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CURRENCY EQUIVALENTS a/
(Annual Averages)

NRs per US$1.00 US$ per NRs 1.00

1980/81 12.000 0.0833
1981/82 12.936 0.0773
1982/83 13.796 0.0725
1983/84 15.260 0.0655
1984/85 17.800 0.0560

PRINCIPAL ABBREVIATIONS AND ACRONYMS
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IMF - International Monetary Fund
MT - Metric Ton
MW - Megawatt
NCCN - National Construction Company of Nepal
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O&M - Operations and Maintenance
RNAC - Royal Nepal Airline Corporation
SCR - Special Commodity Rates
UNDP - United Nations Development Programme
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a/ Until the end of May 1983, the Nepalese Rupee was pegged simultaneously to
the US Dollar and the Indian Rupee at fixed exchange rates. On June 1,
1983, Nepal introduced a trade-weighted basket peg arrangement with the
US Dollar as the intervention currency.

This report was prepared by an economic mission which visited Nepal in June 1985.
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Vidya Shetty. Reinold van Til (IMF Resident Representative in Nepal) also
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COUNTRY DATA - NEPAL

AREA PGirULATION DENSITY
140,797 sq. km. 16.3 million (mid-1984) 115 per sq. km.

Rate of Growth: 2.72 (from 1971 to 1984) 394 per sq. km agricultural land

POPULATION CRCTERISTICS (1979) HEALTH (1980)
Crude Birth Rate (per '000): 41.6 Population per Physician : 30,060
Crude Birth Rate (per '000): 19.8 Population per Hospital Bed : 6,390
Infant Mortality (per '000 live births): 147.7

INCOME DISTRIBUTION DISTRIBUTION OF LAND OWNERSHIP
Z of National Income, highest quintile: 59.2 Z Owned by Top 101 of Owners

lowest quintile : 4.6 2 Owned by Smallest 10% of Owners

ACCESS TO PIPED WATER (1976) ACCESS TO ELECTRICITY (1975)
Z of Population - urban : 81S Z of Population 3.0

rural : 5Z

NUTRITION (1980) EDUCATION (1980)
Calorie Intake as Z of Requirements 86 Adult Literacy Rate : 19
Per Capita Protein Intake (grams Primary School Enrollment : 91

per day) 45

GRP PER CAPITA IN 1983: USS170

GROSS DOMESTIC PRODUCT IN 1984/85 ANNUAL RATE OF GROWTH, 1974/75-1984/85
(1, constant prices)

USS Mln. 
CDP at Narket Prices 2,344 100.0 3.2
Gross Domestic Investment 446 19.0
Gross Domestic Saving 247 10.5
Current Account Balance (exc.
official grants) -168 -7.2
Exports of Goods, NFS 288 12.3
Imports of Goods, NFS 487 20.8

OUTPUT. LABOR FORCE AND PRODUCTIVITY IN 1982/83
Value Added

_ Value Addet___ Labor Force iJ Per Worker
USS Mln. 2 Mln. Z USS

Agriculture 1,286 56 6.3 91.0 204
Industryb/ 277 12 0.2 3.0 1,385
Services 725 32 0.4 6.0 1.813

Total/Average 2,282 l00 6.9 100 331

GOVERNMENT FINANCE
CENTRAL GOVERNMENT

Rs. lIn.
2 of CDP

1981182 1982/83 1983/84 1984/85 1984/85

Current Receipts 2,668 2,808 3,342 3,961 9.5
Regular Expenditures 1,627 1,994 2.274 2,984 7.1
Current Surplus 1,041 814 1,068 977 2.3
Development Expenditure 3,7 27 4,982 5,164 5,528 13.2
External Assistance (Net) 1,688 2,028 2,861 2,663 6.4

Note: All conversions to US dollars in this table are at the average exchange rate prevailing
during the period covered.
Fiscal year data are for Nepalese fiscal year, July 16 - July 15.

PY Total labor force; unemployed are allocated to sector of their normal occupation.
hf Includes mining, manufacturing, construction and utilities.



Page 2 of 2

MONZV. CRIDIT AID PRIClS

198 ML8 19e2 193 18X 18

(Nillion Rs outstanding mid-July)

Money and Quasi Money 5.285 6,308 7.459 9.222 10.456 12,213
lank Credit to Government 1.258 1.263 2.062 4.090 5.029 6.433
Dank Credit to Public Enterprises 702 946 840 1.137 953 1.151
Dank Credit to Private Sector 2.346 2.952 3,142 3.264 3.842 4.689

Money and Quasi Money as s of CDP 22.6 21.7 Z229 27.4 27.4 29.3
General Price lndex (1974/75 - 100) 128.7 145.9 161.2 184.1 195.6 198.6

Annual Percentage Changes in:
General Price Index 9.6 13.4 10.4 14.2 6.2 1.5
Dank Credit to Governmet 15.8 -0.4 57.1 93.8 24.2 27.9
Bank Credit to Public Enterprises 14.9 33.3 1.0 44.0 -18.9 20.8
lank Credit to Private Sector 26.9 26.9 2.4 3.7 16.9 22.1

1981/82 1982/83 1983/84 1984/85 NERCHAUDISE EXPORTS 1984/85
(US$ Million)

USS KIn. .z

ALAIICE OF PAIMKS
Agricultural products 91.7 59

Exports 277.6 250.4 303.5 306.0 Manufactures 617 41
Hercbandise f.ob 115.6 82.3 123.9 155.4
lon-iactor Services 162.0 168.1 179.5 150.6 Total 155.4 100

Imports 450. 5 521.6 551.3 515.3
Merchandise c. i.f 382.5 459.0 473.6 445.7 EXAL DEST, DECEMBER 31- 1984
Non-factor Services 68.0 62.6 77.7 69.6

es$ mi.
Reasurce Cap 172.8 271.2 247.8 209.3

Public Debt. inc. guaranteed 426.5
Net factor Income 12.5 13.0 0.1 0 Non-Cuaranteed Private Debt

Net Current Transfers 40.6 41.7 50.2 41.7 Total Outstanding 8 Disbursed 426. 5

Current Account Deficit 119.8 216.5 197.5 167.6

Official Grant Aid 89.4 95.3 100.1 87.1 DEBT SERVICE RATIO for 1984/85 2

Net. MOLT Loans 59.8 67.0 87.2 73.8 Public Debt. ine. guaranteed 3.9
Disbursenients 62.3 69.9 92.4 '8. 7
Repayments 2. 5 2.9 5.1 4.9

Capital Flows I.E.I. 9.3 5. 2 1.0 -40.0 IRED/IDA LENDING, Sent. 30. 1985 (Millions US$)

Overall lalance 38.8 -'9.0 -9.1 -46 7 US$ iln.

Change in Net Reserves -38.8 49.0 9.0 46.7 1RBp IDA
(-increase)

Ourstandirg 4 Dimhb.rsrd - 19S 0
Gross Officisl Reserves 322.6 163.1 123.1 93.6 Undisb.rsed - 394 8

(Mid July)
Outsrtading. incl. oand2sbursed - 499.H

RATE OF EXCHtANE

From March 20. 1978 From September 19. 1961 From December 17, 1982
to Seutember 186 1981 to December 16. 1982 to May 31 _1983 __ June 30. i84 al Dp9enerL 9S'.

USS1.00 - NRa 12.00 USS1.00 - NRa 13.2 USS1.00 - NRs 14.3 USS1.00 - MRs 16.4 USSl.00 -*RRs 1 .0
NR 1.00 - USS 0.083 NR 1.00 - USS 0.076 NR 1.00 - USS 0.070 N11.00 - USS 0.061 no 1.0l - USS .O0E6

March 31. 1985 June 30. 1985

USS1.00 - MRs 18.1 USS1.00 * MRs 18.1
NR 1.00 - USS 0.055 HR 1.00 - USS 0.055

W Since June 1. 1983. the Nepal Rastra Rank announces the exchange rate daily.
based on a trade-weighted basket. with the US dollar as the intervention
currency. The rate shown here is the mid-rate on the date indicated.

Soutb Arnia Prosgrams Department
NM.vvmher l;! rM



SUMMARY AND CONCLUSIONS

Overview

i. Today, after nearly three decades of development efforts, Nepal is
still one of the poorest countries in the world with a per capita income of
only US$170 (1983). Successive development plans, supported by steadily
growing foreign assistance, have faiLed to Lift the country out of its condi-
tion of abject poverty. Over the past 15 years, real GDP growth has barely
kept pace with population growth. Most importantly, per capita agricultural
output has declined steadily which, among other adverse repercussions, has
resulted in dwindling agricultural export surpluses. The growing need for
food and fuel has led to rapid environmental degradation, including
deforestation, soil erosion and destruction of watersheds. Social indicators
for life expectancy, infant mortality and adult literacy have remained well
below the average for South Asian countries.

ii. While the country's difficult terrain and landlocked position and
its poor natural resource base have certainly all contributed to the poor
economic performance, an equally important factor has been the limited
capacity of the Government to manage the economy and to administer the grow-
ing number of externally supported development programs. The country's
system of production incentives has been inadequate and budgetary management
has had many shortcomings. The weaknesses of Nepal's public administration
are perhaps most vividly reflected in the slow implementation of projects.
Currently, some 1,300 projects are being executed and, much more often than
not, actual performance, both in terms of physical progress and rate of fund
utilization, falls far short of budgetary targets. The slow disbursement of
funds for aid-financed projects has resulted in a large undisbursed balance
amounting to nearly US$900 million by the end of 1984/85.

iii. The emergence during the past three years of unsustainable budget
and balance of payments deficits is in fact the cumulative result of many
years of weak economic management. Until 1982/83 steadily growing budget
deficits had been largely financed by aid flows; likewise, the worsening
trade balance, a result of declining export surpluses and growing imports
fueled by large public expenditures, had been offset by private transfers and
concessional aid. Since 1982/83, however, heavy reliance on domestic bank
financing has put strong pressures on the balance of payments, and the
country has continued to lose foreign exchange reserves to the point where
reserves have currently reached an unacceptably low level.

iv. The need for corrective policy action is now critical. The
Government recognizes this and over the past few months has begun to take
some initial corrective steps. Thus for instance, in order to contain the
growth of regular expenditures, it has been decided to grant no further
salary increases to civil servants in 1985/86, and to reduce hiring. With
respect to deveLopment expenditures, the Government intends to reduce
budgetary allocations in 1985/86 by 10 percent across the board, and to make
specific cuts for projects with 100 percent local financing by deferring the
implementation of small locally-administered projects and cancelling others
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having low priority, as well as cutting deveLopment grants to districts.
Nevertheless, a much more comprehensive program to address both the short-
term emergency and the medium-term stagnation must be adopted urgently.l/
In view of the low level of reserves, it is clear that the imbalances in the
budget and in the balance of payments simply cannot be allowed to continue.
Corrective action will require the implementation of a strict program to
restrain demand and reduce excess Liquidity in the economy. However, in
order to prevent an actual decline in Nepal's precariously low living levels
as a result of a short-term stabilization program, as well as to Lay the
basis for rekindling some growth over the medium term, it is equally impor-
tant that measures to boost production, accelerate the implementation of
aid-financed priority investments and increase the efficiency of government
spending be adopted at the same time. The purpose of this report is to
sketch the broad outlines of a possible approach, aithough it is recognized
that more work is needed on the details of such a program.

Economic Management Issues

v. Economic management in Nepal suffers from many deficiencies, includ-
ing poor budgetary policies, an inadequate system of production incentives
and a variety of impediments to timely project implementation and utilization
of foreign aid funds. Budgetary policies have been characterized by inade-
quate revenue efforts in the face of rapidly growing spending, much of which
has had limited economic benefits. The tax base is narrow primarily because
of the tax-exempt status of major sectors of the economy. For all practical
purposes the agricultural sector goes untaxed. The transport sector also is
exempt from income taxes while industry receives wide exemptions under the
Industrial Enterprise Act. In addition, personal income tax exemptions and
deductions are very high. Imports and narrowly based sales taxes and excises
provide the bulk of revenues. While the elasticity of the tax system is thus
low, the fact is that frequent rate adjustments have led to a buoyancy of the
system with respect to GDP of around 1.4. Even so the revenue effort has
been far from sufficient given expenditure trends. The most important factor
in the recent surge in current spending has been the rapid growth of civil
service employment coupled with substantial wage and salary increases.
Subsidies to often inefficient public enterprises have also grown quickly,
while development spending has been spread too thinly over too many projects.
Moreover, while spending for operations and maintenance has been much below
needs, cost recovery has been very poor partly because of low service charges
which have remained unchanged over the years and partly because of weak
collection efforts.

1/ Since this report was finalized, the Government took some important
stabilization measures which are described in a postscript to these
Summary and Conclusions (see para. xxx).
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vi. Foremost among the inadequacy in production incentives has been the
lack of an active exchange rate policy. In spite of the slow growth of
merchandise exports and import substitution activities over the years,
coupled with rapid import growth the authorities did not make appropriate
adjustments in the exchange rate. One sector which appears to have been
especially hurt by declining price competitiveness is tourism. Also, while
Indian rupee reserves were virtually depleted by June 1985, the Government
continued to maintain a constant exchange rate between the Nepali and Indian
rupees. In the agricultural sector, the Government's low crop support
prices, particularly for foodgrains. set to assure low and stable consumer
prices in food deficit and urban areas, have adversely affected producers and
caused leakages of crops grown in the terai across the border to India. In
addition, a lack of operation and maintenance activities has limited the
potential returns on existing irrigation facilities. A general neglect of
spending for operations and maintenance has, in fact, constrained the con-
tribution to economic growth of a number of sectors such as the transport
sector or tourism, the latter especially because of the run-down state of the
national airline. Government services to promote production and exports are
also seriously deficient; these range from basic support services for
agriculture to storage, grading and marketing facilities for a number of
export commodities. In the case of the latter, administrative procedures,
such as licensing or documentation, in fact act as bottlenecks to exporting.

vii. Delays in project implementation represent an enormous cost to the
Nepalese economy not only because of cost overruns and delayed and reduced
benefits, but also because almost 50 percent of aid flows cover local costs
and thus provide free foreign exchange. The poor project implementation
record in Nepal above all is a direct manifestation of the more fundamental
and pervasive problem of inefficiency in the civil service. The efficiency
of the public administration is constrained by the sense of insecurity sur-
rounding managers in Government, whose real authority is severely
circumscribed; assuming responsibility even for minor decisions, is widely
perceived as more likely to entail risks than rewards. In addition, project
implementation units are chronically understaffed because of a slow and
cumbersome process of staff appointment/recruitment. Project managers do not
control the appointment and transfer of staff, making it very difficult to
extract good performance. Reform efforts in these areas have been defined in
the past but have mostly not been acted upon. Additional obstacles to effec-
tive project implementation are shortfalls in annual budgetary allocations,
both because of inappropriate accounting practices and delays in the release
of funds as well as because of the general shortage of budgetary resources,
and because of the rudimentary state of the local construction industry.

viii. The result of this ineffective economic management in Nepal is a
stagnant economy which has failed to adjust to a changing internal and exter-
nal environment; the failure to adjust has come to reveal itself in the
current economic and financial difficulties. As a percentage of GDP the
1984/85 budget deficit exceeded 10 percent, domestic bank borrowing was close
to four percent, the current account deficit in the balance of payments was
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more than seven percent and gross official reserves had dwindled to less than
two months of imports. A continuation of current trends would not only lead
to a decline in living levels for what is already one of the pooresc
countries in the world but would furthermore jeopardize prospects for a
recovery in the medium term. Nepal simply cannot sustain its current level
of per capita income and support a minimum level of essential and raw
material imports without resorting to increased external borrowing or conces-
sional aid flows. However, the country cannot afford to borrow on commercial
terms and in order to lay claim to additional concessional foreign assistance
above current levels, a significant change in the policy environment is
necessary. To avoid the consequences of falling income levels and the risk
of adverse poLitical and social repercussions, an economic stabilization and
adjustment program must be put in place immediately.

An Action Program

ix. A program to restore financial stability in the short term through
demand management complemented by a policy package to stimulate increased
output responses over the medium term will have to comprise a wide range of
macro-economic and sectoral measures; some can be taken almost immediately
and are expected to yield quick results while others, though initiated now,
will inevitably take time to exert their impact fully. Briefly, the required
policy agenda for the short term includes the following: (a) public expendi-
ture restraint measures focused primarily on the wage and salary bill and
hiring practices; (b) concentration of development spending on the comple-
tion of a "core program" of high priority ongoing projects and increased
allocations for operations and maintenance (O&M); (c) adoption of a package
of tax measures; (d) measures to promote both exports and efficient import
substitution, including not only institutional arrangements to boost exports,
but maintaining a real effective exchange rate which make Nepalese producers
competitive; and (e) measures to speed up disbursements from the existing aid
pipeline. The policy agenda over the medium term will have to focus on
actions to stimulate supply and improve project implementation performance.
They include: (a) agricultural programs concentrated on the terai and those
select areas of the hills with high potential; (b) promotion of export-
oriented cottage and small-scale industries and tourism; (c) creation of a
planning and budgeting framework for operations and maintenance expenditures;
(d) changes in personnel practices that directly affect project
implementation; and (e) strengthening the local construction industry includ-
ing training programs for artisans and mechanics. If the Government imple-
ments a policy agenda along these lines and the donor community supports this
by limiting the number of new projects, by efforts to accelerate the
implementation of projects in the "core" program, and by the provision of
quick-disbursing assistance, there is a good chance that the Nepalese economy
can extricate itself from the current financial predicament and begin to make
some progress towards the goal of raising the living levels of its people.

x. More specifically, the main elements of an action program on the part
of the Government in the areas of budgetary policies, production incentives,
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and project implementation can be spelled out as follows. A reduction in the
budget deficit and in turn, the need for bank borrowing is essential to
restore financial stability in the short term and lay the conditions for
uninterrupted growth thereafter. The first requirement is for a reform or
the taxation structure to increase revenues and improve the elasticity of the
system. There is a variety of measures which can be introduced relatively
quickly since they do not require extensive administrative changes and foct's
on those taxes where assessment and collection procedures are well in plate.
The main 2mphasis of any reform must be on widening the tax base and
rationalizing the structure. Foremost among the required tax reforms arP
(a) a reduction in the levels of personal income tax exemptions and
deductions; (b) elimination of differences in sales tax rates for domestic
and imported goods, including differentials among imported goods by country
of origin; (c) fuller coverage of sales taxes to include services such as
eLectricity, telephone and telecommunication charges which are presently
untaxed; (d) extension of excise taxes to imported goods; (e) reducing exemp-
tion levels, updating valuations and increasing the coverage of property
taxes to include hotels and industrial properties; and (f) rs sing agricul-
tural land taxes. These measures would add an estimated seven percent to
total tax revenues, Public revenue mobilization can be enhanced further by
improvring cost recovery performance ir Gov.ernment-run services. Service
charges, such as university tuition fees, which have remained unchanged for
many years should be raised and revised at regular intervals. Special
efforts must be made to improve collections especially of water charges in
the irrigation sector which has shown the lowest cost recovery rates amoiag
public services.

xi. On the expenditure side the first priority is to bring regular expen-
ditures and in particular its largest component, wages and salaries, under
effective control. To do this, the Government must first severely restrict
recruitment during the remainder of the decade. Vacancies in key positions
should be filled by transfers of existing s:aff. Less important positions
coild be abolished as they become vacant. Secondly, real increases in the
civil service wage bill, including wage drift, should be kept under two
percent during the next five years. In view of the large salary increases
granted to civil servants in 1984/85, no further upward adjustments should be
allowed over the next three years. Promotion policies should aLso be imple-
mented within the framework of the two percent ceiling.

xii. If the Government implements the tax proposals discussed above,
public revenues should reach the equivalent of 10.2 percent of GDP on average
during the next five years. Restraint in regular spending along the lines
suggested would keep these outlays at around 7.3 percent of GDP, yielding a
surplus available for financing development expenditures amounting to 2.9
percent of GDP. Given possible aid inflows as discussed below equivalent to
around nine percent of GDP and in view of the need to limit domestic bank
borrowing to pre-1982/83 levels of around 1 percent of GDP, this implies that
development spending will have to be limited to around 12.5 percent of GDP on
average during the next five years, down from 13.8 percent in the recent
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past. The key consideration here is to strike an appropriate balance between
completing ongoing projects, starting up new projects and intensifying opera-
tions and maintenance activities. The Government has recently initiated a
review process whereby some 60 high priority projects were selected fo. close
monitoring. This process should be extended to cover all ongoing operations.
The review should re-evaluate the returns to the economy of completing each
project or program and decide which should be postponed, dropped, rephased or
reduced in scope. This exercise will need to be conducted in consultation
with donors in the case of aid-financed projects. The desirabLe avoroach
would be to concentrate resources in accelerating the implementation ot
investments that are reasonably close to completion and where the costs to
the economy of delays would be serious, and on projects with high and early
economic returns, particularly those supporting directly productive
activities in the private sector. For projects in an initial phase of
implementation, the Government should be prepared to defer or redesign all
those where activities rely heavily on irfported inputs or incur a substantial
increase in operations and maintenance coots without good prospects for cost.
recovery. Having identified the "core projects", the Government should
direct an all-out effort towards their early completion addressing bot-
tlenecks that threaten to delay their implementation. If shortages in coun-
terpart funding become a problem, the Government must quickly approach the
concerned donor and work out different disbursement shares over the life of
the project that would allow Nepal to put up lower shares during the adjust-
ment period. Furthermore, in order to minimize procedural delays in the
release of funds for donor-funded projects, the Government should make a more
extensive use of special accounts or revolving accounts.

Xiii. In the area of operations and maintenance expenditures, the incremen-
tal funding needed for activities that are seriously underfunded and can
realistically be carried out, is estimated at NRs. 3.1 billion over the
period or close to 1i percent of total development spending. As additional
projects are completed, the O&K requirements will increase proportionately.
On the other hand savings can be achieved by a reduction in subsidies to
public corporations. While waire studies a.- -eeded before necessary restruc-
turing programs can be put into effect to increase the efficiency of these
corporations, further action is possible in the short term in the area of
pricing policies. Thus, for instance, public utilities can become self-
reliant by implementing tariff revisions at regular intervals whiLe several
trading corporations would generate profits if proper pricing policies are
followed.

xiv. Given all of the above only about five percent of the estimated total
of development expenditures would be available for spending on new projects.
This is all to the good, since the current capacity to prepare and implement
new projecrt is severely limited.

xv. Foremost among measures to boost uroduction is to maintain an
appropriate exchange rate to foster exports as well as efficient import
substitution. Among the industrial products with the greatest potential for
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expansion are ready-made garments, carpets and handicrafts. In agriculture,
foodgrains (wheat, rice and maize) and foodcrops such as sugar and oilseeds
offer good prospects for increased output and substitution tnr imports. To
realize the output potential of these products the Government will have to
strengthen support services to small private producers, especially credit
and marketing assistance. rn respect of exports there are several additional
actions which must be taken. "Special Commodity Rate" air freight rates are
available for exports of readv-made garments to the U.S. and of carpets to
Europe, but the country has thus far taiLed to take advantage os these.
Warehouse facilities at Kathmandu airport. where customs clearance takes
place, can be expanded at very Little cost thereby avoiding damage to goods
and consequent Loss of customers. In addition, some administrative bot-
tlenecks to exporting can be alleviated quickLy: export licensing and
documentation procedures can be streamlined to allow exporters to respond
quickly to markets. Also, the export of minor agricultural products would be
greatly facilitated by the introduction of quality control measures, and
better storage and grading facilities.

xvi. Under the present circumstances, the focus of the Government's
economic adjustment program in agriculture should be on expanding output in
the terai where a large part of the irrigation infrastructure is Located and
other supporting services are more readily available. This does not mean
that development of hill agriculture should not continue as a national
priority. However, as a practical matter the best prospects for obtaining
larger marketable surpluses of crops that can be exported profitably or can
replace imports lie in the terai. Additional operations and maintenance work
would lead to substantialLy higher returns from existing irrigation
facilities. A key to expanding agricultural production is to ensure that
crop prices in the terai are set at the same level as those in neighboring
Indian states. In the tourism sector, the primary requirement, apart from
maintaining an appropriate exchange rate, is to facilitate air access to
Nepal. Improved air safety for the national airline, by obtaining a new
servicing agreement with a major international airline, and allowing more
international carriers through Kathmandu are essential. In addition, earn-
ings per tourist can be increased by devising tour packages which entail a
much wider coverage of cities and sites.

xvii. An acceleration in the implementation of projects in Nepal is of
major importance both to boost economic growth and to provide additional
balance of payments support since almost half of aid flows cover local costs.
While the growth benefits would only accrue in the medium term, it is impor-
tant that remedial action be initiated now as many of the measures involve
basic structural changes and will take time to bear fruit. Foremost among
these changes is a reform of public administration practices and personnel
policies that directly affect project implementation. It is crucial that
implementation authority be decentralized and that the responsibilities of
project managers be widened. At present, project managers are obliged to
refer decisions on every aspect of project implementation to headquarters.
Managers should, in particular, have more control over the appointment and
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transfer of their staff and deputized staff should be made responsible to the
project manager rather than to their previous departments; only in these
conditions can staff performance be expected to improve. Staff turnover
should be reduced to ensure greater continuity at the project site: key
staff should remain at one post for at least three years. Project managers
should have a major input in determining wage incentives for field staff and
disciplinary action must be taken against those who faiL to report to their
posts in the field. The Government might also seriously consider hiring
qualified private sector individuals on a contract basis to be funded bv
donors, especially tor remote pusts where it is ditficult to retain civil
servants.

xviii. To the extent that a generalized shortage of local counterpart funds
delays project implementation, only an improvement in the Government's over-
all budgetary position can resolve the issue. While, as was mentioned
before, in the case of foreign-assisted projects, it is possible for the
Government to approach a donor and work out a new disbursement schedule to
reduce Nepal's share of the costs during the earLy years, this is clearly
only a temporary solution. On the other hand, there are often delays in the
provision of funds to projects for procedural reasons and these must be
remedied separately. For instance, the problem of inadequate budgetary
allocations to individual projects must be solved by instituting a system of
budgets on a project-by-project basis, which as a first step will require
better accounting practices. The Government should also seriously consider
dropping the requirement that funds be released only upon reimbursement by
foreign donor agencies; the resulting cash flow problems can be much reduced
through the use of special accounts. On the other hand, it would not be
appropriate to relax the second condition for the release of such funds,
i.e., timely submission of up-to-date expenditure accounts; here, in fact,
better accounting practices are needed.

xix. Since the Government is the principal source of demand for
construction, itself executes much of the work and also regulates the
industry, it can play a critical role in strengthening the local construction
industry. Policy measures that can have a significant impact include the
following.

(a) To supplement the formal training at the Institute of
Engineering, which is the major supplier of engineers and
artisans, the Government should organize (informal) training
programs to upgrade skills of existing construction manpower.

(b) In order to assess the "real" competence of contractors and
their suitability for a particular contract, the Government
will need to replace the present system of registration and
categorization by one which requires periodic registration
renewal and re-categorization on the basis of an individual
contractor's demonstrated performance.
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(c) Prompt decisions should be made in awarding contracts; also
they should provide for full adjustments for price increases
due to delay in decision of awards as well as for general
price escalation.

(d) Given the shortcomings of domestic contractors. the Government
should continue its approach of slicing and packaging civil
works, but shouLd ensure that the work is confined to one
season for completion so as to avoid interrupticns by monsoon
and labor shortage during harvest time.

(e) In order to improve the timely availability of equipment in
the Government pool, and upgrade the level of maintenance, top
priority must be given to preparing an inventory of all con-
struction equipment in the country; assessing the demand for
such equipment over the medium term; preparing an inventory of
spare parts and project future needs for their steady supply;
and undertake on-the-job training of mechanics in basic main-
tenance skills.

(f) To improve the liquidity position of the contractors, the
Covernment needs to reduce the bureaucratic layers of
clearance so that contractors' bills are promptly paid.

(g) Recognizing the limitations of creditworthiness of the
Nepalese contractor and the poor credibility of his
collateral, the Government will need to relax the current
credit conditions. One approach is to aLlow commercial banks
to lend to contractors upon fulfillment of conditions similar
to those used in pre-qualifying contractors for awarding
contracts, and the loan can be secured by 100 percent of the
payment for the work.

(b) In t.;. short to medium term. Nepal will continue to rely on
imports for essential building materials. The only approach
to the current problem of erratic supplies is to institute
better planning for importing materials, phasing it over peak
and low periods of demand and to improve the timeliness of
distribution. The Government must also allow the private
sector a larger role in the procurement and distribution of
raw materials.

XX. The responsibility for designing and implementing the various ele-
ments of the action program discussed above rests squarely with the
Government. Even so, a program of this nature is unlikely to succeed without
substantial cooperation and financial support from the donor community. The
current difficult economic situation calls for a re-definition of the role of
foreign assistance with a view to enhancing its effectiveness, in particular
for a re-orientation in the approach of donor agencies from emphasis on



project financing to non-project lending. This includes a re-evaluation
together with Government of ongoing projects, larger provisions for balance
of payments support, increased funding of operations and maintenance
activities and realism in the design of new projects.

xxi. The bulk of development expenditures during the next five years are
expected to cover ongoing projects. Under the circumstances, donor efforts
should be directed at helping the Government complete these activities. Yet,
given the enormous backloe of foreign-financed projects and the burden of
counterpart funding, it is vital that each donor agency, in cooperation with
Government, take a critical look at its ongoing projects. re-evaluate the
returns to tne economy of completing each project and decide which should be
postponed, dropped, rephased or reduced in scope. Having decided on which
projects should be continued, every donor should then make an all-out effort
towards their early completion, increasing the frequency of supervision
missions, increasing the number of (donor-financed) field staff and hiring
local staff on contract to accelerate implementation.

xxii. If the Goverrment genuinely commits itself and implements a stabi-
lization and adjustment program, donors should be prepared to support the
action program by providing a higher proportion of their current level of
assistance in tile form of quick-disbursing aid. Government efforts at
increasing agricultural production will give rise to increased demands for
imported agricultural inputs, such as fertilizer and chemicals; improved
maintenance of roads, buildings and irrigation canals will require more
imported machinery, equipment and spare parts and a variety of construction
materials; expansion of cottage and small industry production of garments and
carpets will generate an increased demand for imported wool and fabrics.
Vital to the success of these efforts is increased commodity assistance, to
be seen not merely as a resource transfer but as the donor community's sup-
port for the economic reforms.

xxiii. Several donors finance O&M expenditures of completed projects
financed by them under subsequent phases of their assistance programs and
undertake rehabilitation of facilities which had deteriorated in the absence
of adequate maintenance. The practice of funding O&M expenditures under
project assistance should continue, at least as long as the present budget
crisis persists. At the same time, it is important that donors and
Government work out in advance an orderly schedule for phasing out this type
of assistance. To ensure that foreign assistance will not continue to
finance O&M expenditures indefinitely, donors should help the Government
formulate cost recovery measures in those sectors where they provide O&M
funding and insist on their strict implementation. At the same time, donors
may consider financing free standing maintenance projects in sectors such as
roads or irrigation. Furthermore, in sectors such as health and education,
donors may wish to consider financing onLy recurrent expenditures, i.e.,
medical supplies, text books and even staff salaries, in order to improve
the capacity utilization of existing facilities.
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xxiv. Even though short-term concerns for budget and balance of payments
support are likely to preoccupy poLicy makers for the next few years, both
the Government and donors must not lose sight of the longer-term objective
of accelerated economic growth. While financial resources for starting new
activities during the Seventh Plan period will be severely, but justifiably,
constrained, the Government will need to continue to undertake a selected
number of new development projects designed to broaden the export base of the
economy and to expand productive capacity. The donor community will continue
to play a major role in this effort. in designing new projeccs, however.
there are two important consideracions to be kept in mind: first, the cech-
nical design of projects should be kept as simple as possible for ease of
implementation, and second, projects must be designed so as to minimize
future O&M requirements.

xxv. If the action program, supported by the donors, takes hold, we can
expect a modest upward shift in Nepal's growth path and a distinct improve-
ment in the budget and the balance of payments. Specifically, we envisage
GDP growth to rise to 3.8 percent per year, thus allowing for some growth in
real per capita incomes. As compared with the past, total investment would
grow at a much slower rate, reflecting the underlying assumption that growth
over the next few years must come primarily from increased efficiency in the
use of existing capacity. With the revenue and expenditure policies dis-
cussed above in place, the overall budget deficit as a share of GDP would
decline from almost 11 percent currently to nine percent by 1989/90. Ezports
are expected to grow at 5.2 percent per annum in real terms versus a 4.2
percent per annum real growth in imports. The recent deterioration in the
balance of paynents reflected in growing current account deficits and declin-
ing reserves would be halted and reversed; as a share of GDP the current
account deficit over the next five years would decline gradually from about
eight percent during the next couple of years to less than seven percent by
1989/90. At the same time the country would be able to raise its gross
official foreign reserves from one-and-a-half months' imports in August 1985
to a more comfortable level of three months in about two years.

xxvi. If such an action program cannot be implemented, Nepal's growth rate
is likely to fall below the present already unsatisfactory levels. The
combination of growing budget deficits and insufficient growth in output
cannot continue for much longer as the country is rapidly depleting its
international reserves.

xxvii. The donor community has a vital role to play if the success of the
Government's program is to be ensured. Two key considerations underlie an
external financing strategy for Nepal. First, the current budgetary and
balance of payments difficulties are expected to persist beyond the short
term. Second, with the undisbursed aid balance estimated at around US$900
million Government and donors should embark on new projects selectively. In
1984/85 new aid commitments totaled about US$300 million. It is envisaged
that during 1985/86 about US$300 million worth of new aid will again be
committed, about US$250 million in project aid and US$50 million in quick-
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disbursing assistance. It is estimated that a yearly level of new commit-
ments of about $300 million is appropriate during the next few years. New
commitments of project aid should r3t exceed about $200 million per year,
given the country's absorptive capacity constraints. On the other hand, if
Nepal begins to implement an action program along the lines discussed above,
but not before, the country would merit an infusion of quick-disbursing
commodity assistance to help defray the transitional costs of the adjustment
program. It is estimated that a LeveL of about $100 million per vear in
program assistance (whicn disburses tullv in one to three years) wouid be
needed beginning in FY1986/87.

x=viii. An integral part of the Government action program would be initia-
tives aimed at accelerating the reLease of funds which would lead to a 10-15
percent improvement in aid disbursements over the past. In these conditions
including the availability of quick-disbursing assistance, aid disbursements
would increase from $230 million in 1985/86 to $325 million in 1989/90, wiith
the result that the undisbursed balance would increase only marginally in
nominal terms during the next five years and decline in real terms. The
grant element of new aid commitments should be increased over that of the
past two to three years, with grants accounting for about 45 percent of totaL
commitments and concessional loans for the remaining 55 percent. The debt
service ratio is expected to remain around seven percent over the five-year
period and rise to about nine percent by the middle of the next decade.

xxix. The most crucial aspect of the action program and growth scenario
presented above is that Government begins to implement the necessary struc-
tural changes. Once this process is started donors must respond
appropriately. Failure of the donors to provide increasing levels of com-
modity assistance in support of a well prepared and seriously implemented
Government program would mean a further deterioration in the internal and
external accounts and a further impoverishment of the Nepalese people.

Postscript

xxx. At the end of November 1985 the Nepalese Government took several
economic policy measures designed to stabilize the economy. Effective
November 30, 1985, the exchange rate of the Nepal Rupee was devalued from
1.45 to 1.70 per Indian Rupee and from NRs. 17.50 to NRs. 20.50 per US$. At
the same time, the Government announced its decision to put in place a finan-
cial stabilization program as part of a proposed 13 month standby arrangement
with the International Monetary Fund. Major features of the program are:
(a) the maintenance of a flexible exchange rate policy; (b) restraints on
public regular and development expenditures; (c) strengthened tax administra-
tion so as to help reduce the budget deficit; (d) restraint on domestic
credit creation, especially bank credit to the public sector; (e) maintenance
of key bank deposit rates at positive real levels; (f) increases in public
enterprise prices and a reductiun in their subsidies; (g) restraint on com-
mercial external borrowing; (h) increased licenses for commercial imports;
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(i) abolition of the 10 percent cash subsidy on exports; and (j) a number of
procedural and institutional reforms liberalizing and rationalizing the trade
and exchange system. While it would be premature to attempt to assess the
impact of these measures at this point, they clearly constitute a major first
step towards stabilization and eventual revitalization of the Nepalese
economy.



