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ABSTRACT

Nepal is alandlocked country sandwiched between Chinain the north and Indiain the
south, east and west. Economically speaking, growth in GDP for FY 069/70 has
remained at just 3.6%. Agriculture occupies about one-third of the total GDP, whereas
two-third of the working population are engaged in it. Economic activities within the
country have been sluggish thus prompting new working population to go abroad for
higher earnings. According to NRB, the remittance inflow to Nepa for FY 069/70
was NRs. 434.58 billion, which is about 25% of the GDP. This shows how substantial
remittance is to the economy of the country. On the other hand, the macro economic
data published by NRB reveals that inflation for the FY 2010/11 and 2011/12 are 9.6
and 8.3% respectively. Inflation at such high rates not only negates the earnings of the
common man but also the interest rates offered by the banks and financial institutions.

As mentioned in the title itself, two maor economic issues are at the centre of the
study here. The purpose of this study is to analyze the causal relationship between
remittance and inflation in Nepal on the premise of the theoretical inter-relation. The
historical datafrom FY 1990/91 to 2012/13 have been used for the anaysis.

Theoretically speaking, remittance contributes to inflation through three linking
factors, namely, Demand pull factors, Cost push factors and Money Supply. With
increased income, aggregate demand usually goes up. But in absence of increment in
supply to match that demand, the price rises through the mechanism of demand pull
inflation. Similarly, with higher wage offers at even lower levelsin foreign countries,
people find it luring to work abroad rather than in Nepal. With increasing tendency of
such workers to go abroad, the shortage in labor market forces the Nepalese
employers to increase the wage just in order to retain them. That again contributes to
inflation through cost-push mechanism. Besides, money supply also increases through

remittance creating ample chances for inflation.

Several regression analysis between remittance as independent variable and CPI (base
year 2005/06 = 100) as dependent variable showed the following.

Simple regression analysis between inflation and remittance of the same year shows
that if the remittance income increases by NRs. 10,000 million rupees then CPI
increases by 3.202 points. Regression anaysis between remittance of the previous
year on the inflation of the following year shows that if the remittance income
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increases by NRs. 10,000 million rupees then CPl increases by 3.881 points.
Similarly, multiple regression analysis of CPI as independent variable with remittance
of the current and the previous year both as dependent variables showed how inflation
is influenced. According to the regression equation thus formed, for every million of
additional remittance income of a certain year increases the CPl index by
0.000204026 points, keeping remittance of the previous year zero. Similarly,
additional remittance income of million rupees in the previous year contributes to CPI
index of the following year by 0.000136833 points, keeping remittance income of the
current year as zero. If the remittances of the previous year and the following year are
both NRs. 10,000 million then the CPI index increases by 3.4 points.

Multiple regression analysis by taking remittance of present and previous year, GDP
as well as government expenditure as dependent variables shows that for overall CPI,
if the value of al the independent variables is zero, then CPI will be 10.61. For every
rupee of remittance income, the CPI changes by 0.000367 and 0.000141, of the same
and the previous year respectively. Similarly, CPI varies by 0.0002 and 0.000351%
for every unit changes in the GDP and Government expenditure respectively.

There is no doubt that remittance income has been a vital part of our economy
especidly in the last decade. However there is a dark side to the effects of remittance
in Nepal’s case. Some economists refer to it as a ‘slow poison’. Among the negative
effects of remittance, as this research showed, isit effect in inflation. The need of the
moment is to create productive investment opportunities where a huge part of
remittance that is currently being used in unproductive sectors or luxury purchases
can be diverted. Those productive investment opportunities can be in Agriculture,
Infrastructure, Tourism, Industries, etc. Now is the high time that all the stakeholders
(political parties, entrepreneurs, banks, bureaucrats, public, etc.) should think about
creating more investment opportunities and attract remittance money towards it. Once
profitable investments are made and the investors start getting return from it, then
they do not have to fully rely on remittance income. Our heavy reliance on remittance
income makes us equally vulnerable to inherent economic risks of the employing
country. If for any reason those countries face economic difficulties then that might be
directly felt here in terms of lower remittance inflow. So it is always better to start
thinking about tomorrow and plan accordingly instead of lavishly spending just for
today.
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