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ABSTRACT:

Remittances are an increasingly significant contributor to the economy of Nepal. Personal

remittances received as a percentage of GDP rose from 2.4% in 2001 to 24.1% as of 2020

(World Bank). For a heavy importer with no robust export industry, remittances are the

primary foreign currency source and have grabbed the attention of many economists and

policymakers. Remittances matter because they increase a family's disposable income, relax

liquidity and budget constraints, and aid consumption smoothing, Calero, Bedi, A.S., and

Sparrow (2009). Nepalese household recipients of remittances spend almost 80% on daily

consumption, nearly double the average in South Asia, AKM Ullah (2017). Even though it

was once commonly believed remittances had no effect on economic development, recent

research and empirical evidence have found significant effects. Research on the effects of

remittances specifically on education is mixed, with some showing positive and negative

results. For example, Mansour, Chaaban, and Litchfield (2011) find that increasing

remittances increase the opportunity cost of going to school, disincentivizing people from

attaining an education, while Gibson and Mckenzie (2011) suggest that decisions to invest in

education are motivated by possibilities of future migration. This paper will synthesize the

literature and research on the effects of remittances on education, apply it specifically to

Nepal’s context, and conclude the expected net impact of remittances on education in Nepal

and the resulting policy implications.



INTRODUCTION

Nepal was much segregated from the rest of the world in terms of labor migration until 2001.

Ranked 23rd in the world in remittance-receiving countries, Nepal’s remittances received

have increased from almost $147 million to $8.11 billion within the last 20 years, a growth of

nearly 5400% compared to the global growth rate of 400% within the same time frame

(World Bank). These are figures only from formal channels, and if informal channels like

hundi are taken into account, the scale of remittances received is much larger.

As of now, Nepal’s most significant exporting industry is labor/human resources. A quick trip

through the Kathmandu valley demonstrates this, with scores of labor recruitment agencies

desperately advertising opportunities to send you out of the country for work as soon as

possible. Since 2009, the department of foreign employment (DOFE) has issued over 4

million employment contracts to Nepali workers, almost 13% of the present population of

Nepal. Nearly half of Nepalese families have at least one member working abroad for

employment, and data shows that they are primarily youths from ages 25 to 35. Recent

trends show that the top 5 destinations for labor migrants from Nepal are UAE, Qatar, Saudi

Arabia, Kuwait, and Malaysia. Most destination countries are the gulf-nations, and people

migrating there are mostly low-skilled and employed in manufacturing. According to the

NLSS III (2010/11), 56 percent of Nepalese households receive remittance, and one in every

two rural households receives remittance (CBS 2011). As the recent National Living

Standard Survey (2020/21) is yet to be published, it could be justifiable to assume the

number may have increased further, considering Nepalese propensity to export labor in

recent times. Poverty reduced from 25.2 percent in 2010 to 16.6 percent in 2019 (CBS 2011;

MoF 2020) which could be due to the increasing number of remittance-recipient households.

Nepal faces a lot of problems both economically and politically. Ignorant voters are just the

tip of the iceberg: bureaucratic issues resulting in mal-governance, and widespread use of

power for personal gain is just the tip of the iceberg. Education is arguably the best solution

for every problem in the world, and it is no different in Nepal. For what most economists refer

to as a remittance economy, it is imperative to divert those remittances into a productive

sector that would contribute to the economic growth of Nepal. But what is the situation in
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Nepal? How will the increasing remittance play out in the Nepalese financial ecosystem?

They are burning questions that need immediate attention.

The role of remittances in education is somewhat ambiguous. Some papers highlight the

positive effects, while some show a negative impact. Moreover, some reports even show

mixed results. The effect of remittances depends on various factors/ features of the home

and destination countries. As every economy is unique in its way, it makes sense to argue

that remittance may be fruit for some and poison for many. The contribution of remittance

differs and is unique to the specific context of a country or place, setting the research

question into place. David Mckenzie and Hillel Rapoport (2010) talk about how remittances

negatively affect recipient household members from attaining education. This was because

most migrants performed low-skilled jobs requiring little formal education, which encouraged

household members to migrate for work instead of investing in education. This paper tries to

apply the context of the Nepalese economy and its socio-economic condition to synthesize a

net effect of remittances.

