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Abstract - Growing trend of migration and remittance from foreign employment is an important part of Nepalese economy. 
This growing trend of migration has benefitted Nepal in form of remittance but if this remittance is not used in productive 
uses, it can create dependency on them. Thus in this context, this study examines the effect of international remittances on 
share of household expenditure. We examine different components of household expenditure using OLS regression, nearest 
neighborhood matching method and to bit regression model using nationally representative survey data gathered from 31 
districts of Nepal. Results indicate that remittance receiving households tend to increase their share of expenditure in asset 
accumulation (e.g. housing and land) and loan repayment. The share of expenditure in food items decreases among 
remittance receiving households. Surprisingly, remittance receiving households also tend to decrease the share of 
expenditure on education. 
 

 
I. INTRODUCTION 
 
International migration has been rapidly increasing in 
recent years. According to United Nations there were 
258 million migrants worldwide in 2017, up from 220 
million in 2010 (United Nations, 2017). This 
escalating migration trend has also led to increase in 
remittance transfer from migrants back to their 
households at community of origin. In 2015, an 
estimated $601 billion worth of remittance was 
transferred between countries out of which $441 
billion was transferred to developing countries. The 
remittance amount sent to developing countries is 
nearly three times theamount of official development 
assistance(World Bank, 2011b).Remittance plays a 
crucial role in reducing poverty and is one of the 
major sources of foreign exchange earnings in many 
developing countries(Adams Jr. & Cuecuecha, 2010; 
World Bank, 2011b). With increasing trend of 
migration and increasing share of remittance, Nepal 
also has potential to use the remittance to reduce 
poverty and improve economic growth if the 
remittance is channeled into productive uses. 
Nepal experienced a dramatic explosion in out 
migration to foreign countries especially Gulf 
countries and Malaysia. Decade long armed conflict 
in the country intensified the migration trendbut even 
after the comprehensive peace agreement, the 
attraction to foreign employment has not subsided 
because of the lack of employment opportunities 
within the country.In the fiscal year2017, the 
Department of Foreign Employment(DOFE) issued 
382,871permits for foreign employment to over one 
hundred destination (Ministry of Labour and 
Employment, 2017). With the increase in migration 
the transfer of remittance to the country has also 
dramatically increased. In the fiscal year 2018Nepal 
received a total ofUSD 7.24 billion (Average 
exchange rate during fiscal year 2017/18 is 
104.32)remittance through formal channels which is 

around 25 % of GDP of the country(Central Bureau 
of Nepal, 2018; Nepal Rastra Bank, 2018). 
Accounting for the amount of remittance received 
through informal channel would significantly 
increase the total figure of remittance received. 
Remittance has thus become a major driving force of 
Nepalese economy. It has contributed to the increase 
in purchasing power of poor household thus reducing 
poverty(World Bank, 2011a).  Remittances can 
contribute to inclusive and sustainable development 
and economic growth of the country, if the country 
makes productive uses of the remittance. To make 
productive use of remittance it is important to have 
clear idea how remittance is being channeled by 
remittance receiving households relative to non-
migrant household. It is important to have the insights 
on how these financial transfers are being spent 
specifically rather than just general information (for 
example remittance is being spent on consumption 
rather than investment). Thus in this context we 
explore the share of food and non-food expenditure, 
share of expenditure on loan repayment, share of 
expenditure on asset accumulation and share of 
expenditure on education. Past studies indicate that 
the use of remittances is quite varied and seemingly 
contradictory.  Some studies suggest significant 
portion of remittances are spent on consumption 
rather than investment. Findings of Glytsos (1993) 
and Quartey (2006) support this argument that most 
of the remittance income are spent on consumption. 
Other studies suggest that although remittances do 
not explicitly increase investment in productive 
businesses they increase the marginal expenditure on 
investment goods such as human and physical capital 
(education, health and housing etc). In the study of 
Guatemala, Adams Jr. & Cuecuecha (2010) find that 
remittance receiving households spend more at 
margin on education than what they would have spent 
on without the receipt of remittances. Likewise, 
findings of Göbel (2013) suggest remittance receiving 
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households spend more on education and 
housing.Other studies by Kandel& Kao (2000) and 
Taylor & Mora (2006) find that internal remittances 
have a greater impact on education as compared to 
external remittances. In the study of Mexican 
households, Amuedo-Dorantes and Pozo (2009)and 
Valero-Gil (2008) find that remittances increase the 
likelihood of incurring health care expenditure. Thus, 
the findings of different studies suggest that the 
impact of remittances differ widely. The impacts are 
difficult to capture as remittances are fungible which 
means even if remittances are not directly spent on 
investments in business or human & physical capital, 
they tend to relax other resources for spending on 
such investments (Castaldo& Reilly, 2007).  
In context of Nepal, only limited studies have been 
carried out to examine how remittance receiving 
households differ from remittance non-receiving 
households.The study by Bansak, Chezum&Giri 
(2015) find that internal remittances have a greater 
impact on investment in education. The positive 
impact of remittances on expenditure in education is 
also supported by findings of Vogel and Korinek 
(2012). Similarly, Thapa and Acharya (2017) find 
that remittance receiving households spend more on 
consumption relative to human capital. In another 
study, Karki Nepal (2015) finds that remittances do 
have positive impact on education expenditures but 
the impact is not reflected on child schooling and 
child labour. All of these studies are based on 
National Living Standard Survey (NLSS) data 
conducted by Central Bureau of Statistics (CBS) of 
Nepal in different time periods. 
 
