DETERMINANTS OF ECONOMIC GROWTH IN NEPAL

A Thesis
Submitted to
The Central Department of Economics
Faculty of Humanities and Social Sciences
Tribhuvan University, Kirtipur, Kathmandu, Nepal
In the Partial Fulfillment of Requirement for the
MASTER DEGREE OF ARTS
in
ECONOMICS

Submitted by
ROSHAN SIGDEL
Roll No.: 77/2071
Symbol No.: 290
T.U. Regd. No.: 6-2-48-1022-2009

Central Department of Economics
Tribhuvan University, Kirtipur
Kathmandu, Nepal
August 2018



RECOMMENDATION LETTER

This thesis entitted DETERMINATION OF ECONOMIC GROWTH IN NEPAL
is submitted by Roshan Sigdel under my supervision for partia fulfillment of the
requirements for the degree of MASTER OF ARTS in ECONOMICS. Therefore, |
recommend this work for approval and acceptance.

Dr. Ram Chandra Dhakal
Professor

Central Department of Economics
Date: 29/04/ 2018 AD

16/01/2075 BS



APPROVAL LETTER

This thesis entitted DETERMINATION OF ECONOMIC GROWTH IN NEPAL
submitted by Roshan Sigdel has been evaluated and accepted as partial fulfillment of
the requirement for the MASTER OF ARTS in ECONOMICS by evauation

committee comprised of:

Thesis Committee

Prof. Dr. Kushum Shakya
Head of Department

Prof. Dr. Deepak Rijal

External Examiner

Prof. Dr. Ram Chandra Dhakal

Thesis Supervisor

Date:  29/04/ 2018 AD
16/01/2075 BS



ACKNOWLEDGEMENTS

This thesis entitted DETERMINATION OF ECONOMIC GROWTH IN NEPAL
has been prepared for partia fulfillment of the requirements for the master's degree in

€conomics.

| would like to pay my sincere thanks and deep respect to my thesis supervisor Dr.
Ram Chandra Dhakal, Centra Department of Economics, University Campus,
Kirtipur, TU for his full guidance, motivation, support and constructive comments
throughout my thesis work. | would also like to express my gratitude to Kushum
Shakya HOD of Central Department of Economics, University Campus, Kirtipur, TU
and external examiner Prof. Dr. Deepak Rijal for their valuable comments.

| would like to express my gratitude to all my lecturers at Central Department of
Economics for helping me to understand different facets of economics as a result of

which | became able to carry out research on economics.

| am aso equally grateful to my respective family, relatives and friends who support

me regularly during my whole work.

April, 2018 Roshan Sigdel



TABLE OF CONTENTS

Page No
LI N SR [
RECOMMENDATION LETTER ....c.cotiiieisesieeee et i
APPROVAL LETTER .ottt ii
ACKNOWLEDGEMENT ..ottt snn e snne e v
TABLE OF CONTENTS.....cieiiiiieietesiesee sttt sttt se e Vv
LIST OF TABLES ...ttt s viii
LIST OF FIGURES ... .ottt IX
ABBREVIATIONS ...ttt ee st e e e e naa e e snaeeenneeans X
CHAPTERI 1
INTRODUCTION. ...ttt e s e ssae s e nsae e ssneeesnneeesnneeens 1
1.1  Background Of the StUAY .........ccooeriiiiiiieee e 1
1.2  Statement of the Problem..........oooiiiiiie e 4
1.3  ODbjective Of the StUAY ........cceveeiieecece e 7
1.4  Signification Of the StUAY .........ccoeiiiiiiii e 7
15  Limitation of the SIUAY ........cooieiiii e 7
1.6  Organization of the SLUAY .........ccccveieiieiice e 8
(O o N e I I S 9
REVIEW OF THE LITERATURE ..ottt 9
2% R 0= 0 = (= o g0 o 9
2.1.1 Classica Concepts on ECONnomic Growth..........ccceevveceeieerecieseeseenns 9
2.1.2 Neo-Classical Model on Economic Growth............ccocoeveeveeneninnennne. 10
2.1.3 New Economic Growth Theory .........ccccceceveiiniinenere e, 10
2.1.4 Kador GroOWth TREOIY .....ccceeieeeiecie et ee s 11
2.2 EMPITICA REVIEW......ccueeie ettt ettt e e e nne e 11
221 International REVIEW ........ccccoieeiiiiiiniesieee e 11
2.2.2 NaioNal REVIEW .......coiuiiiieie et 19
2.3 RESEAICN GaP ..o e 20