PART I: MANAGING ECONOMIC ADJUSTMENT IN THE SHORT TO MEDIUM TERM

Chapter I: RECENT ECONOMIC DEVELOPMENTS

A. Introduction

1.01 Three decades of development efforts, supported by growing foreign
assistance, have brought little improvement in the lives of most Nepalese
people. Today, Nepal is still one of the poorest countries in the world with
per capita income estimated at only US$170 (1983). Since the early
seventies, rapid increases in population have virtually offset real GDP
growth. Agricultural production has continued to stagnate, and the pressure
of population has resulted in a serious degredation of the fragile hill
environment. A low adult literacy rate (19 percent), low average life expec-
tancy (46 years) and high infant mortality (about 150 per thousand) indicate
the extent of deprivation of basic needs.

1.02 While part of the explanation for past stagnation lies in factors
beyond Nepal's Lontrol, such as the country's difficult terrain and
landlocked position and its poor natural resource base, weaknesses in public
administration and poor economic management are also equally relevant. The
Government's limited capacity to administer its expanding deveLopment
programs is most clearly reflected in slow implementation of projects. The
country's system of productive incentives has been inadequate, and the
budgetary management has had many shortcomings. The emergence of serious
budget and balance of payments problems in the past three years is also the
cumulative result of at least a decade of poor economic management. In the
remainder of this chapter, we will briefly describe major developments in the
Nepalese economy in recent years, focussing primarily on the deteriorating
balance of payments and budgetary situation.

B. GDP Growth and Sectoral Developments

GDP Growth

1.03 Nepal's economy is dominated by developments in the agricultural
sector which contributes about 60 percent of GDP, 75 percent cf exports and
90 percent of employment; industrial activity accounts for about 10 percent
of GDP, and services make up the remaining 30 percent. During the
1982/83-1984/85 period, Nepal achieved an annual real GDP growth rate of 2.9
percent (against an annual average population growth of 2.7 percent), with
the agriculturaL sector growing at 2.5 percent and the non-agricultural
sectors at 3.4 percent. Closer inspection reveals large year-to-year fluc-
tuations in growth resulting from the strong influence of the weather on the
country's predominantly rainfed agriculture. A severe drought in 1982/83
caused a 2.5 percent drop in agricultural output, a virtual stagnation in
non-agricultural activities and a 1.4 percent decline in real GDP. The
economy rebounded in 1983/84 thanks to a strong recovery in agricultural
production, but the return of poor monsoons once again dampened growth of
agricultural output and real GDP in 1984/85. Over the 1970/171-1984/85
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period, real GOP growth averaged 2.8 percent per annum and barely kept pace
with the population growth of 2.7 percent. Agricultural output increased at
1.5 percent annually (see Table I-1). This relatively poor long-term
agricultural performance is explained by a virtual stagnation in output
during 1970/71-1979180. However, agricultural growth accelerated thereafter,
improving to 3.2 percent p.a. during the Sixth Plan period.l/

Table I-1: HISTORICAL CDP GROWTH
(Percent Per Annum in 1974175 Prices)

Averate Annual &rowth __

1970/71-1984/85 1980181-1984185 al 1982183-1984/85 1982/83 1983/84 1984/85
(Sixth Plan Period)

Agriculture 1.5 3.2 2.5 -2.5 8.7 2.5

Non-Agriculture 4.9 3.7 3.4 0.4 5.5 3.4

CDP 2.8 3.4 2.9 -1.4 7.4 2.8

-Percent Per Annum

Population Growth 2.7 2.6 2.6 2.6 2.6 2.6
Estimates

*/ 1979/80 was a particularly poor year, agriculturally. Hence the base year figures for the Sixth Plan period
were normalized by caking thi' average values for 1978/79, 1979/80 and 1980/81.

Source: Ministry of Finance, Economic Survey, nany years.

1/ Since 1979/80 was an exceptionally poor year for agricultural output,
the base year figure for the Sixth Plan period was "normalized" by taking
the three-year average agricultural value added for 1978/79, 1979/80 and
1980/81.
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Developments in Selected Sectors

1.04 Agricultural output, as noted above, rebounded strongLy in 1983/84
from the drought induced decline of the previous year, and some of the momen-
tum carried over into 1984/85 despite the return of poor monsoons. However,
production gains in food crops, which account for as much as 70 percent of
cultivated land, were realized largely by extending the area under
cultivation: average yields have remained stagnant or declined over time.
and foodgrain output has grown at onLy one percent annuallv during
1974/75-1984/85. Herein lies the fundamental problem facing NepaL's agricul-
ture today; the low productivity of foodgrain producing areas has meant that
the needs of the country's rapidly growing populacion for food had to be met
by clearing forests and extending cultivation to marginal lands, and this
has, in turn, led to even lower average yields. (See Table I-2). These
average yield figures, of course, give no indication of the wide differences
in the population density and agricultural productivity that exist between
the hills and the terai. Over the years, per capita production in the hill
areas has declined in absolute terms, reducing the real incomes of the two-
thirds of the country's population that live there, and speeding up migration
to the terai which offers better opportunities and potential for increased
crop production. On the other hand, cash crop production has expended at 3.3
percent p.a. over the past ten years. Two factors have been responsible for
the relatively favorable performance of cash crops. First, cash crops are
grown largely in the terai, where farmers have better access to credit,
agricultural support services and markets. Second, the prevailing price
relationships have favored the production of cash crops relative to
foodgrains. The long-term stagnation of the agricultural sector as a whole
(1.5 percent p.a. during 1970171-1984/85) relative to higher population
growth (2.7 percent) has resulted in a decline in per capita food
availabilities and exportable food surpluses.
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Table I-2: AGRICULTURAL PRODUCTION

Percentage
Changes --- Annual Percentage Changes ----
1974/75-

1974/75 1984/85 1981/82 1982/83 1983/84 1984/85
(Base Year)

Foodgrain a/ Area (ha) 2,141,332 1.4 2.0 0.6 3.7 4.3
Index Production (mt) 3.775,208 1.0 3.8 -23.0 39.4 -1.5

YieLd (mt/ha) 1.8 0.9 1.9 -24.0 34.4 -5.6

Cash Crops b/ Area (ha) 221,876 1.4 18.7 -17.0 -2.6 8.9
Index Production (mt) 670,901 3.3 13.6 10.4 -1.9 7.4

Yield (mt/ha) 3.0 1.9 -4.3 32.9 0.7 -1.3

a/ Includes paddy, wheat, maize, barley and millet.
bi Includes sugarcane, oilseeds, tobacco, jute and potato.

Source: Ministry of Finance, Economic Survey, 1985

1.05 Progress has also remained slow in the forestry sector. Under its
many afforestation programs, the Government has achieved annual planting
rates estimated between 2,500 to 5,000 ha. over the last few years, but this
is grossly inadequate relative to the scale of current environmental degrada-
tion and the country's longer-term requirements. A forecast of future fuel
demand in the 1983 UNDP-World Bank energy sector report 1/ calls for the
annual planting rate to reach 50,000 ha. by 1990 and an average of
100,000 ha. during the 1990s. The Government also recognizes the magnitude
of this environmental crisis and the groundwork is being laid gradually for
more extensive and effective resources management and afforestation, includ-
ing a greater emphasis on more community involvement in planning and
implementation. The problem is one of phasing and scale: Nepal just does
not now have the infrastructure and institutional capacity to support large
scale resource management and development programs, and institution building
is a lengthy process.

1.06 Nepal's industrial sector is small. Its output comprises consumer
goods (footwear, textiles, processed foods), construction materials and
simple assembly items. Within the formal sector, larger-scale manufacturing
is undertaken by public enterprises in or near Kathmandu Valley. Private

1/ Nepal: Issues and Options in the Energy Sector (Report of the Joint
UNDP/World Bank Energy Sector Assessment Program), August 1983.
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investment is concentrated in small and cottage industries. Outside
Kathmandu, industrial production occurs almost exclusively in cottage
industries which service the rural subsistence economy, providing woolen and
cotton handloom textiles, food products, forest-based and simple metal
products. Progress in import substitution of manufactured goods has been
hampered by Nepal's proximity to India; the long, porous border with India
makes it difficult for Nepal to procect its "infant industries" from competi-
tion with goods from India's more developed industrial sector. Similarly,
India's relatively develuped industrial base Limits India as a potential
market for Nepal's industrial exports. However, in recent years, the country
has had considerabLe success promoting the export of ready-made garments and
carpets, the output of cottage and small industries, to third country
markets. The share of cottage and small industry products in total merchan-
dise exports has grown from less than one percent in 1981/82 to 27 percent in
1984/85.

1.07 Total installed electricity generating capacity expanded from 138 MW
at the end of 1982 to 172 MW in mid-1985, and consumption grew at an average
rate of 12 percent per annum. The reliability of electricity suppLy has
vastly improved since the 60 MW Kulekhani hydroelectric generating station
was commissioned in December 1982: extensive load shedding which occurred
prior to the commissioning of the station has virtually ceased. Despite the
ongoing programs to extend and improve the metering system, electricity
losses, estimated at 30 to 35 percent of total generation, still remain a
serious problen that adversely affects the financial position of the Nepal
Electricity Authority. The rapidly growing system calls for greatly improved
maintenance (particularly preventive maintenance) and more intensive training
of operations and maintenance (OEM) personnel. In road transport, the
groundwork for a basic road network has been established with the completion,
during the past year, of arrangements for the construction of the last por-
tion of the East-West Highway. Ac the same time, there continues to be a
lack of proper maintenance of the existing road network. In civil aviation,
Royal Nepal Airline Corporation (RNAC) has extended its services to 38 points
in the country and ten major cities in nine Asian countries during the past
five years. However, maintenance is also a major bottleneck here. The growth
of air traffic has been slowed by the frequent grounding of older aircrafts
in the company's fleet; in 1985, RNAC is reported to have discontinued its
aircraft servicing agreement with a major international airline.

1.08 Inadequate funding of O&M requirements has also been hampering
progress in the social sectors. To cite an example in the education sector,
the rapid expansion in enrollment in primary and secondary schools 1/ has had
little impact to date on improving the literacy rate which remains among the

1/ By 1984/85, Nepal has achieved a total primary school enrollment rate
of about 80 percent and secondary school enrollment rate of about 20
percent.
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lowest in south Asia. The reason is that while the Government established
many new schools and enrolled a great number of new students, it has failed
to meet the rapidly growing demand for properly trained teachers, appropriate
teaching materials, relevant and well thought out curricula and proper school
buildings. This has resuLted in the poor quality of instruction and high
dropout rate. Furthermore, despite the recognition by the Government of the
need to contain population growth, its famiLy planning programs have not yet
significantly affected the country's fertility rate. The Government's
efforts to improve the utilization of its existing family planning and mater-
nal and child health (FP/MCH) service facilities have been hampered by the
lack of recurrent funding (e.g.. shortages of drugs) and poor management
(e.g., frequent absences of appointed staff). Further extension of the
FP/MCH service delivery is rendered difficuLt by absorptive capacity problems
in the sector, as evidenced by the limited availability of trained personnel
and organizational weaknesses in the concerned agencies.

C. Fiscal and Monetary Developments

Budgetary Trends

1.09 The rapid increases in public outlays during the Sixth Plan period
(1980/81-1984/85) far outstxipped the growth of revenues, progressively
reducing revenue surpluses and widening overall deficits. This was essen-
tially a continuation of a fiscal trend that started in the mid seventies.
The result has been an increased recourse to domestic bank financing which
proved to be highly expansionary: i. led to 3trong demand pressures
reflected in rising domestic prices and a deterioration in the balance of
payments position.
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Table I-3: CENTRAL GOVERNMENT BUDGETARY PERFORMANCE
(In NRs. Million)

Revised Budget
Estimate Estimate

1980/81 1981/8: 1982/83 1983/84 1984/85 1985/86

Revenue 2402.0 2667.6 2807.6 3342.3 3960.5 5385.2
Tax Revenue 2042.0 2218.3 2430.2 2751.6 3273.0 4284.1
Non-Tax Revenue 360.0 449.3 377.4 590.7 687.5 1101.1

Regular Expenditure a/ 1349.8 1626.3 1993.7 2273.6 2984.1 3989.7

Revenue Surplus b/ 1052.2 1041.3 813.9 1068.7 976.4 1395.5

Development Expenditure and
Net Lending 2726.0 3723.2 4951.3 5096.6 5443.6 7356.6
Development 2731.2 3726.8 4982.0 5163.7 5527.6 7486.4
Net Lending -5.2 -3.6 -30.7 -67.1 -84.0 -129.8

Overall Balance (Gross) c/ -1673.8 -2681.9 -4137.4 -4027.9 -4467.2 -5961.1

Overall Balance (Net) d/ -1587.5 -2578.1 -4043.8 -3861.4 -4298.8 -5653.1

Financed by:

Foreign Financing (Net)
official Grants 868.9 993. 1090.2 876.6 1097.5 1924.7
Met Loan Disbursements 662.2 697.5 946.2 1600.1 1603.9 2452.5
Gross Loan Disbursements 693.3 729.9 985.7 1670.9 1701.9 2617.5
Repayments e/ 31.1 32.4 39.5 70.8 98.0 165.0

Domestic Borrowings (Net) ;6v4 887.3 2007.4 1384.7 1597.4 1298.9

Memo Items

OveralL Deficit as X of GDP f/ 5.8 8.5 12.0 10.1 10.3 13.0
Revenue Surplus as Z of GDP 3.9 3.4 2.4 2.8 2.3 3.2
Domestic Borrowings as Z of GDP 0.) 2.9 6.0 3.6 3.8 3.0

a/ Loan repayments are included under regular expenditures.
b/ Revenues minus regular expenditures.
c/ Includes repayment of loan principal.
d/ Excludes repayment of loan principal.
e/ From Ministry of Finance: Budget Speech, several years.
f/ Net deficit, i.e. excluding repayment of loan principal.

Source: Ministry of Finance, Economic Survey, 1985
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1.10 During 1980/81-1981/82, regular expenditures grew at 22 percent and
development expenditures at 35 percent. In 1982/83, government relief
measures necessitated by the drought (i.e., distribution of foodgrains to
deficit areas, distribution of improved seeds and fertilizers as well as
installation of shallow tubewelLs for the crash winter wheat program) sus-
tained this spending momentum. With revenues increasing by only five percent
that year, the budgetary deficit soared from six percent of GDP in 1980/81 to
12 percent in 1982/83. (See Table 1-3.) The economy rebounded the following
year, and the recovery in revenue growth coupled with expenditure restraint
helped secure higher revenue surDluses for the Central Government budeet in
1983/84 and 1984/85.

1.11 It should be noted that the expenditure restraint during the past
couple of years was concentrated on development outlays which increased by
only 3.4 percent in 1983/84 and seven percent in 1984/85; the slow growth has
largely been the result of cutbacks or postponements in Government financed
development projects, but delays in the implementation of aid-financed
projects and reduced funding for O&M 1/ also contributed to lower development
spending during these years.

1.12 On the other hand, regular expenditures continued to rise, growing by
14 percent in 1983/84 and 31 percent in 1984/85. Critical to the surge in
regular expenditures has been the steady three percent annual growth in civil
service employment since 1980/81 coupled with a 35 percent general civil
service salary increase and an additional 30 percent salary increase for
teachers, both of which became effective during 1984/85. An added category
of regular expenditures that has shown significant growth during this period
is subsidy payments to public enterprises. The Government provides a direct
transport subsidy to the Agricultural Inputs Corporation (AIC) for distribut-
ing fertilizers and improved seeds to remote parts of the country. In addi-
tion to this directly budgeted subsidy, the Government provides two forms of
indirect subsidies to public enterprises, i.e., interest-free loans for
covering operating losses mostly to trading corporations, the bulk of which
are not repaid, and additional equity investment in some of the more finan-
cially troubled enterprises to help stem decapitalization. 2/ Also con-
tributing to the rapi:i growth of regular expenditures are interest payments
on foreign and domestic debt which have soared from 10 percent of regular
expenditures in 1980/81 to 17 percent in 1984/85. This rising share of
interest payments reflects the progressively higher levels of budgetary
deficits in recent years. Left unchecked, this process will feed upon itself
and eventually necessitate a draconian cutback in total expenditures.

1/ Operations and maintenance activities are included in development
expenditures.

2/ The Government's equity investments in public enterprises are generally
classified under development expenditures.
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1.13 Overall budgetary deficits widened from the equivalent of six percent
of GDP in 1980/81 to 12 percent in 1982/83, and remained thereafter at around
11 percent. Gross disbursements of foreign grants and loans have on the
average accounted for 50 percent of development expenditures during this
period; as a share of CDP, gross aid disbursements increased just slightly
from six percent in 1980/81 to seven percent in 1984/85. SimultaneousLy, net
domestic borrowings 1/ have grown dramatically! rising as a share of GDP from
0.2 percent in 1980/81 to three percent in 1984/85.

1.14 The 1985/86 budget estimates, presented to the Rastriya Panchayat on
July 9, 1985, are shown in Table 1-3. The budget calls for 34 percent growth
in regular and 35 percent growth in development expenditures. The budget
also estimates a 35 percent increase in revenues, an unrealistic target when
judged against the limited new tax measures introduced in 1985/86. (See
para. 1.15 below). The overall budgetary deficit, according to budget
estimates, would widen further from 11 percent of GDP in 1984/85 to 14 per-
cent of the official 1985/86 GDP estimate.

1.15 Essentially, the budget estimates represent an untenable fiscal
scenario. While recognizing the need to step up domestic resource mobi-
lization over the medium term, the Government nevertheless failed to put
together a package of measures for the 1985/86 budget that would sig-
nificantly broaden the tax base. The discretionary tax measures adopted in
1985/86 consist mainly of minor adjustments in existing tax rates and the
introduction of revenue stamp duties; 2/ their contribution to revenue mobi-
lization is expected to be rather limited and fall significantly below budget
estimates. The Government also hopes to raise additional revenues through
improvements in tax administration such as the introduction of a dual point

1/ Since loan repayments are included as expenditure items under regular
expenditures under Nepal's budget classification, financing items are
shown in terms of gross disbursements.

2/ New tax measures introduced in 1985/86 include the following:
-- a new revenue stamp tax on sales receipts of selected commodities and

services;
-- revision of import duties, e.g., lowering of duties on kerosene, an

increase in duties on cement and coal;
-- increases in vehicle tax;
-- revision in excises, e.g., introduction of new excises on wine and

cider, increases in rates on cement and liquor, and a shift from
specific to ad valorem rates for some products;

-- introduction of a new system of tax credits with respect to sales tax
paid by industrial enterprises. The Government also announced the
sale of government equity in public enterprises as an additional
"incidental" measure.



-10-

sales tax collection system, 1/ and sales of government held shares in public
enterprises.

1.16 In order to contain the growth of regular expenditures, the
Government has decided to grant no further salary increases to civil servants
in 1985/86, and to reduce hiring. In addition, it has deferred purchases of
some real property and suspended the voluntary retirement program under which
civil servants were provided financial incentives to retire. With respect to
development expenditures. the Government incends to reduce budgetary alloca-
tions by 10 percent across the board. and to make specific cuts for projects
with 100 percent local financing by deferring the implementation of small
locally-administered projects and cancelling others having low priority, as
well as cutting development grants to districts. The Bank staff estimates
that, if the Government is successful in enforcing these measures, the
nominal rate of growth of regular expenditures can be contained at 10 percent
in 1985/86, and that of development expenditures at around 15 percent. This
would reduce the overall budget deficit to 10 percent GDP from the budget
estimate of 14 percent.

1/ In mid-July 1985, the sales tax became payable at customs points on
imported raw materials and intermediate goods, and payments could be
credited against sales taxes payable at production points.



-ll-

Chart 1: FACTORS INFLUENCING DOMESTIC PRICE MOVEMENTS
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Inflation, Domestic Credit and Monetary Expansion

1.17 The annual rate of inflation (as measured by the GDP deflator) rose
from seven percent in 1981/82 to 13 percent in 1982/83 primarily as a result
of the drought induced decline in foodgrain supplies which also necessitated
emergency expenditures, a rapid increase in credit to the Government and an
acceleration in the growth of money supply. As the economy recovered in
1983/84, the budgetary situation improved, thus reducing the growth of bank
credit to the Government. The turnaround in agriculture eased the foodgrain
supply situation. This Led to a decline in the domestic inflation rate to
six percent that year. For 1984/85 as a whole, the economy exhibited a
moderate trend in prices, with the average annual rate of inflation estimated
to have remained around six percent.

Table I-4: FACTORS AFFECTING CHANGES IN MONEY SUPPLY

(Annual Percentage Changes)
Mid-July

1980/81 1981/82 1982/83 1983/84 1984/85 a/

Broad Money 19.3 18.2 23.7 13.4 16.8
Money 13.3 12.6 20.4 13.4 li.9
Quasi Money 26.3 24.1 26.7 13.3 21.1

Net Foreign Assets 8.2 28.3 -15.7 -2.7 -29.4

Domestic Credit 19.9 17.1 40.5 15.7 24.9
Claims on Public Sector 12.7 31.3 80.1 14.5 26.8
Claims on Government 0.3 63.3 98.4 23.0 27.9
Claims on Public Enterprises 34.9 -11.3 35.4 -16.1 20.7

Claims on Private Sector 25.8 6.4 3.9 17.7 22.0

a/ Preliminary.

Source: Ministry of Finance, Economic Survey, 1985

1.18 Particularly starting in 1982/83, the public sector's extensive
recourse to the banking system not only led to inflation but also resulced in
a substantial reduction in net foreign assets. The growth of total domestic
credit more than doubled to 40 percent in 1982/83. Credit to the Government
and public enterprises increased by 98 percent and 35 percent, respectively.
The heavy borrowings by the public sector led to the crowding out of credit
to the private sector. Net foreign assets of the banking system declined by
16 percent. In 1983/84, the recovery of the economy and some relaxation of
credit controls on non-essential imports caused claims on the private sector
to grow by 18 percent. On the other hand, the growth of net credit to the
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public sector slowed, thanks to improvements in the budgetary situation. As
a result, total domestic credit growth was more or less in line with the
demand for broad money and net foreign assets declined marginally. In
1984/85, the Government further relaxed credit controls, causing a rapid
expansion in domestic credit and money supply. Domestic credit growth rose
to 25 percent. Buoyed by credit demand from both the Government and public
enterprise, the rate of growth of credit to the public sector nearly doubled
to 27 percent: private sector credit growth also increased to 22 percent.
This expansion in net domestic credit resulted in a 17 percent growth in
broad money, and while not reflected in accelerating inflation, led to a
substantial deterioration in the balance of payments and a large 29 percent
decline in net foreign assets.

1.19 On the policy front, the Government took a number of measures during
1984/85 to promote savings through the financial system and to increase
competition among commercial banks. Firstly, the Government introduced a
more flexible interest rate policy by allowing commercial banks to raise
savings deposit rates by up to 1.5 percentage points and term deposit rates
by up to one percentage point above the minimum deposit rates. Secondly, to
facilitate the channeling of resources to the rural sector, the Agricultural
Development Bank of Nepal, the most important source of institutional finan.e
for agriculture, was authorized to accept deposits in urban areas on the same
basis as commercial banks, and to float agricultural savings certificates
with maturities of six and nine months and with a tax-free yield of
10 percent. Thirdly, the first commercial bank founded jointly by foreign
and domestic entrepreneurs commenced operaticns in 1984/85 and negotiations
are underway for the establishment of two other such banks.

D. Management of External Payments

Balance of Payments

1.20 Nepal's balance of payments deteriorated sharply during the last
three years resulting in substantial losses in foreign reserves: US$49
million in 1982/83, US$9 million in 1983/84, and an estimated US$47 million
in 1984/85. This deteriorating external payments position is a reflection of
the steady worsening of the country's trade balance which had started a
number of years earlier. During 1975/76 - 1984/85, merchandise exports,
constrained by the declining supply of agricultural surpluses, grew at only
five percent per annum (in current US dollars), while merchandise imports,
fueled by rapidly rising public investment expanded twice as fast, at 11
percent per annum. This led to the progressive widening of the deficits on
the trade account. Notwithstanding the steady increases in non-factor serv-
ice receipts (primarily tourism incomes), the current account deficit rose
rapidly from one percent of GDP in 1975/76 to 7.2 percent in 1984/85.
Nevertheless, until 1982/83, foreign aid flows had been more than adequate to
offset the growth in the trade and current account deficits, and the country
had built up total gross international reserves equal to seven to eight
months of import coverage.
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Table I-5: BALANCE OF PAYMENTS SUMMARY
(USs Million in Current Prices)

Preliminary
1980/81 1981/82 1982/83 1983/84 1984/85

Exports (GNFS) 293.6 277.6 250.4 303.5 306.0
Merchandise f.o.b 134.4 115.6 82.3 123.9 155.4
N.n-factor Services 159.2 162.0 168.1 179.5 150.6

Imports (CNFS) 446.4 450.5 521.6 551.3 515.3
Merchandise c.i.f 370.2 382.5 459.0 473.6 445.7
Non-factor Services 76.2 68.0 62.6 77.7 69.6

Resource Gap 152.8 172.8 271.2 247.8 209.3

Net Factor Income 10.1 12.5 13.0 0.1 0.0
Factor Receipts 13.3 15.2 14.7 7.1 11.5
Factor Payments 3.3 2.7 1.7 7.0 11.5

Net Current Transfers 46.4 40.6 41.7 50.2 41.7
Transfer Receipts 47.9 42.4 44.1 52.9 43.2
Transfer Payments 1.5 1.8 2.4 2.7 1.5

Current Account Deficit 96.4 119.8 216.5 197.5 167.6

Official Grant Aid 71.7 89.4 95.3 100.1 87.1

Net M&LT Loans 52.8 59.8 67.0 87.2 73.8
Disbursements 55.4 62.3 69.9 92.0 78.7
Repayments 2.6 2.5 2.9 4.8 4.9

Capital Flows N.E.I. -11.9 9.4 5.3 1.0 -40.0

Overall Balance 16.2 38.8 -48.9 -9.1 -46.7

Change in Net Reserves -16.2 -38.8 48.9 9.1 46.7
(-increase)

Official Gross Reserves a/ 195.8 232.6 163.1 123.1 68.4 b/
(End Period)

Memo Items
Exchange Rate (NR/US$)

Period Average 12.000 12.936 13.796 15.260 17.800

Current Account Deficit 4.2 5.1 8.9 7.1 7.2
as Z of GDP

Official Gross Reserves in 5.2 6.2 3.7 2.6 1.6
Months of Import Coverage

a/ Official Reserves.
b/ Provisional.
Source: Nepal Rastra Bank and staff estimates.



-15-

1.21 The balance of payments situation, however, worsened sharply in
1982/83; the immediate cause was the drought-induced decline in agricultural
production. The current account deficit rose from five percent of GDP in
1981/82 to nine percent in 1982/83. Despite the recovery of agricultural
production and merchandise exports in 1983/84 and 1984/85, sustained import
demand kept the current account deficit above seven percent of GDP.
Underlying the strong import demand pressures were the Government's expan-
sionary fiscal management policies and the weak revenue performance discussed
above (paras. 1.09-1.13). The external payments position was turtner
weakened during the period by a decline in tourism earnings which had grown
steadily through the early eighties. and compensated for the stagnation of
merchandise export incomes at that time. The strengthening of the US dollar
against European currencies since 1982 has hurt Nepal's tourism trade by
increasing the cost of tour packages, denominated in US dollars, for the
Europeans who comprise the bulk of tourists to Nepal.

1.22 In an attempt to contain the growth of merchandise imports, the
Government in July 1983 took a number of steps to control imports from con-
vertible currency countries, including licensing, selective quotas, and
license fees ranging from one to 25 percent of c.i.f. values. These measures
diverted import trade from convertible currency countries to India: India's
share in Nepal's merchandise imports increased from 40 percent in 1982/83 to
an estimated 51 percent in 1984/85. The result was a dramatic decline in
Indian rupee reserves which in turn led the Government to reverse its policy
and relax the import licensing for third countries in January 1985.
Nevertheless, the Nepal Rastra Bank's holdings of Indian rupees continued to
shrink during the last few months of 1984/85 until these reserves were vir-
tually depleted in June 1985. 1/ The deterioration in the overaLl external
balance in 1984/85 can be traced to a net outflow of US$40 million recorded
under "icapital, n.e.i." (See Table I-5). The Government attributss about one
half of this net capital outflow to leads and lags associated with the
export-import transactions of the ready-made garment manufacturers. 2/ The
rema nder of the outflow is believed to consist of capital flight and valua-
tion adjustments in exports and imports. Despite the present external pay-
ments crisis with India, the Government continued the policy of maintaining
free convertibility between the two currencies at a more or less constant
rate of 1.45 Nepalese rupees to one Indian rupee.

1/ The Government had to sell convertible currencies to the Reserve Bank
of India in June 1985 in order to replenish the Indian rupee reserves.

2/ These firms, while prepaying for inputs imported from India, tend to
repatriate export earnings with some lag since Government regulations
permit delays in the surrender of export receipts, or up to Six months
from the date of exportation.
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Table 1-6: MOVEMENTS IN EXCHANGE RATES
(1980/81=100)

Nominal Effective Real Effective
Exchange Rate Exchange Rate

1980/81 100.0 100.0
1981/82 103.9 113.3
1982/83 103.6 112.2
1983/84 97.5 105.8
1984/85 93.8 101.0

Source: International Monetary Fund.

1.23 The trade-weighted real effective exchange rate index 1/ indicates
virtually no change in the external competitiveness of the tradable sector
over the position of five years ago, with the significant depreciation in the
last two years offsetting the appreciation observed in 1981/82 and 1982/83
(See Table I-6). On the other hand, movements in indices of the ratio of
export unit values to nontradable prices indicate substantial deterioration
of export competitiveness during 1980/81-1984/85, e.g., rice (21 percent);
ghee (five percent); jute goods (11 percent); hides and skins (46 percent);
and carpets (eight percent). These developments appear to have contributed
to the slow growth of overall export volumes.

1.24 Since 1982/83, official grant flows and disbursements of concessional
loans have not been sufficient to offset the widening deficits on the current
account; the overall deficits have been financed by a drawdown in interna-
tional reserves. By June 1985, gross official reserves had declined to 1.6
months of imports compared with the peak of 6.2 months at the end of 1981/82.
Total gross reserves dwindled from eight months to 2.7 months of import
coverage during the same period.

Debt Service Burden

1.25 The bulk of Nepal's long- and medium-term foreign borrowings have
been on highly concessional terms though the Government contracted commercial
loans totaling US$46.7 million between 1980/81 and 1984/85. These non-
concessional loans were mostly suppliers credits tied to specific projects.

1/ The use of Nepal's consumer price index in the computation of the real
effective exchange rate makes the latter highly sensitive to movements
in foodgrain prices (or foodgrain output and weather). For this reason,
the real effective exchange rate index should be used as only one of
severaL indicators of external competitiveness.
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The debt service burden is still small; nevertheless, the ratio of total debt
service payments to exports of goods and services has been increasing
steadily from 1.4 percent in 1980/81 to 3.8 percent in 1983/84, and to an
estimated 5.3 percent in 1984/85.

Table I-7: FOREIGN BORROWINGS AND DEBT SERVICE RATIO a/
(In USS Million)

1980/81 1981/82 1982/83 1983/84 1984/85

Total M & LT Foreign Loan Commitments 103.2 108.2 157.9 185.7 230.0 b/
Concessionary Loans 99.5 108.2 145.8 170.1 214.7 b/
Non-Concessionary Loans 3.7 0.0 12.1 bI 15.6 b/ 15.3 b/

Total Debt Service on M & LT Loans 4.4 5.5 7.0 11.9 16.5
Repayment of Principal 2.2 2.5 3.4 4.8 5.0
Interest Payment 2.2 3.0 3.6 7.1 11.5

Export of Goods and Services c/ 306.9 292.8 265.1 310.9 311.1

Debt Service Ratio 1.4 1.9 2.7 3.8 5.3

a/ There are small discrepancies between these loan repayment and interest
payments figures and the official estimates that appear in the balance of
payments summary.

b/ Ministry of Finance estimates.
c/ From balance of payments summary.

Source: Ministry of Finance and Bank Debt Reporting System.

1.26 As reviewed in the preceding paragraphs, Nepal faces serious finan-
cial imbalances both in the balance of payments and the budget that require
immediate Government action. In recent years, rapid increases in public
expenditures combined with an inadequate revenue performance have caused a
progressive wideninS of budgetary deficits and heavy recourse to domestic
bank financing. The strong and sustained import demand pressures resulting
from the Government's expansionary fiscal policies, combined with the weak
long-term export performance, have been largely responsible for the sharp
deterioration of the country's balance of payments position since 1982/83.
The increases in the balance of payments deficits were not fully financed by
rising inflows of concessional capital. The Government had to draw down on
foreign reserved to cover the balance. During the past three years, the
country continued to lose foreign reserves, its gross official international
reserves declining from seven months of imports at the end of 1981/82 to a
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little over two months at the end of 1984/85. These trends cannot be alLowed
to continue much longer, and the Government must, without further delay,
adopt a package of adjustment measures to halt any further deterioration in
the budgetary and external positions. Without such a program, Nepal's
development prospects and the living standard of its peopLe are in jeopardy.
Chapter II will examine the options available to the Government to deal with
the situation.
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Chapter II: AN ACTION PROGRAM FOR STABILIZATION AND ADJUSTMENT

A. Main Elements of an Economic Adjustment Program

2.01 If Nepal is to extricate itself from the condition of economic stag-
nation and pervasive poverty, the Government will first have to take quick
and effective action to restore financial stability. This will entail,
essentially, a program of demand management in the short term, and especially
stringent controls over expenditure growth so as to reduce the need for
domestic borrowing. To attain real per capita income growth in the medium
term, the short-run measures will have to be complemented by policies aimed
at increasing domestic resource mobiLization, expanding agricultural output
and fostering growth in industry and in tourism to boost export earnings.
The limited financial resources available for development expenditures must
be directed at activities that permit increased utilization of existing
productive capacity, such as operations and maintenance (O&W), and to quick-
yielding investments. It will also be crucial for the Government to maintain
an exchange rate which will stem further foreign reserve losses in the short
term by dampening the demand for non-essential imports and improve the com-
petitiveness of the country's exports over the longer term.

Action to be taken in the Short term

2.02 In summary form, the Government's stabilization and adjustment
program over the coming years should comprise as a minimum the following
actions:

(a) expenditure restraint measures focused on containing the
salaries and wages component of regular expenditures and
curtailing hiring of civil servants (para. 2.06'-

(b) reordering of priorities in develpment outlays, including
increased budgetary allocations to O&M activities starting
in FY86/87, identification of a "core program" of high-
priority ongoing projects for accelerated imple,rintation or
postponement or rephasing of other activities
(paras. 2.08-2.09);

(c) adoption of a package of measures to mobilize resources in the
public sector starting in FY86/87 (paras. 2.18-2.21); and

(d) adoption of a package of measures for export promotion,
including a flexible exchange rate policy (para. 2.22), the
establishment of customs bonding and -warehousing arrangements
(para. 2.24), obtaining IATA special commodity rates for air
freighted export commodities (para. 2.22), and streamlining of
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export licensing and documentation procedures (para. 2.23);
and

(e) implementing a package of measures to speed up disbursement
from the aid pipeline, including use of revolving funds and
hiring private accountants on contract basis (para. 2.08).