We have attempted to further explore the impact of 
international remittance on the expenditure pattern at 
household levelin Nepal using a different set of 
nationally representative survey data from 31 districts 
in Nepal. We also explore the issue of share of 
expenditure beyond food and non-food expenditure. 
The exploration of share of expenditure on asset 
accumulation and loan re-payment is our contribution 
to the discussion of how remittance is being spent in 
Nepal. Using OLS, nearest neighborhood matching 
method and tobit regression we find that remittance 
receiving households tend to increase their share of 
expenditure in asset accumulation (e.g. housing and 
land) and loan repayment.  
The share of expenditure in food items decreases 
among remittance receiving households. Surprisingly, 
remittance receiving households also tend to decrease 
the share of expenditure on education. We are aware 
that remittance receiving household and household 
that do not receive remittance are systematically 
different and there is non-random selection into 
receiving of remittance, but our data set did not have 
any variable that could be used as effective 
instrument. Hence we have attempted to back up the 
result with nearest neighborhood matching method as 
a robustness check. 

II. DATA AND DESCRIPTIVE STATISTICS 
 
This study uses the primary data collected from the 
survey conducted by IIDS in collaboration with 
International Organization for Migration (IOM) and 
Korea International Cooperation Agency (KOICA). 
The data were collected from 31 districts of Nepal 
which were randomly selected as primary sample unit 
(PSU) using probability proportion to size (PPS) 
sampling method in consultation with Nepal Central 
Bureau of Statistics and IOM. The data is 
representative at national and regional level since the 
samples were selected from districts representing all 
three ecological belts (terai, hills, and mountains) of 
Nepal. Out of those selected districts, 460 wards were 
selected using PPS sampling method as the clusters 
for the survey. From each cluster, 50 households were 
selected using systematic random sampling for initial 
screening. The screening questionnaires were applied 
to approximately 23,000 households. Based on the 
results of the screening, in-depth interviews were 
conducted among 3275 migrant households 
(households with a migrant) and 911 regular 
households (household without a migrant). The total 
number of household was 4186. The survey was 
conducted from December 2015 to June 2016. The 
data-set includes the information about socio-
economic and demographic characteristics of migrant 
and regular households. It captures the insights on 
migration behavior, remittance receipt as well as 
consumption and expenditure pattern of the 
households. The analysis of this study is based on 
expenditure pattern of remittance receiving and non-
receiving households. Descriptive statistics includes 
information on the household characteristics such as 
household size, age, sex, education and occupation of 
household head, proportion of economically active 
household members, household assets, share of 
expenditure on different items etc. The descriptive 
statistics of variables used in the analysis are 
presented in Table 1. In this study, a household is 
considered as remittance receiving only if the 
household has received any remittance (cash or in-
kind) within the past 12 months. On this basis, there 
are 3,031 (around 72%) remittance receiving 
households and 1,151 (28%) remittance non-
receiving households. The average age of household 
head in the sample is 46 years and about 70 percent 
of them have studied at least up to SLC. The average 
size of the household is 6 and average number of 
working age family members (15-64 years) is 4. Out 
of the total sample, 59 percent of the households were 
male headed and among the remittance non-receiving 
households 82 percent were male headed compare to 
only 51 percent in remittance receiving households. 
The proportion of remittance receiving households is 
slightly higher in Dalit households (19%) compared 
to remittance non-recipient (15%), while in 
Brahmin/Chhetri households the percentage of 
remittance non-receiving household is higher (44%). 
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A significantly higher proportion of household heads 
had completed at least SLC (70%) compared to 
household heads who were illiterate (26%). The 
proportion of household with illiterate head in 
remittance receiving and remittance non-receiving 