CHAPTER T o 21

RESEARCH METHODOLOGY ....ooiiriirieiriesienieesie et se s 21
31 RESEACN DESIGN.. .ottt 21
3.2 Nature and SOUrCES Of Data.......ccccueruerrierieerieeiiesie et 21
3.3  Description of the variables..........cccoveiieiiciececece e 21
34  Method of Data COllECHION.......ccciiriiiieceeeee e 22
35  Model SPECITICAION......ccueieeiieieeee e 22
3.6  TOOISOf DAAANAYSIS.....ccciiiieieeeesieeie ettt 23
3.6.1 TeSt Of StAIONAIY ...c.veeveeieeeecieesieeie st sie e e see e ae e nae e sreenes 24
3.6.2 Testing the Overall Signification of aMultiple Regression: F-Test....24
3.6.3 Residual DIiagnOStiC TES......ccceeiiriineerieeie e e 25
CHAPTER IV ottt sttt s nee e 27
PRESENTATION AND ANALYSISOF DATA ..o 27
4.1  Trend and Nature of the ECONOMIC GrOWth..........cceeeiuiveciiieeceeecee e 27
O R €1 ] o) B N\ o S 27
4.1.2 Real Gross Domestic Product (RGDP) of Nepal ........cccccveeevveiennne. 28
4.1.3 Export and Import of Nepal ..........ccceveeveeienieerece e 29
4.1.4 Total Expenditure of Nepal .........ccooviiiieniiniereee e 30
4.1.5 Remittance INflow in Nepal .........cccooviiiiniinesee e 31
4.1.6 Gross Fixed Capital Formation of Nepal ..........cccccoveeveeivcceeneccec 32
4.2  Determinants of ECONOMIC GrOWEN ........cocviiiiiiiiiiine e 33
S = 1[0 = = SRR 33
4.2.2 UNit ROOt RESUIL.........oiviiiiiieeeeee e 34
4.3  RegreSSiON RESUIL.........ccoieieiecie et nas 35
4.3.1 Regression before liberalization...........cceeveeveececcesecececece e 36
4.3.2 Regression after liberalization............ccooceeviieiiiii i 37
4.3.3 Overal Regression RESUIL.........ooviiiiieienieeere e 39
V2 R R 1= S Lo (U= I B T T="o [T = o 40
4.4.1 HeteroscedastiCity TESE ....ocvveeerice e 41
4.4.2 Serial COMmElalion .......cocoveiiiieneee e 42
4.4.3 NOIMEAILY TESL....coiiiiiiierieeie et 42

vi



CHAPTER V e 43

SUMMARY, CONCLUSION AND RECOMMENDATION......cceoevirrrrerrrenes 43
51  SUMMary Of the SIUAY .....ccceeieeiiiiee e 43
5.2 CONCIUSION ...ttt sttt sreenae e 44
53  RECOMMENTELION .....oveiiiiiiieiesie sttt st 44
e o o N [ ST 47
AINNEXS e et e e et e e e b e e e a e e e nra e e eaae e eneeeenees 50

vii



Table4.1:
Table4.2:
Table4.3:
Table4.4:
Table 4.5:

LIST OF TABLES

Page No
Augmented Dickey-Fuller TESE ... 34
OLS result before liberalization ... 36
OLSresult after liberalization ...........coeeeeieiinenes e 37
OLS Regression RESUIL......cc.eccuiieeriicee e see st eee st ese e e ee e sne e 39
Residual diagNOSLIC......cccueiieiieieeiesee e 41

viii



LIST OF FIGURES

Page No
Figure 4.1: GDP Of NEPA .....c..eiiiiietieese et s ne s 27
Figure 4.2: Real GDP Of NEPaL .......ccooiiiieieeeeee e 28
Figure 4.3: International Trade of Nepal ........cccceveeieiie v 29
Figure 4.4: Total Expenditure of Nepal .........cccoeeeiieiiiie s 30
Figure 4.5: Remittance INflow IN NEPal .......cccoiieiiiiiie e 31
Figure 4.6: GFCF Of NEDEA .........ooiiiiiieieecee e e 32



AD
ADF
AS
BOP
CBS
CPI

GDP
GFCF
IFS
IMF
MOF
NE
NRB
OLS
RE
RGDP
TE
WB

ABBREVIATIONS

Aggregate Demand
Augmented Dickey-Fuller
Aggregate Supply

Balance of Payments

Central Bureau of Statistics
Consumer Price Index

Fiscal Year

Gross Domestic Product
Gross Fixed Capital Formation
International Financial Statistics
International Monetary Fund
Ministry of Finance

Net Export

Nepal Rastra Bank

Ordinary Least Squares
Remittance

Real Gross Domestic Product
Total Expenditure

World Bank