It addresses one simple yet complex question: What is the effect of remittances on

education in Nepal? If remittance was to poise benefits as shown by empirical evidence of

the past, how would it age with the Nepalese economy, and if it were to show the

contradictory result, what would it be, and why would such a result occur in the first place?

To help with the process, this paper notes critical literature in recent times in a table and then

introduces the context of Nepal in the background section. Once previous literature is

reviewed and Nepal’s unique features are highlighted, the analysis applies the key literature

findings to the specific context of Nepal and tries to derive a substantial net effect. There

isn’t any quantitative analysis in this paper, and any vital statistical data used are taken from

previous studies in Nepal and countries similar to Nepal.

Moreover, understanding the effects and the features that lead to such consequences is a

problem half-solved. Therefore, this paper also discusses possible policies to put Nepal in a

better position to channel its remittances into the productive sector. And lastly, it ends with

some concluding remarks.

LITERATURE REVIEW

Migration for employment has become a common phenomenon in this era of globalization.

With limited labor movement restrictions, it has become less costly for people to work in

countries outside of their place of birth. We mainly observe this trend from people in
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low-income countries who migrate to high-income countries for more benefits from their

service, sending some back home as remittances.

Since this has been growingly popular, it has caught the attention of many

economists and researchers. There have been quite a few studies done that address this

issue in-depth. Since the results are pretty mixed and there hasn’t been any concrete ‘one

size fits all kind of result, it is crucial to consider many findings. With this motive, a list of 9

papers with their key findings is summarized below, which will help us further synthesize and

apply them to a context-specific Nepal. The main factors that guide the course of

remittances are the nature of work in destination countries, quality of schools, socially

constructed gender roles, and many more.
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Table 1 summarizes the main relevant papers in this literature.

Paper Title Authors Main findings Country Additional points to be noted Year

1 Remittances, school

quality, and

household education

expenditures in

Nepal

Cynthia

Bansak,

Brian

Chezum,

Animesh

Giri

-Internal remittances have a greater impact on education rather than

external remittances.

-Marginal impact of remittances is greater where returns to education are

higher

-A greater share of remittance is spent on education in districts where the

quality of education is higher. (individuals will invest up to a point where

marginal cost=marginal reward)

Nepal -Nepal 2015

2 Can migration reduce

educational

attainment?

Evidence from

Mexico

David

Mckenzie,

Hillel

Rapoport

-the negative impact of being in a migrant household on school attendance

of boys and an insignificant effect on school attendance in girls.

-being in a migrant household lowers the probability of attending school by

16% points for 12-15 years males, 21% points for 16-18 years males, and

20% points for 16-18 year females

-positive effects of remittance on education investment where liquidity

constraints are binding

-Living in a migrant household is estimated to lower the probability of

completing high school by 13% for males and 14% for females.

-Overall effect of migration on education is still negative for 16-18-year-olds.

Mexico -Most first-time migrants from rural

Mexico is illegal, leading to only jobs with

lower formal educational requirements

-The context is about Mexican emigration

to the USA

-It is the case in rural Mexico.

2010

3 The impact of

migrant remittances

on school attendance

and educational

attainment: Evidence

Wael

Mansour,

Jad

Chaaban,

Julie

-The magnitude of education outcomes due to remittance is larger for men

compared with that of women

-Migrant remittance has a positive effect on education attendance

-Remittance receipt has a statistically significant impact for males aged

(18-24) but not on females of the same age bracket. (For females, marriage

Jordan -Presence of strict compulsory schooling

laws

-Large number of public schools that

don’t charge tuition fees and subsidize

books.

2011
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from Jordan Litchfield decreases the probability of education by 38.4% on average) -Patriarchal society that is still centered

around males.

-Females are primarily considered for

household work whereas, males

whereas are considered breadwinners

for the family.