Action to be taken over the Medium Term

2.03 Over the next three years, the Government should adopt a series of
measures that aim to stimulate supply responses and to improve project
implementation performance. They include:

(f) agricultural programs focused on the terai designed to promote the
production of food crops for import substitution purposes (para. 2.27);

(g) promotion of export-oriented cottage and small-scale
industries (para. 2.29) and tourism (para. 2.31) with emphasis
on provision of Government services aimed at helping private
entrepreneurs and exporters improve product development and
marketing practices;

(h) establishment of a planning and budgeting framework for O&N
expenditures, starting with work on the data base and economic
classification of the budget (para. 2.33);

Ci) changes in personnel practices that impact most directly on
project implementation, including decentralization of
authority and accountability to the project manager level,
reduction in staff turnover and better job matching
(para. 2.34); and

Cj) adoption of a package of measures aimed at fostering the
development of the fledgling local construction industry which
has become an obstacle to efficient project implementation
(para. 2.35).

B. Short-Term Policy Requirements

Management of Public Expenditure

2.04 The Government's most immediate concern in the short term should be
to restore stability to the country's deteriorating government finances and
the external position. A careful examination of past public expenditure
patterns is called for in order to identify areas where a cutback is possible
or restraint is necessary.

2.05 Regular expenditure. As discussed earlier, the most important factor
in the recent surge in regular expenditures has been the rapid growth of
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civil service employment combined with substantial increases in wages and
salaries. During 1979/80-1983/84, the period for which data are available,
the number of civil servants grew at an annual average rate of three percent.
While the increases varied from one year to the next, the growth was
generally concentrated in the higher grades in non-gazetted posts. indicating
upward adjustments in the grade structure of non-gazetted officers and a
tendency towards increasing wage drift. However, such changes were not as
crucial as the overall increases in wages and salaries. The total wage and
salary biLl increased by 17 percent in 1982/83 and 48 percent in 1983/84 in
current prices; the per capita wage and salary cost in the civil service
increased by 11 percent and 42 percent, respectively, as compared with domes-
tic inflation rates of 12 percent in 1982/83 and six percent in 1983/84.
While information on pubLic sector employment is not available for 1984/85,
the 30 percent general civil service salary increase that became effective
during that year added further momentum to the growth in expenditures on
wages and salaries.

2.06 If regular expenditure growth is to be brought under effective
control, wages and salaries, now the largest component in the regular budget,
must be contained. To do this, Lhe Government must severely restrict
recruitment during the remainder of the Seventh Plan period. Vacancies in
key positions should be filled by transfers of existing staff. Less impor-
tant positions could be abolished as they become vacant. Secondly, real
increases in the civil service wage bill, including wage drift, should be
kept under t'ao percent during the next five years. In view of the large
salary increases granted to civil servants in 1984/85, no further upward
adjustments should be allowed over the next three years. Promotion policies
should also be implemented within the framework of the two percent ceiling.

2.07 Reordering priorities in development outlays. Given the anticipated
constraints in financial resources, development outlays would also need to be
contained over the next five years. The key consideration here should be to
try to achieve the best possible use of available resources by focusing on
the composition of expenditures and striking an appropriate balance between
completing ongoing projects and programs, starting up new projects and inten-
sifying O&M activities.

2.08 In view of the enormous number of ongoing operations, it is crucial
that the Government undertake a review of the ongoing projects, reevaluate
the returns to the economy of completing each project or program and decide
which should be postponed, dropped, rephased or reduced in scope. The
Government has recently initiated this process by identifying 60 national
priority projects; it should continue to monitor these priority projects
closeLy while extending the review process to other ongoing projects and
programs. This exercise would need to be conducted in consultation with
donors who finance a large share of the ongoing projects. The desirable
approach would be to concentrate resources in accelerating the implementation
of investments that are reasonably close to completion and where the costs to
the economy of delays would be serious, and on projects with high and early
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economic returnq. Having identified the "core projects", the Government
should direct an .11-out effort towards their early completion addressing
bottlenecks that tiireaten to delay their implementation. If shortages in
counterpart funding becomes a problem, the Government must quickly approach
the concerned donor and work out different disbursement shares over the life
of the project that would allow Nepal to put up lower shares during the
adjustment period. Furthermore, an acceleration in disbursement from the
existing aid pipeline is of major impLrtance. In order to minimize proce-
dural delays in the release of funds for donor-funded projects. the
Government should make more extensive use of special or revolving accounts.
With these accounts. advances can be made by the donor for a portion of
reimbursable project expenditures and replenishment approved upon receipt of
withdrawal application and evidence of legitimate use of funds previously
released. The Government might also seriously consider hiring qualified
accountants from the private sector on a contract basis to be funded by
donors to help facilitate disbursement.

2.09 Provision of adequate budgetary resources for O&M is a matter of
growing concern in Nepal. Inadequate provisions for O&M in the past has
resulted in the underutilization of productive assets and the need to
rehabilitate facilities and equipment that have been allowed to deteriorate
prematurely. The Government will need to make provisions for O&M expenditure
requirements over and above the amounts already budgeted; such incremental
O&M funding requirements are estimated to increase from NRs. 415 million in
1985/86 to NRs. 830 million in 1989/90 in constant 1984/85 prices. (See
paras. 4.27-4.32 and Annex A for a more detailed analysis of the issue and an
account of how these estimates were derived.) The additional funding must be
met by reallocating resources from other expenditure categories, such as
postponement or cancellation of ongoing projects, cutting back on transfer
and subsidy payments to public enterprises and reducing expenditures on wages
and salaries.

2.10 Over the medium term, financial resources for starting new activities
are going to be severely constrained, though the Government is expected to
continue to undertake a small number of new projects. These investments
should be directed at short-gestation high-return projects, preferably those
with good foreign exchange earning potential. In designing new projects,
there are two important considerations that Lhe Government (and donors) need
to keep in mind: first, the technical design of projects should be as simple
as possible for ease of implementation, and second, projects should be
designed so as to minimize the O&M burden on the Government and the
beneficiaries in the long run.

Improving Resource Mobilization in the Public Sector

2.11 The Government's financial stabilization and economic adjustment
program will need to include both a package of new tax proposals to increase
revenues as well as measures to improve the cost recovery rates from depart-
mental services. Furthermore, the Government should consider a cutback on
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subsidies and transfer payments to inefficient public enterprises which are
becoming enormous drains on the budget. In this section, each of these
topics will be discussed with some suggestions for action.

2.12 Deficiencies in the Tax System.l/ Nepal's present tax system 2/
suffers from three major deficiencies: (a) a narrow tax base, (b) low elas-
ticity of tax revenues with respect co GDP, and (c) multiple and often
mutually conflicting objectives of the tax system that reduce its
effectiveness.

2.13 The narrowness of the tax base derives primarily from the tax-exempt
status of major sectors of the economy. The agricultural sector goes vir-
tually untaxed; all agricultural incomes are exempt from income tax, and the
land tax, the only tax on agriculture, makes a minimal contribution because
its specific rates have remained unchanged for more than 15 years. The
transportation sector is also exempt from income taxes and, furthermore,
receives a partial rebate of motor vehicle taxes, while industry receives
wide exemptions under the Industrial Enterprise Act of 1982.

2.14 The income tax base, narrow to start with, has been further eroded
over time by increases in exemptions and deductions. As a result of high
personal exemptions and deductions,3/ a taxpayer is unlikely to incur any
tax liability until his gross income reaches NRs. 30,000--10 times the
country's per capita income. An examination of the civil service salary
structure shows that despite the recent salary increases, less than one
percent of the civil service is liable to income tax. Property taxes
likewise yield limited revenues because of high exemption levels and infre-
quent adjustment of property values.

2.15 In addition, the bases of domestic sales taxes and excises are also
narrow, with about 70 percent of revenues from both these taxes being derived

1/ Discussions in this section are based largely on the findings of IMF's
recent study. (See IMF: Government Finance During the Seventh Plan,
1985.)

2/ By international standards, Nepal's tax effort is low. According to a
recent study of 21 developing countries with a per capita income of below
US$300, Nepal had the lowest tax/GDP ratio of 7 percent compared with the
average for this group of countries of 13.2 percent. (See Vito Tanzi,
"Quantitative Characteristics of the Tax System in Developing Countries",
in Newberry and Stern: Modern Tax Theory for Developing Countries [The
World Bank, forthcomingJ).

3/ In Nepal, personal exemptions amount to 6.3 times the per capita
income, more than double the level in other countries in Asia, e.g.,
India, Malaysia and Thailand.
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from alcohol and tobacco products. Conversely imports provide about 50
percent of tax revenues.

2.16 The elasticity of the tax system is low--estimated at between 0.7 and
0.9 with wide variations among different types of taxes--even though the
buoyancy of the tax system with respect to GDP, reflecting frequent tax rate
adjustments over the years, is significantly higher at around 1.4. A low
elasticity of the tax system ordinarily indicates the prevalence of one or
more of the following factors: (a) specific rather than ad valorem tax
rates; (b) gaps in the tax system, notably, the absence of taxation on
agricultural incomes and capital gains; and (c) administrative problems. In
Nepal, all of these factors exist and will need to be addressed.

2.17 An examination of Nepal's tax system also shows that each tax instru-
ment has been assigned multiple objectives that are mutually incompatible,
i.e., raising revenues, ensuring equity, influencing the direction of foreign
trade, protecting and promoting domestic industries, irrespective of whether
the tax is suited to the particular role or not. For example, the sales tax,
the primary function of which is to raise revenues, is also being used to
protect domestic industries and influence the direction of traue. This
results in a complex structure of highly differentiated rates which makes it
difficult for the policymakers to ascertain the impact of a rate change on
any one of its objectives. The many trade-offs that result from multiple
objectives, among others, reduce the revenue impact of any one tax
instrument.

2.18 Proposals for new tax measures. As suggested above there is con-
siderable scope for tax reform, especially with the objective of raising more
revenues. Given the need to introduce new measures as early as possible to
maximize returns during the next few years, the reform measures proposed
below are such that they do not require extensive administrative changes and
focus on those taxes whose assessment and collection procedures are well in
place. The main emphasis of any immediate reform should be on widening the
tax base and rationalizing the structure of taxation. To the extent
possible, each tax instrument should be assigned a single, unequivocal role,
e.g., the sales tax should be used primarily for raising revenues, excise
duties for discouraging consumption of certain non-essential items, and
import duties for the protection of a select number of domestic industries
with potential comparative advantage. The impact of the proposed measures is
quantified and summarized in Table II-1 below. Our proposals cover income
tax, import duties, sales tax and excises, urban house and land tax and
agricultural land tax; if all the proposed measures were to be adopted
together, the Government would be able to mobilize an additional NRs. 315
million, or about eight percent of the current total public revenue, in the
first year of implementation. Out of that total, it is estimated that the
adjustment of specific rates for the agricultural land tax would yield as
much as NRs. 110 million, the rationalization and selective increases in the
sales tax would raise about NRs. 60 million, the rationalization and exten-
sion of the excises would mobilize another NRs. 55 million, and reducing
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personal deductions and exemptions and restructuring income tax incentives
would also allow the Government to collect about NRs.' 55 million. Proposed
measures for import duties and urban house and land tax are expected to yield
nearly NRs. 20 million each.

(a) Income Tax

-- A reform of the income tax should start with a reduction in the
levels of personal tax exemptions and deductions. It is proposed that
the exemption level for both married and individual taxpayers be reduced
by NRs. 5,000. and personal deductions be lowered to one-half of the
present level.

-- The method of computing personal deductions needs to be changed to
ensure greater equity. It is recommended that deductions be expressed
in fixed rupee amounts, rather than as a percentage of gross income.

-- The company income tax should be standardized at the current maximum
rate of 55 percent. Since the objective of the company tax is to tax
the owners of companies on their share of the companies' net income,
rather than to tax the companies as separate entities, there is no
rationale for the existing progressive rate structure.

(b) Import Duties 1/

- It is recommended that the one percent duty provision for raw
materials, machinery and equipment be reviewed. Tariffs should be
determined on the basis of the effective rate of protection; the rate
structure should be rationalized under an overall industrial protection
policy and applied only to a selected number of enterprises chosen on
grounds of potential comparative advantage.

Cc) Sales Tax

- In oLder to rationalize the structure of the sales tax, it is recom-
mended that the Government eliminate the rate differentials between
domestic and imported goods, as well as the rate differentials among
imported goods by country of origin. This would imply increasing the

1/ To encourage import replacement and export industries, the Industrial
Enterprises Act has a provision of a one percent duty on all machinery,
equipment and raw material imports. On the other hand, the rates of
import duty on final consumer items are relatively high. This policy
provides no protection for raw materials production in the country, while
actively encouraging the production of consumer items and industries
assembling imported raw materials which involve little domestic value
added.
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rates on domestic goods to match those on imported goods, and equalizing
rates between Indian and third country imports.

-- While exempting basic foodstuffs from the sales tax on welfare
grounds, higher rates shouLd be imposed on luxury consumer goods,
whether domestically produced or imported; consideration should also be
given to removing the one percent rate category because the primary
objective of this tax should be to raise as much revenues as possible,
and applying the one percent rate dGes not serve that purpose.
Currently, there are five sales tax rates, viz., one percent, five
percent, 10 percent, 15 percent and 20 percent.

-- The coverage of this tax should be extended to those services that
are not presently taxed. It is proposed that a five percent sales tax
rate be applied to electricity charges, telephone and telecommunication
charges, non-life insurance premiums and tourist packages.
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Table II-1: ESTIMATED REVENUE IMPACT OF SELECTED TAX REFORM MEASURES
(In NRs. Million - 1984/85 Constant Prices)

Year 1 Year 2 Year 3 Year 4 Year 5

Income Tax
Reduction of personal exemption

by NRs. 5000 7.4 7.5 7.9 8.1 8.2
Reduction of personal deductions
by one half of present leveL 28.7 29.2 30.2 30.9 32.0

Rationalization of income tax
incentives 18.5 18.6 19.8 19.9 20.4

Import Duties
Rationalization and restructuring
of rates 18.5 19.7 2G.6 21.3 22.5

Sales Tax
Increase of tax rates on domestic
goods to 25Z to equalize those
on imports 41.7 45.5 50.0 54.4 59.2

Taxation of selective services
at 5Z rate 12.0 12.9 14.3 15.4 17.0

Rationalization of sales tax
incentives 4.6 5.1 5.6 5.9 6.8

Excise Taxes
Extension of excise taxes to
imported goods 46.3 50.6 55.6 60.3 66.0

Rationalization of excise tax
incentives 9.3 10.3 11.1 11.8 12.9

Urban House and Land Tax
Removal of exemption for hotels
and industriaL property 0.9 0.9 0.8 0.7 0.7

Update of urban property values
and reduction of exemption
levels 18.5 18.9 18.3 18.4 18.4

Land Revenue
Adjustment of specific rates 109.3 101.2 93.7 86.8 80.3

TOTAL 315.7 320.4 327.9 333.9 344.4

Source: Staff Estimates.
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(d) Excises

-- The Government would be able to cut administrative costs by reducing
the List of excisable goods to cover only those items requiring taxation
for social reasons, such as alcohol and cigarettes. Other goods, which
are now subject to excises for revenue reasons should simply lie brought
under the sales tax. The excise tax should be applied uniformly,
whether the goods are domestically produced or imported.

(e) Urban House and Land Tax

-- Property valuation (unchanged since 1974) must be brought up to date
and maintained at regular intervals.

-- All hotels and industrial properties, now exempt, should be subject
to the urban house and land tax.

-- The Government should consider reducing the current exemption level
for this tax. At present, any property valued under NRs. 100,000 is
exempt (NRs. 200,000 if owner-occupied).

(f) Agricultural Land Tax

-- This tax represents the only means of revenue mobilization from the
agricultural sector.l/ It is recommended that the Government raise the
specific rates of the agricultural land tax which have remained
unchanged since 1967/68. The target should be to achieve an average
effective tax rate of 1.5 percent of agricultural output. It is further
suggested that after the initial revision the rate should be adjusted at
periodic intervals, say every five years.

2.19 Cost recovery in departmental services. Improving the cost recovery
performance in Government-run services is equally crucial from the standpoint
of public revenue mobilization. A review of service charges, or revenues
from the Government sale of goods and services, over the past several years
reveals that the receipts have either stagnated or declined relative to
costs. This holds true for all categories shown in Table II-2 with the
exception of the education sector where revenue is estimated to have
increased substantially in 1983/84. In the forestry sector, which has shown
the highest cost recovery rates to date, receipts have fallen sharply in the

1/ Ideally, agricultural incomes should be subject to the general income
tax rate structure like any other taxable income. However, in the light
of administrative weaknesses, the introduction of a general income tax on
agricultural income is expected to require a number of years of prepara-
tion under the circumstances. An increase in the land tax is seen as the
only feasible alternative.
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last three years because of a cutback in production for conservation
purposes. Generally speaking, however, the poor cost recovery performance
has been attributed to the low service charges that have remained unchanged
over many years (e.g., university tuition fees) and to the poor collection
effort (e.g., irrigation water charges). Furthermore, there are sectors,
such as health, where no charges appear to be levied despite rapid growth in
the cost of providing the services. As overall public expenditures grow, the
Government needs to explore and utilize all possible avenues for cost
recovery. Service charges will need to be reviewed and revised at regular
intervals. A special effort should be made to improve colLection ot water
charges in the irrigation sector which has shown the lowest cost recovery
rates among pubLic services and where substantiaL funds need to be mobiLized
to meet the growing operations and maintenance requirements of the existing
facilities.

Table 11-2: COST RECOVERY PERFORMANCE BY SECTORS, 1978/79 - 1984/85
(Rs. Million)

1978179 1979/80 1980181 1981/82 1982183 !983/84 1984/85

Irrw iftaiou
Receiptcs a/ 0.7 1.3 0.5 0.6 0.9 1.0 1.0
Costs b/ 230.0 235.1 291.4 363.2 492.1 550.3 667.9
Receipts/Cos.c Ratio 0.3 0. 5 0.1 0.1 0. 2 0. 2 0.1

Drinkine Water
Receipts a/ 0.6 0.6 0.6 0.5 0.6 0.8 1.0

Costs b/ 65.9 61.3 76.3 111.4 248.3 226.9 211.0
Receipts/Costs Ratio 0.9 0.9 0.8 0.4 0.2 0.3 0.4

Educat ion
Receipts a) 0.1 2.9 3.2 3.3 3.6 6.3 7.5
Costs b/ 315.3 330.6 384.2 519.0 734.0 815.8 838.7
Receipts/Costs Ratio - 0.8 0.8 0.6 0.5 0.7 0.9

Forests
Receipts a/ 82.7 86.5 90.5 113.6 53.9 60.6 80.0
Costs bl 70.8 98.5 93.9 190.8 235.4 242.5 274.3
Receipts/Costs Ratio 116.8 87.9 96.4 59.5 22.9 25.0 29.2

Transoort
Receipts a/ 6.0 10.9 25.3 19.2 35.2 41.2 42.5
Costs b/ 520.1 682.5 637.9 784.1 853.0 801.4 757.0
Receipts/Costs Ratio 1.2 1.6 4.0 2.4 4.1 5.1 5.6

a/ Revenues from departmental enterprises under non-tsx revenues.
bl Development and regular expenditures combined.

Source: Ministry of Finance. Budiet Speech, several years.
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2.20 Reducing subsidies and transfers to public enterprises. There are 53
puLlic sector enterprises in Nepal which taken together comprise a sig-
nificant share of economic activity in the country. In general, their per-
formance has been deteriorating steadily since the early 1980s. While no
attempt has been made to estimate shortfalls in spending for O&M as such by
public corporations, a review of their operations suggests not only that
their O&M spending is seriously deficient but furthermore that many of these
corporations are becoming a serious drain on fiscal resources. The trading
companies, in particular, have required increasing subsidies, loans and
infusions of equity capital from the budget to prop up their failing
finances. Between 1979/80 and 1982/83, losses of the four trading companies
totaled NRs. 640 million; given the negative net worth and poor cash posi-
tions of these companies, their future losses are likely to be reflected
directly and immediately in the Central Government budget. While the trading
companies are running the largest losses, they are not the only public
enterprises to have become a drain on fiscal resources. Many other
corporations, most notably the public utilities, have come to rely on
Government Loans and equity payments.

2.21 The financial difficulties of the public enterprises stem from a wide
variety of causes including weak management, overstaffing, infLexible pricing
policies, and poor inventory practices to cite just a few. Further studies
are needed before the Government can prepare and put into effect the neces-
sary financial restructuring programs for all those enterprises that have
become a drain on the budget. Early in 1985/86, the Government made a start
toward the difficult task of streamlining the finances of public corporations
by broadly classifying these enterprises into (a) those that now make con-
tributions to the Treasury; (b) those that can be made self reliant; and
(c) those that would need to continue to depend on transfers from the budget.
Birganj Sugar Factory and Janakpur Cigarette Factory are examples of the
first category of profitable enterprises. Public utilities enterprises
belong to the second category, and it is Government policy that they become
self reliant by some combination of measures to reduce costs and increase
tariffs at regular intervals. Among trading corporations, the Oil
Corporation and National Trading, Ltd. should also seek to be self reliant;
the Oil Corporation, in particular, should be able to generate significant
profits with proper pricing policies and greater attention to cost reduction.
On the other hand, the Nepal Food Corporation (NFC), the agency in charge of
foodgrain procurement, and the Agricultural Inputs Corporation (AIC) respon-
sible for input distribution, will probably need to continue to rely on
Government subsidies over the short to medium term. However, it is
essential, even in the case of these two corporations, that subsidies be
specified in advance both as to magnitude and purpose and preferably be
limited to transport subsidies; their pricing policies should be designed to
enable the Government to contain subsidies at specified levels in the short
term and to progressively reduce subsidies in the longer run.
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Policies for Export Promotion

2.22 In respect of export promotion, there are several actions which can
yield quick results. Firstly, maintenance of a flexible exchange rate policy
will be crucial for improving the international competitiveness of Nepal's
exports, and over the longer term, increasing the supply of export
commodities. The Government should also help improve the price competitive-
ness of tiepalese exports by obtaining Special Commodity Rate (SCR) air
freight rates for ready-made garments to the United States and carpets to
Europe.l/ In the longer run, sealed containerization from Kathmandu to port
by surface transportation would allow cottage industries to offer their
customers the option of cheaper though sLower transportation. The dialogue
with the Government of India should be continued to permit the early realiza-
tion of this option.

2.23 The Government will also need to continue to focus on the administra-
tive bottlenecks to export promotion; some can be alleviated quickly. The
cumbersome and time-consuming export licensing and documentation procedures
are known to delay export shipment by as much a3 severaL months. The con-
straint imposed by such a system can severely limit the potential growth of
export industries by inhibiting the ability of exporters to meet deadlines or
to take orders which require a quick turnaround time. The recent p-roposal
within the Government to streamline this process and to centralize the paper-
work and the licensing responsibility within concerned departments or agen-
cies is a well considered move. To make the new system effective, the
government agencies concerned should establish and abide by a maximum
response time that is acceptable to exporters and overseas buyers.

2.24 Regarding customs clearance, warehouse facilities at Kathmandu have
not expanded in line with the dramatic increases in airfreighted exports from
Kathmandu. Consequently, customs inspection of export consignments has to
take place in the open air and this causes serious problems during the mon-
soon season. Recently, one of Nepal's major importers suffered a 60 percent
loss from a large shipment of carpets that had been left out in the rain
during clearance. Urgent Government action is needed to put custom clearance

1/ It is standard practice for airlines to offer discount rates to par-
ticular industries that have prospects as air cargo customers. Thus,
IATA SCRs exist for garments to the United States from Bombay or Dhaka,
offering discounts of around 40 percent below the best general cargo
rates. While old SCRs are still available between Kathmandu and Europe
for mica and pig bristles whose export volumes are now negligible, no SCR
exists for Nepalese garments and carpets to the United States in spite of
the huge growth potential. Notwithstanding pressure from the industry on
RNAC and other carriers, no progress has been made to date. The
Government should be more aggressive in pushing for SCRs from Kathmandu
to all major destinations in the United States a.id Europe.



-32-

facilities under cover, or to allow clearance and sealing of goods to take
place at the exporters' premises.

2.25 To improve the marketing of agricultural commodities, investments in
basic infrastructure, such as storage and grading facilities and assembly
points, will need to be undertaken in various parts of the country.
Furthermore, while exporters must ultimately ensure acceptable quality for
their products. the Government can help significantlv bv escablishing offi-
cial quality control services that incLude (a) the prescription of standards
and grades tor exports, (b) setting up of adequate laboracory facilities to
check samples, and (c) preshipment inspection for qualitv, and certification.

C. Medium-term Policy Requirements

2.26 The foregoing sections contained a discussion on Government actions
that would have an impact on the budget and the balance of payments in the
near term. However, a more permanent 3olution to the country's current
financial difficulties must be found in programs to accelerate production
growth. The Government would need to make more vigorous efforts, supported
by appropriate policies, to expand production for export and to promote
economically viable import-replacement programs. It is recognized that much
more work is needed to spell out details of specific action programs in these
areas. The following discussion is therefore intended only to provide a
broad guide to possible approaches.

Priorities in Agriculture

2.2' Over the next few years, the main thrust of the Government's strategy
in agriculture should be to secure an adequate supply of foodgrains (rice,
maize, wheat) and other food crops (sugar, oil seeds) to eliminate the need
for food imports which now amount to US$50 to US$100 million every year. It
is unLikely that traditional exports of foodgrains (rice and maize) to India
would grow significantly owing to the rapidly rising domestic demand within
Nepal and greater food self-sufficiency in India. With respect to the
production of cereals the primary emphasis should be on import substitution.
Similarly, the production of tobacco, oil seeds and sugar in the terai should
receive high priority because the prospects for import replacement in these
crops are considered good. It is anticipated that the terai areas would
continue to produce exportable surpluses of jute, pulses, ginger and herbs
and vigorous efforts should be made to increase their output. The hill areas
are expected to record modest increases in the production of the remaining
traditional export items such as hides and skins, cardamon and ghee.

2.28 The primary focus of the Government's economic adjustment program in
this sector should be on expanding production in the terai where a large part
of the country's irrigation infrastructure is located and other supporting
services are more readily available. This should not be interpreted to mean
that development of hill agriculture should be given a lower priority. The
concern for developing the hill regions must continue as a national priority,
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but as a practical matter, the best prospects for obtaining larger marketable
surpluses of crops that can be exported profitabLy or replace imports are in
the terai. There, improvements in the utilization of existing irrigation
facilities (through additional operations and maintenance work), in combina-
tion with other complementary inputs and support services and appropriate
pricing policies, should lead farmers to raise cropping intensity and
increase yields relatively quickly. The Government owned NFC intervenes in
the procurement of major food grains, but to date, it has been able to pur-
chase only a small fraction of the marketable surplus. rhe Government's low
crop support prices, particularly for foodgrains. set to assure low and
stable consumer prices in food deficit areas and in urban areas, have adver-
sely affected producer incentives and caused leakages of crops grown in the
terai across the border to India. At the minimum, official pricing policy
sh.ould ensure that the crop prices in the terai are maintained at the same
level as in neighboring Indian states. Maintaining an appropriate exchange
rate between Nepalese and Indian currencies would be crucial for boosting
production in the terai and promoting an orderly trade in agricultural com-
modities between the two countries. More timely distribution of inputs by
AIC and adequate provision of support services including credit, extension
and research are also vital to improving farmer incentives and achieving
better agricultural performances. While the policy of subsidizing inputs
will probably need to be continued over the short-to medium-term to encourage
intensification of agricultural production, the Government's goal over the
longer run should be to progressively reduce these subsidies. (See also
para. 2.21).

Expanding Cottage and Small Industry Production

2.29 As mentioned earlier (para. 1.06), the prospects for promoting import
substitution manufacturing activities in Nepal are constrained by the
proximity to India and the stiff competition offered by India's more advanced
industrial base. Under these circumstances, successful industrial develop-
ment in Nepal is predicated on an export-oriented development strategy
utilizing local labor and traditional skills. For that reason, the promotion
of cottage and small-scale industries should be an integral part of the
Government's medium-term adjustment program. Their export potential is
substantial: although cottage industries account for only about 30 percent
of industrial production in Nepal, their output constituted about US$40
million or 30 percent of total merchandise exports in 1984/85. We anticipate
that ready-made garments, carpets and handicrafts, will together provide the
largest source of growth for merchandise exports; this group of exports is
projected to grow at about seven percent per annum in real terms and account
for about half of the projected increase in export receipts during
1984/85-1989/90. To realize the output potential of these commodities, the
Government will need to strengthen support services to small private
producers, especially credit and market development. The Government credit
policy for cottage and small industries has emphasized offering special
subsidized interest rates. However, limited availability of credit rather
than its cost has been the bottleneck for cottage and small industries.
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While liberalizing credit allocations to the private sector (by limiting
borrowings by the public sector), the Government must also help strengthen
the capacity of banks to identify Lid evaluate projects. Given that cottage
and small industries comprise very small private producers with no access to
marketing channels, the Government-run trade offices wiLl need to continue to
improve their marketing services, including provision of overseas market
information and contacts with clients to ensure a steady supply of goods and
the development uf products that meet the requirements of buyers abroad.
Furthermore, to secure producers a steadv supply of the necessary raw
materials at competitive prices. more private traders should be licensed to
import rather than rely on inefficient public trading corporations.

2.30 Of the three commodities, the export of ready-made garments has shown
the most phenomenal growth in recent years, its share of total me-rchandise
exports jumping from less than one percent in 1980/81 to 17 percent in
1984/85. This industry was started by Indian garment manufacturers who
brought in Indian machines, labor and fabric to manufacture garments which
were supplied to Indian importers in the United States. However, the
industry has now evolved to the point where Nepalese owned and managed fac-
tories have been established, and some 30 percent of the labor is now
indigenous. The Government's objective for the ready-made garments industry
should be to build on this initial growth, and to consolidate the industry by
further increasing the Nepalese value added content. The most serious risk
to the country continuing to achieve high growth of ready-made garment
exports is the possibility of quota imposition by the United States. The
Government should consider special representation to industrial countries
against quotas in view of Nepal's extreme poverty and very limited options
for increasing expert incomes. In any event, the strategy of Nepalese gar-
ment manufacturers should be to diversify into new product lines and to
increase the domestic value added content in the quota restrained categories.
The carpet industry is well-established in Nepal, dating back to the 1960s
when a Swiss-assisted development project started a weaving operation in one
of the Tibetan refugee camps in the Kathmandu valley. The industry has
developed substantially since then, and carpets now represent the second
largest export to third countries. The strategy in carpets should be to
defend the key German and Swiss markets, which presently absorb 70 to 80
percent of Itpal's carpet exports, against low cost copies from China and to
open up new markets in the United States. In handicrafts, there should be
greater emphasis on product development beyond traditional export items like
religious paintings and sculptures to achieve innovative, marketable products
utilizing craft skills.

Reviving Tourism Growth

2.31 Traditionally, tourism has been an important source of foreign
exchange earnings for Nepal that supplemented the steadily declining incomes
from merchandise exports. Since 1978, however, the rate of growth of tourist
arrivals has slowed. Whereas the number of non-Indian tourists had increased
dramatically from 12,567 in 1966 to 125,636 in 1978, there has been a gradual
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decline thereafter; in 1984, there were only 112,694 visitors from the third
countries. This reflects the impact of the world recession and the rising
cost of a visit to Nepal. The factors that have contributed to the higher
costs include the strengthening of the US Dollar--the currency quoted by tour
operators--against the currencies of Europe, where the majority of tourists
originate, and rising air transport costs. Limited air access to Nepal has
posed additional constraints. In view of its great potential for earning
foreign exchange, reviving tourism growth should be an important objective
and the Covernment should take a much more dynamic approac!. to marketing the
country's tourism potential.

2.32 Given the underutilization of existing hotel capacity in Kathmandu,
high priority should be given to promotional and marketing campaigns. Per
tourist earnings can be increased by devising tour packages that cover many
more cities and sites, hence entailing a longer average stay in the country.
Efforts should continue on the preservation and restoration of historic
sites, opening up of new trekking routes, and providing environmental protec-
tion on existing routes. The Government should also take measures to improve
air access to Nepal. In view of RNAC's relatively weak financial position
and the unsatisfactory standard of maintenance for the fleet, the Government
should resist further expansion of its air services to other cities, and
seriously consider, instead, the alternative of allowing more foreign air-
lines to include Kathmandu on their scheduled international flights. In its
strategy vis-a-vis RNAC, the Government should focus first on air safety by
obtaining a new fLeet serv4cing agreement with a major international carrier.

Improving O&M and Accelerating Project Implementation

2.33 In the area of O&M expenditures , a topic discussed at greater length
in Chapter IV, the incremental funding needed for activities that are
seriously underfunded and can realistically be carricd oct is estimated at
NRs. 3.1 billion over the Seventh Plan period, or close to 11 percent of
total development spending. As additional projects are completed, the O&M
requirements will increase proportionately. in terms of meeting the rising
O&M needs, improving the cost recovery performance in the public sector will
be critical to raising the necessary resources. At the same time, the
estimation of O&M expenditure requirements for past and ongoing projects
should becomve an integral part of the Government's annual budgeting and
multi-year planning exercises. Currently, budgetary allocations for O&M
activities are made rather haphazardly without the necessary detailed
project-by-project analysis of exact requirements; neither data nor analyti-
cal tools now exist for making accurate estimates of the O&M expenditure
needs. To facilitate the analysis of O&M requirements, the Minister of
Finance will need to first build up a data base for O&M expenditures by
sector and project and then introduce an economic classification of expendi-
tures into the budget process. (See para. 4.31-4.32.)

2.34 While the impact of any remedial measures to a, '-ratine project
implementation is likely to be felt only in the medium L= , .s important
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that corrective action be initiated now as many of the measures involve basic
structural changes that would take time to bear fruit. Foremost among these
changes is a reform of public administration practices and personnel policies
that affect project implementation. It is crucial that implementation
authority be decentralized and that the responsibilities of project managers
be widened, particularly in reference to staff appointment and transfer, and
the release of funds. Staff turnover should be reduced to ensure greater
continuity at the project site. Moreover, there should be better matching of
jobs and q!ialifications. The Government might also consider hiring qualitied
privaXe !.:..tor individuals on a contract basis. to be tunded by donors,
especially for remote posts where it is difficult co retain civiL servants.
(See also paras. 4.03-4.17.)

2.35 The weakness of Nepal's construction industry has been a major cause
of project implementation delays and a serious constraint to the Government's
carrying out O&M activities. Since the Government is the principal source of
demand for construction itself and executes much of the work and also regu-
lates the industry, it can play a critical role in strengthening the local
construction industry. Policy measures that can have significant impact
include the following: (a) replacing the present system of contractor
registration by one that requires periodic registration renewal and
recategorization on the basis of an individual contractor's demonstrated
performance; (b) prompt decisions in awarding contracts and full adjustments
for price increases due to delay in decision of awards as well as general
price escalation; (c) prompt payment of contractor's bills by Government
agencies; (d) relaxing commercial bank credit conditions for contractors;
(e) allowing private traders a larger role in the procurement and distribu-
tion of construction materials; and (f) preparing an inventory of all con-
struction equipment and spare parts in the Government pool in order to
improve the availability of equipment leased to contractors and to upgrade
the level of equipment maintenance. (See also paras. 4.19-4.23.)

D. Role of Donors

2.36 The responsibility for designing and implementing the various ele-
ments of the action program rests squarely with the Government. Even so,
a program of this nature is unlikely to succeed without substantial coopera-
tion and support from the donor community. As illustrated further below,
Nepal's balance of payments difficulties are likely to persist beyond the
near term. The situation clearly calls for a re-definition of the role of
foreign assistance, a re-orientation in the approach of donor agencies from
heavy emphasis on financing projects that take many years to implement to
shorter-gestation projects, and even to non-project lending to permit a quick
transfer of resources. The questions which arise are: in what ways can the
donors help the Government design projects that minimize implementation
delays and yield high returns? What does non-project lending imply in the
context of the needs of Nepal's economy and its institutions? And can the
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country and the donors strike an appropriate balance between the needs for
external payments and budget support and the obvious requirements for capital
investment to sustain longer-term growth? The following discussions will
touch on four areas where a new approach by donors can enhance the effective-
ness of foreign assistance, viz., re-evaluation of ongoing projects, funding
of O&M activities and provision of balance of payments support.

