year. The findings indicated
that the effect of remittance shock on output (GDP) is negligible, whereas remittances
substantially enhance money supply and prices.

Chhetri et al. (2020) showed that Nepal ranks 19th position in top remittance receiving
countries of the world whereas its percentage in contribution in GDP ranked it in the 4th
position. The proportion of remittances to Nepal’s GDP is on the rise, while the share of
agriculture, forestry, and fishery in GDP is declining. This denotes a negative correlation
between them.

Sah (2019) concluded that Nepal has experienced rapid labour migration in the past two
decades, with half of its households having at least one member abroad or returning for foreign
employment. This migration poses a major problem for the country, including globalization,
poverty, economic instability, food insecurity, and unequal income distribution. Nepal is a high
remittance recipient country among the least developed countries, and remittance plays a
significant role in the country's GDP.

Neupane (2019) studied the trend of remittance in the Nepali economy. He also examined the
impact of remittance inflows on Inflation in Nepal using secondary data from 1975 to 2017.
He utilized several tables and figures to display the facts. Using regression, unit root test, and
co-integration tests, they discovered a positive relation and not a statistically significant
association between the consumer price index (CPI) and remittance inflows in Nepal. The study
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also discovered a positive and substantial correlation coefficient between the Nepalese and
Indian consumer price indexes.

Kaphle (2018) using Vector Error Correction model found positive long-term effects between
remittances and economic development whereas no statistically significant effects in short run.
Tung et al. (2015) examined the link between remittances and inflation using data from 32
developing countries in Asia and the Pacific spanning 1985 to 2013 A.D. The results from three
estimation techniques-Ordinary Least Squares, Two-Stage Least Squares, and Panel
Generalized Method of Moments-reveal a positive relationship between remittances and
inflation. The growth in remittance inflow could boost domestic consumption and overall
demand in an economy via a multiplier effect. This leads to a rise in the inflation rate caused
by demand-pull inflation. Conversely, remittance inflows boost the availability of foreign
currency and subsequently exert pressure to lower the exchange rate. The decline in the
exchange rate leads to a negative trade balance. Consequently, the central bank must boost the
local money supply to purchase foreign currency for elevating the exchange rate. According to
the Quantity theory of money, an increase in the domestic money supply results in higher
inflation. The research additionally revealed a noteworthy and positive impact of GDP growth
rate on inflation.

Uprety (2017) stated that consumption of goods booms due to remittance.

Narayan et al. (2011) examined the causes of inflation in 54 developing countries across the
globe. Their research showed that remittances lead to an increase in inflation, which becomes
more apparent over time. Nevertheless, the research relied on combined data gathered over a
decade from 1995 to 2004 and did not concentrate on particular remittance aspects in Asian
and Pacific developing nations.

Upadhyay and Upadhyaya (2011) analyzed the effect of remittance inflow on inflation and the
actual exchange rate. The study employed panel data from five different South Asian countries,
including Nepal. The rise in remittances shows a positive relationship yet is statistically
insignificant across all countries, while real GDP growth equally fails to significantly influence
inflation.

4.3.2 Social Impacts of Remittance

Khanal (2022) noted that the departure of educated and talented youth to international job
markets has resulted in an increasing deficit of human capital within Nepal's economy.
Essential industries such as health, education, and technology confront ongoing skill shortages
as professionals pursue better opportunities abroad.

ILO (2020) noted that the emigration of male family members has resulted in a significant
change in family dynamics. Women are taking on decision-making roles more frequently, often
managing family finances and handling children's education without their partners. This will
enable women and challenge traditional patriarchal norms, but it also imposes an additional
emotional and managerial load on them. The increase in female-led households in rural areas
is one of the observed social effects of migration.
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Paudel and Kafle (2019) emphasized significant regional differences in the usage of
remittances across Nepal. His research indicated that families in urban and semi-urban regions
tend to allocate remittances towards productive options such as education, healthcare, and
small enterprises. In contrast, rural families generally utilize remittances primarily for basic
needs, debt repayment, and home building. These disparities arise from differences in
infrastructure, economic understanding, and access to investment options. Ultimately, while
remittance enhances living standards in both scenarios, its potential for sustained development
is significantly greater in areas with superior institutional and financial access.

Dhungana and Pandit (2014) proposed that remittances play a crucial role in alleviating poverty
and enhancing the economic status of both migrants and their families. The positive impact of
migration on society is particularly notable for advancing children's education and boosting the
overall social standing of families.

Dahal (2014) discovered that remittances have a positive effect on the growth of human capital
but a negative effect on international business.

Javid et al. (2012) investigated the impact of remittances on poverty levels and economic
development. The research focused on the importance of remittance inflows and their effects
on economic growth. Empirical evidence suggests that remittances positively affect economic
growth and have a significant impact. The study also revealed that remittances have a
substantial and statistically significant effect on alleviating poverty. Thus, the importance of
remittance inflows for enhancing growth and alleviating poverty, which in turn benefits the
social and economic status of the recipient nation, is indisputable.

Wagle (2009) noted that migration has led to a significant rise in remittances, positively
affecting poverty reduction and inequality, while indicating that numerous advantages tend to
favor a socio-economically privileged segment of society.

Shrestha (2008) found that the remittances from migrant workers serve as a powerful means
for reducing poverty. In a similar vein, governments might gain indirectly from remittance
earnings via heightened tax income from economic activities prompted by these remittance
inflows.

Gaudel (2007) noted that remittances can directly aid government spending for funding public
initiatives or social welfare programs.

5. Conclusion

Nepal has a rich history of emigration, which is on the rise, and its economy relies significantly
on foreign remittances. The financial, human, and social capital that migrant workers gather
while abroad are interconnected, and their amassed wealth can significantly influence Nepal's
economic and social progress. The rise in the number of works permits and the volume of
remittance inflow is just one facet of foreign employment. Grasping related trends is essential
from a perspective of national development: overseas work and national progress. A deeper
understanding is necessary to optimize the advantages of foreign employment for national
development. The Government of Nepal must prioritize maximizing remittance and effectively
harnessing that remittance for comprehensive national development, fostering a sustainable,
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happy, and prosperous life for citizens through dedicated sustainable development initiatives.
In addition to this, the government must devise a strategy for a self-sustaining economy.
Programs that promote financial literacy for families receiving remittances can assist in
directing budgets towards savings, effective investments, and long-term asset development
(NRB, 2023). Practical and economically viable strategies for remittances in rural investments
are necessary (Dahal and Maharjan, 2018).
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