4 The effect of

remittances on

Education in Togo

Kokouvi

Kunale

Mawuena,

Mawusse

Komlagan

Nezan Okey

-Being married decreases the chances of investment of remittances in

education,

-Remittances increase the probability of lengthening the level of education.

-Living a long distance from primary school reduces a child’s incentive to

attend in order to increase their human capital.

Togo -Under-developed African country. 2021

5 Remittances and

investment in

education: Evidence

from Ghana

Kwabena

Gyimah-Bre

mpong and

Elizabeth

Asiedu

-The probability of enrolling in a secondary school increases by 50% when

the household changes from non-recipient to recipient of international

remittances.

-Female-led households are more likely to use remittance for education

than male-led households.

-Domestic remittance impact primary schooling whereas it has no

measurable impact on secondary schooling. So, international remittances

are more important for education than domestic remittances.

-Results go with the ones that find a positive relationship between

remittances and educational investment.

Ghana -Most highly educated people to migrate

whereas in Nepal it is the opposite.

-Ghana has a free and compulsory

primary education system

-Households have seen education as the

way out of poverty

-Secondary education is expensive

there.

2014

6 The impacts of

workers’ remittances

on human capital and

labor supply in

SeyedSoroo

sh Azizi

-Loosens budget constraints for households in developing countries and

motivates them to invest more in their children’s education.

-When government expenditure on education increases, the marginal rate

of return on households’ investment in education increases and thus

Cross

country

study

-Developing countries case 2018
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developing countries investment.

-Remittances is used more in girls education than the boys.

7 International

migration,

remittances, and

schooling: Evidence

from El Salvador

Alejandra

Cox

Edwards,

Manuelita

Ureta

-Relaxing the budget constraints of poor households has an effect on

children’s school attainment, even if parents have low levels of schooling

El Salvador 2003

8 Labor migration,

remittances, and

human capital

accumulation in

Nepal

Viktoriya

Khan

-The larger the assets owned by the household, the more the children stay

at home to help with household chores, in rural areas.

-Having an educated household head is correlated with higher educational

expenditure.

-Urban households spend more on education than rural households.

Nepal 2018

9 Impact of remittances

on the educational

attainment of the

migrant households-

A micro level study

Fahana

Tahi Tiza,

Kazi Shek

Farid, Lavlu

Mozumdar

-Positive effect of remittances on gross enrollment at the tertiary level of

education.

-Remittances contribute to increasing males' tertiary level education.

Tangail

District,

Bangladesh

South Asian country 2019

6



BACKGROUND

According to the World Bank, Nepal's GDP in 2020 was $39.29 billion. The per capita

income of Nepal in 2020 was $4260, purchasing power parity, according to the World Bank.

The Nepalese economy has seen a steady increase in its GDP since the 21st century,

except for a minor stagnation, thanks to the 2015 earthquake that weakened Nepal's

infrastructural ecosystem. The Nepali economy is remittance-driven. Personal remittance as

a part of the GDP is 24.3%, almost one-fourth of the GDP of Nepal.

Since the downfall of its South-Asian ally, Sri-lanka, whose foreign currency reserve was

depleted and unable to service its foreign debt, a rumor about Nepal going the Sri-lanka way

quickly gained public attention. Things aren't going so well for the Nepalese economy. Since

the earthquake, Nepal's current account balance of payment has been in deficit. The deficit

is increasing, and it was $5.38 billion in 2020, as per the World bank. Despite being an

agricultural country, Nepal cannot even feed its population with agricultural produce. Nepal

imports almost all goods from other countries. The growing tendency of Nepalese to

consume imported goods has come at a cost. The foreign reserve is depleting, and as a

matter of fact, the government recently banned a few items from importation until further

notice. With foreign currency going out of the country rapidly, there is significantly less

source from which Nepal can earn one. One of the few yet significant sources is remittances.