Re-evaluation of Ongoing Projects

2.37 The bulk of development expenditures under the Seventh Plan are
expected to be activities carried over from the previous Plan. Under the
circumstances, the donors' efforts should be directed at helping the
Government complete ongoing projects. At the same time, given the enormous
backlog of foreign financed projects and the burden to the Government of
counterpart funding, it would be necessary for each donor agency to actively
collaborate with the Government in taking a critical look at its existing
portfolio of projects, re-evaluate the returns to the economy of completing
each project and decide if any ongoing project should be postponed, dropped
(cancelled), rephased or reduced in scope. Having decided on which projects
in the pipeline should be continued, each donor agency should expend an
all-out effort towards their early completion, increasing the frequency of
supervision missions where appropriate, increasing the number of (donor-
financed) field staff and hiring local staff on contract to accelerate
implementation.

Design of New Projects

2.38 Even though the short-term concerns for budget and balance of pay-
ments support are likely to preoccupy policy makers for the next few years,
both the Government and the donors should not lose sight of the longer term
objective of accelerated economic growth. While financial resources for
starting new activities during the Seventh Plan period are going to be
severely constrained, the Government will need to continue to undertake a
selected number of new development projects designed to broaden the export
base of the economy and to expand its productive capacity in the medium to
longer term. Needless to say, donors will be expected to continue to play a
major role in project financing. In designing new projects, there are two
important considerations that donors and Government need to keep in mind:
first, the technical design of projects should be kept as simple as possible
for ease of implementation, and second, projects should be designed so as to
minimize the OM burden on the Government and the beneficiaries.

2.39 In Chapter IV, there is a brief discussion of the problems of the
fledgling construction industry in Nepal and the resultant difficulties in
undertaking civil works. While it is not always possible to tailor project
designs to the capaci:y of Nepal's local contractors, enough care should be
taken by donor agencies to make the designs simple, to employ technologies
suited to local conditions and skill levels, and to apply realistic construc-
tion standards. This would not only help facilitate project implementation
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but also enable the Government to hand over the maintenance responsibilities
to local communities upon project completion. Furthermore, donors must give
adequate attention to the O&M requirements of the project upon completion.
In designing projects that incur large recurring costs for the Central
Government budget in terms of increased staff and services, such as, agricul-
tural extension or health and education, donors will need to adjust the size
and scope of the project to the anticipated ability of the Government to
finance these services. Where maintenance is likely to become a problem,
e.g., roads and irrigation, the Government and donors should make sure to
involve the local beneficiaries in decision making in the early phase of
project design on matters such as the location of feeder roads and tertiary
canals and the appropriate maintenance standards, so that the local coumunity
wilL get a better understanding of their O&M responsibilities and the need to
impose user charges in order to pay for O&M.

Assistance Directed at O&M

2.40 Some donors fund the recurring O&U expenditures of completed projects
financed by them under subsequent phases of their assistance programs and
undertake rehabilitation of facilities which had deteriorated in the absence
of adequate maintenance. The practice of funding O&M expenditures under
project assistance should continue, at least as long as the present budget
crisis persists. At the same time, it is important that the donors and the
Government work out in advance an orderly schedule for phasing out this type
of assistance. To ensure that foreign assistance will not continue to
finance O&M expenditures indefinitely, donors should help the Government
formulate cost recovery measures in those sectors where they provide O&M
funding and insist on their strict implementation.

2.41 Donors may also consider financing free standing maintenance projects
in sectors such as roads or irrigation. These projects wouLd ordinarily
include a large component of technical assistance for institution building,
e.g., training in inventory planning and management, accounting and in basic
mechanical skills, and have provisions for financing machinery, equipment and
spare parts. In service sectors like health and education, the donors may
wish to consider financing only recurrent expenditures, e.g., medical
supplies, text books, even staff salaries, in order to improve the capacity
utilization of existing facilities.

Budget and Balance of Payments Support

2.42 The Government's firm commitment to adopting stabilization measures
over the next couple of years is essential if the country is to achieve even
modest growth rates during the Seventh Plan period. Moreover, it is a pre-
requisite if donors are to support the country through the difficult adjust-
ment period by providing a higher share of their aid in the form of quick-
disbursing assistance. For instance, the Government's effort at increasing
agricultural production will give rise to increased demands for impGrted
agricultural inputs, such as fertilizer and chemicals; improved maintenance
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of roads, buildings and irrigation canals will require more imported
machinery, equipment and spare parts and a variety of construction materials;
expansion of cottage and small industry production of garments and carpets
will generate an increased demand for imported wool and fabrics. It would be
helpful if a large part of these import requirements could be financed by
donors through commodity assistance. However, it is important that this type
of assistance should be seen not merely as a resource transfer to cLose the
financing gap in the balance of payments but also as the donor community's
support for economic reforms that would support sustained growth for the
economy over the medium to longer term.
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Chapter nII: MEDIUM-TERM PROSPECTS AND EXTERNAL FINANCING REQUIREMENTS

A. Overview of Growth Prospects

3.01 If the action program outlined in Chapter II takes hold, we can
expect a modest upward shift in Nepal's growth path and a distinct improve-
ment in the budget and the balance of payments. The GDP, fiscal and balance
of payments scenarios for the Seventh Plan period, as outlined in
Tables III-1, III-2 and III-5 aLso rest upon continuing strong, but
reoriented, donor support of the Government's adjustment program, averaging
about US$300 million in commitments per annum, including some US$100 million
in quick-disbursing assistance.

GDP Growth Prospects

3.02 Past and projected growth rates by major expenditure categories are
set out alongside the Government's Seventh Plan targets in Table III-1. The
Seventh Plan aims at achieving an annual average GDP growth rate of 4.5
percent during the 1985/86-1989/90 period. This is probably the minimum
acceptable growth target that the Government can set, given the dire poverty
in the country and the rapidly growing population. Nevertheless, a 4.5
percent growth rate appears somewhat ambitious when judged against past
performance, the anticipated implementation of an austerity program under the
proposed IMF standby arrangement, and the expected scarcity in the next
couple of years of foreign exchange for financing the import of essential
capital and intermediate goods. In fact, the Government targets an average
investment growth rate for the Plan period of only 3.3 percent which repre-
sents a significant reduction from historical trends. Barring dramatic
improvements in the ICOR, it would be difficult to achieve an average annual
GDP growth of 4.5 percent.

3.03 In the Bank staff's base case scenario, GDP is projected to grow at
an average rate of 3.8 percent per annum with annual growth substantially
reduced to 2.5 percent in the first two years of the Plan period due to the
austerity program but increasing to 4.5 percent in the later years on the
assumption that the Government implements an adjustment program along the
lines discussed in this report and that it is then supported by the donor
community. Agriculture and the non-agricultural sectors growth rates are
expected to average three percent and 4.5 percent, respectively over the Plan
period. The projected average annual agricu.tural growth rate of three
percent reflects a continuation of the gradual upward trend that started
during the Sixth Plan period. The base case scenario has total investment
growing on the average at 3.2 percent per annum, much below the average
growth rate achieved over the past decade; the implicit assumption here is
that the projected GDP growth over the next few years will and must come from
increased efficiency in the use of existing capacity and less from new
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investments. Exports are projected to grow at 5.2 percent per annum (merchan-
dise exports at 3.7 percent and non-factor service receipts at 6.4 percent),
at a slightly higher rate than recorded historically. This assumes a con-
certed export promotion drive, entailing an active exchange rate policy and
izistitutional support. The projected rate of growth of imports of 4.2 per-
cent per annum is to a large extent a function of aid flows. It is below the
historical rate, reflecting the more efficient use of imported raw materials
and intermediate goods, and increased import replacement for food and other
products. The future course of the balance of payments and external capital
flows is analyzed in detail below.

S blIII-: HISTOIICAL AND PROJECTED GRUOM1 RATES, 1975176 - 1989190
(Percet)

1970/71-1984185 1960/81-19U185 1985811989/90 1985/16-9891990
(Actual) (Actual) bl Staff Projections National Plassing Camaueson

(Sao& Came) Tartest a/

Real -aywth Rate.

FP (at factor cost) 2.J 3.4 3.8 4.5
Agriculturo 1.5 3.2 3.0 3.5
Non-rAriculure 4.9 3.7 '.J 5-J

Exports (g.nfa) 4.9 3.6 5.2 4.3
Imorca (g.nfs) 5.0 6.1 4.2 5.5

conamption 2.3 3.4 3.8 4.7
Invesment 7.6 5.3 3.2 3.3

Shares of GD7 1970/71 1984/85 1989190 19J9/90
Actual evised Staff IPC

Eat. _at. Tmato a/

bxport. (5g4fe) 9.1 13.1 13.9 12.1
Imports (g3nfu) 15.4 22.0 22.4 21.6
Resource Cap 6.3 8.9 8.3 9.5
Conaimption 96.7 69.9 90.2 91.7
Investmnt 9.5 19.0 18.3 17.8
Do_estic Savings 3.3 10.0 10.0 8.3

a,/ same year (1984185) figures used by N1C were preliminmry .sti_tes.
ki Base yar (1979110) was normalized by taking average values for 1978/79, 1979/10 and 1980/81 bocas

it waa not a typical yer.

Sourc: latioal Planing Coiission and Staff Estimtes.
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Fiscal Strategies

3.04 A reduction in the budget deficit and in turn, the need for bank
borrowing is essential to restore financial stability in the short term and
lay the conditions for uninterrupted growth thereafter. Revenues would need
to rise by about 5.5 percent per annum in real terms during the next five
years in large part based on the implementation of the tax proposals dis-
cussed in Chapter II. On the expenditure side, regular expenditure growth
should be held to about 4.4 percent per annum while development expenditures
should not grow at more than about two percent per annum with most of this
increase attributable to increased spending for O&M. Details of a scenario
for government finances for the 1985/86-1989/90 period based on implementa-
tion of the action program discussed in Chapter II are presented below and in
Tables III-2 and III-3.
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rlrn-2kIzJ: MEUDIUM TOE COVUNRNT PrmNCE ASSMNG INFIJWNTATION Olr ADJiURl NUSURIS
(Ill. eillion i. Conatant 19S4185 Prices)

Official
Rewised Projected Aasul Five Seventb
CutiLate Average YTer Pln Target.
19U/65 ltl5186 196117 1497/86 1988169 19J9/90 growtt.h _7A_l live Yeer Total

Revenues 3,960.5 4,290.0 4,615.0 4,780.0 4,945.0 5,145.0 5.42 23,775.0 23,990.0
Normal Growth 3,960.5 4,105.0 4,250.0 4,405.0 4,560.0 4,750.0 3.n 22,070.0 22,060.0
Use measured - 185.0 365.0 375.0 385.0 395.0 - 1,705.0 1,930.0

1985186 Budget Mehaures 1 - 45.0 50.0 55.0 55.0 60.0 - 265.0
Mimaion Tax Proposals V - 0.0 315.0 320.0 325.0. 335.0 - 1,295.0
Incidental Neasurea 3/ - 140.0 0.0 0.0 0.0 0.0 - 140.0 -

Expediture. 8,427.7 8,150.0 9,095.0 9,370.0 9,590.0 9.680.0 2.% 46,615.0 47,970.0
Regular 2,984.1 3,045.0 3,195.0 3,420.0 2,620.0 3,700.0 4.43 16,980.0 18,970.0
Interest Paymets 502.0 670.0 740.0 790.0 830.0 860.0 11.42 3,890.0 -
Repayment of Loans 169.0 235.0 245.0 285.0 285.0 285.0 11.02 1,385.0 -
Other Itema 2,313.1 2,090.0 2,210.0 2,345.0 2,505.0 2,555.0 2.02 11,705.0 -

Deelopment 5,443.6 5,835.0 5,900.0 5,950.0 5,970.0 5,980.0 1.9S 29,635.0 29,000.0
Ongoing Projects V/ - 3,250.0 3,250.0 3,200.0 3,080.0 3,000.0 - 15,780.0 18,900.0
Transfers g - 400.0 425.0 £50.0 450.0 450.0 - 2,175.0 2,000.0
O & N and Other Recurrent - 1.420.0 1,420.0 1,420.0 1,410.0 1,410.0 - 7,080.0 -

Expendituren V/
Incremntal 0 & M - 420.0 525.0 630. 730.0 330.0 - 3,135.0 -

Expenditures I/ - 0.0 -
New Projects fl - 345.0 260.0 250.0 300.0 290.0 - 1,465.0 8,100.0

Deficit (Grosa) IU 4,467.2 4,590.0 4,460.0 4,590.0 4,645.0 4,535.0 0.3S 2Z,840.0 23,980.0

Deficit (Net) 2t 4.298.2 4,305.0 4,235.0 4.305.0 4.360.0 4,250.0 -0.22 21,455.0 -

Foreitn Financing (Net) 2,700.9 3,870.0 4,055.0 4,100.0 4,160.0 4,030.0 8.3s 20,215.0 -
Grant Diabure nt 1,097.0 1,650.0 1,785.0 1,780.0 1,893.0 I,3O.O 11.43 8,955.0 10,400.0
Net Loan Diaburs _nt 1,603.9 2,220.0 2,270.0 2.320.0 2,270.0 2,150.0 6.02 11,230.0 -
Grocs Diaburement 1.701.9 2,385.0 2.455.0 2,500.0 2,450.0 2,350.0 6.7Z 12,160.0 10,080.0
Amortization 93.0 165.0 185.0 180.0 180.0 200.0 15.3S 910.0 -

Domeatic Borrowings (Nes) 1,597.3 435.0 180.0 205.0 200.0 220.0 -32.72 1440.0 3,500.0 ft

muorandis Itms.

Reveue Surplus 976.4 1,245.0 1,420.0 1,360.0 1,325.0 1,445.0 8.22 -

GDP 41,738.0 43,325.0 46,970.0 46,680.0 48,455.0 50,295.0 3.5 
Doeatic Borrowing. ac

Percentage of GDO 3.8 1.0 0.4 0.4 0.4 0.4

Deflator 19B8185-100 100.0 108.0 116.6 126.0 136.0 146.9 830 

1/ Measuree included in 1935/56 budget
3/ New tax necauree proposed by staff (aee parc. 2.11)
l/ Consista wetly of projecs ca mittsd prior to 1984/85; assumes 152 improvemet in project implementation
Y Transfer. to local panchaycts and public corporations
V Staff eetiuct-e of O i N ad other recurrent expenditures currently udgeted
/ Staff estimatas of additional funding required to bring 0 & N activitiec up to sdequte level with axating inetitutiona.

LI Calculated as a balancing ite
1/ Includes repaymnt of loan principal
1/ Excludes repcyunt of loan principal

G Groca borrowinga

3: Staff eatimates
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Table III-3: BUDGETARY OPERATIONS - HISTORICAL AND PROJECTED
(As Percentage of GDP)

1974/75 1982/83 1985/86 1985/86
1981/82 1984/85 1989/90 1989/90

Bank Official
Actual Actual Estimates Targets

Revenues 7.9 8.9 10.2 10.1
Regular Expenditures 4.6 6.4 7.3 8.0
Development Expenditures 8.8 13.8 12.7 12.2

Overall Budget Deficit a/ 5.5 11.3 9.8 10.0

Foreign Financing 4.5 6.5 9.0 8.6
Domestic Financing 1.0 4.7 0.8 1.5

&/ Gross deficit includes repayment of loan principal in accordance with Government
classification to make historical ratios and Bank staff estimates comparable with
official Seventh Plan target ratios.

Source: Ministry of Finance and Staff Estimates

It is feasible for the Government, over the next five years, to raise around
NRs. 23.8 billion in revenues, NRs. 1.7 billion of which would need to come
from the new measures proposed in Chapter II. To maximize the revenue impact
of these measures, the entire package must be adopted without delay, starting
in fiscal 1986/87. This will help raise the share of total revenues in GDP
over the 1985/86-1989/90 period to 10.2 percent, as compared with 7.9 percent
during 1974/75-1981/82 and 8.9 percent during 1982/83-1984/85 (see
Table II1-3). On the expenditure front, regular expenditures must be limited
to about 7.3 percent of GDP (or a total of NRs. 17 billion over the five
years), clearly a challenging task, in view of the growth momentum of these
expenditures during the past few years. 1/ Nevertheless, the objective can

1/ Under Nepal's budget classification, regular expenditures consist of
the following: (a) expenditures on any new investment in defense,
police, foreign affairs, direct public consumption (monuments, parks,
museums) and buildings for general administrative purposes;
(b) expenditures on equipment replacements and construction improvements
for investments mentioned in (a); (c) wages and salaries of permanent and
pensionable staff in the civil service; and (d) debt service payments on
foreign and domestic loans.
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be reached through restraining the growth of expenditures on salaries and
wages to no more than two percent per annum by (a) limiting civil service
recruitment, (b) postponing any further general salary increases, and
(c) placing a limit on grade promotions (see para. 2.06). Development exuen-
ditures will also need to be restrained (at NRs. 29.6 billion over the next
five years), their share in GDP declining to 12.7 percent during
1985/86-1989/90 from 13.8 percent during the 1982/83-1984/85 period. In
terms of both the absolute size of public expenditures and the growth rates
during the Seventh Plan period, staff projections are remarkably close to
Government targets. However, the composition of expenditures is radically
different. Here, the Government needs to focus on the various components of
development outlays so as to make the best possible use of the limited
resources available. Priority must be given to the early completion of some
ongoing projects and to larger provisions for 0Ul activities; it is expected
that there will be few resources left for starting up new projects during
this period. Expenditures on ongoing projects would amount to NRs. 15.8
billion. In the area of O&M expenditures, the incremental funding needed for
activities that are seriously underfunded and can realistically be carried
out, is estimated at NRs. 3.1 billion over the period. Given all of the
above, only NRs. 1,465 million would be available for spending on new
projects, amounting to barely five percent of estimated total development
expenditures.

3.05 With the Government taking the above adjustment measures, the overall
budget deficit as a share of GDP would be maintained at 9.8 percent over the
next five years, down from the average of 11.3 percent during the
1982/83-1984/85 period. In view of the new emphasis on O&i activities which
would generate an increased import demand for a different variety of
equipment, machinery, spare parts and raw materials, Nepal's donors might
assist the country's adjustment effort by diverting a portion of their aid to
quick-disbursing forms of assistance; this would result in the share of
foreign financing in GDP increasing to over eight percent during
1985/86-1989/90 from an average of 6.5 percent for the 1982/83-1984/85
period; the net result would be that the public sector's reliance on domestic
bank financing would be reduced to pre-1982/83 levels.

Prospects for ExDorts and Imports

Exports

3.06 Policies to improve incentives and support for export activities were
discussed in Chapter II. If these are put in place promptly it may be pos-
sible to expect exports to grow at 5.2 percent p.a. in real terms and rise
from US$306 million in 1984/85 to US$570 million by 1989190. Table III-4
sets out projected export growth rates for merchandise exports and non-factor
receipts under the base case growth scenario. The growth in the export of
foodgrains (rice and maize), with surpluses diminished by steady increases in
domestic con.umption requirements, is projected at one percent per annum; the
export growth for jute is also anticipated to be slow in the face of
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unfavorable international market conditions. The export of minor commodities
such as cardamon, ginger, herbs, puLses, and skins and hides is also expected
to continue at a modest pace. Promoting these exports will require
Government measures to resolve the problems of quaLity control, erratic
supply and poor grading that are frequently associated with these minor
agriculturaL export commodities. Turning to manufactured exports, it is
projected that ready-made garments, carpets and handicrafts, would grow
annually at eight percent. six percent and four percent, respectively.
Except for ready-made garments. these projected growth rates are consistent
with past trends; the growth of ready-made garments exports is anticipated to
be much slower after the initial dramatic expansion period of the past few
years. Receipts from tourism are expected to increase at 6.5 percent per
annum in real terms, comparable to the historical growth rates prior to 1978;
this is feasible given the existing excess hotel capacity in the country and
a government policy to maintain an appropriate exchange rate.
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Table III-4: REAL EXPORT CROWTH RATE PROJECTIONS
(US$ Million, Constant 1984/85 Prices)

1984/85 - 1989/90
1984/85 1989/90 Annual Growth Rate

Merchandise Exports 155.0 185.9 3.7

Agricultural and Agro-processed Goods
Rice 14.0 14.7 1.0
Jute 3.0 3.2 1.5
Pulses 6.0 6.6 2.0
Cardamon 1.5 1.7 2.0
Ginger 1.5 1.7 2.0
Herbs 1.5 1.7 2.0
Ghee 1.5 1.7 2.0
Hides and Skins 14.0 17.4 4.5
Other Agricultural Products 48.5 52.4 1.6

SUBTOTAL 91.5 101.1 2.0

Manufactured Goods
Ready-made Garments 26.0 38.2 8.0
Carpets 14.0 18.7 6.0
Handicrafts 1.5 1.8 4.0
Other Manufactured Goods 22.0 26.1 3.5

SUBTOTAL 63.5 84.8 6.0

As Percentage of Total 1985/86 - 1989/90
Non-Factor Receipts Annual Growth Rate
in 1984/85

Non-Factor Service Receipts 151.0 206.0 6.4
of which: Tourism 68.0 92.7 6.5

Source: Staff estimates.

Imports

3.07 In recent years about one-half of gross aid inflows financed imports
primarily of capital and intermediate goods specifically related to projects.
Non-aided imports, about 80 percent of total imports, have been growing
relatively fast, at about 1.4 times GDP growth: they comprise mostly con-
sumer goods, but also some intermediate and capital goods for the
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Government's own projects and non-developmental public investments such as
military spending and public monuments. Over the next few years, we expect
that 50 percent of aid flows will continue to finance imports of intermediate
and capital goods for enhanced O&M activities, selected investments in
productive capacity as well as for projects under implementation. On the
other hand, the growth of non-aided imports is anticipated to slow
significantly. The maintenance of an appropriate exchange rate can be
expected to reduce domestic demand for non-essential consumer goods imports;
also a reduction in the Government's self-financed development expenditures
and progress in import substitution in food items are expected to help con-
tain the growth of non-aided imports. The overall elasticity for non-aided
imports during the next five years has been estimated at 1.2. TotaL (aided
and non-aided) imports of goods and non-factor services are expected to grow
at 4.2 percent per year in reaL terms during the next five years.

3.08 Table III-5 presents a summary of the balance of payments projections
for the 1985/86-1989/90 period in current US dollars, incorporating the
assumptions for the base case export and import growth scenario discussed
above. Factor incomes (mainly inLerest incomes on foreign reserves) are
expected to roughly offset factor payments (interest payments on foreign
loans) for most of the period, and net transfer payments are expected to
remain flat. The current accnunt deficit is thus expected to widen from
US$205 million in 1985/86 to US$280 million in 1989/90, although as a per-
centage of GDP the deficit would decline from almost eight percent in 1985/86
to about 6.8 percent by 1989/90.

Table 111-5: BALANCE OF PAYMENTS PROJECTIONS
(V Million)

Actual Revised
Estimate Proiectienc

-93 84 1984/85 1985186 1986/87 1987/88 1988189 1989/90

Exports CGHFS) 303 306 330 375 430 495 570
Merchandise 124 155 165 185 210 245 275
Oen-factor Services 180 151 165 190 220 250 295

Imparts (CNFS) 551 516 575 655 725 810 900
lercbandise 474 446 500 570 630 705 780
hen-factor Services 78 70 75 85 95 105 120

Resource Sbalance -248 -210 -245 -280 -295 -315 -330

Net Factor Income 0 0 0 0 0 -5 5

Net Current Transfers 50 42 40 40 45 50 50

Cirrent Account Balance -198 -168 -205 -240 -250 -265 -280

Grant Flovv 100 87 90 100 100 105 110
Net K&LT Loans 87 74 130 180 190 195 200

Gros. Diiburreeents 92 79 140 190 205 210 215
Repayments 5 5 10 15 20 20 20

Capital, N.E.I. A/ 1 -39

Overall Balance -10 -47 15 35 35 30 25

Memorandu= Iteup...

Current Account Deficit an Z of CDP 7.1 6.8 7.9 8.3 7.7 7.2 6.8
Gross International Reserves in 4.5 2.7 2.9 2.6 2.9 3.2 3.2

Monthb of luport Coverage

I/ ncludes short-term capital and errors and omissions.

Sourcem: The 1983/84 and 1984185 eatiuates provided by the Ministry of Finance; projections by the Bank staff.



-49-

Consequences of a Failure to Implement an Adjustment Program

3.09 The GDP growth, fiscal and balance of payments scenarios described
above call for stiff measures which, while feasible, will be difficult to
implement; they require a serious commitment to change and quick and effec-
tive policy responses from the Government. They also call for a sig-
nificantly different role for the donor community. As discussed in Chapter
II, the Government and donors must act in a mutually reinforcing way.
NepaL's economic and financial prospects would be discouraging indeed if
either the Government does not come through with a stabilization-cum-
adjustment program. or if an appropriate government program is not supported
by the donor community.

3.10 If the Government were to fail to implement a short-term financial
stabilization program, and dunors simply continue with their past approach,
the consequences would be serious. Public expenditures would continue at a
high pace while the failure to adopt new domestic resource mobilization
measures would result in a slower than expected growth of public revenues.
The Government would under such circumstances be forced to resort to higher
levels of domestic bank financing, which in turn would spill over into
increased import demand and a further deterioration of the external payments
position. The country's reserve position would once again become precarious,
and the Government would be forced to devalue its currency repeatedly to stem
further losses of foreign exchange. By failing to take short-term tabi-
lization measures promptly, the Government would be setting in orcion a
downward spiral of cucbacks in imports and reduced GDP growth that would
seriously jeopardize the country's economic stability.

3.11 However, even if the Government implements a stabilization program, a
lasting solution to its financial problems cannot be achieved without an
effective medium-term adjustment program designed to stimulate production
increases. In the long run, it would not be possible for the Government to
achieve a stable balance of payments position without securing marketable
agricultural surpluses for exports or import replacement, increasing output
of manufactured exports and revitalizing tourism to earn more foreign
exchange. What is required is an acceleration in export growth to go hand-
in-hand with an increase in O&M spending, a minimum level of investment in
the productive sectors, and, hence, more rapid GDP growth. Table III-6
illustrates the outcome of an inadequate medium-term adjustment effort by the
Government, resulting in significantly lower export growti. Faced with this
shortfall in export earnings, the country would not be able to sustain the
same GDP and investment growth rates as the base case scenario, or support
the same level of essential intermediate and raw material imports without
resorting to increased external borrowings. However, Nepal cannot afford to
borrow abroad except on the most concessional terms, nor can the Government
expect to lay claim to additional concessional foreign assistance without
having made the necessary adjustment effort. If no increased aid flows are
forthcoming to close the financing gap, imports would need to be cut back.
This in turn would lead to even lower utilization of the existing productive
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capacity, reduced investment and slower GDP growth. With the population
projected to continue to grow at 2.6 percent per annum, real annual CDP
growth of 2.1 percent would menn a further significant deterioration in
living standards, obviously an unacceptable scenario for the Government. In
other words, the failure to follow up short-term demand management measures
with a production-oriented adjustment program would result in stabilizing the
economy at a low equilibrium level for a couple years at best, until finan-
cial imbalances recur. The Government would then need to submit to another
series of demand manazement measures which bv themselves would serve to
further impoverish the economy.

Table III-6: ASSUMPTIONS OF ALTERNATIVE GROWTH SCENARIOS, 1985/86-1989/90
(Percent per Annum a/)

Base Case Lack of Adjustment Effort

CDP 3.8 2.1
Investment 3.2 1.4
Exports (g+nfs) 5.2 2.8
Imports (g+nfs) 4.2 3.1

Domestic Savings -0.1 -0.5

a/ Average real annual growth.

Source: Staff estimates.

3.12 Alternatively, even if the Government seriously commits itself to
and implements an adjustment program, its success will depend on donor
cooperation. If the donors fail to provide the requisite amounts of local
cost financing and quick-disbursing assistance, the Government will either be
forced to increase its domestic borrowing thereby undermining the country's
financial stability, or undertake large cuts in spending. Since in the
latter case there are limits to the extent to which cuts are possible in the
area of regular expenditures, the brunt of the cuts would have to fall on
O&M-it could more than eliminate the incremental O&M expenditures strongly
recommended in this report--and on new development projects meant to increase
the country's productive capacity. This would clearly defeat the very pur-
pose and essence of the adjustment program.
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B. External Financing Requirements and Strategy

External Financing Requirements

3.13 If exports and imports grow as projected in paras. 3.06-3.07 the
current account deficit can be expected to increase from about US$205 million
in 1984/85 to $265 million in 1988/89. Given that Nepal's past foreign
borrowings have been mostly an concessional terms, amortization of public
sector foreign debt is expected to remain relatively small at US$lO to US$20
million a year. Cross reserves are projected to increase marginally in
1985/86 for the first time in three years on the expectation that the
Government will adopt short-term stabilization measures in the course of that
year; from an import coverage of about 2.9 months, the base case assumes a
gradual reserve build up to 3.2 months of import coverage. Adding these
components, total capital requirements are projected to increase steadily
over the projection period from US$230 million 1985/86 to US$315 million in
1988/89 (see Table III-7).

Financing Strategy

3.14 In formulating an external financing strategy for Nepal, a number of
considerations have to be borne in mind. First is the expectation that even
with a vigorous stabilization program the current budgetary and balance of
payments difficulties will persist beyond the next year or two. Second,
because of a lack of counterpart funds and limited project implementation
capacity, there is an undisbursed aid balance estimated at arotnd US$900
million. Third, the share of grants in total commitments has declined fairly
steadily from 69 percent in 1980/81 to 24 percent in 1984/85 in favor of
foreign concessionary loans (see Table III-8). Finally, prudent management
of the country's external accounts would suggest that Nepal should not engage
in further commercial borrowing. In light of these considerations, an exter-
nal financing strategy for Nepal should comprise the following elements:

(i) a vigorously pursued government action program to implement the
adjustsient measures outlined in paras. 2.02-2.03 above would merit an
infusion of quick-disbursing commodity assistance;

(ii) the Government and donors should severely limit the initiation of
new projects; only those projects in the productive sectors or
related energy and transport infrastructure to support expanded
production should be contemplated;

(iii) reversing the historical trend, the share of grants in total assis-
tance should increase so as to raise the level of concessionality of
capital inflows; and

(iv) capital inflows should come entirely from official sources.
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Table III-7: SUMMARY OF FOREIGN EXCHANGE REQUIREMENTS AND SOURCES
(US$ Million)

1985/86 1986/87 1987/88 1988/89

Requirements 230 290 305 315

Current Account Deticit 205 240 250 265
Amortization 10 15 20 20
Cuild up in Reserves 15 35 35 30

Sources 230 290 305 315

Grants 90 100 100 105
Concessional Loans 130 190 205 210
Bilateral. 30 40 45 45
Multilateral 100 150 160 165

Private Loans 10 - - -

Sources: Bank staff projections.

3.15 Project assistance. Precise information on the amount and composi-
tion of project assistance extended to Nepal in the past is not readily
available. Total new aid commitments by donors have averaged about US$250
million a year in the past three years, and most of this has been in the form
of project as distinct from quick-disbursing commodity assistance. As indi-
cated in the earlier analysis, project implementation has not been entirely
satisfactory, and a range of measures have been recommended in this report to
improve performance. In view of this, combined with the current stringent
financial circumstances, it is recommended that new comitments of project
assistance be limited to US$200-250 million a year over the next three to
four year period. This level of commitments would represent a 15 percent
decline in nominal terms over aid commitments during the Sixth Plan period,
and a 40 percent decline in real terms.
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Table III-8: FOREIGN CAPITAL COMMITMENTS AND DISBURSEMENTS
DURINC 1980/81 - 1984/85

(USS Million)

1980/81 1981/82 1982/83 1983/84 1984/85

Commitments

Foreign Grants 234.4 92.9 78.8 32.5 73.1
Foreign Loans 103.2 108.2 157.9 185.7 230.0
Concessionary Loans 99.5 108.2 145.8 170.1 214.7
Non-Concessionary Loans 3.7 0.0 12.1 15.6 15.3

TOTAL 337.6 201.1 236.7 218.2 303.1

Disbursements

Foreign Grants 72.4 76.2 79.0 100.0 87.0
Gross Loan Disbursements 57.8 83.4 101.0 92.0 79.0
Repayments 2.2 3.0 3.6 5.0 5.0
Net Foreign Loans 55.6 80.4 97.4 87.0 74.0

TOTAL (Gross) 130.2 159.6 180.0 192.0 166.0

Source: Ministry of Finance and staff estimates.

3.16 Such new project starts as may be initiated by the Government and/or
donors should be carefully selected. The selection criteria to be applied
should emphasize quick-yielding investment returns of expanded output and
foreign exchange earnings although some high priority investments in
infrastructure and human resource development will necessarily have longer
gestation periods. As noted in Chapter II, Section C, agricultural invest-
ments in the terai offer the best opportunity for expanding foodgrain output,
particularly rice, for both domestic consumption and for export; the terai
can also produce exportable surpluses in a range of other products. In
industry, the export potential of cottage and small scale firms is substan-
tial and investments that support an expansion of production deserve high
priority. Also, there are a number of infrastructure projects in energy and
transport which could contribute significantly to expanding the volume and/or
reducing unit costs of production.

3.17 In providing project assistance, donors should continue to finance
a large share of total costs, thus providing subsL-ntial local cost
financing. There are numerous high priority opportu.'ities for deferred
operations and maintenance and rehabilitation project.t, the financing of
which would contribute to easing Nepal's fiscal burden. Given the limited
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availability of domestic resources, however, these projects may still not
provide the required amount of free foreign exchange needed to restore finan-
cial stability and rejuvenate production.

3.18 Non-project assistance. In the past, donors provided less than 10
percent of commitments in program assistance. Nepal has not received food
aid on a regular basis and quick-disbursing assistance has been restricted to
small amounts of fertilizer aid. The need for some quick-disbursing program
assistance in Nepal now derives from both the chronically inadequate level of
domestic savings to support development spending and from the current
extremely tight squeeze on foreign exchange availabilities so that even
minimal import requirements are becoming increasingLy difficult to finance.
If, and only if, the Government formulates and begins to vigorously impLement
a stabilization/adjustment program along the lines outlined in Chapter II,
Section A, donors should consider supporting the Government's efforts by
providing an increased proportion of their assistance in the form of quick-
disbursing funds (i.e., credits or grants which disburse within three years).
Concretely, donors should be ready to shift the composition of their assis-
tance from US$250 million in project aid and US$50 million in non-project aid
in 1985/86, to US$200 million project and US$100 million non-project aid for
the subsequent two years. The non-project aid would be expected to finance a
range of raw materials and intermediate inputs required for an enhanced level
of O&M spending and for sustaining or expanding production in agriculture,
industry and tourism. Thus, total aid commitments, inclusive of quick-
disbursing assistance, should remain at US$300 million until 1987/88 or even
1988/89. Beyond that time the maintenance of this level and composition of
new aid commitments, and even possibly increasing net new commitments, should
depend on the economic circumstances and the policy environment (see
Table III-9).
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Table III-9: NEPAL AID PIPELINE
(US$ Million)

Of which: Quick
Disbursing

Loan Grant Total Assistance

1985/86

Opening Balance 595 300 895 30
New Commitments 170 130 300 50
Total Disbursements 140 90 230 60

1986/87

Opening Balance 625 340 965 20
New Commitments 170 130 300 100
Total Disbursements 190 100 290 100

1987/88

Opening Balance 605 370 975 20
New Commitments 170 130 300 100
Total Disbursements 205 100 305 100

1988/89

Opening Balance 570 400 970 20
New Commitments 165 135 300 100
Total Disbursements 210 105 315 105

Source: Bank Staff Estimates.