household was 20% and 19% respectively, while the 
proportion was 68% and 73% respectively among 
household with heads having at least SLC education.  

 

 
Table 1. Descriptive statistics of variables used in analysis 

 
 

The proportion of remittance receiving households 
who were involved in agriculture occupation is 64% 
while it was slightly lower in remittance non-
receiving household (51%). Likewise, only 23% of 
households involved in non-agriculture occupation 
were receiving remittance, which is significantly 
lower than of those households that do not receive 
any remittance (44%). The average land holding size 
of remittance receiving household is 0.16 hectare, 
slightly lower than remittance non-receiving 
households which is 0.28 hectare. The focus of this 
study is the impact of remittance on the household 
expenditure pattern. Therefore, the key dependent 
variables of interest for the analysis are share of 
expenditures out of total expenditure of the household 
in different categories. The survey collected detailed 

information on a wide variety of household 
expenditure. We have divided the total expenditure 
into seven categories namely food, non-food, 
education, health, assets, loan payment and others. 
All expenditures had been reported in terms of total 
yearly values.  
 
The expenditure on food includes purchased food, 
non-purchased food as well as food eaten outside the 
home. The non-food expenses include expenditure on 
clothes, utility, transportation, communication, 
maintenance and rents. Similarly, expenditure on 
assets includes purchase of land, house and livestock. 
Likewise, expenditure on loan payment is the money 
spent to repay the debt of the household if it had any. 
The education and health expenses are those spent on 
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educating children and medical care for the family 
respectively. The other miscellaneous expenses such 
as emergency expenses, savings and other 
investments are categorized as others. The food and 
non-food category combined cover the majority of 
expenditure share (59%) of overall households. The 
share of food expenditure is highest (32%) followed 
by non-food expenditure (27%) in overall 
households. The share of expenditure on food is 
slightly higher in remittance non-receiving 
households (34%) compared to remittance receiving 
households (31%). Similarly, the expenditure share of 
non-food is also higher in remittance non-receiving 
households (28%). The share of expenditure on 
education is 8% in remittance receiving households 
which is lower than non-receiving households (10%). 
Similar is the case in health expenditure, which is 5% 
in remittance receiving households and 6% in non-
receiving households. The share of expenditure on 

assets is higher in remittance receiving households 
(5%) compare to non-receiving households (2%). 
Likewise, the share of expenditure on loan payment is 
10% in remittance receiving households that is higher 
than non-receiving households which stands at 7%. 
T-test of these variables show that mean value and or 
proportion of the variables is statistically significant, 
which indicates the value is statistically different 
between household that receives remittance and 
household that does not. The bivariate relationship 
between share of food in total expenditure and 
household size for remittance receiving and non-
receiving households is illustrated in Figure 1. There 
is positive correlation between share of food 
expenditure and household size in both remittance 
receiving and non-receiving households which is 
expected as the size of household increases the 
expenditure on food items also need to be increased.  
 

 

Figure 1. Share of food expenditure and household size. 
 