Nepal is still a patriarchal society dominated by men. The socially-

constructed view that divides male and female roles in society still exists, more dominantly in

the backward sectors of Nepal. The latest Global Gender Gap report, 2022, vividly depicts

how backward south-Asian countries have been in closing the gender gap that has existed

for over 100s years. Nepal ranks 96th in the Gender Gap report, 2022.

There have been many studies done on the effect of remittances on education. Conclusions

from such studies show contradicting results that are unique to the specific context that the

study was conducted. Mckenzie and Rapoport (2010) suggest that remittance negatively

impacts education as Mexicans prefer to migrate to the US and perform low-skilled and

relatively high-paying jobs. SeyedSoroosh Azizi (2018) shows a somewhat positive effect on

education as remittances loosen budget constraints and motivate households to invest more

in their children's education. This kind of paper has had a generic view of looking at

remittances. Recent papers reveal that the effect is seen differently among males and
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females. Mansour, Chaaban, and Litchfield (2011), show that the magnitude of education

outcomes due to remittance is more significant for men than women.

The following section deals in depth with the effects of remittances on education in Nepal.

ANALYSIS
Empirical evidence on the effect of remittances on education has been conducted over many

prior years in different countries and regions and thus has led to somewhat ambiguous

conclusions. While it is evident that every place or region is unique in terms of many

demographic components, the nature of work that migrants perform in their destination

countries and other factors that guide remittance recipient households to spend on areas

they spend on influence the relationship between remittances and education. To understand

the various factors that come into play and their likely implication for Nepal, this section of

the paper begins with a summary table, followed by a detailed analysis.

Table 2 lays the foundation for analysis
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Literature finding Situation in Nepal Implication

Nature of work in

destination countries (David

Mckenzie, Hillel Rapoport,

2010)

Majority of migrant workers

working in low-skilled jobs

(Nepal Labour Migration

Report 2020)

Reduced incentive to invest

in education

Quality of schools and

Colleges affects one’s

decision to invest in

education (Cynthia Bansak,

Brian Chezum, Animesh

Giri, 2015)

Quality of schools differs by

districts/regions. Also,

remittance recipient

household population differs

by district/ region (Nepal

Labour Migration Report

2020)

There can be different

effects depending upon the

quality of schools and the

population of households

receiving remittances.

Detailed analysis is done

below.

Boys and Girls are affected

differently (Kokouvi Kunale

Mawuena, Mawusse

Komlagan Nezan Okey,

2021)

Nepal still maintains a

patriarchal society. Nepal is

still sluggish when it comes

to improving its gender gap.

(Global Gender Gap Index,

2022)

Effects are varied

depending on the

demographics and other

social factors. Detailed

analysis is done below.

Other miscellaneous

findings

Discussed below Discussed below

Nature of Work in Destination Countries of Nepalese Migrant Workers

Regarding destination countries and types of work performed, the Nepalese diaspora is

relatively homogenous. Almost 9 out of 10 migrants from Nepal work in either UAE, Qatar,

Kuwait, or Saudi Arabia, as per the Labour Migration Report 2020. The Migration report also

suggests an overwhelming number of people migrating to perform jobs that require only a

minimal amount of skill, i.e., low-skilled jobs. Individuals do not require a robust educational

background to perform such occupations. The nature of work in destination countries

counteracts the possible benefits remittance could bring to education. Firstly, since those

jobs pay well and the skill level is minimal, there arises a higher opportunity cost for people,

especially those who belong to the migrants' households, to go to school and receive an

education. These opportunity costs influence household decisions to not invest the
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remittances in education but rather migrate and start working (David Mckenzie, Hillel

Rapoport, 2010). A higher risk of migration tends to harm education for children remaining in

the household. These factors reduce the incentive for one to invest in education, ultimately

impacting the remittance expenditure on education negatively.

Figure 1: Major Destination Countries for Labour Migration

Karnali and Sudur Paschim are amongst the most backward provinces in Nepal in terms of

socio-economic development. As per the argument, such places should have a higher

number of migrants as the quality of schools in those areas are of inferior quality. But the

data doesn’t support the claim. It is largely because people from those provinces migrate to

India for work due to its close proximity to the South-Asian powerhouse and the majority of

such migration goes unrecorded. (Labour Migration Report, 2020).