3.19 Other aspects of external capital inflows. The grant proportion of
new aid commitments should be increased to a level where it accounts for
about 45 percent of total commitments and an even higher proportion of non-
project aid. Concessional loans should provide the remaining 55 percent.
With respect to ongoing projects and new projects, we anticipate that govern-
ment initiatives alone, aimed at accelerating the release of funds along the
lines suggested in Chapter IV, would lead to a 10 to 15 percent improvement
in aid disbursements over the historical profile. On the basis of these
assumptions about the composition of assistance and disbursement performance,
aid disbursements would increase from US$230 million in 1985/86 to US$315
million in 1988/89. The undisbursed aid pipeline would, under this financing
scenario, rise only marginally from US$895 million at the start of FY1985/86
to US$955 million by the end of FY1988/89.
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Foreign Reserve and Debt Service Management

3.20 Given that the country cannot afford to borrow commercially, it is
imperative that Nepal's external financing requirements be met entirely by
concessional aid fLows unlike the case of the recent past (see Table III-8).
Furthermore, on the basis of Nepal's current foreign reserve management
difficulties, we believe that it would be prudent to build up gross foreign
reserves to a minimum of three months' imports. Table III-10 summarizes the
debt service implications of the base case tinancing scenario. With past
foreign Loans contracted aLmost entirely on concessional terms, both loan
repayments and interest payments are projected to remain around US$10 to
US$15 milLion a year during the Seventh Plan period. The debt service ratio
is expected to remain around seven percent over the five-year period and rise
to about 9 percent by the middle of the next decade. This analysis takes
into account the impact of a possible IMF stand-by arrangement.



Table 111-10: DEBT SERVICE PROJECTIONS
(Us$ Millions)

Revised
Actual Estimate Proiections
1983/84 1984/82 1985/86 1986/87 1987/88 1988/89

Base Case

Total Debt Service on MLT Loans 12 17 24 29 33 36
Principal 5 5 11 13 18 20
Interest 7 12 13 16 15 16

Exports of Goods and Services 311 311 340 385 440 510

Debt Service Ratio 3.8 5.4 7.0 7.5 7.5 7,1

Source: Figures for 1983/84 and 1984/85 were provided by the Ministry of Finance; projections by
by World Bank staff.
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PART II: ACCELERATING PROJECT IMPLEMENTATION AND IMPROVING MAINTENANCE

Chapter IV: ISSUES IN PROJECT IMPLEMENTATION AND MAINTENANCE

4.01 Delays in project implementation represent an enormous cost to the
Nepalese economy. They have resulted in a buildup of an undisbursed aid
pipeline estimated at US$895 million at the end of 1984/85, representing some
1,300 development projects, a large proportion of which are financed by
donors. The Government is now faced with a paradoxical situation where,
while the external payments position continues to deteriorate rapidly, it is
unable to speed up disbursements from the existing aid pipeline to support
the balance of payments because of constraints in its project implementation
capacity. Given that 45 to 50 percent of aid flows go toward funding local
costs, faster implementation of aid-financed projects, and hence more rapid
foreign aid disbursements, will free up additional foreign exchange for
non-aided imports. Furthermore, slow project implementation in the past has
entailed cost overruns, delays in benefits that accrue to the economy upon
project completion, and frequently, lower returns to investment.

4.02 In the following sections, we will attempt to identify the bot-
tlenecks in project implementation and maintenance of existing facilities and
offer recommendations on policies and actions for removing them. On project
implementation, we have classified the most comnonly cited causes of
implemeztation delays into three broad categories, namely, project ma.tagement
and staffing constraints stemming largely from the weakness of public
administration; financial management constraints attributed to shortages of
local funding and procedural deficiencies; and problems related to the
timeliness, efficiency and quality of construction work undertaken by Nepal's
fledging construction industry. On the operations and maintenance (O&M)
issue, we have focused our discussion primarily on the problem of
underfunding. However, over time, a thre2-pronged approach will be needed to
bring the provision of operators and maintenance to an adequate level. This
would involve not only (a) increased budgetary allocations, but also (b)
improvements in management practices and training, and (c) the creation of
basic institutional support.
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A. Project Management and Staffing Constraints 1/

4.03 Poor project implementation performance in Nepal is a direct manifes-
tation of the more fundamental and pervasive problem of inefficiency in the
civil service. Modernization of the public administrative system began only
in the early 1950s and to this day, the cultural tradition of respect and
obedience to authority and loyalty to clan and family, dating back to the
Rana days, continues to be the dominant ethos of the governing elite. Indeed,
underlying the formal regulations and procedures of government administration
is a complex network of informal relationships. customs and controLs that in
fact dictate important aspects of a civil servant's life, such as, posting
and transfers.

4.04 Public administration efficiency is constrained by the pervasive
sense of insecurity surrounding managers in the Government. Under the
present system, officials cannot be sure of their authority and decisions on
matters of ary significance, including personnel appointments, tend to be
referred upwards. Assuming responsibility or taking initiative at middle and
lower levels of administration is wideLy perceived as more likely to entail
risks than rewards.

Project Staffing Constraints

4.05 The aspects of the Government's personnel practices that have
affected project implementation performance the most are those that relate to
staff appointments and retention, and delegation of authority for decision-
making. Project implementation units are chronically understaffed: in some
cases, up to 50 percent of approved positions are left vacant. This is
caused by the slow and cumbersome process of staff appointment/recruitment.
It is also difficult to retain staff once they are appointed: essentially,
civil servants are reluctant to remain at posts outside of the Kathmandu
valley for extended periods.

4.06 Project staff are appointed either through direct recruitment as
temporary employees or through deputation of existing personnel from line
ministries and agencies. The appointment decisions are made by the board or
line agency concerned without the approval of the project manager, Lnd the
process is generally very protracted. The direct recruits, more oftin than
not, consider project work as a temporary occupation until they find per-
manent employment: they leave as soon as they find suitable permanent
employment and the project implementation unit has no legal means of keeping

1/ For a more comprehensive discussion of problems and issues in Nepal's
public administration and specific recommendations on public service
reforms and personnel policies, please refer to a recent World Bank
report: NEPAL - Public Administration Training Needs Assessment, 1985.
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them until the project is completed. The staff deputized to the project from
other agencies join the projects for an unspecified period during which they
remain on the payroll of and are accountable only to their original
department.

4.07 This lack of control over the appointment and transfer of staff makes
it difficult for any project manager to enforce discipline and extract good
performance from his staff, to ensure staff continuity on the project. and to
carry out on-the-job training programs which are often integral componencs of
aid-tinanced projects. The problem of retaining staff grows proportionately
to the distance of the project site from Kathmandu. Project staff posted to
more remote parts of the country receive hardship allowances up to 100 per-
cent of the pay. These incentives, however, have not been always adequate
for keeping staff at their posts in the field: a team of foreign donors
visiting a health post in Jumla reported that a health official deputized to
that area was not at his post, but was found working instead at a more
favorable location while drawing hardship allowances for Jumla. Other
similar examples are widely reported by donors financing projects in Nepal.

Centralized Decision Making

4.08 Reflecting the traditional culture that emphasizes respect and
obedience to authority (see para. 4.03), decision-making is a highly central-
ized process in Nepal. Project managers have little or no authority, and for
every stage of the project cycle and every aspect of project management--
appointments of staff, preparations of tenders, evaluation of bids, awarding
of contract, procurement of goods and services for the project--there are
multiple references to higher authorities in the line agencies. Given the
difficulties of transport and poor comunications/coordination between head-
quarters and field units, the decision-making process becomes protracted,
resulting in unacceptably long delays in project implementation. The failure
to delegate authority not only causes delay, but it leads to under-
utilization of trained manpower resources. Many project managers have under-
gone expensive training in Nepal or abroad, and the failure to take advantage
of their skills, knowledge and experience constitutes a loss to the already
severely limited management capacity in the Government.

Past Efforts at Reforming Public Administration

4.09 The need to make the civil service regulations and procedures more
responsive to the needs of a modern development-oriented administracion has
long been recognized in Nepal. Almost every aspect of civil service
administration has been discussed and analyzed in numerous government and
prIvate studies. The Government itself has made a series of recommendations
on reforms, the most recent of which are policy changes proposed by the
National Planning Commission for the Seventh Plan period, and a program of
"Logistics for Development" put forward by the Ministry of General
Administration and approved by the Cabinet. (See Annexes B and C.) It has
also instituted a number of reforms since 1951 designed to minimize the
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administration's dependency on the "informal system". Annex D summarizes the
34 years of such reform efforts. The result has been a governmental system
that, on paper, has many of the orderly procedures necessary for the
planning, administration and monitoring of development. The problem is that
the "formal" regulations and procedures are not allowed to function effec-
tively because the traditional relationships and controls still dominate the
decision-making process. The constraints have been recognized by the
Government but recommended reforms have mostly not been implemented.

4.10 Given the great number of studies undertaken on the subject of public
administration reforms and the repeated failure of the Government to act upon
the recommendations, we are not providing a new insights in the following
paragraphs. The proposals that we are about to make in this section have
been made before by the Government but they are worth repeating.

Suggested Areas for Change

4.11 As a first step toward improving the quality of day-to-day
administration, the Government will need to ensure that political interferen-
ces in the decision-making process are minimized, and to undertake reforms of
the civil service personnel system, especially in areas relating to appoint-
ments and transfers. A number of suggestions for the changes in the public
administration personnel policies and practices have been made in the Bank's
public administration training assessment report mentioned above. In this
section, we will reiterate those recommendations on personnel practices that
affect project implementation most directly. They include the following:

== Decentralization of authority and accountability to project
implementation units is crucial. There is an urgent need to
widen the administrative and financial responsibilities of
project managers who are now obliged to refer decisions on every
aspect of project implementation to headquarters (line agencies
or boards in charge). Managers should, in particular, have more
control over the appointment and transfer of their staff.
Deputized staff should be made responsible to the project
manager rather than to their previous departments; their perfor-
mance on the project should be properly evaluated by the manager
and made a basis for their future placements and promotions.

-- Staff turnover should be reduced to ensure greater continuity
at the project site: key staff, whether they are temporary or
on deputation, should remain at one post for at Least three
years, preferably longer; all transfers and new appointments
should be planned and implemented in an orderly fashion by the
concerned line agency with adequate input from the project
management. Those staff who have undergone training programs
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funded by the project should be made to put in two to three
extra years at the site. 1/

-- The Government shouild reinforce incentives for staff posted
outside of Kathmandu. Given that the system of providing addi-
tional financial remuneration (project and hardship allowances)
in itself appears not to have improved the project units' chan-
ces of recruiting and retaining staff in remote parts of the
country, the Government's new approach of trying to link project
allowances to performance at project site is a reasonable one.
Criteria for evaluating performance should be worked out without
delay; the project manager should be assured a major input in
determining the size of this incentive payment. At the same
time, disciplinary actions should be taken against those who
fail to report to their posts in the field.

-- For aid-financed projects, the Government might also seriously
:onsider hiring qualified private sector Nepalese on contract
basis to take up project posts, particularly those in remote
parts of the country when it is difficult to retain staff.
The3e persons on contract should be paid for by the donors.

-- To ensure better utilization of trained manpower resources,
staff assignment criteria should be based on a reasonable match-
ing of the candidate's qualification and training with the
requirements of the post. To facilitate better job matching, it
is essential that project units prepare, at least for all the
key staff positions, detailed job descriptions and clearly
specify job requirements in terms of experience and training.

B. Financial Management Constraints

4.12 The delays in the release of locaL funds and the shortfalls in annual
budgetary allocations constitute further obstacles to project implementation
in Nepal. These financial management difficulties have generally been
attributed in the past to inappropriate accounting formats and procedures and
the shortage of competent and experienced accountants. However, more
recently, the lack of counterpart funding has become an increasingly serious
problem, reflecting the general deterioration in the Government's financial
situation.

1/ The existing transfer rule that limits transfer of staff to those who
have served 466 days in post has not been effective in practice in stabi-
lizing the workforce. Kany of the 466 days are used in moving to and
learning the new job, and seeking better opportunities elsewhere.
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Inadequate Allocation of Local Funds

4.13 At the beginning of each fiscal year, project implementation units
experience a severe shortage of funds which makes it difficult for them to
maintain an uninterrupted flow of activities. The budget is usually passed
in September, some two months after the start of the fiscal year. In order
to ensure continuity in operations during this period, a special advance bill
is enacted, authorizing disbursement of one-sixth of the previous year's
actual tocal expenditures. However, for projects whose activities are
expanding rapidly from one year tu the next, and those others that need to
phase a significant portion of a year's work in the summer months, this
backward-looking budgetary allotment causes a great deal of hardship. 1/

4.14 Many donor-financed projects have, moreover, experienced shortfalls
in local currency funding throughout the year because of inadequate budgetary
allocations. In the past, this funding problem has generally been attributed
to the way the budgetary appropriations are made in Nepal: line ministries
submit budget requests and receive allotments on lump sum rather than on
project-by-project basis. After the aggregate sectoral budgets are approved,
the line ministries tend to allocate the funds arbitrarily among various
development project units, often without any reference to the disbursement
schedules or to estimated expenditure requirements for the year. Over the
past year, however, with the progressive deterioration in the country's
fiscal situation, there are indications that the Government is beginning to
experience serious difficulties in coming up with its share of funding for
projects financed by donors.

Delays in Fund Release

4.15 The procedure for the release of funds has been significantly stream-
lined since the financial reform of 1981. Once the budget has been passed,
the Ministry of Finance authorizes all secretaries in line ministries to
disburse appropriations; the secretaries in line ministries in turn authorize
their subordinate offices to release funds in accordance with specific
instructions. The spending offices, then, send specific requisitions for
four monthly budget allotments to the district treasury. However, in the
case of projects financed by foreign donors on a reimbursement system, there
is further delay. The district treasury :aquires clearance from the
Financial Comptroller General (FCG) to release funds for donor-financed
components. The FCC, in turn, grants approval only upon verifying that:
(a) the funds fc; the projects have been deposited with the treasury by the
foreign donor agency; and (b) it has received from the concerned project unit

1/ Prior to 1981, departments, agencies and project units were allowed to
keep and carry over unspent portions of their budgetary allotments from
one year to the next. This practice, led to the creation of slush funds
which undermined financial discipline; now, the accounts are frozen at
the end of each fiscal year, and the unspent portions revert to the
Treasury.
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expenditure accounts for the trimester preceding the one just completed,
together with necessary reimbursement claims.

4.16 Errors and incomplete information provided in reimbursement claims
have, on occasions, held up reimbursement by donors for months. The late
submission of expenditure accounts by project units is a frequent occurrence
primarily because project units neglect to maintain detailed and up-to-date
accounts of their transactions. As mentioned above. the practice in Nepal is
to classify accounts under broad heads without adequate information on the
objects of expenditure. The accounts of the project agencies do not separate
out donor-financed transactions from expenditures on their other programs,
causing confusion, errors in reporting and delayed submission of accounts.
Furthermore, after a project expenditure account is submitted, a good deal of
time is lost in the FCC's Office trying to verify if individual items of
project expenditure recorded by the project unit quaLify for donor funding as
originally agreed and earmarked. These procedural problems are exacerbated by
a general shortage of experienced and competent accountants in the country as
evidenced by high vacancy rates for accounting personnel at the project
level. Donor-financed projects are usually served by junior-level
accountants, many of whom have only a limited understanding of the donors'
accounting procedures and reporting requirements.

Suggested Areas for Change

4.17 In addressing the problem of inadequate budgetary allocations for
local currency expenditures, we suggest that the Government consider the
following:

== As a way of resolving funding shortfalls at the beginning of
each fiscal year, the Government might consider adopting a
system whereby the amounts of advance funding released to
projects are based on each project unit's estimates of expendi-
tures for that particular two months period rather on the pre-
vious year's actual expenditures. However, this new approach
may have to be introduced gradually over a number of years:
project units will need to improve the accuracy of their
expenditure/implementation forecasts significantly before this
system can be made workable.

-- With respect to the problem of inadequate budgetary allocation
to individual projects, the only remedy is to institute a system
of budgets on a project by project basis. As a first step, the
Government will need to introduce sub- heads of expenditures in
its budgeting format, and compel each project unit to maintain
detailed project-level expenditure accounts.

-- To deal with the unanticipated shortfalls in counterpart funds
for foreign assisted projects resulting from temporary cash flow
problems, the Government must quickly approach the concerned
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donors and work out different disbursement shares over the life
of the project, allowing Nepal to put up lower shares while it
takes measures to improve its finances. However, this arrange-
ment does not provide a fundamental solution where the financial
difficulties persist beyond the short term: it would just mean
putting off Nepal's counterpart funding problems to a later
date. If the cash flow constraints are not likely to be over-
come within a short period of time, a better approach would be
for the Covernment and the donors to reduce the size of
investments.

4.18 In order to minimize procedural delays in the release of funds for
donor-funded projects, we suggest the following:

-- The Government should seriously consider dropping the require-
ment that funds be released only upon reimbursement by toreign
donors agencies. The FCC's cash flow management burden can be
reduced if foreign donors operating on the reimbursement system
are allowed to make more extensive use of special revolving
accounts. With these accounts, advances can be made by the
donor for a portion of reimbursable project expenditures and
replenishment approved upon receipt of withdrawal application
and evidence of legitimate use of the funds previously released.
The World Bank is now in the process of establishing a procedure
whereby revolving accounts can be used for all its ongoing
projects.

- On the otherhand, it would not be appropriate to relax the
second condition for the fund release, i.e., timely submission
of up-to-date project expenditure accounts, given the need for
strict financial accountability. One might, instead, con-
centrate on improving the accounting formats and practices in
order to simplify the task of keeping project accounts. It is
important that accountants be instructed from the outset to
record donor-financed transactions separately from other
programs. With refe:ence to the accounting format, the
categorization of existing broad budget heads should be supple-
mented by the appropriate sub-heads of the main budget items
(para. 4.17). Finally, a more concerted effort should be
directed at the training of project accountants, especially to
ensure their familiarity with individual donor's accounting
procedures and requirements. Donors might also consider hiring
qualified accountants on contract basis (private Nepalese or
expatriates) co ensure up-to-date recording of expenditures and
timely submissions of accounts for reimbursement.

C. Problems of the Local Construction Industry

4.19 Past experience has shown that due to the difficult terrain, problems
in transport and communications and the small size of most contracts, civil
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work in Nepal does not attract international contractors. Civil works have
accounted for as much as 50 percent of development expenditures, almost 75
percent of which have been undertaken by local contractors. Despite its
enormous importance in the development of the country, the performance of the
fledgeling local construction industry has been disappointing. In a large
number of aid-financed projects, the lack of progress in construction has
been a major cause of project implementation delays. The weakness of the
industry has also hampered the Covernment's effort to maintain existing
facilities.

State-of-the Art of the Local Construction Industry

4.20 The domestic construction industry is still in an early stage of
development. Apart from one state-owned construction company, the National
Construction Company of Nepal (NCCN), the entire industry belongs to the
private sector. Created in 1961, the NCCN is the largest construction comr-
pany in the country, the only outfit capable of competing in international
bidding. Contrary to Government expectations, the company has failed to set
high standards in project control and financial management, incurring
steadily rising losses and becoming dependent on the budget for subsidies and
capital loans.

4.21 The rest of the industry comprises some 1,400 private contractors,
most of whom are small and medium size, with just a dozen or so having a
proven capacity to undertake contracts larger than NRs. 2 million. 1/ There
is a critical shortage of qualified and skilled manpower, as exemplified by
most contractors' reported inability to understand specifications, complex
technical drawings and designs. Moreover, managerial talent is scarce, and
this results in poor planning and work scheduling, inaccurate and erratic
cost estimates, weak organization, poor financial management and inadequate
project control. Having very limited access to credit, private contractors
in Nepal are also forced to operate with limited working capital. Since most
_z-tractors in Nepal cannot afford to own their own equipment, they hire the
required equipment together with the operator from the Government pool on a
temporary basis. However, machinery and equipment in the pool is generally
poorly maintained, breaks down frequently, and often not promptly available
on requisition. These problems facing the construction industry are exacer-
bated by the erratic supply of building materials. Contractors are dependent
on the National Trading Limited, a public corporation that enjoys a monopoly
for importation and distribution of critical building materials and is
allowed to set prices substantially above prevailing market prices.

1/ These firms are categorized by the Government into A, B, C and D classes
on the basis of technical competence and financial strength. Generally, A
is for large, B for medium and C and D for small-scale contractors. In
1979/80, almost 95 percent of all companies were classified under C and D
categories. The D category companies are essentially labor contractors.
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Unfortunately, this corporation has also proven to be inefficient and
unresponsive to the need of the contractors for reliable and timely delivery
of materials.

Public Policy Environment for the Construction Industry

4.22 Covernment policies and actions have not been conducive to fostering
the growth and development of these private contractors. Most contractors,
operating with small operating capital, depend on regular payment by clients
(mostly Government agencies) for work done. Unfortunately, payments by
project implementing agencies are irregular, and often greatLy delaved, due
to their own cash flaw management problems. (See paras. 4.12-4.16). The
only other source of finance is commercial banks, but loans that commercial
banks can provide contractors are limited to 20 percent of the contractual
amount and must be secured by 100 percent collateral. Nevertheless, contrac-
tors must take out loans in order to be able to post the performance bonds
and pay retention money required by Government contract. The conditions of
contract are generally biased against the contractors, placing further bur-
dens on their finances. By far the most serious shortcoming in the contract
conditions relates to adjustments for escalation in costs: price adjustments
are allowed only for materials listed in the bid schedule and are limited to
five percent of the unit price cited in the list. Another problem concerns
the lack of compensation for delays in payments by the employer. In the
administration of contract, corruption and irregularities are rife; one
common manifestation is Long delays in the awarding of contracts as concerned
parties negotiate the amounts to be paid out to Government officials in
extraneous commissions. In the remainder of the section, we will explore the
scope for Government policy and action in strengthening the industry.

Government Action Requiredfor Developing the Construction Industry

4.23 In Nepal, the bulk of the demand in the construction industry is
created in the public sector by development projects. As a polic- maker, a
principal originator of demand and an executor of much of the construction
work, the Government can play a critical role in strengthening the local
construction industry. Policy measures that can have a significant impact
include the following:

-- Manpower Training. To supplement the formal training at the
Institute of Engineering aimed at increasing the supply of
engineers and artisans, a Longer-range goal, the Government
should organize training programs to upgrade the skills of
existing construction manpower. Such training may, for example.
take the form of a series of intensive, eight to twelve week
courses covering subjects such as basic drawings, designs, site
survey, cost-estimates and cost-analysis. To ensure widespread
participation by contractors, successful completion of these
courses could be made a condition for registration. In
addition, the Government might require all intending bidders for
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project contracts to undergo a day's briefing on work require-
ments which should include explanations on major specifications
and contract covenants. This briefing can be organized by the
implementing agency or a consultant appointed by the Government.

Contractor Registration. In order to assess real competence of
contractors and their suitability for a particular contract, the
Government will need to revise the presenc system of registra-
tion and categorization. The current one-time registration
should be replaced by a system of periodic registration renewal
and re-categorization on the basis of individual contractor's
demonstrated performance. There should also be a system of
pre-qualification of contractors for all projects, whether they
follow local competitive bidding or international competitive
bidding procedures.

Contract Procedures. Prompt decisions should be given for award
of contract which is presently a very time-consuming process.
Furthermore, the Government should make the conditions of con-
tract more equitable. In particular, provisions should be made
for full adjustments for price increases due to delay in deci-
sion of awards as well as for general price escalation.

Slicing and Packaging. Given the shortings of domestic
contractors, the Government should continue with the approach of
slicing and packaging of civil works. Moreover, to avoid inter-
ruptions by monsoon and labor shortage during harvest time,
slicing and packaging should be undertaken in such a way that
the work would not require more than one season to complete.
Construction work requiring more than one season should be
phased clearly, stipulating that each phase be completed in a
particular work season. The construction calendar will need to
be prepared as to take advantage of the peak period of labor
supply leaving no room for excuse of conqtruction delay due to
labor shortage.

Supply of Equipment. In order to improve the availability of
equipment in the Government pool, and upgrade the level of
maintenance, the first priority will be to: (a) prepare an
inventory of all construction equipment in the country, and
assess the demand for such equipment over the medium term;
(b) prepare an inventory of spare parts and project future needs
for their steady supply; and (c) undertake on-the-job training
of mechanics in basic maintenance skills. Over time, the objec-
tive should be to standardize all equipment within the country
for ease of maintenance. To facilitate this process, the
Government might consider establishing a single agency (or a
joint venture commercial company with the public and private
sector and possibly foreign sector participation) which would be
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entrusted with the maintenance and operation of equipment,
including hire and lease.

-- Payments to Contractors. To improve the liquidity position of
the contractors, the Government needs to, firstly, arrange
prompt payment of contractor bills. A suitable arrangement must
be made whereby the authorization for payment does not have to
involve so many layers of the bureaucracy as it does now. This
will, of course, involve delegation of greater financial
authority to the project unit. (See para. 4.11). Measures will
also have to be taken to release bid and performance guarantees
immediately after contract conditions are fulfilled.

-mproved Access to Credit. Recognizing the limitations of
creditworthiness of the Nepalese contractor and poor credibility
of his collaterals, the Government will need to relax the cur-
rent credit conditions. One approach is to allow commercial
banks to lend to contractors upon fulfillment of conditions
similar to those used in pre-qualifying contractors for awarding
contracts, and the loan can be secured by 100 percent of the
payment for the work. An alternative approach would be to
provide credit to selected contractors through the Nepal
Industrial Development Corporation under a speciaL scheme.

== Supply of Building Materials. In the short to medium term,
Nepal will continue to rely on imports for essential building
materials. The only approach to the current problem of erratic
supply is to institute better planning for importing materials,
phasing it over peak and low periods of demand and to improve
the timeliness of distribution. The Government should also
allow the private sector a larger role in the procurement and
distribution of raw materials.

D. Maintenance of Existing Facilities

4.24 Securing resources for O&M is becoming a matter of serious concern in
Nepal. Maintenance of economic and social infrastructure is undertaken by
the Government, generally on force account. The constraints to adequate
provision of O&M include the following:

- Shortage of funds. Fiscal resources in Nepal are tightly
stretched and frequently, even the modest amounts budged for
maintenance and repair are frequently used for other purposes.
An aspect of this shortage of funds for O&M is the characteris-
tically low level of user charges for many public services.
Lack of foreign exchange is particularly a serious constraint,
service O&M activities are critically dependent on imported
equipment, fuels and spare parts.
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-- Lack of incentives for maintenance. The broad middle levels of
Government ranging from managers to mechanics appear to lack
basic experience with mechanicaL systems and familiarity with
tools. Where there is little understanding of how, the example,
a tractor or any irrigation system functions, and no apprecia-
tion for the costs implied by a breakdown, preventive main-
tenance tends to be neglected. Donors have occasionally con-
tr:.buced to the problem through their reaainess to replace
m:uchinery and vehicles every few years.

-- ProLiferation of different types of equipment and vehicles
resulting from tied aid. This compounds maintenance problems in
terms of keeping inventory of spare parts, training mechenics
and establishing norms for servicing and preventive maintenance.

4.25 The primary objective of this section is to ascertain the level of
incremental funding needed to bring spending for O&M to the level feasible,
given existing institutions and personnel available. This is still less than
would be desirable in the absence of constraints, but is an appropriate
near-term objective. The analysis should be seen as a first step in a long-
term collaborative effort between the Government and donors to establish
proper mechanisms for estimating O&M costs, increasing the country's capacity
to perform O&M, and making adequate provisions for them in the budget.

Categories of O&M Shortfalls

4.26 Before proceeding with the estimation of O&M underfunding, it is
useful to make a distinction between three different categories of O&M
shortfalls, as illustrated by chart 2. The shaded area "A" stands for the
total O&M requirements for the economy; area "B" represents the maximum level
of O&M that can be provided with existing institutions and personnel if
financial resources were available; area "C" represents the level of O&M for
which allocations are made in the budget; and "D" represents the O&M that is
actualLy performed. The diagram, presented for illustrative purposes, is not
drawn to scale; at this point, it would be difficult to quantify total O&M
requirements in the economy or to determine how much O&M is actually per-
formed out of budget appropriations. The primary objective in this section
is to estimate the difference between "B" and "C". This category of O&M
shortfall, caused by inadequate funding, includes maintenance of buildings,
roads and irrigation canals, and provision of educational materials and
pharmaceutical products. In these cases, the necessary institutions exist
and trained personnel are available to carry out the O&M services, but
budgetary provisions are not adequate. The second category of O&M
shortfalls, represented by the difference between "C" and "D" in chart 2,
results from poor management and lack of planning. Examples are seen in
health service delivery where allocations are made but the services are not
performed, because the personnel are not at their posts or not supervised to
perform their tasks adequately, or the essential complementary equipment and
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materials are not available. The third category of shortfall, indicated by
the difference between "A" and "B", is caused by absorptive capacity
constraints. The forestry sector in Nepal represents a case where the
Government has attained the maximum level of O&M that is physically possible
because of institutional and personnel constraints.

Chart 2: O&M REQUIREMENTS AND ACTUALS
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Estimating Incremental O&M Requirements

4.27 Nepal's classification of Government expenditures does not permit an
accurate estimation of expenditures on operations and/or maintenance. The
most detaiLed breakdown of expenditures available is by object, e.g.,
salaries, rent, fuel, office materials, land purchases, and the Like, but
this is done only for budget estimates. ActuaL expenditures are reported
under much broader categories which makes it impossible to ascertain what
proportion, if any. of each exvenditure category is spent on O&M activities.
In order to determine the current Levels of O&M expenditures, and estimate
the magnitude of underfunding, it was therefore necessary to first consult
with technicians/specialists familiar with the various sectors to get a
micro-level perspective, and then examine the sectoral budgets to heLp put
the micro-level estimates in proper context.

4.28 The results of this analysis are presented in Table IV-1 in 1984/85
constant prices. While the coverage is not all-inclusive, the six sectors
included here--irrigation, agriculture, forestry, transportation, health and
education--form a large part of developmental assistance provided by
bilateral and multilateral donors in Nepal. It should be noted that the O&M
amounts shown for irrigation and roads are almost entirely for maintenance;
the costs of operations in these sectors are either very low (e.g., river-run
irrigation) or are paid for, albeit only partially, by private users (e.g.,
highways or shallow tubewells). This is not true in the case of agricultural
extension, health or educational services. For tbese sectors, a large part
of the estimated O&M expenditures derives from operational activities. The
incremental O&M requirements in the public utilities sectors-electricity,
water and sewerage, and telecommunications-have not been included here
because these services are provided by public enterprises whose operations
are not part of the Central Government budget. Other sectors served by
public enterprises include aviation, trade and distribution and banking and
finance, and to a smaller degree, manufacturing and construction. These
public enterprises are expected to be financially self-reliant in principle,
but in reality, many of them rely on subsidies and capital transfers from the
Central Government budget for their operating and investment needs.
Explana.ions on how estimates were made for each of the six sectors in Table
IV-1 are provided in Annex A entitled "Estimating Operations and Maintenance
Requirements in Nepal".
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Table IV-1: ESTIMATES OF INCREMENTAL EXPENDITURE REQUIREMENTS
FOR OPERATIONS AND MAINTENANCE

(NRs. Million in Constant 1984/85 Prices)

Estimates Cumulative
of Amounts Increases over 1984/85 level
Budgeted
1984/85 1985/86 1987/88 1989/90

Irrigation 25 35 70 90

Agriculture 60 75 110

Irrigated ( 30 35 .0
Rainfed Terai 500 ( 20 25 35
Rainfed Hills ( 10 15 15

Transport 70 qo 110

toads (Major Highways) ( 45 50 60
Roads (local) 100 ( 20 30 40
Other transport ( 5 10 10

Health 120 190 245

Supplies ( 75 95 110
Services 315 ( 45 95 135

Education 720 130 200 260

Forestry 150 - 5 15

Total 1510 415 630 830

a/ Incremental requirement over the amounts budgeted in 1984/85 assuming the
Government would maintain the same level of O&M funding in real terms
through the Seventh Plan period

Source: Mission estimates

4.29 Total incremental O&M expenditure requirements over and above the
amounts already budgeted are estimated to increase from NRs. 416 million in
1985/86 to NRs. 830 million in 1989/90. For irrigation, transportation and
education, incremental O&M expenditure should rise quite rapidly over the
five years because of anticipated improvements in the institutional capacity
to undertake O&M activities in these sectors. In forestry and health, on the
other hand, non-financial constraints Ere expected to persist, so that only
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small amounts of incremental O&M funding would be absorbed. However, in all
of the six sectors, intensified staff training, strengthening of institutions
supported by improvements in management practices and purchases of some
machinery and equipment will be required to permit the effective utilization
of incremental funding. The additional funding needs must be met by
increased cost recovery efforts where possible (see para. 4.30 below), and
through reallocations of funds from other expenditure categories, i.e.,
transfers and subsidies in the development budget and wages and salaries in
the regular budget.

Proposals to Improve Provisions for O&M

4.30 Cost Recovery. Implementing ccst recovery is crucial from the stand-
point of mobilizing adequate funds to meet the O&M requirements of the physi-
cal assets/services in question. Of the six sectors discussed above, irriga-
tion most closely conforms to conditions in which cost recovery will be
efficient and equitable. The beneficiaries--farmers receiving water--can be
easily identified and the increased productivity of their land holdings
resulting from a steady supply of water provides the resources to make the
payment. In Nepal, there were no water charges up to the Late 1970s. Since
then, water charges have been introduced only in few select areas covered by
donor financed irrigation projects, and collection has been poor. Improving
cost recovery in irrigation is crucial and should be supported by donors in
their dialogues with Government and through conditionalities under project
assistance.

4.31 Budgeting for O&M Expenditures. The estimation of OlM expenditure
requirements for past and ongoing projects should become an integral part of
Nepal's annual budgeting and multi-year planning exercises. Currently, the
Ministry of Finance does make some provisions in the development account for
O&M of completed projects. However, the budgetary allocations, made on an ad
hoc basis without the necessary detailed project-by-project analysis of
requirements, are generally inadequate. The Ministry of Finance also does
not have the necessary analytical tools or the data to estimate and budget
for the O&M of projects that are currently under implementation but are
scheduled to come on stream within a few years. To allow effective and
accurate financial planning for O&M, the Ministry of Finance will need first
to build up a data base for OEM expenditures by sector and project with the
help of line ministries, and then, over time, introduce an economic class-
ification of expenditures into the budget process.

4.32 Preparation of an economic classification of Nepal's budget was
attempted in the late sixties but abandoned soon, primarily because the
Ministry of Finance failed to put the information generated to much practical
use. It is recommended that this effort be resuscitated: as mentioned
earlier, the present classification of expenditures is totally inadequate for
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analyzing O&M requirements. The economic classification, by clearly iden-
tiiy!ng current and capital expenditures in the budget and providing a break-
down of these two categories into their main components, 1/ will permit over
time a more systematic analysis of the relationship between the capital
assets and the recurring O&M costs that they generate.

1/ Current expenditures are further broken down into wages and other
purchases of goods dnd services, interest payments and subsidies, and
current transfers; capital expenditures are classified into acquisition
of fixed capital assets, purchase of stocks, purchase of land and intan-
gible assets and capital transfers.
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ESTIMATING OPERATIONS ANr MAINTENANCE REQUIREMENTS IN NEPAL

Irrigation and Agricultural Extension

1. The irrigation estimates have been built from detailed analysis of
individual irrigation projects, including those aLready completed, ongoing
work, and ~:kely additions to irrigated areas during the Seventh Plan. The
coefficients used are based on information provided by the Canadian consult-
ing g:oup working for the Water and Energy Commission, the World Bank irriga-
tion specialists, technicians wcrking in NepaL for various bilateral donor
agencies, and a review of the available literature. These sources indicate
that presently expenditures are in the range of NRs. 60 to 100 per hectare,
and we have used an average figure of NRs. 80. The coefficiints used for
recommended levels of O&M activities for different types of irrigation
projects are presented in Table Al.

2. The seven categories of irrigation systems in Nepal are:

- River run/extensive, where the water flow is based on gravity
and the planned level of development of the system is for exten-
sive rather than intensive utilization;

- River run/intensive, whicl. also uses gravity flow but where the
level of utilization is more intensive, thus incurring more O&M
costs;

- Command area development, which makes more intensive use of
existing schemes by constructing secondary and tertiary canals
so as to extend water use fully to the area originally planned
for;

- Lift pumps/intensive, where lift pumps arc used to get water out
of rivers and main canals, and into the irrigated areas; this
involves higher O&M costs and varying electricity costs depend-
ing on location and design;

- Shallow tubewells/diesel, which use shallow wells as the water
source and entails diesel fuel costs for the pumps;

- Shallow tubewells/electricity, which use electricity to power
pumps; and

- Deep tubewells/electricity, which use deeper wells as the water
source and larger submerged electricity-run pump systems.