III. METHODOLOGY 
 
The main objective of this study is to assess the 
impact of remittance on the share of household 
expenditure on different food, non-food items and 
other items. Selection of proper functional form for 
the econometric model is important for correctly 
capturing the impact of remittance. The functional 
form should conform the criterion of additivity which 
means the sum of the marginal propensities for all 
goods should equal unity. One popular functional 
form consistent with household utility-maximization 
is Working-Leser model (Adams, 2006), which 
relates budget shares linearly to the logarithm of total 
household expenditure. Our econometric 
specification is as follows: 
 
Ci = α + θIn(Exp) + βR + Z + D+ ε  (1) 

 
where Ci is the share of expenditure on good i out of 
total household expenditure Exp, which requires that 
Ci = 1. Similarly, α, θ, β,  and  are parameters to 
be estimated and ε is an error term.Our variable of 
interestR is binary variablerepresenting whether a 
household receives remittance or not. Z is a vector of 
household level control variables like age, gender, 
education and occupation of household head, 
household size etc., and D is district fixed effects.  
Working with migration/remittance issue, one usually 
encounters the endogeneity problem due to self-
selection of household into remittance receiving 
status.As household that receives remittance is 
systematically different from household that does not, 
this needs to be accounted for with appropriate 
method like IV(instrumental variable). We could not 
find proper instrument that could take account this 
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self-selection problem. Thus we estimate ordinary 
least squares (OLS) to study the expenditure pattern 
of the households. The result of OLS should be 
interpreted with caution. We also estimated nearest 
neighborhood method to check the robustness of our 
OLS results.Since many households do not make 
certain expenditure at the time of interview, some of 
the expenditure categories are censored at zero. 
Therefore,we also applied tobit model for those 
expenditure categories with higher censorship 
proportion similar to Valero-Gil(2008). The 
proportion of expenditure on health, education, assets 
and loan payment are censored at zero in 13%, 19%, 
81% and 60% of the households respectively.  
 
IV. EMPIRICAL RESULTS 
 
We estimate OLS regression (table 2) on dependent 
variables share of expenditure on food (column1), 
share of non-food expenditure (column 2), share of 
expenditure on assets (column 3), share of 
expenditure on education (column 3), share of 
expenditure on health (column 4), share of 
expenditure on loan repayment (column 7) and share 
of miscellaneous expenditure (column 8). We also 
estimate nearest neighborhood matching model (table 
3) as a robustness check and to get causal effect of 
remittance on share of expenditures of household. 
Since many variable have zero values we also 
estimate tobit regression model (table 4). All models 
we have same control variables (household level 
variables) and also has district fixed effect. 
For all specification we get similar sign of coefficient 
and similar statistical significance. The result shows 
increased share of expenditure on assets accumulation 
and loan repayment. This indicates positive 
association between remittance and asset 
accumulation and loan repayment. The result indicate 
negative association (we could not establish causal 
impact as OLS without IV cannot establish causal 
impact in presence of self-selection issues between 
household that receives remittance and household that 
does not) between remittance and share of 
expenditure on education. For food expenditure the 
share of expenditure decreases as household receives 

remittance (as predicted by the theory). The 
coefficient on non-food expenditure is not statistically 
significant. The results are consistent with results of 
tobit model and nearest neighborhood which indicates 
the robust evidence of positive impact of remittance 
in asset accumulation and loan payment. However the 
similar result from matching method indicates that 
there is positive causal effect of remittance on asset 
accumulation and loan repayment. 
 
The increased share of expenditure on asset is in line 
with the findings of Zarate-Hoyos (2004), Adams and 
Cuecuecha (2010)and Gobel (2013) who have also 
found that remittance receiving households spend 
more at the margin on housing. Expenditure on assets 
such as housing and land is consumption for the 
economy, but from the perspective of households it is 
an important investment which could potentially 
result in higher savings due to increase in valueof the 
asset over the years.Given the unfavorable conditions 
of business environment in the country, investment in 
assets appears to be a better option for the 
households. Similarly, expenditure on housing can 
also spur local construction activities which may 
increase local economic activities (Göbel, 2013). 
Likewise, remittance receiving households are 
spending larger share of their income in loan 
payment, which might have been the result of higher 
cost of migration that requires taking large sum of 
debt for financing the migration process. A proper 
mechanism to provide easy and low interest loan to 
migrant household could reduce the burden on poor 
household to finance the migration process.  
Similarly, the result tends to be negative and 
statistically significant in share of food expenditure 
which is consistent with the findings of other studies 
including Thapa and Acharya (2017), Gobel (2013), 
Adams and Cuecuecha (2010) and Castaldo and 
Reilly (2007). Generally, remittance receiving 
households increase their spending on non-food and 
other investments which shrinks the share of food 
expenditure. (Taylor & Mora, 2006; Zarate-Hoyos, 
2004) 
 