Quality of Schools in Nepal

Education in Nepal has traditionally been below global standards. According to the

education report published by the UN, very few schools meet child-friendly standards, early

childhood education is still low at 51%, and 770,000 children aged 5-12 years are still out of

school. This situation suggests there could be scope to use some remittance expenditure to

improve education.

The quality of schools influences households' decision to invest in education (

Bansak, Chezum, and Giri, 2015). A more significant share of remittances is invested in

education in places where the quality of schools is higher. A study was done on remittance

sources, and school performance suggests that SLC, which is Nepal's school leaving exam
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similar to New York State's Regents Exam pass rate, is higher in districts that receive more

significant internal as opposed to the places that receive external remittances ( Bansak,

Chezum, and Giri, 2015). It appears that internal migrants in Nepal are from areas where the

quality of schools, i.e., return to education, is higher. In contrast, external migrants are from

places where returns to education are relatively low.

Table 3: SEE performance rank of districts with highest number of migrant workers

Districts Population of Migrant
Workers

SEE performance rank
(GPA>1.6)-out of 77

Dhanusa 14824 71

Siraha 12381 61

Jhapa 12261 35

Morang 10257 32

Mahottari 9536 71

Sunsari 7699 33

Nawalparasi 7199 38

Sarlahi 6927 51

Saptari 5888 76

Source: DOFE and Office of the Controller of Examinations

To assess the school quality, the SEE performance of students from all districts of Nepal

from the year 2018/19 was ranked. The ranking is based on the number of students who

brought a GPA of more than 1.6 in their SEE exam. More the percentage of students that

get a GPA higher than 1.6, the higher their rank. We assume that poor quality of school

causes a poor SEE result. While this may be a correlation and causation, the argument has

some grounds upon which it can be argued.

The districts chosen above are among the top districts to which migrants

belong. Table 2 shows the number of migrants leaving that particular district and its SEE

performance rank.
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As almost every district mentioned above is ranked in the bottom half of the rankings, it is

fair to assume that the quality of schools in those aren’t as you expect them to be. This

infers an alarming situation. Cynthia Bansak, Brian Chezum, and Animesh Giri (2015)

argued that remittances negatively impact places where the quality of schools is low. Since

most migrants are from districts with poor-quality schools, they are unlikely to invest in

education. The 2015 paper also talked about how households spend up to a point where

the marginal benefit of attaining school equals marginal cost. Since the marginal benefit,

which is the value/skill one gain after receiving an education here, is too low, it is

reasonable to imply that households are moving away from investing in education.

Dhanusa and Siraha are ranked poorly in their SEE performance, and thus, it could mean

that remittances have potential harm.

Male and Female Discrepancy

Several studies suggest different effects of remittances on boys and girls. Boys are

encouraged to halt their education and migrate to work instead. In contrast, since there are

fewer household members, girls stay back to perform domestic chores or even work to meet

short-term cash shortages (David Mckenzie, Hillel Rapoport, 2010). Both result in a lack of

investment in education. (Robles and Oropesa, 2011) The effect is relatively insignificant for

girls as the share of females migrating for work is negligible compared to males (Labour

Migration Report, 2020).

When understanding the dynamics of different genders, it is essential to consider

the role of marriage. Marriage decreases the chance of investment of remittances in

education (Kokouvi Kunale Mawuena, Mawusse Komlagan Nezan Okey, 2021). This is mainly

because females are victims of the century-long social construct that they are supposed to

stay at home and handle the household chores while males continue to be the family's

breadwinners. According to UNFPA (United Nations Populations Fund), almost 38.4% of

women in Nepal between the ages of 20-49 reported having married before 18. This directly

halts female investment in education, with or without the presence of remittances. Even for

females above age 18, the story is the same. Households typically cease investment in

women's education after they marry.