As the irrigation schemes become progressively more mechanical and
energy-intensive, their O&M costs rise commensurately. Energy costs are an
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important component in operating tubewells and foreign exchange costs are
very high for diesel-run pumps. One argument in favor of using shallow
tubewells is that almost all of the O&M costs are paid by individual farmers.

3. Almost all Government schemes are river-run types, and there is broad
agreement that provision of adequate O&M would require NRs. 300 - 350 for
every hectare of area commanded. This represents an increase of about
NRs. 250 per hectare over the NRs. 80 per hectare now being utilized, and
entails additional O&M expenditures of NRs. 62 nmllion (NRs. 55 milLion in
1984/85 prices). However, because of absorptive capacity constraincs, only
about NRs. 40 million of additional expenditure (NRs. 37 million in 1984/85
prices) can be effectively utilized in the short-run; by the end of the
Seventh Plan period, the amount of feasible expenditure increases is expected
to rise to NRs. 135 million (NRs. 92 milLion in 1984/85 prices), assuming 8
percent inflation and the expansion in irrigated land envisaged by the
Government. If this increase in coverage falls short of current projection,
then the 1989/90 estimate should be reduced proportionately. In no event is
the figure in 1989/90 likely to be less than NRs. 120 million (NRs. 85 mil-
Lion in 1984/95 prices).

4. A detailed breakdown of O&M expenditure targets for the Seventh Plan
period is set out in Table A2. The first two columns show the area commanded
by each of the Government's irrigation schemes. The second column shows the
area actually receiving water, only 60 to 65 percent of the area commanded.
The last two columns show the same areas projected for 1989/90, with irriga-
tion coverage rising to roughly 70 percent of the command area. The three
columns in the middle show estimates made by the Canadian consulting group
for che Water and Energy Commission for required program expenditures on
irrig:ated land, including both irrigation and agricultural extension O&M
cosrs. These projections for total program costs represent the required
amc-nts with no consideration for what is feasible. The per hectare coeffi-
cients for agricultural extension used by Water and Energy Commission con-
sultants vary considerably depending on local conditions but the average is
in the range of NRs. 350 to NRs. 400. While it is difficult to estimate what
amounts would be adequate and to specify just what should be included in a
specific agricultural extension package, most other experts interviewed by
the World Bank economic mission recommended lower O&M expenditure levels for
agricultural extension. The World Bank project staff estimate their expenses
per district of 20,000 hectares at NRs. 652,472 for an average of NRs. 325
per hectare. But even this estimate may be on the high side once a lsrger
area is being serviced. For our calculation, we used the coefficient of
NRs. 300 per hectare; this yields expenditures of NRs. 75 million for 1985/86
on agricultural extension services under Government irrigation schemes, and
brings the total O&M cost for both irrigation and agricultural extension
programs to about NRs. 160 million. This is roughly NRs. 20 million Less
than the Water and Energy Commission estimate for 1985/86 in Table A2.

5. Indications are that, while aLlocating more financial resources is
critical for expanding the agricultural extension services, increased funding
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in itself would not help because many of the agricultural support institu-
tions have serious absorptive capacity constraints. The sector will need
additional trained personneL, better management and considerable institu-
tional strengthening before it can effectively utilize the full O&M increases
that are required. The Bank staff therefore settled on the figure NRs. 35
million as the estimated feasible increase in O&M activities on Government
irrigated land (NRs. 30 milLion in 1984/85 prices as shown in Table IV-1),
only about one-half of the level felt to be adequate. For agricultural
extension services in rainfed farming, even smaller increases are deemed
feasible (NRs. 20 million in the terai and NRs. 10 million in the hills), but
clearly these increases are needed to begin the process of making up the
large shortfall that exist now. Considerable expansion of capacity is
required before the needs of the agricultural sector can be serviced
adequately.

Transportation

6. The transport O&M estimates are based on technical assessments of
sector experts that the maximum feasible increase in road maintenance funds
that car. be properly utilized are around NRs. 45 million (NRs. 45 million in
1984/85 prices as shown in Table IV-l). This amount, however, provides
coverage for only the 2,000 km of the total road network that is the respon-
sibility of the Department of Roads, corresponding with the highway portion
of the country's road network set out in Table A3. The remaining two-thirds
of the network is the responsibility of city (panchayat) authorities. The
latter-district and feeder roads--have much less traffic than highways, but
the maintenance of gravel and earth roads is generally more expensive than
that of black-top surfaces and the present standard of maintenance is clearly
inadequate. It is difficult to ascertain how much should be allocated tor
this purpose; certainly, some additional funds for materials, equipment and
food will need to be provided to complement local labor. However, without
better management and strengthening of local government institLtions, the
amount of funds that could be usefully absorbed for local road maintenance
will continue to be limited. An estimate of NRs. 20 million has been made
for feasible additional expenditures for maintenance of local roads in
1985/86 (NRs. 20 million in 1984/85 prices as shown in Table IV-l) with
sizeable increases over the next five years, but more detailed analysis of
local needs and capabilities should be undertaken before this figure is taken
as a hard estimate.

7. As a first step in such an undertaking, it wovld be desirable to get
a further breakdown of roads in Nepal, specifically, a breakdown by the
difficulty of terrain. A start at such a classification is shown in
Table A4. Maintenance costs are likely to be significantly higher in hilly
and mountainous regions than in flat lands. The highways appear to be about
evenly distributed between these two types of terrain, whereas slightly
higher proportions of district and feeder roads are located in mountainous
terrain.
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8. The Department of Roads, having some additional absorptive capacity,
is now in a position to utilize increases in O&M funds readily and
effectively. On the other har,d, local authorities, while experiencing
greater O&M shortfall than the Department of Roads, will not be able to
utilize the required funds untiL some institutional development and more
extensive training of personnel take place. However, as with rainfed
agricuLture, a start should be made now, and the Government should begin to
allow for steady increases in funding for this purpose.

9. The "other transport" category in Table IV-I includes incremental
funding needed for maintaining suspension bridges, and a network of trails
throughout the country. The amounts cited should be treated as orders of
magnitude rather than firm estimates.

Health and Education

10. The estimates for health are based on observations that existing
facilities in the countryside generally have only a three to four months
supply of required pharmaceutical products. This would suggest that operat-
ing budgets are too low and should be increased by a factor of about two.
The facilities already in place can then be expected to function full time.
Additional financial support must also be combined with improved management
to increase the availability of trained personnel at facilities in the field.
It is not realistic to expect doctors to stay in the field full time, nor is
this necessary for maintaining adequate health care. It might be arranged
that doctors remain at their posts in rural areas for a part of each month.
Even more importantly, medical technicians should be supplied with enough
medicine and supplies to meet basic Local health needs.

11. The education estimates are based on comparisons with other countries
having comparable levels of per capita income in South Asia and rest of the
world. Until this year, Nepal's expenditure on education was only 1.4 per-
cent of GDP. This compares unfavorably with an average of 2 percent for
India, Pakistan and Bangladesh, and even larger percentages for African
countries with comparable per capita incomes. The Government's goal should
be to increase Nepal's expenditures on education to at least 2 percent of GDP
by 1989/90, to direct the bulk of expenditures to primary and secondary
education, and to ensure that the increase in funding results in a larger
coverage and a more efficient education system. The recent salary increases
totaling NRs. 190 million granted to teachers has been factored into the
calculatiotn. The amounts indicated in Table IV-1 are increases needed beyond
this pay raise to bring expenditures on education to 2 percent of GDP.

Forestry

12. The forestry figures are very approximate and are based on the Bank
staff's estimates of what can usefully be absorbed. Currently, the budget
for O&M in forestry is underspent because of a lack of trained manpower and
supporting infrastructure. Over the next few years, these problems should
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begin to be resolved and increasing amounts of fundinz for O&U become
necessary.
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Table Al: RECOMNENDED O&M COSTS FOR IRRIGATION
(1984/85 Prices)

Type NRs./ha. I/ha. Z Foreign Exchange

River Run/Extensive a/ 200-250
400-550 30-50 40

River Run/Intensive 300-350
500-700 40-60 42

Comnand Area Development a/ 300-350
400-650 30-55 34

Lift Pump/Intensive 550-650
a/ bl 760-1020 60-80 50

Shallow Tubewell (Diesel) 800-1200 65-100 92
(700-1000) (60-85)

a/ 1000-1600 80-125

ShaLlow Tubewell/Electricity 750-1000 60-85 30
(Electricity) (500-750+) (40-65+)
a/ 1000-1400 80-110

Deep Tubewell/Electricity 1100-1350 95-115 26
(Electricity) (650-800+) (55-70+)
a/ 1350-1700 100-130

af With agricultural extension
b/ Does not include electricity

Source: DIWM, Water and Energy Commission, Mission Analysis.
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(lIcludes Aptlcultwl Sateol)

C_ed Arm IZrlptd Ares Te.rl Tuetw efr 0 6 b Speaite r r i A_a Irr4asted Area
t -b 4. bOO o-) t- 33S- In liLlons e) (-- - La 000i )

Duaimlzu.iusM I ff 195 195i5 i951W 1987!88 1918 198919199 I 1990

Keukai 5.1 4.5 3.2 3.6 7.9 0.0 5.2
_eeeei_-Kre ".. 21.0 40.0 46. 56.8 66.0 35.2

vMet eei 10.2 6.3 4.3 41.3 48.0 35.7 24.3
tomal 24.0 11.2 11.6 14.3 16.6 25.0 12.7
_zpati 0.0 0.0 3.2 6.3 10.5 29.0 10.5

14rapei 23.0 23.1 1 37.5 26.2
tubebelle) 1.0 1.0 ) 25.0 37.6 4o.a 1.0 1.0

Chierms 4.5 4.5 ) 1 6.4 5.6
flfttp ) 4.7 1.0 3 15.5 22.0 25.0 t 4.7 3.3
Vet CGedsh 3.6 5.0 4.9 6.3 7.1 3.6 6.1

Cliuetpp) 0.0 0.0 - - 8.4 5.6 4.0
tiya 1:3 0.7 0.5 1.S 2.0 5.0 2.5

masm, 1.0 0.5 0.5 1.3 2.0 3.5 1.7
11AUiNz* 5.2 2.2 2.9 3.7 4.1 5.2 3.6

(abllew, tube) 10.1 10.1 3 ( 14.5 14.5
deep tube) 13 0.4 ) 3.0 at 3.3 a.3.1 4 2.0 2.0

(Me 0.S 0.5 3 C 1.5 0.9

Owirma-lbiai 2.5 7.5 10.6 !/ 12.5 / 14.0 S/ 9.3 9.3
Kalsli-_4mcbapr 1.5 1.5 1.5 *1 4.5 */ 9.5 6.1 6.1
Uebai 0.0 0.0 - - 1.5 4.0 2.3
Sibta 0.0 0.0 - - 1.3 5.0 3.5
Ketheritar 0.0 0.0 - 0.1 0.1 0.2 0.2

.eahi 0.0 0.0 0.1 0.2 0A 0.5 0.5
_amsuss 6.0 2.0 3.5 4.3 4.6 6.0 4.1

Nheauli 4.4 3.0 2.3 3.2 3.7 4.6 3.7
KnePUrtar 0.2 0.2 0.1 - 0.L 0.1 0.2 0.2
lerujyd Ced 0.2 0.2 0.1 0.2 0.3 0.3 0.3

Labor let. Bill 0.3 0.3 0.2 0.3 0.7 0.9 0.9
aeaoerc Cow. 0.3 0.3 0.2 0.2 0.3 0A 0.4
Nabekali 0S 0.0 0.0 0.0 0.2 0.2 0.3 0.3

epti 1O 0.0 0.0 0.0 1.2 1.3 1.6 1.6
First Will Project 0.4 0.4 0.7 1.6 3.0 4.0 4.0
seced mill Project 0.0 0.0 0.5 1.6 3.0 4.0 4.0

TOTAL 193.9 120. 135.0 221.3 274A 25.$ 201.4

Odler PoeiCts (Net included abors)

COaia Ce_l 11.8 6.5 9.5 11.0 12.6 11.8 6.5

Plea Z 4.5 2. 3.6 4.0 4.5 4.5 2.5
Plea Il 6.6 4.3 54 6.0 6.7 6.8 3-3
Plea III 27.3 39.9 22.2 24.5 27.0 27.6 19.9
Plan I 3.9 3.5 3.1 3.4 3.S 3.9 3.5
plan Y 4.6 3.3 3.7 4.1 4.5 4.6 4.2

ALL P3035 253.3 160.8 182.5 274.3 333.5 346.2 242.3

!1 tDeludes charge for *lectricitY whicbh could vwll aecaleto

re: Cewdian consultaet Grop
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Table A3: NEPAL - ROADS BY REGION, CLASSIFICATION AND TYPE
(mid-1984)

Region Class of Road Black Top General Earth Total

------------- in kilometers ----------------

Eastern Highwav 337 - - 337
Feeder 160 109 285 554
District 7 118 200 325
City 52 19 35 106

Central Highway 647 - 27 674
Feeder 260 160 215 635
District 36 57 226 319
City 192 147 142 481

Western Highway 495 - - 495
Feeder 87 11 171 269
District 16 40 144 200
city 72 12 49 133

Mid West Highway 179 16 63 258
Feeder 35 50 137 222
District - - 230 230
city 12 2 1 15

Far West Highway 50 50 116 216
Feeder - 17 186 203
District - - 20 20
city 8 7 10 25

Totals by Type 2645 815 2257 5717

Source: Ministry of Work and Transport
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PROPOSED POLICIES FOR THE SEVENTH PLAN

1. Since a successful and efficient implementation of development
programs is unthinkable except in terms of a strong and competent development
administration, overall priority will be given to the creation of a
development administration, which is both dynamic and capable. To raise the
level of competence of all the ministries at a time is a work which is easier
said than done. Hence, during the Seventh Plan period, concentrated
attention will be given to enhancing the competence of some of those
important ministries that are charged with formulating economic and
development policies and implementing development programmes.

2. An administrative reform plan will be prepared on the basis of a
detailed study of the administrative structure, duties and functions, and
number, kind and qualification of the personnel of each of the ministries and
departments responsible for the formulation and implementation of development
policies and programs, and the plan will be applied phase-wise. To build up
the tradition of right man in the right place and to develop expertise among
the employees, steps will be initiated towards drawing up and carrying out a
job classification scheme.

3. Job description of every post will be set forth together with the
qualification and experience needed to fill it, and recruitments will be made
and powers delegated dccordingly.

4. A manual clearly defining the delegation of authority from the
secretary down to the site-level official of each ministry will be prepared
and enforced.

5. The powers of the department heads, planning chiefs and office heads
to reward and punish will be spelled out in unambiguous terms, before vesting
such powers in them.

6. Pool positions will be c-eated to confer permanency on the temporary
staff of the gazetted level working in development projects, and arrangements
will henceforth be made to detail employees to the projects only after
appointing them to permanent pool posts.

7. Pay and other perquisites of the employees will be upgraded by
degrees after studying the various proposals submitted by the Pay Commission.
A policy will be framed under which a proper balance between the consumer
price index and pay scale will be maintained.

8. To reform and improve administrative processes connected with award
of contracts, acquisition of land and payment of compensation, fixation of
the wage rates for the preparation of estimates, the mechanism of determining
prices of construction materials, the method of verification and
certification, etc., which have frequently delayed the implementation of
development projects, the relevant laws, rules and procedures will be
suitably amended.
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9. A public works code will be devised and applied to bring about
uniformity in construction bids.

10. The method and system of fixing wage rate and prices of the principal
construction materials will be made more scientific and pragmatic.

11. The units concerned within the Ministry of Finance will be
strengthened to ensure a competent mobilization of resources and to keep the
statement of the actual expenses of the Government up to date.

12. To deploy the resources competently and to constantly monitor and
follow up economic policies together with development projects and programs,
the units concerned within the NationaL Planning Commission and relevant
ministries will be consolidated.

13. With a view to making the civil servants more competent and
job-oriented and bringing about uniformity in the training programs, the work
of running training courses will be entrusted to a single agency instead of a
multiplicity of agencies as at present. For this purpose, the Nepal
Administrative Staff College will be placed on a strong footing.

14. The work of keeping the employees' dossiers up to date will be
computerized.

Source: "Basic Principles of the Seventh Plan", NPC, 1984.
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LOGISTICS FOR DEVELOPMENT

In Nepal many development projects have either remained incomplete or
have been abandoned at the implementation stage primarily because inadequate
attention was paid to the technical aspects of the projects. Furthermore, many
projects which have been technically feasible have also suffered at the implemen-
tation stage because of inadequate on-the-spot logistic support. Projects are
approved and implemented without a clear-cut logistic support progranme or execu-
tion plan covering such areas as manpower, budget, construction materials,
delegation of authority, etc. To rectify this fault HMG has prepared a logistic
support programme to help facilitate the successful implementation of development
projects. This programme contains twelve basic elements as stated below:

1. Feasibility Study and Cost-Benefit Analysis

The first prerequisite of a development project is a feasibility study,
including a cost-benefit analysis. A new practice of not approving projects
without a feasibility study will be introduced. The Ministries and Departments
concerned will have to establish a bank of feasibility studies for different
development projects so that whenever the National Planning Commission rejects a
project on technical or other grounds, the Ministry or Department concerned can
propose an alternative project without delay. At present, because of the lack of
feasibility studies, it is often found that costs are much higher than the
original estimate or benefits are less than what was originally expected or the
time needed to complete the project has been substantially under-estimated. In
order to remove such anomalies at the implementation phase the new practice of
not approving the projects without feasibility studies (or project reports) has
been introduced.

2. Implementation of a Programme Budget System

Though in principle a program budget system was introduced in Nepal
several years back, in practice it has not been successful because of the lack of
any feasibility studies for the development projects. Even now budgets are often
allocated on an almost random basis without any sound rationale. Once the prac-
tice of giving approval to development projects on the basis of prior feasibility
studies is established, the programme budget system will become meaningful and
effective.

3. Budget Disbursement and Payment Procedure

At present, once the project is approved by the Government, respon-
sibility for implementing it passes to the Ministry or Department concerned; but
the budget has to be disbursed from the Comptroller General's office first to the
Ministry then to the Department and then to the project offices through local
offices of commercial banks. This is a time-consuming process, and the project
offices often do not get the funds in time to pay salaries or sometimes to buy
construction materials, etc. To resolve this problem a Treasury-cum-Controller's
office has already been established in every district. The budget will thus be
disbursed on the spot by these offices. Moreover, the financial accountability
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will rest with the spending agency, not solely with the Secretary of the Ministry
concerned. The responsibility of the Ministry will be restricted to taking
action in cases of financial irregularities, if any. The office of the
Comptroller General will send teams of auditors to supervise the accounts of the
field level treasury offices and to impart training to the accountants in the
field.

A revolving fund will be established in the Ministry of Finance to
provide projects, including in the integrated rural development projects -- with
funds equivalent to the Loans and grants which international donor agencies have
officially assigned to the projects. The fund will be reimbursed by the donor
agencies, once the required financial statements have been received by them.

4. Supply of Manpower

The fourth prerequisite for the successful implementation of projects
is the supply of manpower. Detailed descriptions of required positions, workload
and job analysis should be prepared. Such descriptions should be prepared for
both domestic and foreign-aided projects. The Ministry of General Administration
will monitor manpower aspects just as the National Planning Commission will look
after the programme aspect and the Ministry of Finance will look after financial
aspects of the development projects. These three agencies should work jointly in
a coordinated manner and participate in the meeting relating to the budgetary
allocations.

Temporary appointments will not be made directly to the development
projects. Instead, a pool of positions will be created in the Ministries con-
cerned keeping in view the number and level of manpower needed for the main-
tenance phase of the projects. Manpower will be supplied from that pool to the
projects. This arrangement will have two benefits. Firstly, it will avoid the
problem of converting the temporary staff into a permanent cadre. Secondly, it
will create a set of circumstances which will reduce the possibility of irrespon-
sible handling of the financial and technical aspects of the projects by tem-
porary staff.

Once the above scheme is implemented, it will be possible to create new
positions required for specific development projects within the first quarter of
the financial year. The project chief will be selected by the Government out of
the panel prepared by the selection committee on the basis of background,
experience and qualifications of the prospective candidates.

5. Reward and Punishment

The principle of reward and punishment will be put into practice. Those
who have successfully implemented development projects will be given preference
for promotion and awarding medals and decorations. Preference also will be given
to them for training abroad. For this purpose, amendments will be made to the
rules and regulations governing the promotion system, foreign training and the
award of medals and decorations.
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6. Clarification of Functions, Authorities and Duties

The authorities, functions and duties of those, from Secretary to the
Project Chief, involved in development projects will be clearly spelled out. At
present authorities have been delegated by HMG to the Secretaries and some other
high ranking officials under different administrative and financial rules. Most
of their authorities have been delegated under the Transaction of Business Rules
of HMG. At present there are two flaws in this arrangement: firstly, because of
the inadequate delegation of authority, there has been delay in the implementa-
tion of development projects. Secondly, undesirable interference has led to
cLashes and conflicts. To remove these flaws, alL necessary authorities will be
delegated under a speciaL rule, following a uniform approach. In addition a
separate manual will be prepared for every Ministry and Department, making clear
the fuiuctions and authorities of all personneL working at all levels.

7. Improvements in Working Styles

The present working procedure at the Secretariat level has two
shortcomings. Firstly, we still have a clerical oriented administrative system,
and clerical staff are involved in unnecessarily cumbersome working procedures
causing delay in the decision-making process. Secondly, it is only at the level
of section officers that initiation for making decision is taken on each issue,
through the system of "notes and comments"t. This has also led to delay in the
decision-making process. To remove these defects an attempt will be made to
appoint muLtipurpose office secretaries who have the ability to perform with
efficiency several kinds of work such as typing, filing, drafting, etc. Besides
this, changes will be made in the system of "notes and comments", whereby
authority to write "tippani" will be given to an officer who is one level below
the individual with decision-making authority in a particular issue. A proposal
to be submitted to the Cabinet for decision henceforth will have to be prepared
at Under-Secretary level.

8. Speedy Supply of Construction and Other Goods to the Project Sites

In a landlocked country like ours, the continuous supply of construction
and other goods is a great challenge to the sites of the projects. The implemen-
tation of several development projects has been delayed because of the late
arrival of construction and other materials in the sites of the projects. Hence,
there is a need to formulate a programmne to supply construction and other goods
on time. National Trading Limited and Nepal Oil Corporation can play a vital
role in the speedy supply of construction materials whereas the Nepal Food
Corporation, Agriculture Inputs Corporation and Salt Trading Corporation have a
vital role to play in supplying consumer and other goods.

At the national Level, a central supply and distribution management
committee has been formed to formulate and implement an annual programme of civil
supplies throughout the Kingdom. Similarly, a district leveL supply and dis-
tribution management committee has been set up to formulate and implement the
annual programme of civil supplies at the district level. The whole kingdom has
been divided into collection, relaying and distribution points for the
procurement, supply and distribution of materials.
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9. Construction Companies and Consultancy Agencies

In the implementation of development projects the construction companies
and consultancy agencies play an important part. The consultancy agencies can
help in conducting feasibility studies; the construction companies can help in
the actual implementation of the project. since the existing engineering con-
sultancy firms have only Limited capability, it is necessary to set up a new
Engineering Service Centre based on the pattern of the Agricultural Project
Services Centre and the IndustriaL Service Centre.

So far as construction companies are concerned, there are two types in
the country. Firstly, the National Construction Company Nepal (NCCN) is the only
construction company established in the public sector. Secondly, there are
numerous construction companies in the private sector. Altogether, there are 574
construction companies in the country, 144 in the eastern development region, 381
in mid-western development region and 49 in far western development region. The
condition of both NCCN and the private companies is far from satisfactory.
Hence, concerted efforts will be made to revamp the NCCN, as well as to create a
congenial atmosphere in which the private companies can grow and prosper.

10. Public Works Code Relating to Construction Works

A new code relating to construction work will be formulated. Terms and
conditions of contract, technical aspects of preparation of design and estimates,
etc., will be defined in the proposed Public Works Code for new projects includ-
ing the construction of airports, roads, buildings, canals, dams and so on. This
will prevent the contractors or officials from taking undue advantage. The code
will also lay down conditions for the proper maintenance of completed development
projects.

A separate Chief Technical Examiner's office will be set up to check upon
construction works in order to find out whether the terms and conditions of
contract have been fulfilled and whether the works completed conform to the
quality and quantity as specified.

11. Establishment of Monitoring Unit

One of the basic reasons for the failure to complete development projects
on time is the lack of any monitoring system. in order to remove this shortcom-
ing a proper monitoring system will be developed. In the first phase, the
Ministry concerned will follow up the implementation of development projects in
order to find out the problems if any, and to provide remedial measures. In the
second phase, a monitoring unit will be established directly under the Prime
Minister who is also the Chairman of the National Planning Commission. The main
objectives of this unit will be:

- to heLp the smooth implementation of the projects;
- to solve the problems on the spot as far as possible;
- to firmly establish the follow up procedures; and
- to resolve in time the problems of coordination arising in the

process of project implementation.
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To achieve these objectives, the follow up unit will:

- help in the implementation and management of the project;
- identify possible problem areas;
- resolve the identified problems;
- solve problems of coordination and cooperation; and
- compare the objectives and achievements of the project as laid down

in the calendar of operations of the project.

In order that the unit should perform those functions successfully,
different Ministries will have to provide details regarding development
programmes, budgetary allocations, terms and conditions ot contract, arrangements
made for the supply of construction materials, manpower. calendar of operations,
etc. Thus the Monitoring Unit will prepare profiles of national level projects
and check upon the progress of the projects from time to time.

12. Enlisting of Popular Participation

In order to help secure the people's cooperation for development
projects, the DecentraLization Act 2039 has already been promulgated. According
to this Act a multisectoral district development plan, covering all projects to
be implemented at district level, will be formulated by different committees
consisting of the members of the District Panchayat, class organizations and
district level officials. The District Panchayat will have authority to approve
and implement such plans. All district level development offices will be con-
verted into sections of the District Panchayat. A supervision committee under
the chairmanship of the member of the National Panchayat has already been formed
in all districts for continuous supervision and monitoring of different develop-
ment projects at the district level.

Besides aLl these measures, booklets containing the profiles of the
development projects of the district will be widely distributed to the local
people to make them well acquainted with development activities. An attempt will
be made to use local materials as far as possible in such development projects.
Similarly, contracts for district level construction works will be awarded to
local people on the piece-work basis as far as possible. The responsibility for
the maintenance of the completed development projects will also be entrusted to
the District Panchayat.

Conclusion

After the implementation of this proposed logistic support programme of
HMG, there will be a clear-cut demarcation between national and district level
development projects. HMG will be responsibLe for the formulation, implementa-
tion and evaluation of national level projects while the formulation implementa-
tion and evaluation of the district level development projects will be entirely
entrusted to the local representatives. However, district level officials like
the Chief District Officers and Local Development Officer will have to work in
close coordination with them in order to implement the development projects
successfully.
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If the proposed logistic support programme is implemented successfully
the formulation, implemenration and managerial aspects of both national and
district level developnent projects will be considerably strengthened and
streamlined. A new dynamism is expected to manifest itself in our development
efforts thereby adding a iew dimension to the development 2dministration of
Nepal. However, its importance can be judged only when we can assess its full
impact on developmeit projects once the aforesaid package programme comes into
force.
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msiu110n 1r.st loin elected and appointed nfficlals, not up
to monitor development and review

Reductioun Of at iasical priorities, NVC aets as Secretaritt.
&PpptlieutnItti

Staff Colere created IIt 19N2.
Suippurt of Iater;I l
cot ry Deentra'tii4tlon Act given

Increased control to local Sad district
11eril rewarl syates p4suctsi'at.
Vesrfurm.ase. tce tasld.ar.lss

Tihere has teen no reduction In poltit-
licroilseel uleielef of zmltta of aodlnistration.
filov4ocial puvaerus sitt Persoanel 4adinlitroiatin remmine weak.
tighter coatrois efn uste Almost no lateral entry Is possible to
of ilsit ssthlority Clvil Service.

No performance stanlirte for staff.
Here elf leoleft offle Vew wvork man4uls are avaliable or used
isroceuluires to lt inute tfanke.

Planuing, buatletinti, ausIltint capacity
Work tmasisois te clarify nf local utits, deosrtienatq mail
tuaik mttinitries remains weak to non-eitostiant.

*



Atisnle tratt Le
2evelo5elt Plannins Orgenitang _ Directina Nastottrin 
ISYU - 1985 IncreaduJ use ef Orgenlutional manlual Pay increase fur civil servant 0 a N capecitty Inadejuate

manasemunt i,tormattan, defining specific tasks 1grnteai in MA anr ti ministries.
u,etedm planne4 prepared but nut yet

lepleeueteJ Advalceemoet opportuniltes of Sxettiag project aenitortinq
Piannisig celil in civil mervaut unequal. Plan system to weak eves though
minlutriea to be Stiff College indti- in pruceSS Lo iprove premotion two new ayeteca put In place:
etreuugtlenled tuted

Personnel prucedures *re inadequate a) Standard coat ract procedures
Program budAeting Decentralliation Act and desiatanco asked for loprovement and mositortin planned but
to be inpleoen;ed to be Impliaanted not Implemented. Project

Polithaatia, of decision-making .aaitariag unit evtabilheid
Relatba.:aip between a|I1 'avdr decentrelsatiao ton Pimance.
UPC a Finance is weak
and reduces effective- TrAlning leproveJ but inadequate b) *etiablishent of a Review,
neec and Ill-coordinated HonitorItn * Evaluation Unit

tn Prtime tiniter - Office
Fuade teleAse proce4ures sioplifled

Fina4C1al a& adminltrative
aatlhorlty ill-deflnled

0i'

0
S.,
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STATISTICAL APPENDIX

Table No.

POPULATION

1.1 Population Estimates
1.2 Age and Sex Composition of Population
1.3 Regional Distribution of Population
1.4 Economically Active Population Classified by

Industry, Occupation, and Employment Status

NATIONAL ACCOUNTS

2.1 Gross Domestic Product: New Series
2.2 National Accounts Summary (NRa. Million)
2.3 National Accounts Summary (US$ Million)

EXTERNAL SECTOR

3.1 Balance of Payments Summary
3.2 Composition of Trade
3.3 Composition of Trade with India
3.4 Exports of Major Commodities (Value In NRs. Million)
3.4 Exports of Major Commodities (Quantity)
3.5 Direction of Foreign Trade
3.6 Receipts and Payments of Convertible Foreign Exchange
3.7 International Reserves
3.8 Aid Commitments
3.9 Aid Disbursements
3.10 Foreign Grant Disbursements

EXTERNAL DEBT

4.1 External Public Debt Outstanding Including Undisbursed
as of Dec.ember 1984

4.2 Service Payments, Commitments, Disbursements and
Outstanding Amounts of External Public Debt as of
December 1984

PUBLIC FINANCE

5.1 Central Government Budgetary Performance
5.2 Central Government Revenue
5.3 Expenditure of the Central Government
5.4 Public Enterprise Performance
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MONETARY STATISTICS

6.1 Monetary Survey
6.2 Monetary Authorities' Account
6.3 Assets and Liabilities of Commercial Banks
6.4 Agricultural Development Bank - Resources and

Utilization of Funds
6.5 Nepal Industrial Development Corporation - Resources

and Utilization of Funds
6.6 Structure of Interest Rates

AGRICULTURAL STATISTICS

7.1 Area, Production and Yields of Major Crops
7.2 Annual Consumption of Agricultural Inputs

INDUSTRY AND TOURISM

8.1 Production of Principal Industries
8.2 Capacity Utilization in Selected Industries
8.3 Highway Network
8.4 Tourist Arrivals and Gross Foreign Exchange Earnings

from Tourism
8.5 Tourist Arrivals by Major Nationalities
8.6 Tourist Arrivals by Purpose of Visit
8.7 Arrivals by Month
8.8 Tourist Arrivals by Nationalities by Air and Land, 1984

PRICES

9.1 KatbTandu Consumer Price Index
9.2 National Urban Consumer Price Index

EDUCATION AND UAVLTH

10.1 Number of Pupils, Teachers, and Pupil/Teacher Ratio by
Level of Education

10.2 Number of Schools and Enrollment Ratio by Level of
Education and Region

10.3 Government Expenditure on Education by Level
10.4 Health Infrastructure
10.5 Family Planning Program Achievement
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Table 1.1: POPULATION ESTIMATES

Census Total Recorded Average Annul
Year Population 6rauth (1)

1911 5,638,749
1920 5,5731788 -0.1
1930 5,532,574 -0. 1
2942 6,253,649 1.3

1952/54 8,256,625 2.0
1961 9,412,996 1.3
1971 11,555,993 2.1
1951 15,022,839 2.7

'1952 15,431,000 2.7
'1983 15,030,000 2.6
'1954 16,249,000 2.6

M Hid June

Source: Central Bureau of Statistics
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Table 1.2: GE A SI CM OSITIOI OF POPULATION a/
(Percentage)

_ 9171 -MG1 191

AP kra Fueh T l Note Fue Total 9.1 Fmle Total

0- 4 13 14.7 14.1 15.1 15.4 15.5 15.5 15.3 15.4
5 - 9 15.2 14., 15.1 12. 12.9 12.9 14.5 14.1 14.1

t0 - 14 12.1 10.46 11.3 12.I 12.1 12.3 11.9 10.9 11.4
15 - 19 9.4 1.7 9.1 10.5 9.7 10.1 9.0 3.1 3.9
2 - 24 I I.E 9.4 L.3 7.9 9.1 9.3 9.5 8.9
25 - 29 7.8 3.3 L.O 7 7.4 7.2 7.4 3.1 7.7
39 - 14 *.1 7.4 7.0 1.4 6.9 1.6 1.1 1.9 6.5
35 - 39 1. .2 1.4 5.3 6.2 1.0 1.0 5. 5.9
* - 44 5.2 . M. 5.2 5.4 5.3 4.9 5.1 5.0
45 - Of 1.2 3.1 4.0 4.4 4.4 4.4 4.3 3.9 4.1
U - 14 3.5 3.4 L5 3.5 3.4 3.5 3.8 3.4 3.1
5- 9 2.5 2.2 2.3 LI 2.1 2.1 2.4 2.2 2.3
11 - 2.4 2.7 2.5 2 2 2.0 2.5 2.4 2.4
5 - 9 1.2 1.2 1.2 1.1 1.9 1.7 1.3 1.2 1.3
70 1.9 1.9 1.3 1.7 1.8 1.7 2.2 2.1 2.1

mllkh 100 In too IS 100 100 10 100 100

ft. of re h1 5,817,203 5,733,710 1l,5,M3 6,426,2K 6,410,731 12,637,018 7,695,336 7,327,503 15,022,B39

aI THe 1971 wintap distrihatim by ap gros is froc thel 1971 cuuses report; the distribations for 1976 and 1981
ire frau Cntral bu of Statistics, Pupulatim Prwuctm fu Nipal, 1971-9 (August 1974).

2I 1971 cows ruwt; 1976 id-tire Ppulatiam Smple Sarver n 19111 preliuiwy cusus reults.