 

Table 2. OLS Regression Analysis of Household Expenditure 
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Table 3. Nearest Neighborhood estimates for household expenditures 

 
 
Surprisingly, the share of education expenditure also 
seems to be negative and statistically significant in all 
three models. Most of the studies have found the 
positive impact of remittance in the education of 
households (Adams Jr. & Cuecuecha, 2010; Calero, 
Bedi, & Sparrow, 2009; Thapa & Acharya, 2017) but 
few studies have also found that remittances have no 
effect on child schooling(Acosta, 2011; Nguyen & 
Purnamasari, 2011). However, the negative results in 
our study only indicates the decrease in share of 
expenditure in education out of total household 
expenditure rather than the decrease in absolute 
amount of expenditure in education, which may have 

been resulted by significant increase in expenditure 
on other categories like asset accumulation and loan 
payment. 
Unlike the findings of Amuedo-Dorantes and Pozo 
(2009), Thapa& Acharya (2017), and Valero-Gil 
(2008) who find positive relationship between 
remittances and health care expenditures, the share of 
health expenditure is negative and statistically 
insignificantin OLS results but statistically significant 
in tobit and nearest neighborhood results indicating 
that impact of remittance on health expenditure is 
inconclusive. 
 

 

Table 4. To bit estimates for Household expenditures 
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CONCLUSIONS AND POLICY 
IMPLICATIONS 

 
This paper has attempted to explore an issue of how 
remittance is utilized (measured as share of various 
expenditures) which has both social and economic 
relevance for Nepal. The burgeoning trend of people 
migrating to foreign countries in search of 
employment has led accumulation of significant 
amount of remittance in the country. The total 
amount of remittance received in fiscal year 2018 
accounts for around 25% of GDP of the country. 
Accounting for the amount of remittance received 
through informal channel would significantly 
increase the total figure of remittance received. 
Remittance has contributed in poverty reduction of 
the country and it can contribute even more to the 
economy if remittances can be used in productive 
investment through appropriate policy 
implementation. Formulating good policies require 
good understanding of how these remittances are 
being spent. The main objective of this study is to 
assessthe impact of international remittance in the 
expenditure pattern at household level. The study is 
based on survey data conducted in 31 districts of 
Nepal. The results indicate that households receiving 
remittances tend to increase their expenditure share in 
asset accumulation (e.g. housing and land) and loan 
repayment. Investment in assets such as land and 
housing appear to be comparatively better than other 
options given the unfavorable business conditions in 
the country. Similarly, financing the migration 
process requires taking debt to cover higher cost of 
migration which leads to increased expenditure in 
loan repayment. Remittance receiving households 
tend to decrease their expenditure share on food 
consumption. Surprisingly, the results also indicate 
the diminishing share of expenditure in education in 
remittance receiving households. The decrease in 
expenditure share of education doesn’t necessarily 
mean the decrease in absolute amount of spending in 
education rather it may be the indication of large 

increase in other category of spending. However, it 
indicates that remittances do not have impact on 
education expenditure of the households. Few policy 
implications can be derived from the findings of this 
study. Government should provide a favorable 
business environment in order to increase investment 
in productive sector so that instead of investing in 
land and housing, people could feel secure investing 
in other productive sectors. Likewise, government 
should introduce a mechanism to provide easy and 
low interest loan to migrant households to help them 
finance the migration process. It would reduce their 
burden to repay the high interest loan afterwards and 
they could invest those savings in more productive 
sectors. Similarly, government should introduce 
policy to promote and highlight importance of 
education so that people would give more priority to 
education than other expenditure categories. Our 
future research agenda is to explore this issue how the 
expenditure changes over-time using the panel data. 
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