Other Miscellaneous Reasons

Although the nature of work in destination countries, quality of schools, and gender are

the most important factors to consider, research has found several other factors that have the

potential to steer the course of individual household decisions to invest remittances in

education. One of the primary reasons is to allow families to alleviate their budgetary
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constraints and to spend on areas they otherwise wouldn't have paid if they did not receive

that 'extra income.' Remittances act as additional income that shifts the budget line outward,

making some combinations of goods, including more investment in education, newly

attainable. Moreover, remittances help households smooth their consumption pattern. In

homes with monthly salaries, it is common to face short-term cash shortages in the month's

second half, which may force families to cut back on the consumption of different goods. The

inflow of remittances helps families to have the cash available for more stable expenditure

flows throughout the month. This could put families in a stronger position to direct their

educational expenses.

Another notable literature finding indicates the importance of the source of remittances that

the households receive (i.e., internal or external). One study finds internal remittances have a

more significant impact on education investment than outward remittances (Bansak, Chezum,

and Giri 2015). The paper argues that internal migrants place a more excellent value on

Nepalese education than external migrants. Internal and external migration are not uniformly

distributed in Nepal. Nepal has a limited number of commercial places, and most internal

migration is concentrated around these places. Kathmandu, the country's capital, is one such

place facing a large influx of migrant workers. Because internal migration is focused on the

few major commercial hubs, competition for jobs in these hubs is fierce. It is, therefore,

important for job-seekers to stand out, and their education is one meaningful way to do so.

And for this, one needs to have a robust educational background. This causes internal

migrants to value the importance of education, leading to a more significant portion of their

remittance expenditure pie going towards education. But, the situation is somewhat different

when it comes to external remittances. Because even jobs requiring little to no education pay

well in foreign countries, primarily due to stronger labor laws and higher standards of living, it

directs such households to divert money away from education and encourages them to send

more of their members for employment abroad.

When parents migrate, it generally means less parental input in the attainment

of education, fewer people for household work, and the possibility of short-term cash

shortages, which indicate that children perform household and other work to fulfill household

responsibilities, and cash shortages (David McKenzie and Hillel Rapoport, 2011).

One of the main premises that the study of economics is based on is the

incentive effect. Another literature finding suggests an incentive effect that negatively impacts

remittance expenditure in education. It can also induce families to spend on goods and

services rather than preparing for work by learning skills or attaining education. This could

limit the scope of remittances in making any economic contribution to the supply-side potential

of Nepal.
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Finally, living a long distance from primary school reduces a child's incentive to

attend to increase their human capital (Kokouvi Kunale Mawuena, Mawusse Komlagan Nezan

Okey, 2021). This indeed affects some households. More generally, educational infrastructure

is very likely to influence the decision to invest in education, and many districts in Nepal have

room to improve on this dimension.

CONCLUSION AND POLICY RECCOMENDATIONS

Our results from the literature review and qualitative analysis incline more towards

the adverse effects of remittances in education. The nature of work that Nepalese migrants

perform abroad, the incentive effect, the (relatively low) quality of schools in districts having

the highest number of migrant workers, societal norms and values, and the relative

undervaluing of Nepalese education in the international market all induce households to

think that they aren’t better-off investing into education. Even though remittances alleviate

household budget constraints, the cumulative effect in the case of Nepal is most likely to be

negative.

Possible steps/ policy options to channel remittances into education could be to increase

the education budget for districts where Nepal encounters a higher out-flux of migrants. This

effort could help improve the educational infrastructure of such places so that households

see more significant marginal benefit from investing in education. Besides, awareness

campaigns in the Nepalese diaspora about the importance of education could nudge them

into diverting remitted funds into schools. This could also be done by excluding remit

fees/commissions for bringing in funds from abroad to spend on education in Nepal or

anything policy/idea that would help bring down the marginal cost of sending/using

remittance in Nepal. Moreover, increasing the minimum education level in order to be eligible

for working abroad could come in handy as well. In conclusion, Nepal seems to be far away

from hitting the bull's eye with remittances in terms of education, but there is scope for

amendments that could increase its productive potential in the foreseeable future.
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