Sucn- Cmet hrl of Statistics.
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Table 1.3: REGIONAL DISTRIBUTION OF POPUItATION a/

1971 b/ 1976 b/ 19BI b/

Persons Z of Total Persons I of Total Persons 1 of Total

Eastern Region 2,797,500 24.21 3,067,086 23.89 3,708,923 24.69

flountains 304,352 2.b3 322,131 2.51 338,439 2.25
Hills 1,105,590 9.57 1,199,078 9.34 1,257,042 8.37
Terai 1,387,558 12.01 1,545,877 12.04 2,113,442 14.07

Central Region 3,965,753 33.45 4,319,601 33.65 4,909,357 32.68

Mountains 353,923 3.06 378,990 2.95 413,143 2.75
Hills 1,741,594 15.07 1,943,658 15.14 2,109,433 14.03
Terai 1,770,236 15.32 1,996,953 15.56 2,397,791 15.89

Western Region 2146,430 21.17 2,712,781 21.13 3,128,859 20.83

Mountains 34,380 0.30 36,389 0.29 19,951 0.13
Hills 1,816,940 15.72 2,000,359 15.59 2,150,939 14.32
Terai 595,110 5.15 676,033 5.27 957,969 6.38

Mid-Western Region 1,488,006 12.88 1,675,825 13.05 1,955,611 13.02

Mountains 207,122 1.79 221,231 1.72 242,486 1.61
Hills 885,562 7.66 981,808 7.65 1,042,365 6.94
Terai 395,322 3.42 472,786 3.68 670,760 4.46

Far-Western Region 959,294 9.29 1,061,725 0.27 1,320,089 8.79

Mountains 239,833 2.07 255,753 1.99 288,977 1.92
Hills 521,721 4.51 573,985 4.47 604,336 4.02
Terai 197,740 1.71 231,987 1.91 426,816 2.94

Total 11,555,983 100.00 12,937,018 100.00 15,022,839 100.00

Mountains 1,139,610 9.85 1,214,494 9.46 1,302,896 9.67
Hills, of which: 6,071,407 52.54 6,698,988 52.18 7,163,115 47.68

Kathaandu Yalley (618,9121 (5.36) (692,5553 (5.39) (766,345) (5.101
Terai 4,345,966 37.61 4,923,636 38.35 6,556,828 43.65

at In November 1981, the old Far-Western Region was divided into the Mid-Western and the Far-Western
Regions. In this table, the 1971 and 1976 populations of the old Far-Western Region were
disaggregated into Hid- and Far-Nest using zonal population data.

b/ See footnote D/ under Table 1.2.

Source: Central Dureau of Statistics.
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Table 1.4: ECONOMICALLY ACTIVE POPULATION a/ CLASSIFIED BY INDUSTRY,
OCCUPATION, AND EMPLOYMENT STATUS

1971 19B1

Persons I of Total Persons 2 of TDtal
Engaged Engaged Engaged Engaged

1O000) 1000

Industry
Agriculture, Forestry & Fishing 4,579 94.35 6,244 91.15
Nanufacturing b/ 52 1.07 34 0.50
Electricity, 6as & Water 2 0.04 3 0.04
Construction 5 0.10 2 0.03
Commerce 64 1.32 109 1.59
Transport & Communications 10 0.21 7 0.10
Financial & Business Services I3 0. 06 10 0.15
Personal & Community Services 138 2.84 314 4.5B
Industries n.e.i - - 127 1.85

Occupation
Professional & Technical 25 0.52 64 0.93
Administrative 1 0.02 6 0.09
Clerical 47 0.97 49 0.72
Sales 60 1.24 85 1.24
Services 34 0.70 16 0.23
Fariing & Fishing 4,579 94.37 6,260 91.39
Production & Labor Workers 106 2.18 214 3.12
Occupation n.e.i - - 156 2.20

Employment Status
Sel4-employed 4,170 85.93 5,860 85.55
Employee 453 9.33 621 9.07
Unpaid Family Workers 209 4.29 173 2.53
Employer 22 0.45 47 0.69
Status Not Stated - - 149 2.18

at Ten years of age and over.
bh Includes persons engaged in mining and quarrying sector.

Source: Central Bureau of Statistics.
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Table 2.1: GROSS DOMESTIC PRODUCT: NEW SEIRIES a/
(NRs. Million in Current Prices)

1974/75 1975/76 1976/77 1977178 1979/79 I919/90 19910/1 1991192 1992193 1993184 1994185

(In Current Prices I

Agriculture hi 11,435 21,495 10,399 11,616 13,365 13,520 15,510 16,792 17,741 -- --

Mining 22 23 26 25 34 42 48 60 69 -- --

Minufacturing 664 690 736 794 949 936 1,049 1,1 1,368 -- --

Construction 583 719 1,020 1,339 1,559 1,570 1,974 2,537 2,247 - --

Electricity, Gas I Water 34 39 39 42 49 60 67 g0 133 -- --

Transport, Storage I Coomunications 690 905 952 1,093 1,248 1,541 1,589 1,992 2,114
Trade, Restaurant I Hotels 540 603 b 36 707 724 895 953 1,070 1,202 -- --

Finance, Insurance I Real Estate 1,095 1,171 1,412 1,534 1,613 1,633 2,077 2,351 3,947 -- --

Other Services 873 1,046 2,245 1,277 1,340 1,495 1,999 2,174 2,749 -- _

GDP at Factor Cost 15,936 16,599 16,255 19,426 20,779 21,886 25,466 26,2b3 31,59 35,910 39,162
Net Indirect Taxes 635 905 1,025 1,306 1,436 1,465 1,941 2,002 2,052 2374 2,576

Agriculture 115 1t2 117 136 157 263 169 193 201 - --

Non-agriculture 520 689 906 1,170 1,279 1,302 1,672 1,619 1,951 -- --

SDP at Market Price 16,571 17,394 17,290 15,732 22,215 23,351 27,307 !0,2&5 33,621 38,194 41.73E

I In Constant 1974175 Prices I

Agriculture cI 11,550 21,015 11,141 11,141 11,490 10,933 12,066 12,49C 12,175 15,2*0 13,466
Mon-agriculture cJ 5,021 5,695 ob,b9 7,466 7,569 7,673 8,092 9,434 8,467 9,932 9,334
SIP at Market Price 16,571 17,300 17,922 18,607 19,049 19,606 20,156 20,926 20,642 22,172 22,800

GDP Deflator 100.0 100.5 97.0 10a.0 116.6 125.5 145.5 1.44.e 162.9 172.2 18:.1
Agriculture 200.0 100.0 94.3 105.5 117.9 125.2 129.9 135.9 147.4 154.? 161.0
Non-agriculture 100.0 101.7 101.4 1206. 114.9 126.0 143.7 157.b 155.2 193.1 215.0

ai Hen tame series hegbn in 1974175.
b/ Includes fishbng and forestry.
ci Constant price series avaiLable at market prices only.

Sources: Central Bureau Of Statistics nd National Planning Commission.
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Table 2.2: NATIONAL ACCOUNTS SUMMARY
(NRs. Million in Current Prices)

1974/75 1975/76 1976/77 1977178 1979179 1979/90 1980/81 1981/82 1982/83 1983184 1964185 at

Gross Domestic Product 16,571 17,394 17,2B0 19,732 22,215 23,351 27,307 30,265 33,621 38,184 41,739

Resource Gap 741 593 437 966 930 1,680 1,934 2,235 3,741 3,419 3,539
Imports (gqnfsi 2,215 2,466 2,474 3,052 3,548 4,375 5,357 5,827 7,196 7,606 9,669
Exports (g+nfs) 1,474 1,873 2,037 2,086 2,619 2,695 3,523 3,592 3,455 4,187 5,130

Total Expenditure 17,312 17,987 17,717 20,698 23,145 25,031 29,141 32,500 37,362 41,603 45,277

Consumption 15,773 16,175 14,940 17,151 19,631 20,761 24,333 27,402 30,563 34,201 37,341
6eneral 6overnment D/ 546 670 925 859 1,039 1,150 1,350 1,626 1,994 2,274 2,9B4
Private 15,227 15,505 14,123 16,332 18,592 19,611 22,983 25,776 28,569 31,927 34,357

Investment 1,535 1,812 2,769 3,507 3,514 4,270 4,908 5,098 6,799 7,402 7,936
Fixed Investment n.a. n.a. 2,581 3,294 3,263 3,681 4,299 5,249 6,747 6,958 7,448
Changes in Stock n.a. n.a. 188 213 251 589 509 -151 52 444 488

Domestic Savings 798 1,219 2,332 2,541 2,594 2,590 2,974 2,863 3,058 3,993 4,397
Met Factor Income n.a. 64 74 87 100 150 121 162 180 2 0
Current Transfers n.a. 329 367 301 358 427 557 525 575 692 675

National Savings n.a. 1,612 2,773 2,929 3,042 3,167 3,652 3,550 3,813 4,677 5,072

Gross National Product n.a. 17,458 17,354 19,819 22,315 23,501 27,426 30,017 33,801 30,186 41,738

a. Revised estimate
ul Defined as regular expenditure of Central Government

Source: Central Bureau of Statistics and National Planning Commission
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Table 2.3: NATIONAL ACCOUNTS SUWMARY
(US$ Million in Current Prices)

1974175 195/76 1976177 1977/79 1979/79 1979/00 1990191 1991/92 1992183 198.394 1994/85

6im Omstic Product 1,569.2 1,447.7 1,392.4 1,596.3 1,951.3 1,945.9 2,275.6 2,339.6 2,437.0 2,502.2 2,344.9

Rmmrc 6ep 70.2 49.4 35.0 78.1 77.5 140.0 152.9 172.9 271.2 224.0 199.9
Iports (61FS) 209.9 205.2 197.9 246.9 295.7 364.6 446.4 450.4 521.6 498.4 487.0
Exports B6FSJ 139.6 155.9 163.0 168.9 215.2 224.6 293.6 277.7 250.4 274.4 289.2

Total Expuditires 1,639.4 1,497.0 1,417.4 1,674.5 1,929.9 2,085.9 2,429.4 2,512.4 2,708.2 2,726.3 2,543.7

Consution 1,493.7 1,346.2 1,195.9 1,390.7 1,635.9 1,730.1 2,027.8 2,118.3 2,215.4 2,241.2 2,097.9
G6nral *overnomnt 51.7 55.9 66.0 69.5 B6.6 95.9 112.5 125.7 144.5 149.0 167.6
Prirwte 1,442.0 1,290.5 1,129.8 1,321.3 1,549.3 1,634.3 1,915.3 1,992.6 2,070.5 2,092.2 1,930.2

Inwstmt 145.7 150.9 221.5 293.7 292.9 355.8 400.7 394.1 492.8 105.1 445.8
Fixid Investment - - 206.5 266.5 271.? 306.9 359.3 405.B 489.1 56.O 418.4
Chuge in Stocks - -- .15.0 17.2 20.9 49.1 42.4 -11.7 3.9 29.1 27.4

Domestic Saving 75.6 101.5 196.6 205.6 215.3 215.9 247.6 221.3 221.7 261.0 247.0
-t hctor Income - 5.3 5.9 7.0 9.3 12.5 10.1 12.5 13.0 0.1 0.0
Current Transfers - 27.4 29.4 24.4 29.9 35.6 46.4 40.6 41.7 45.3 37.9
National Saving - 134.2 221.9 237.0 253.5 263.9 304.3 274.4 276.4 306.5 294.9

Exchange Rte (Period Averagel
Rupee/USs 10.560 12.015 12.500 12.361 12.000 12.000 12.000 12.936 13.796 15.26 1?7.

Source: Central Bureau of Statistics, National PAanning Comsission and Nepal Rastra Bank
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Table 3.1: UALANCE OF PAYMTS SIUIRY
(US$ Million in Current Prices)

17W/7 197/77 19773 193/79 19791 0 19110/01 1911B2 1982/83 IM194 1914195

Eorbt IUS) 15.9 163.0 161.1 219.2 224.4 293.6 277.6 250.4 303.5 306.0
hrcbaaid f.o.h 100.1 95.1 14.2 106.1 97.2 134.4 115.1 82.3 i23.9 155.4
ui Actr Svicff 55.3 67.9 82.1 109.5 127.4 159.2 162.0 166.1 179.5 150.6

lorbt (lIES) 205.2 197.9 24U.9 295.6 364.6 446.4 450.5 521.6 551.3 515.3
lNrchaudie c.i.f 11.3 163.6 203.5 242.7 2v7.4 370.2 382.5 459.0 473.6 445.7
NwO-factor kii 37.0 34.3 43. 52.9 67.1 76.2 68.0 62.6 77.7 69.6

Rnourc 6a 49.3 35.0 79.2 77.5 140.0 152.9 172.9 271.2 247.9 209.3

llt Factor Iucon 5.3 5.9 7.1 8.3 12.5 10.i 12.5 13.0 0.1 0.0
Factor Receipts 6.9 6.7 S.1 10.4 15.9 13.3 15.2 14.7 7.5 7.1
Factor Payments 1.6 0.9 1.1 2.1 3.3 3.3 2.7 1.7 7.4 7.1

llt Current Transfers 27.4 29.4 24.3 29.9 35.5 46.4 40.6 41.7 50.2 41.7
Transfer Receipts 28.9 31.2 25.6 30.9 36.1 47.9 42.4 44.1 52.9 43.2
Transfer Paynets 1.5 1.9 1.3 1.1 1.1 1.5 1.9 2.4 2.7 '.5

Cwrent Account Deficit 16.6 -0.3 46.9 39.3 91.9 96.4 119.8 216.5 197.5 167.6

Official Grant Aid 21.6 20.1 '1.2 42.6 63.5 71.7 B9.4 9L3 100.1 87.1

let HILT Loans 12.1 17.2 23.6 35.7 48.1 52.9 59.9 67.0 97.2 73. 
Disburseueets 13.6 19.7 25.1 37.3 49.9 55.4 62.3 69.9 92.4 78.7
Repayments 1.5 1.5 1.5 1.6 1.7 2.6 2.5 2.9 5.1 4.9

Capital FloNs N.E.I. 12.7 -12.7 0.9 9.6 -17.4 -12.0 9.3 5.2 1.0 -40.0

Overall Balance 29.0 24.9 D.S 48.6 2.2 16.2 38.3 -48.9 -9.1 -46.7

Change in Net Reserves -29.9 -24.9 -0.9 -49.6 -2.2 -16.2 -39.9 49.9 .0 46.7
(-:increase)

leoc Items

international Reserves a/ 120.3 145.3 140.6 179.8 197 195.0 232.6 163.' 123.1 68.4 b/
IEnd Period)

Intl Reserves in Months 7.0 8.8 6.8 7.2 6.1 5.2 6.2 3.7 2.6 1.6
of Import Coverage

o;.ree. hera. ka,tria .nk
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Table 3.2: COMPOSITION OF TRADE &/
(me3.. Million)

Itnn 1in4M tH1 1r97m m1n7 minWI 1979/N 1110/m 1961/32 12/ 193/84 1m4m i

hputs, L.h6b. 39.4 344.6 1,IU0. 1,164.9 2,46.2 1,2%.1 1,150.5 1,6.4 1,490.6 1,132.0 1,7M3.1 2,759.3

Fec ms lieu misla 29.4 517.1 344.0 19.5 405.3 40.1 304.5 5511.7 735.9 327.7 5114.1 91M.7
Tifac. ai wsrs 2.2 0.4 4.0 12.3 11.2 13.4 2.4 15.4 IS.S 1.L 5.3 1.1
Cruds staals, inaidlbs,

acapt fils 20.5 213.3 226.3 377.3 441.2 491.7 449.4 511.4 397.3 336.4 372.7 492.4
sMetd fls on lubricants 0.0 1.5 1.4 0.5 0.2 0.7 0.1 0.4 1.0 0.7 3.3 1.1

hitl a vgtablt sils I fate 1.4L 2.4 1.6 5.3 6.0 16.5 20.4 37.9 44.0 42.2 67.s 67.0
hsidcals a rs 1.3 0.9 9.3 10.4 3.4 0.1 1.3 3.9 1.5 2.3 6.3 1.0

NMm tra oad, classified
cifly by aturials 48.0 23.1 104.7 123. 123.3 229.1 291.3 254.3 2215.4 357.3 5e!. 44.4

cinry au truarttlem
awipt 0.2 0.1 3.6 1.4 2.7 2.9 3.2 1.9 9.1 7.9 24.4 39.9

Ntb. m.artud products 19.0 3L.3 23.0 27.3 51.2 52.4 54.0 143.0 57.1 44.4 57.7 523.5
other 0.2 12.1 7.3 Li5. 1.5 0.3 0.4 1.7 0.9 0.1 0.9 .

lwrts, c.i.f. 344.6 1,702.t 1,98.9 2,06.0 2,469.4 2,334.7 3,40.2 4,421.2 4,936.2 4,314.0 6,514.3 7qD.5

Pcd ad lin' minls 159.3 243.1 21.1 249.3 323.1 292.0 412.9 401.2 49.2 924.7 729.4 7061.1
Tabace and bwaragn 11.1 13.9 42.4 20.2 44.2 -- 35.7 25.9 24.9 35.4 12.1 71.9 44.2
Ddsb triils, ifadibles,

macapt fils 12.4 63.3 16.7 34.4 53.1 61.4 100.9 115.5 242.6 20. 244.2 41. 3
Kismal fuIis an lubricants IL 192.7 211.7 249.0 250.3 232.4 409.7 533.4 19.3 70!.9 749.2 904.2
hisls vagtabte ails a fats 3.3 7.5 7.4 1.3 3e.3 22.4 24.0 92.5 U4.3 66.3 7e.5 132.2
Cbscls erqu t5.6 179.5 190.1 224.5 254.9 297.5 396.7 527.3 599.2 64.0 499.4 951.0

aul acti goads, clasdfia
chiefty by satirisls 342.7 109.5 545.9 *0.4 3 19.2 1,014.7 1,0K9. 1,259.2 1,5M.5 1,9346.1 1,101.9 2499.2
acbiny ad trasprtatim
spsant 79.5 270.1 413.4 375.5 463.? 574.7 719.7 902.9 02.0 1,190.9 1,t51.2 :785.3
Ltar mnactwd products 17.3 193.2 161.4 145.3 201.0 275.0 210.3 407.6 430.2 194.3 464.3 467.1

Othr 0.4 29.9 22.7 33.4 9.9 9.9 10.2 13.6 12.3 4.3 2.4 7.5

at louu - castes data
hi Prahidsry
S5wc: flps lntr IDank

1.
Vi
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Table 3.3: COMPOSITION OF TRADE WITH INDIA a/
(NR.. Killion)

1974/75 1576T 1971/77 177/7 19379 197/90 IM1011 1901/12 I2193 IMIN 19W4U0 b

Euwts, .oh. 701.9 139.7 M.& 493.1 050.3 121.2 92.4 99.2 843.3 1160.7 1,U12.5

Fed .d li, mnals 493.3 721.6 540.1 222.2 241.1 132.1 48.2 539.6 317.5 561.2 B22.4
Tiac an bkwmrqn 0.4 3.5 1.5 0.2 1.0 1.1 0.4 1.6 12.5 4.5 0.7
C bmi utlals, indihln, mcapt fall 174.7 136.1 207.1 251.5 362.3 295.2 444.1 2%.9 264.9 266.9 341.7
Ema! fulls and lricts 1.5 1.0 0.5 0.2 0.7 0.5 0.0 1.0 0.7 3.3 1.1

aiRl ad veptable ails and fats 2.3 1.4 .1 5.1 16.5 19. 37.6 41.9 42.2 17.6 67.0
Clnicals nd frogs 0.5 5.3 10.3 3.1 0.1 0.6 0.1 0.9 0.9 1.E 0.9
IMKn ctWd pn, clsifled chiefly

by hmterials 10.3 14.5 7.2 3.1 21.0 13.0 19.0 91.6 191.1 227.4 330.2
Nachiery nd tranpartatian quipumt 0.2 1.4 0.3 2.b 1.3 2.7 1.3 5.5 7.1 22.4 37.E
Otker tmnufactured prhducts 12.t 3.1 2.3 2.5 4.9 4.3 4.9 15.6 5.6 4.9 9.5
otlr 5.6 5.3 4.7 1.2 0.2 0.1 0.9 0.6 0.! 0.1 .2

lqrts, c.i.f. 1,367.2 1,227.2 1,343.5 1,534.0 1,531.7 ; ".3 2,179.2 2,230.9 2,4".1 3,059.0 4,035.1

Fnd md livn niml 234.1 259.2 223.4 215.4 261.8 344.3 473.1 441.7 514.4 5Y2.7 5W.S
TuhKCc and beraeps 16.6 31.9 II., 29.1 31.6 22.3 24.0 30.9 41.3 69.7 41.3
Crib uterials, indibln, ucept fnls 46.7 31.1 34.8 42.8 41.4 73.1 69.0 100.1 39.2 134.3 200.2

inwral fuls and libricmts 179.9 95.3 116.4 91.2 20.7 35.3 51.7 50.1 65.0 95.2 112.0
biul and vlegtable ails and fats t.7 5.5 7.4 24.3 20.4 15.1 23.8 21.1 21.4 47.2 70.5
Chnicals and drugs 134.7 114.9 141.7 169.4 194.2 230.9 273.4 3'1.9 37.3 410.1 572.

aUfKctw-.d pods, classified chiefly
by materials 425.1 409.5 499.9 550.3 616.5 602.7 155.1 714.3 763.4 940.0 1,402.1

Nachimry and transportation equipit 156.6 151.1 173.6 209.2 256.7 292.0 39S.7 391.0 410.4 649.0 797.7
Oter anufacte products 144.9 105.4 92.5 124.7 135.6 161.3 19S.5 200.2 157.4 :57.4 2'1.2

ther 21.9 17.3 30.0 7.6 4.3 3.5 9.4 4.1 0.3 2.9 I.3

a/Band on astoms data.
bi Preliiwnary

Swrce: lhpal Rastra Bak

.~~~~~~~~~~~~~~
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Table 3.4: EXPORTS OF LAJOR COMDITIES

Value (NRs. Million)

1975/76 1976/77 1977/71 1979/79 1979180 1980/81 1911/12 1982/93 1983/94 1994185

1. Exports to India M68.1 549.3 258.2 273.9 213.7 524.0 440.3 372.8 500.4 652.9

Rice (husked) 495.4 343.0 46.5 13.3 2.9 117.6 136.5 11.3 75.2 236.3
Tioer 54.1 103.4 146.7 176.7 136.1 221.2 87.2 28.9 7.9 9.6
huiie - 1.4 4.7 4.9 2.7 24.5 26.1 0.3 0.4 10.0
lbstard & Linseeds 40.3 31.1 4.5 - - - - - 75.8 19.9
Herbs 2.9 6.3 6.5 5.2 13.5 16.5 6.4 5.9 8.0 25.0
beem 60.5 35.9 33.2 46.0 21.2 54.0 26.2 36.8 45.8 20.0

Dried 6ieqer 15.0 27.3 16.1 14.2 9.6 10.9 15.3 19.3 37.8 29.3
Raw Jute - - - 2.1 12.9 46.4 43.4 85.5 36.5 43.9
Jute Cuttings - - - 3.2 7.5 17.7 18.2 5.2 1.2 -

Jute 6oods - - - 8.2 9.3 10.3 81.0 179.7 211.9 254.0

Hessian I-3 1-) 1-) (6.2) 16.5) 13.6) 127.1) 178.5) 191.7) 1117.1)
Sacking (-1 1-1 (-1 (1.0! 10.3) (5.93 149.8) (98.6b 895.6) (85.tl
Twine -3 (-3 (-1 (1.01 11.5) 10.92 (4.1) (22.6) (34.51 O51.3)

11. Exports to Third Countries 217.9 301.4 477.4 651.4 511.8 429.7 419.3 274.9 466.6 1,089.7

Rice (husked) 22.7 18.1 122.3 195.1 33.0 24.1 96.1 - - -
Timber 0.3 0.5 - 7.4 34.0 19.6 - - - -

Large Cardamom 18.8 13.3 11.9 22.2 16.9 15.4 7.4 5.9 6.5 14.6
Hides & Skins 24.9 55.1 76.3 121.9 163.5 117.7 93.3 95.1 155.6 242.7
Pulses 50.2 3.0 &.0 97.6
Ram Jute 59.8 88.9 133.1 106.7 86.4 82.0 62.6 13.7 - -
Jute Cuttings 9.2 9.9 11.5 11.5 0.2 0.1 - -

Jute Goods 62.2 67.3 64.1 92.3 93.2 27.9 1.5 - - -

Hessian (49.9) (55.43 (49.3) (56.521 ( 1 11.31 (1.5) 1-) - -

Sacking (9.7) (9.71 (15.5) (33.63 1) (16.51 (-1 (-3
Twine (.l6) (2.21 10.3) (2.21 )1 ( - -) -

Carpets 9.3 27.9 23.9 45.9 46.9 56.2 94.0 137.9 2WA.4 249.4
Handicrafts 12.7 20.6 34.3 41.5 37.8 95.8 12.2 9.4 12.6 12.7
Readymade 6areents 13.0 10.0 20.5 472.7

III. Total 11 & 113 886.0 849.7 735.6 925.2 725.5 952.7 958.6 647.i 967.0 1,742.6

IV. Total Exports, f.o.b. 1,185.8 1,164.9 1,046.1 1,296.8 1,150.5 1,609.6 1,490.5 1,132.0 1,703.5 2,759.9

Sources: Trade Promotion Center and Nepal Rasta Dank.
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Table 3.4: EXPORTS OF HAJOR COHITDITR3S

hit 1975176 1976177 19771/7 1973179 1979190 1910111 1911/82 19173 190344 1941115

1. Esperts to lIa.

Rice (husked) NT 157,716 129,216 17,934 5,407 Kss 40,002 36,503 2,509 16,670 52,518
Tuber Cu 1 56,940 96,192 123,S6t 145,207 104,342 135.246 44,51b 14,129 4,047 4.302
Natie NT 2,025 4,012 3,952 2,243 17,74 15,9K 214 201 7,711
Nlnutard I linseis NT 13,717 7,9M0 978 - - - - - 10,939 3,657
thrbs NT 1,541 1,722 1,5Cb 1,651 1,639 1,759 2,764 1,167 1,126 906
the IT 2,418 1,413 1,252 1,536 707 1,604 24 627 1,065 571

Dried Sauqer NT 1,771 1,732 912 1,360 1,121 1,117 1,067 lOB 979 742
Ran Jute IT - - - 591 3,425 15,302 13,511 19,964 7,009 4,412
Jute Cuttings HI - - - 1,230 3,654 12,145 3,3K 1,465 452 -

Jute Selds HI - - - t5 691 1,392 13,219 22,749 17,314 13.751

Hessian HI (_1 1-i 1-1 t431) 1411) 4369) 13,081) 47,430) t5,730) (5,037
Sacking UT I-) '-3 I-) (244) (61) 1913) (9,4081 113,5311 cR,6701 (5,4740
TIne IIT i-1 t-l a-) tlO) 1219) (1203 (7303 11,7SII t2,914) (3,244)

11. Experts to bi L outrines

Race (boskedl UT 7,1B5 6,676 44,931 62,191 11,336 5,451 25,211 - -

tiber CB a - - - - 20,065 24,349 255 - - -
Large Cardm. PT l85 602 4,35B 540 392 4* 305 260 260 250
Haids & Skins Th. Pieces 649 344 1,056 2,115 2.585 2.120 1,615 2,455 4.034 4,79*
Pulses UT - - - -- - - 7,901 509 b76 12,009
Raw Jute IT 21,314 2S,977 27,SS4 23,411 23.009 24,349 16,30 4,011 - -
Jute Cuttings NT 6,112 5,364 3,729 4,426 191 29 - -

Jute 600ds NT 20,624 10,500 9.336' 14,956 11,077 3.56`3 153 - - -

Hessian IT 33,0313 t7,7t16 £6,361) (7,9 3 t5,4481 1,231) 1153- - -

Sacking MT t2,1811 12,170) 42,285) £6724) 15,576) 12,3321 A-a i- - -

Taine IT £412) £562) 1703 (234) £53) - t- -I -

Carpts Sq I 11,714 47,473 26,530 53,279 66.775 30,000 99.000 150.o22 2*2,162 227.000
Handicrafts - - - - - - - - - -

Reupeee Garmnts

Ill. Total II & 11I

[V. Total Extports, f.o.b.

Sauce: Trade Proutioa Cute and Nepl basta Bank.
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Table 3.5: DIRECTITON OF FOREIGN TRADE
(NRs. Million)

1975/76 1976/77 1977/78 197/179 1979/80 1980/81 1981/82 19821B3 1983/84

Exports, f.o.b. 1,209.7 1,142.9 1,099.4 1,525.8 1,311.4 1,663.8 1,473.6 1,158.6 1,709.9

Belgium 18.5 41.0 55.8 21.6 5.9 9.9 5.5 2.0 1.0
United Kingdom 15.2 21.4 41.9 31.9 55.9 48.2 42.2 56.2 90.4
Germany, Fed. Rep. 12.5 45.6 53.9 68.2 72.2 58.3 66.6 89.2 176.7
U.S.S.R. 3.4 10.0 7.6 24.0 110.6 50.2 23.4 26.2 50.0
Rest of Europe 35.0 59.5 92.5 119.8 103.2 74.2 54.3 60.7 94.2
Hong Kong 22.3 22.5 18.9 20.5 13.6 93.9 4.1 4.9 4.3
India 910.6 779.6 498.1 650.1 507.3 92.4 994.3 843.3 1,166.7
Japan 3.8 26.1 19.3 66.1 57.8 31.5 15.6 11.3 8.4
Singapore 38.6 35.2 42.0 35.9 29.2 65.6 33.9 7.6 15.5
Rest of Asia 76.0 17.3 109.3 267.5 165.7 164.4 174.0 27.8 1.0
U.S.A. 44.8 63.0 62.6 96.8 92.7 35.6 23.4 17.7 29.7
Rest of World a/ 29.0 21.7 97.5 123.4 97.4 39.6 36.3 11.7 72.0

Imports, c.i.f. 1,934.1 1,950.4 2,645.1 3,043.3 3,692.7 4,475.9 4,691.9 6,085.7 6,533.5

Germany, Fed. Rep. 20.3 30.7 47.3 66.0 69.2 71.4 152.0 106.2 212.0
United Kingdom 11.5 25.9 52.7 63.5 214.2 65.4 69.4 56.7 89.9
U.S.S.R. 4.8 127.2 131.0 113.0 143.9 164.7 381.0 273.5 537.4
Rest of Europe 15.0 37.7 70.8 83.7 119.6 239.4 122.1 287.9 279.5
Hong Kong 13.6 21.5 34.5 68.7 57.2 91.9 65.5 102.7 116.4
India 1,267.1 1,343.5 1,534.1 1,580.8 1,786.4 2,179.0 2,280.9 2,499.6 3,0n7.3
Japan 74.7 133.2 245.3 403.5 405.2 572.0 577.4 726.6 704.9
Singapore 41.1 14.9 21.9 B6.0 67.5 .0 .0 184.1 158.3
Rest of Asia 16.9 137.5 288.3 451.4 669.0 937.1 809.9 1,64.6 t,101.3
U.S.A. 34.5 53.9 154.9 100.7 103.3 94.1 171.0 133.5 146.2
Rest of World a/ 434.7 16.4 64.3 26.0 57.2 62.0 52.7 68.3 111.4

a/ Includes unclassified exports and imports

Note: Data based on customs returns. Total figures differ frDm those of other tables because
this table has not been revised at source.

Souree: Trade Promotion Center and Nepal Rastra Bank



Table 3.6: RECEIPTS AND PAYMENTS OF CONVERTIBLE FOREIGN EXCHANGE
(NUs. million)

19170 1974175 1975176 1976/77 1977178 1971179 1979110 1900/91 1901/92 1982/13 1993/04

Rheiepts

lerchandise Exports 109.0 154.1 296.9 395.7 557.6 529.0 717.9 642.0 513.5 305.1 427.0
Services: 100.4 299.1 354.5 447.9 570.7 645.5 811.2 1,001.3 96.0 944.0 951.3

Rmittances 46.5 90.7 97.7 125.4 120.1 146.3 150.3 216.9 205.5 292.6 290.I
Tourist Expenditures 13.2 120.7 199.9 244.2 342.6 406.1 519.7 116.8 493.1 491.1 565.7
Interest Receipt 40.7 97.7 66.9 78.3 206.0 92.4 142.2 117.7 226.7 161.1 95.5

Diplautic issions 0.5 22.4 27.9 54.2 104.9 105.0 159.2 263.7 196.6 129.6 229.4
Foreign lid 22.4 26.5 132.1 161.0 211.0 542.2 623.5 622.8 53.3 798.7 1,150.7
Niscellanmous 40.6 65.3 49.4 bl.5 18.4 37.5 59.4 122.3 B9.2 54.1 99.4

Total Reeipts 279.9 567.4 960.8 1,116.3 1,462.6 1,049.2 2,371.1 2,652.1 2,290.6 2,2tl.3 2,846.9

Paysents

Merchandise lmports 134.7 567.9 435.4 521.3 743.0 909.3 1,218.1 1,968.5 1,949.' 2,650.9 2,212.1
Services: 11.7 79.9 98.1 92.4 163.5 143.2 132.0 143.3 210.9 342.9 445.!

