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Statement of Limiting Conditions and Assumptions

This report is prepared focusing on Current Status of Remittance industry of Nepal
toenableitin evaluating the impact of movement in economic metrics as on the date
of this report. The content included in this document is based on certain assumptions
stated herein. Although due care and diligence has been taken to compile this report,
the contained information may vary due to change in any factors of the concerned,
and the actual results may differ substantially from the presented information.
Himalayan Capital Limited (HCL) does not assume any liability for any financial or
other losses resulting from this report in consequence of any undertaking made
dependent on this report. Therefore, the content of this report should not be solely
relied upon for making any decision, investment or otherwise. The likely user of this
report is encouraged to carry out his/her own due diligence and gather information
he/she considers necessary for making an informed decision. The content of this
report does not bind HCL in any legal or other form.

= Thisreportisintended for use for assisting in decision making process.

=  Mere possession of this report does not convey a right of reliance, nor may any
party place reliance on it, for any purpose other than that for which it was
prepared.

= The estimates provided are based on current market conditions and the same is
likely to fluctuate with the changing market conditions, regulations and general
insights and behavior.

= The appending of * behind any figure represents the projected annual numbers.

= The report only represents a fair estimation of the industry status based on
existing and expected market conditions. Subsequent changes in market
conditions are likely to have an impact on the estimates made herein.

= Theuser is responsible for making his/her own determination of the fairness and
reasonableness of the report. We do not warrant that the projections made by
this report will follow with certainty but believe it to be reasonably probable
subject to the coming together of single or multiple set of factors as identified in
this report.
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Executive Summary

Nepal’s growth story is intertwined with that of remittance growth, and remittance
income has changed the face of modern Nepal. For a country switching from a
primarily Agro based economy to a service based one, Remittances have bridged the
gap that would have otherwise required large scale industrialization to achieve.
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Figure 1: Annual Remittance Numbers Since 1993
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Figure 2: Remittance as percent of GDP

Remittance Inflows affect everything from household expendable income to deposit
growth in our Financial Institutions.
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Use of Remittance in Household
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Figure 3: Use of Remittance in Household

Annual Remittance Vs New Deposits In BFls
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Figure 4: Annual Remittance Vs New Deposits in BFls

The increase in remittance income has translated to a direct improvement in the
Quality of Life of Nepal’s citizens evident primarily through the reduction in poverty
rate from 42% in 1995 to just around 18.7% at the end of the last fiscal year and
consequently due to the economic freedom provided for pursuing education the
literacy rate has risen from 51% to 78% in the last one and a half decade.
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Effect of Remittance on Poverty and Literacy
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Figure 5: Effect of remittance on Poverty and Literacy Rate

Due to availability of poverty and literacy rate data over discrete time spans,
various values have been interpolated from existing data.

It has shaped the demographic fabric of Nepali society and brought forth rapid
urbanization. With increase in disposable income attributable to remittance, Nepal
has observed rapid increase in consumption driven primarily through imports.

Annual Import Vs Annual Remittance
(In Billions NPR)
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Figure 6: Annual Import Vs Annual Remittance
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However, for the last few years, the rate of growth of people that have been going
abroad seeking work opportunities has been in a decreasing trend due to saturation
being reached w.r.t overall demand and supply, lack of identification of newer higher
value destinations and procedural hassles that come along.

Change in Annual Immigration

B Increase M Decrease M Total

16.38%
17.91% -2.83%

|—
8.44% "1836%  471% NN
20.61% [ -9.26%

33.70%
-32.64%

09/10 10/11 11/12 12/13 13/14 14/15 15/16 16/17 17/18 18/19

Figure 7: Change in Annual Immigration in Last 10 years

Remittance Numbers however have been on the up but do show imminent signs of
slowing down in the upcoming years.

Remittance Inflow in the last five years
(In Billions NPR)
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Figure 8: Remittance Inflow in the last five years
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The Middle East (Saudi Arabia and Qatar) and Malaysia, the two most key markets
for Nepali workers do not look as attractive anymore and there seems to be an
upcoming need for finding higher value labor destinations for Nepali Workers.
Further, with oil prices showing signs of greater volatility and the economies being
dependent on oil revenue, a slowdown of economic activities is more likely than ever
in Nepal’s top remittance destinations.

Annual Migration Numbers to Middle East and
Malaysia
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Figure 9: Annual Migration Numbers for Middle East and Malaysia in Last Decade

Longstanding problems such as lack of security and assurance of compensation seem
to be less prevalent due to government efforts to establish more formal channels of
labor migration, but it is not without its challenges as observed with a moratorium of
sorts on migration to Malaysia for the last one and half years due to disagreements
at government levels. Similarly, cost of remitting has gone down substantially as a
move to cash less transactions is happening. COVID-19 has presented several
challenges; the impending specter of returning migrants and the consequent
economic fallout expected of it is the primary. However, this has not been evident as
of now as shift to formal channels due to COVID-19 has boosted formal numbers
and people seem to have remitted savings due to the tough times as well.
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Comparative Monthly Remittance Numbers
(In Billions NPR)
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Figure 10: Monthly Remittance Numbers this FY after COVID-19 vs numbers last FY

The underlying economic impact of the pandemic while not visible on government
books now; this will however surely be evident in the longstanding aftereffects on
the Nepali Economy.

The Remittance companies which have till now prospered on the back of unrelenting
foreign employment are also now likely to face more challenges. Regulatory
oversight towards reduction in commissions due to digitalization, and the banning of
agent fixing can all disrupt set business models. The industry with several major
players is already saturated and any reduction in unit revenue would need to be
supplemented by a growth in volume which does not seem forthcoming as things
stand.

However, a push towards digitalization and amortizing the impact over the long term
can help shield these institutions from the immediate shock of regulatory
instructions. Identifying new markets wherein to set a dominant position early on
and leveraging the position for further growth will be a key success strategy in this
regard.
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