Interest Paysents 1.7 17.5 12.3 22.2 90.7 33.6 47.1 61.0 106.! 169.1 204.0
Others 10.0 62.4 85.8 60.2 92.9 109.6 94.9 81.5 104.7 174.7 241.3

Diplomatic Missions 14.3 16.0 19.2 19.9 29.5 35.1 39.4 51.3 54.1 61.9 95.4
liscellaneous 28.3 239.7 61.8 26.6 799.5 554.0 1,032.1 594.7 51.9 29.3 45.0

Total Payments 199.0 903.4 613.5 649.2 1,724.5 1,641.6 2,421.6 2,647.9 2,166.2 3,084.9 2,907.9

Surplus or Deficit (-I 90.9 -336.0 247.3 467.1 -261.9 206.6 -50.5 4.3 122.4 -823.5 39.0

Soce: Nepal Rastra Bank.
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Table 3.7: INTERNATIONAL RESERVES
(US$ Million)

Gross Official Reserves

Total Gross Reserve of which:
Official Position Foreign Indian

Mid-Month Reserves Gold SDRs at the Fund Exchanae Rupees

1969 - July 79.7 8.2 - 2.4 69.1 23.0
1975 - July 112.5 5.5 2.7 3.7 100.7 8.7
1976 - July 120.3 5.5 2.5 - 112.3 12.5
1977 - July 145.3 5.6 2.4 - 137.4 8.6
1978 - July 140.6 6.2 1.7 - 132.7 14.5
1979 - July 179.8 6.3 2.5 3.3 167.8 25.5
1980 - July 187.0 6.4 3.7 4.0 172.9 16.4
1981 - July 195.8 6.4 0.8 6.5 182.1 54.9
1982 - July 232.6 6.4 0.5 6.2 219.5 69.7
1983 - July 163.1 6.4 0.7 6.0 150.0 82.1
1984 - July 123.1 6.4 0.1 5.8 110.8 42.5
1985 - Jan. 93.6 6.4 0.1 5.8 81.3 16.7
1985 - Feb. 99.2 6.4 0.2 5.9 86.7 18.2
1985 - March 95.4 6.4 0.1 5.9 83.0 19.1
1985 - April 96.0 6.4 0.2 5.7 83.7 13.3
1985 - May 93.7 6.4 0.2 5.8 81.3 13.0
1985 - June 75.2 6.4 0.2 5.7 62.9 2.5
1985 - July 76-4 6.4 0.1 5.8 64.1 11.9
1986 - Aug. 68.4 6.4 0.1 5.9 56.0 11.2

Note: Totals may not add up due to rounding.
1985 Figures are provisional

Source: Nepal Rastra Bank
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Table 3.8: AID COMMITMENTS
WI s. 4illion)

1975/76 1976177 1977/78 1979179 1979180 1990181 1991192 1992/B3 1993/94 19941/85 at

AID 6OUP

Austria- - - - 7.5 - ----

Canada 9.2 53.0 20.6 - 56.7 56.4 221.0 - - 207.7
France - - - - - 125.0 - 150.1 - -

Fed. Rep. of 6ermany 109.4 159.4 72.1 394.0 50.1 93.0 252.3 425.3 117.1 946.7
Japan 132.5 40.2 17.1 234.7 193.7 390.0 M7.6 652.1 435.5 299.5
Switzerland 17.3 - 33.3 - 37.9 236.2 73.6 9.0 46.3 -
United Kingdom - 346.7- 4.7 361.3 295.5 - 117.9 - 129.6 600.0
United States 96.9 9.4 40.8 96.6 112.9 995.9 61.1 - - 101.2

ABB 306.6 566.8 221.1 300.0 370.6 558.a 467.4 459.6 1,463.1 619.5
IDA 425.0 300.0 263.2 519.6 339.0 936.4 204.7 314.6 723.3 991.2
UN Group 79.7 210.0 99.8 36.7 143.3 375.9 99.3 462.3 65.9 1.7

Sub-Total 1,175.5 1,6b6.5 780.7 1,942.9 1,597.1 3,773.2 2,2B9.9 2,473.0 2,981.2 3,667.5

-3- AID 9601W

India - 3.0 646.2 4.9 2.6 1.2 2.9 87.0 7.3 199.3
China - 168.0 - - - 38.0 - - 0.7 200.0
Other 240.3 53.8 98.8 469.5 311.9 238.3 301.3 536.9 110.4 1,329.0

Sab-Total 240.3 224.9 745.0 474.4 314.5 277.5 304.2 625.9 118.4 1,727.3

TOTAL CUQIITIEITS 1,415.0 1,911.3 1,525.7 2,417.3 1,911.6 4,050.7 2,594.! 3,099.9 3,099.6 5,394.9

a/ first nine mo*ths

Sources : linistry of Finance and Bank staff estimates.
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Table 3.9: AID DISBuRSUaITS a/
(NRs. Mtllion) Estiute

1974175 1975176 1976/77 U77179 1978179 1979190 1990/81 1981182 1982193 1903114 1994195

AID GM11

Acstria - - - - - - - 0.2 - 5.0
Canada - 0.5 2.0 6.7 9.5 61.0 1.0 16.0 11.6 26.8 23.5
Frace - - - - - - - 30.5 19.7 36.3 61.8
Fed. Rep. of Germany 4.5 43.2 17.9 1q.9 27.6 66.9 69.0 39.5 33.3 50.1 127.4
Jawn 9.9 11.0 18.3 1.2 74.4 139.1 159.1 142.4 211.1 264.7 246.1
Sritzwrland 2.0 5.9 19.7 3.9 34.0 37.' 46.0 74.5 40.6 54.1 54.1
United Kingdom 25.2 30.9 35.4 73.9 114.4 194.4 128.0 152.3 68.b 69.3 82.9
United States 30.3 84.7 42.8 66.6 54.7 32.4 61.4 119.2 ;2l.7 139.5 160.0

El 51.4 99.1 64.1 80.1 09.9 102.3 147.1 310.5 287.2 961.7 750.0
IDA 20.6 34.9 7.2 15.t 203.2 273.9 382.6 514.8 363.9 530.7 501.3
Ull Grop 20.4 42.7 45.7 92.0 121.3 87.5 100.6 146.3 157.3 99.4 201.4

Sub-Total 164.2 341.7 320.0 509.9 728.0 983.8 1,094.8 1,545.0 1,315.2 2,131.6 2,219.4

1I!-AID 6ROUP

India 113.0 103.9 117.6 117.6 121.4 192.9 213.7 241.7 239.9 210.9 176.5
Chine 54.9 49.4 105.9 76.2 40.3 35.9 50.5 25.4 159.1 12'.9 119.6
Kunait 0.0 0.0 4.0 56.1 35.6 57.1 117.9 41.5 - - -
OPEC Fund 0.0 0.0 0.0 52.0 16.6 0.0 0.0 93.1 - 43.6 12.6
Othe- 9.9 10.6 9.4 46.4 47.5 90.9 95.3 112.4 362.7 ;6.b 143.2

Sub-Toail 177.9 163.9 236.9 348.5 261.4 356.7 467.4 514.1 760.6 415.9 450.5

TOTAL DISIIISEIEIITS 342.0 505.6 556.9 859.4 999.4 1,340.5 1,562.2 2,059.1 2,075.8 2,547.4 2,669.3

lmrandu Items:

grant Aid 292.9 359.7 392.6 466.6 599.3 805.6 868.9 982.7 1,091.0 076.5 1,097.4
Loa Aid 59.2 145.9 164.3 391.B 390.1 534.9 693.3 1,076.3 1,394.7 1,670.9 1,571.9
ikltilateral Aid 92.4 174.9 196.0 391.7 450.b ... 704.1 1,152.2 1,210.0 1,564.2 1,524.6
Bilateral Aid 249.6 330.7 370.9 456.7 5398. ... 956.1 9O0.8 1,275.7 993.2 1,094.7

a/ lot including technical assistance and fullowships.

Sources: Ministry of Finance and Dank staff estimates
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Table 3.10: FOREIGN GRANT.DISBURSEMENTS
(Mm Million)

Revised
Estimnte

Source 1969170 1974/75 1975176 1176177 19771/7 117P179 1979/80 1990/81 1991/92 1962103 1993184 1984105

Canada a/ a/ 0.5 2.0 6.7 9.5 61.0 1.0 16.0 11.6 26.9 23.5

Peoples Republic
of China 48.5 54.9 49.4 105.9 76.2 40.3 35.9 50.5 25.4 159.1 124.8 118.6

Federal Republic
of 6ermany a/ a/ 30.2 13.5 17.0 27.6 66.9 69.0 39.5 33.3 50.4 127.4

India 139.6 131.5 100.8 115.0 117.7 121.4 192.9 213.7 241.7 239.5 210.9 176.5

Japa a/ a/ 11.0 i9.3 1.2 28.6 50.4 126.0 14.6 175.0 B3.3 106.9

Switzerland a/ a/ 2.1 1.0 3.9 34.0 37.4 46.0 74.5 40.6 54.1 54.1

United Kingdom 5.1 12.6 291. 35.4 73.9 114.4 184.4 129.0 152.3 69.6 69.3 92.8

United States 43.7 30.3 9.7 42.8 66.6 54.7 32.4 61.4 118.2 121.7 138.5 160.0

Others, including
moDP 6.9 53.5 52.2 57.9 103.4 168.9 154.3 173.3 230.6 241.5 118.8 247.7

Total Grants: 243.8 2M2.8 359.7 - 392.6 466.6 599.3 805.6 968.9 982.8 1,090.2 876.8 1,097.4

a/ Included in Others.

Source: Kinistry of Finance.



Table 4.1: EXERNAL PUBLIC DEBT OUTSTANDING INCLUDING UNDISBURSED AS OF DEC. 31, 1984
DEBT REPAYABLE IN FOREIGN CURRENCY AND GOODS

(IN THOUSANDS OF U.S. DOLLARS)

D E B T O U T 5 T A N D I N a I N A R R E A R S
TYPE OF CREDITOR -----------------------------------
CREDITOR CaUNTRY DISBURSED :UNDISWURSED: TOTAL PRINCIPAL INTEREST

FINANCIAL INSTITUTIONS
FRANCE 693 1.268 1.961 - -

TOTAL FINANCIAL INSTITUTIONS 693 1.268 1.961 - -

MULTILATERAL LOANS
ASIAN DEV. BANK 135.563 277,472 413.035 - -

EEC 5.398 49 5.447 - -

IDA 200,021 216,865 416.16 - -

IMF TaUST FUND 11,642 - 1t,642 - _
INTL FUND ARG(IFAD) 6,420 25.793 32.213 - -

OPEC SPECIAL FUND 13,533 9.270 22.803 - -

TOTAL WULTILATERAL LOANS 372,577 529,449 902.026 - -

BILATERAL LOANS
FRANCE 2,065 2.437 4.522 - _
INDIA 162 - 163 _
JAPAN 25.803 38.434 64.237 -
KUWAIT 21,152 - 21.152 - -
SAUDI ARABIA - 24,353 24.353 -
UNITED STATES 107 - 107 - -
USSR 3,942 -3.962 

TOTAL BtLATERAL LOANS 53.272 65.224 116.496
__.. ___ ........ _____________............. . . . ----------------------- _____.___________________________-_______________

TOTAL EXTERNAL PUBLIC DEBT 426,542 515.941 1.022.483 - -

NOTES: (1) ONLY DEBTS WITH AN ORIGINAL OR EXTENDED MATURITY OF OVER ONE YEAR ARE INCLUOED IN THIS TABLE.
(2) OEOT OUTSTANDING INCLUOES PRINCIPAL IN ARREARS BUT EXCLUDES INTEREST IN ARREARS.

Source: External Debt Division, Economic Analysis & Projections Dept., the World Bank



Table 4.2: SERVICE PAYMENTS, COMItTMENTS, DISBURSEMENTS AND OUTSTANDING AMOUNTS OF EXTERNAL PUBLIC DEBT
PROJECTIONS BASED ON DEBT OUTSTANDING INCLUDING UNDISBURSED AS OF DEC. 31, 1984

DEBT REPAYABLE IN FOREIGN CURRENCY AND COODS
(IN THOUSANDS OF U.S. DOLLARS)

YEAR OEBT OUTSTANDING AT T R A N S A C T I O N S D U R I N G P E R I D D OTHER CHANGES
BEGINNING OF PERIOD

__.. . . . . .. .… ----------------------------------------------------------- -----------------------

DISBURSED : INCLUDING COMMIT- DISBURSE- S E R V I C E P A V M E N T S CANCEL- : ADJUST-
ONLY :UNDISSURSED: MENTS MENTS ----- ------- :----------- LAT1ONS ENT *

PRINCIPAL INTEREST TOTAL
(I) (2) (3) (4) (5) (6) (7) (6) (9)

1975 27.129 108,139 16.830 9.252 1.219 454 1.673 1.000 -2.910
1976 33,740 119,840 117,521 11,897 1,075 632 1,707 - 205
1977 44.278 236,491 62,399 30,600 2.007 810 2.,17 2,359 6.037
1978 72.065 300.561 06,667 45,280 1,628 1.110 2.738 30.761 5,939
1979 86,960 380,778 71.435 38.536 1,794 1,541 3,335 650 -2,971
1980 123.137 446,798 06.845 55.189 2.125 1.850 3.975 4.671 1,918
1981 173,946 538,835 109,509 63.555 2,309 2,576 4,885 3.256 -6,934
1962 231,988 635,645 106.675 70,761 2.689 3.357 6,046 3.630 -5,292
1983 296.666 731.101 184.715 70.809 4.145 3.865 6.010 97 -9.313
1984 360.000 902,331 155,411 78,854 5,377 4,707 10.084 1,800 -28,084
19865 426,542 1.022,481

* * * * * * THE FOLLOWING FIGURES ARE PROJECTED * * * * * * .

1985 426,542 1,022.481 - 111,847 7,150 5.704 12.854 - 2
1986 531,240 1,015,333 - 126.365 9.624 6.805 16,429 - 4
1987 647.989 1.005.713 - 114,068 11,664 7,779 19,463 - -4
1688 760,367 994,025 - 91,770 12.571 8.517 21.086 - 5
1989 829,565 981.459 - 64,039 13.289 9,028 22.317 - a
1990 860,322 966.178 - 41,143 15.227 9,308 24,535 - 3
1991 906.245 952.954 - 25.047 16,982 9.404 26.386 -
1992 914,308 935.972 - 16.680 20,777 9.364 30.141 - -I
1993 910,208 915.194 - 4,165 22,745 9.178 31.923 - 3
1994 891,632 892,452 - 821 26,293 8,869 35,181 - -9
1995 8666,10 166.150 - - 28,019 8,5S2 36,571 - 11
1996 838,142 838,142 - - 29,216 8.206 37,422 - -1
1997 808,925 808,925 - - 29,385 7.856 37.241 I
1998 779,541 779,541 - - 29.380 7.517 36,897 - 6
1999 750.167 750,167 - 29.45f 7.175 36.626 - 2
2000 720,718 720,718 - - 29,675 6,843 36,518 - -

* THIS COLUMN SHOMS THE AMOUNT OF ARITHMETIC IMBALANCE IN THE AMOUNT GUTSTANDING INCLUDING UNDISBURSEO FRaO ONE
VEAR TO THE NEXT. tHE MOST COMMON CAUSES OF IMBALANCES ARE CHANGES IN EXCHANGE RATES AND TRANSFER OF DEOTS
FROM aNE CATEGaRY TO ANOTHER IN THE TABLE.

Source: External Debt Division, Economic Analysis & Projections Dept., the World Bank
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Table 5.1: CuNTRAL GOVERNMENT BUDGETRY PERFORKANCE
(NRM. Million)

Revised Dudget
Estinte Estimate

1974/75 1975/76 1976/77 1977170 1979/79 1979/00 1990/31 1,91/n8 1992/93 1993184 1994/85 1985/lb

Rvmu 1,000.0 1,097.4 1,302.2 1,559.3 1,791.6 1,952.9 2,402.6 2,667.6 2,907.6 3,342.3 3,910.5 5,395.2
Tax even 843.7 912.0 1,101.8 1,247.5 1,480.V 1,533.b 2,042.0 2,218.3 2,430.2 2,751.6 3,273.0 4,294.1
Nan-Ta Rvenue a/ 156.3 195.4 200.4 311.9 311.4 319.3 360.6 449.3 377.4 590.7 607.5 1,101.1

Expenditure I Nkt Lending 1,506.1 1,894.' 2,311.6 2,652.2 3,000.2 3,443.5 4,075.9 5,349.5 6,945.0 7,370.2 9,427.7 11,346.3
Regular h/ 545.5 670.3 925.2 959.3 1,039.7 1,150.3 1,349.9 1,626.3 1,993.7 2,273.6 2,994.1 3,909.7
kvelopomnt 967.2 1,230.9 1,49903 1,800.0 1,978.9 2,309.6 2,731.2 3,726.9 4,992.0 5,163.7 5,527.6 7,486.4
Net Lending cl -6.6 -14.3 -11.9 -15.1 -17.3 -15.4 -5.2 -3.6 -30.7 -67.1 -P4.0 -129.9

Owrall Deficit d/ 506.1 797.5 1,009.4 1,092.9 1,208.6 1,590.6 1,673.2 2,681.9 4,137.4 4,027.9 4,467.2 5,961.1

Finnced by:
Foreign 6rants 292.9 359.7 392.6 466.6 599.2 905.6 961.9 993.3 1,090.2 876.6 1,097.5 1,924.7
Cress Foreign Borrouing 59.2 145.9 164.3 381.0 390.2 534.9 693.3 729.9 995.7 1,670.9 1,701.9 2,617.5
Gross Doestic hlrrouing 164.1 291.9 452.5 244.5 219.2 250.1 I111.0 958.7 2,061.5 1,490.4 1,667.8 1,418.9

(Fro Banking Systm, Net) (145.93 (194.13 (270.0) (215.7) 1163.9) 1129.0) (4.43 1798.6) (2,020.1) (939.13 1651.63 (923.63

a/ Repaymnts of lon principal by copanies and corporations excluded.

hi Includes repaymnts af government debt but excludes loans and investment.

c/ Loan and investments less loan repayments from comunies and corporations.

d/ Revenue less expenditure and net iending

Source : flinistry of Finance, Budget Speech, sevral years.



-119-

Table 5.2: CEITRAL GOVENUNT REVENU
(MR. Milion)

Revised hdget
Estiate Estimate

1974M 1975176 1976/77 197/73 1971179 197930 193091 1911112 1912193 I933I 196/35 I5/86

1. To Rvme 943.5 912.1 1,101.9 1,247.3 1,410.3 1,533.6 2,042.0 2,218.3 2,430.2 2,751.6 3,273.0 4,2B6.2

Taxesn lort Incm an Profits 47.1 11.6 131.3 140.4 IlL2 115.9 13.5 196.0 251.3 298.9 357.1 470.3
lncom Tax 47.0 17.2 133.3 137.0 10.4 115.1 157.4 191.5 251.3 299.9 357.5 470.3
us lent Tax 0.1 1.4 2.0 3.4 2.3 0.8 1.1 0.5 0.0 0.0 o.0 0.0

Tun m Proprty and Proprty Transfer 13.6 137.7 144.7 14.3 121.1 236.3 192.9 131.7 £12.9 226.7 227.3 292.5
Lai Revem 90.9 94.9 97.9 *.6 59.3 64.1 1U.5 94.1 66.7 77.2 M1.1 70.9
Urbin Hos and Land Tu 1.7 3.3 4.1 5.1 6.1 6.5 6.6 9.3 11.4 14.3 12.5 22.5
NouJ ad Lnd Igistration Fn 36.0 39.6 42.7 54.1 55.7 65.3 77.9 3.3 104.9 135.2 133.9 199.2 a/

Tasn on Gods end Servicn 339.3 327.3 435.6 100.9 620.2 673.4 74.9 1,015.6 1,235.1 1,400.2 1,624.0 2,301.3
Saln Tu 190.5 161.9 222.0 273.1 356.9 401.2 537.7 597.4 709.3 770.7 995.0 1,260.0
Excise htin 119.7 132.0 166.0 164.4 192.6 215.2 242.2 305.7 365.9 432.2 499.0 630.0

Ilasi Catract 33.2 32.0 3e.0 26.2 22.0 23.1 17.5 11.1 10.3 6.4 0.0 5.0
Indntrial Production 13.1 96.7 131.1 136I2 170.6 192.1 224.7 293.9 355.1 4259 489.0 625.0
Niscull _u 3.4 3.3 4.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Tan on Service 17.6 20.8 32.1 46.3 43.2 32.3 10.0 60.2 69.5 99.2 9.1 116.0
Entrtainent Tax 5.3 7.0 9.7 9.9 9.9 9.5 12.0 15.2 16.3 24.0 25.3 30.0
lod Cess 6.9 7.6 14.5 15.3 17.3 0.2 0.0 0.0 1.5 4.: 10.1 10.0
Air Flit Ta 2.3 2.7 4.0 1.3 7.1 9.6 20.6 21.9 22.7 25.4 26.6 30.0
Hotel T 2.3 3.5 4.9 10.3 14.0 14.0 17.4 23.1 29.0 34.5 37.5 46.0

Taxes the Use of liods or Propwrty 11.3 12.6 14.9 19.0 22.6- 24.7 44.9 52.3 90.5 109.1 140.5 195.3
or 'rmission of ktivity

Taxn on Intoatinal Trade 323.! 350.5 336.3 453.0 626.3 608.0 015.0 925.0 760.9 925.9 1,064.0 '.320.0
1 rt Tesm 290.0 316.5 333.3 419.5 571.3 544.3 743.2 m.9 734.0 795.2 1,011.3 1.261.?
Inastn etin 17.3 21.5 211.9 334.1 4 36.0 304.5 305.1 40.4 714.0 746.2 911.3 1,137.4
India Excis 1f92 107.7 112.0 117.4 03.4 36.0 35.8 56.1 40.4 20.0 74.0 100.0 124.3

Export Duties 30.9 37.7 47.6 30.7 54.4 62.6 69.5 42.1 2.1 30.4 52.5 3o.1
liscellaneon 7.6 4.3 S.4 0.6 0.6 1.1 3.1 3.0 1.0 0.3 0.2 0.2

11. Non-Tax Renw 145.0 174.9 191.4 311.3 311.1 319.3 360.6 449.3 377.4 590.7 697.5 1,101.1

Rvenu frou kpatontal Enterrises I.3 19.7 30.2 41.7 30.3 31.3 55.5 43.3 63.5 99.9 99.0 130.5
Irrigation 0.3 0.3 0.6 0.9 0.7 1.3 0.5 0.6 0.9 1.0 1.0 1.5
Mater 0.2 0.2 0.3 0.5 0.6 0.6 0.6 0.5 0.6 0.9 1.0 1.5
Electricity 2.2 3.3 6.7 12.1 4.2 1.9 9.2 4.1 4.1 24.4 22.5 25.0
Psat Office 9.2 9.5 14.3 22.4 19.3 17.1 20.9 23.9 22.7 32.4 31.0 40.0
Aviation 2.6 4.3 6.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Ruilsy and Ropsay 1.4 2.1 2.9 5.9 6.0 10.9 25.3 19.2 35.2 41.2 42.5 62.5

Administrative Charges and liscell_os 16.4 19.2 27.3 10.9 113.1 103.2 110.7 159.1 123.2 266.5 340.1 573.7

Dividends and Interest 67.8 107.1 77.3 110.1 90.3 94.9 100.9 124.0 132.9 159.3 151.9 313.4
Dividends 62.2 93.6 69.2 9S 69.9 90.0 97.3 106.4 119.0 109.0 90.7 90.0
Interest frm Companies and Corp. 5.3 13.3 9.5 10.u 9.9 13.2 12.5 16.2 12.6 49.2 60.0 231.9
Interest from 6overnent Employees 0.3 0.2 0.6 1.1 1.5 1.7 1.1 1.4 1.2 1.1 1.2 1.5

Royalties 0.0 4.9 13.0 6.9 4.2 2.9 3.0 4.3 4.0 4.5 17.5 19.5

Forest Rrvnur 45.0 24.0 43.6 63.6 92.7 B6.5 90.5 113.6 53.S 60.6 90.0 65.0

Totol Revenue I1 + 112 999.3 1,096.9 1,293.3 1,559.6 1,791.4 1,052.9 2,402.6 2,667.6 2,307.6 3,342.3 3,960.5 5,305.2

d/ Include stuap fe

Source: Hinistry of Fionane, l0dget Speech, several Yeas
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Table 5.3: BZPDDITU OF TMB C313*L OVXUT
(nao. million)

Revised higet
EstimatE Estieate

1974175 1975/71 1976f77 1977M 197179 17/DO 1910131 1911182 19121/3 19931g4 19161145 15B6

1. Rape Espeniltwr 545.5 670.3 R25.2 159.3 1,031.7 1,150.3 1,349.9 1,626.3 1,993.7 2,273.6 2,994.1 3,99.7

wral Public Services 171.9 201.0 226.9 2. 292.0 13.9 W. 452.5 555.8 517.4 110.1 959.4
_Igaa Adminiation 60.9 71.2 36.7 .0 112.3 114.6 134.4 152.1 171.0 173.1 191.1 304.3

Rbvwnu Idnistrative 19.4 20.7 23.3 24.9 21.5 30.4 35.9 43.9 54.7 53.7 64.4 il.9
Judiciary Servicsn 9. 10.6 12.1 1.0 14.9 15.3 11.5 25.1 39.5 39.9 43.7 57.7
Police aN Jail 62.5 73.3 79.7 15.3 44 125.3 160.0 110.6 232.1 260.9 315.2 439.6
Foevign Skrvices 20.3 26.7 25. 27.6 41.9 42.9 3J.R 50.1 52.5 54.9 66.4 7b.0

kfnse 97.1 134.6 162.3 167.9 192.2 223.0 259.0 292.3 392.4 453.7 523.1 660.5

Social ServiCes 121.1 141.5 136.3 14.6 175.5 124.5 210.2 249.5 320.4 363.5 421.5 560.5
EducatMa 60.9 77.1 67.9 69.1 30.9 82.5 911.6 106.7 129.4 137.2 166.9 231.7
Hel1th 28.2 33.2 34.5 41.5 52.2 57.7 65.2 00.5 102.3 117.3 147.4 IB1.5
Drinking later 0.9 0.9 1.1 1.4 2.3 2.3 3.1 3.9 6.4 6.0 9.3 10.7
Panchayat 16.0 16.3 16.1 17.9 21.0 21.8 22.5 31.6 51.0 65.0 69.6 i9.2
Other 15.1 16.0 16.7 13.7 19.2 29.7 20.3 26.8 30.5 34.5 29.3 40.4

Ecomic Services 71.1 72.4 90.9 91.7 9i.9 105.7 110.1 130.6 165.9 174.6 204.4 279.9
Agriculture 9.1 5.3 16.2 6.7 7.4 7.7 3.4 3.7 4.6 5.2 6.2 7.8
Irrigatim 1.9 1.7 2.2 4.3 3.9 ;.4 3.2 3.6 4.7 5.1 6.1 6.9
Land Refore 5.3 10.1 11.3 12.2 11.7 12.0 12.9 15.9 11 19.2 16.9 21.0
Caatral Survy 1.0 2.0 2.4 2.9 3.4 3.9 4.2 5.3 1.1 7.4 9.3 10.9
Forest 4.6 5.5 9.3 3.6 4.0 4.3 4.6 5.4 7.3 9.0 5.6 12.9
Indstry, lining and Ceaerce 1.7 2.0 2.4 2.4 2.6 2.3 2.9 3.4 6.1 4.4 4.9 7.7
Commications 20.2 19.3 25.1 26.1 .29.4 32.3 35.6 45.2 59.4 59.8 79.3 118.7
Trasortation 19.5 20.4 23.2 :5.9 31.9 34.2 36.6 40.1 50.3 54.6 62.9 73.9
Elvctricity 5.1 5.1 92 7 3.4 3.9 4.6 .5.S 7.7 7.5 9.3 10.9
Other 0.9 1.0 1.1 1.0 1.2 1.7 2.1 L6 3.3 3.4 3.1 4.3

lliscell meous B4.3 120.3 209.9 202.4 290.1 308.2 382.9 510.9 559.3 697.4 1,154.3 1,530.1
Public Debt Service a/ 48.0 63.7 95.5 123.7 154.9 217.0 216.2 256.7 3061.9 497.6 670.2 1,032.1
Punsions, Alloeaces and gratuities 22.2 42.6 76.8 64.0 67.9 J6.4 70.3 96.5 136.5 150.1 192.7 349.0
Contingencies 14.1 14.5 . 36.5 13.9 57.3 24. 96.4 157.7 115.9 49.7 291.4 150.0

11. Dvelopm nt Expenditure 967.2 1,230.9 1,498.5 1,06.0 1,97.11 2,309.6 2,731.2 3,726.9 4,992.0 5,163.7 5,527.6 ?,466.4

6eneral Public Services 3.3 5.0 6.7 3.4 4.1 14.9 30.6 17.3 21.1 21.4 19.2 20.9

SKcial Services 226.5 320.9 420.0 464.9 533.5 444.3 572.6 1,059.6 1,540.2 1,493.5 1,560.7 2,194.0
Education 93.3 152.3 195.6 201.2 234.5 249.1 215.6 412.3 604.e 679.6 671.0 1,009.0
Health 59.7 93.3 92.6 96.3 9.5 72.2 97.9 152.9 216.3 199.8 293.9 403.4
Drinking later 25.6 29.4 61.3 46.9 63.6 :i.5 73.2 107.5 241.9 220.9 201.7 260.2
Panchayat 21.0 29.5 55.5 9.9 99.0 39.1 90.0 270.3 335.2 334.5 344.3 447.3
Other 26.9 16.3 25.0 25.5 39.9 26.4 26.0 Ib.7 142.2 59.7 67.0 74.1

Ecnomic Services 710.4 995.9 1,033.7 1,300.4 1,401.5 1,313.3 2,101.1 2,556.1 3,2B7.0 3,582.4 3,563.3 5,071.5
Wiaculture 99.6 207.3 131.9 189.5 196.5 153.4 257.0 463.0 661.6 547.1 741.5 962.4
Irrigation 74.0 93.1 127.4 142.1 226.3 232.7 2U.2 359.6 497.4 545.2 692.5 I56.3
ud Refor, 9.1 9.9 11.1 I.B 9.9 11.3 12.2 16.3 20.6 21.4 17.3 31.2

Cadastral Survey 12.4 13.2 20.4 23.6 35.7 25.7 30.2 37.7 45.6 45.9 41.4 49.t
Forest 24.1 37.0 44.9 76.3 66.8 94.2 89.3 195.4 220.1 234.5 265.7 425.6
Industry, Nining and Cacarce 96.4 113.6 149.4 115.9 71.5 113.2 123.2 266.5 373.0 651.3 451.5 451.9
Counications 9.0 9.4 12.9 13.2 14.3 25.6 30.9. 49.2 74.3 97.2 105.0 91.4
Transportatiof 359.5 337.0 423.1 471.9 418.2 649.3 601.3 744.1 002.2 746.9 694.2 979.0

Rads 284.7 203.1 365.9 416.7 429.0 430.7 472.2 543.4 623.9 615.7 m.0 609.5
Bridges 30.7 31.0 27.9 15.9 18.0 29.2 54.9 56.6 43.6 41.4 69.5 64.9
Other 44. 102.9 29.4 39.3 '2.2 102.4 74.2 144.1 134.7 89.7 91.7 M05.6

Electricity 37.0 42.3 49.8 243.1 263.6 494.3 653.2 392.2 443.3 653.0 517.9 1,360.1
Other 20.3 12.1 13.9 14.0 29.7 14.6 15.6 47.1 143.9 4C.0 39.1 70.4

Niscellaeus, Centingeneies, etc. 19.5 27.3 38.1 39.4 39.7 36.2 26.9 93.9 126.7 59.4 M7. 200.0

III. Rkt Lending -6.6 -14.3 -1I.S -15.1 -17.3 -15.4 -5.2 -3.6 -30.7 -67.1 -84.0 -129.9
Loa Paymnt 1.7 4.2 8.E 7.6 3.0 11.7 11.3 7.9 3.3 0.0 11.0 13.3
Loan Repayent 9.3 19.5 20.7 22.7 20.3 27.1 16.5 I1.5 34.0 67.1 95.0 14'.I

Total Expenditures and Net Lending 1,506.1 1,994.9 2,311.5 2,652.2 3,000.2 3,443.5 4,075.8 5,349.6 6,945.0 7,370.2 9,427.7 11,346.3

a) Includes reayoents of loan principal as Yell as interest payets.
Source: Hinistry of Finance, Budget Speech, seweral years
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Table 5.41: PUBLIC DINPISXl PSRPOUXAM, L970/71-1982/83
-UEs. Killlon)

VoiI. UiS Caital Euloyu Inr Prdf Its

19217 197475 mun 1911 lUhI IZU 1970171 1974175 1971179 1910/18 1I1 19717 1976175 I9731 193112 19121

Nufacturiq 3S 4 1I III U3 151 261 427 43 *79 13 25 34 19 3

Phlic Utiliti 29 77 to 14 275 240 571 on m Ifi4 -2 -12 II 23 a

lrier 24 U4 4 -5 31 29 51 11 -310 34 19 9 -29 -24 -136

Suial 9rvic.s a 5 * 1 20 2 19 45 76 81 - - 1 3 I

Total nmh-fimmetul V9 212 392 352 5o 422 902 1424 1400 2m1 30 21 U4 -219 -a3
sectersl

Fluonclal 29 49 109 23U 254 215 593 1431 1927 M55 7 34 30 63 82

TOTAL flul lutrsI 110 291 501 534 765 U37 I"5 2114 3327 561 37 55 74 -154 39

Surm Ota aupplide by tb Cmlrpratimc Cwdiiati. Divisoin, llnhstry of Finance.
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Table 6.1: kMONETARY SURVEY
(NRs Million)

Amount Outstanding at Hid July

1979 1990 1981 1992 1983 1984 1995 */

Foreign Assets (netli 2288 2232 2414 3097 2612 2540 1791

Nonetary Authorities (net) 1794 1746 1736 2391 1902 1543 867
Assets 2139 2223 2236 3051 2350 2006 1324
Liabilities -345 -477 -500 -660 -448 -464 -457

Commercial Banks (netl 494 486 678 706 710 997 914
Assets 666 583 799 960 902 1207 1275
Liabilities -172 -97 -121 -154 -192 -210 -361

Doeestic Credit 3541 4306 5161 bO4U 8491 9924 12273
Claims on 6overnment (net) 1129 1258 1263 2062 4090 5029 6433
Claims on Public Enterprises bl 678 702 946 840 1137 953 1151
Claims on Private Sector cl 1734 2346 2952 3142 3264 3842 4689

Other Iteas (net) 1317 1253 1268 1683 1980 1909 1943

Honey plus quasi-soney 4512 5285 6308 7459 9222 10456 12213
Honey 2505 2830 3208 3612 4349 4932 5521
Quasi-money 2007 2455 3100 3847 4873 5524 6692

il Preliminary
bi Non-financial public enterprises
c/ lncluaes financial institutions

Source: Nepal Rastra Bank.
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Tabla 6.2: MONTARY AUTUORITIES' &CCOUUT
(NRs Million)

91 1i7 7 1971 1W9 193 1"1 1992 1913 1914 19 hi

Fhrdp k.b 1173.2 149.2 139.3 1673.0 2139.1 2223.3 2335.9 3050.9 234.7 2006.2 1323.7
Cla .aOm4t 11.9 513.5 437.7 2.7 941.3 1050.1 1009.5 1419.7 2UP.6 3545.3 4415.0
Claima "-a 4inamci PdblIC

utbrpim 1.5 3.0 3.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Clalma Private bhtmw 21.A 22.4 19.5 33.5 31.7 43.9 51.9 61.9 64.3 94.3 157.5
Clau* Ota r t FtuKial

Ititiutiu 134.7 113.1 175.2 254.4 34.1 37.1 393.7 444.8 4B4.1 571.4 655.4
Clai a toamrcial .kl 36.9 24.1 * 55.4 174.1 169.9 264.4 469.1 137.9 74.0 152.1 3U.0
itbr Auk 124.2 14.9 114.1 140.0 171.1 195.5 336.4 306.2 312.6 558.3 100.8

have Nosy 1173.9 1271.5 1594. 1849.7 2117.3 246B.6 2706.2 3375.6 4012.6 4624.1 514.0
of such$ --
Cr.cy ktuidu laks I Cw'mnt (916.5) (963.61 (1,193.21 (1,351.91 11,615.23 11,799.31 (2,065.71 (2,436.71(2,752.0)(3,27,.4113,760.7)

Fhimn UiahIltin 275.3 152.6 111.0 107.9 345.3 471.6 59.9 6e0.0 44.5 463.5 457.1
Ibvr Mt Depit, ml 24.7 173.3 167.3 178.7 193.8 163.0 71.6 - - - -

Capital & ura 289.3 409.9. 459.2 526.0 690.0 7V9.6 694.8 393.4 114U.6 1266.4 1.22.5
Otbur Uahilitin 215.3 325.2 302.1 410.4 470.5 246.5 535.0 497.3 607.3 579.6 816.9

au lclh curucy hold by hmmwent.
bi Prdlidanary

Wurce: Nepal Ratra Bank.

.;

lb~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
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Table 6.3: ASSTS SA LSILISTIS OF C0WUCW DLIS
a.s xui±

macti Outituding at hid-July

1931 132 1933 199 1995 c/

kervns 717.5 545.3 706.2 731.9 1,019.7
Cash 149.2 180.9 211.2 290.9 231.5
Balances mit bstra lank 569.3 364.5 495.0 451.0 737.2

Foreign kist 799.0 960.3 902.0 1,207.4 1,275.3
Claim on Govrnmt 324.9 641.0 1,161.0 1,4902.9 2,019.3
Claim On Non-finanKilt PubliC

Enterprie 663.2 669.4 966.8 793.3 980.9
Claim as Private Slcttr al 2,717.5 2,741.7 2,799.9 3,244.3 3,996.2

Cair an Other Financial
Institutions 60.5 58.9 91.2 97.0 155.2

Asets a Liabilities 5.22.5 5,517.3 6,617.1 7,546.9 9,334.6

Demnd Deposits 931.3 949.9 1,253.1 1,333.0 1,451.0
Tim and Savings Deposits 2,921.3 3,640.4 4,452.6 5,210.0 6,289.5
Foreig iabilities 120.6 153.8 192.0 210.3 360.7
Bovermuat Deposits - - - - -
Credit fro Rastra lank 461.1 137.8 74.0 152.1 388.0
Other Liabilities b/ 841.2 635.5 645.4 641.4 846.4

a/ Includes credit to rice exporting companies since their establishment in November 1974.
bh Incildes Exchange Equalization Fund
cl Provisional

Source: Nepal Rastra Bank
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Table 6.4: AGRICULTURAL DEVELOPMENT BANK - RESOURCES AND UTILIZATION OF FUMDS
(NRs. Million)

ants Outstading it Hid-July

1970 1975 1976 1977 197? 197 1980 1901 1902 1953 1994

Paid-up Capital 17.6 66.0 96.9 107.7 114.0 120.2 131.2 141.8 154.4 169.7 190.6

HNG 14.7 54.3. 64.5 74.5 79.5 94.5 94.5 104.5 116.1 129.7 147.2
Nepales. Rastra Bnk 2.5 10.0 30.0 30.0 30.0 30.0 30.0 30.0 30.0 30.0 30.0
Individual 6 Cooperatives 0.4 1.7 2.3 3.2 4.5 5.7 6.7 7.3 5.3 10.0 13.4

Deposit in the Danm 5.4 7.4 9.3 51.4 49.1 40.7 37.0 33.0 37.0 35.2 37.9

Current n.a. 7.1 9.6 29.7 19.1 15.4 14.5 13.3 14.7 15.6 17.9
Savings n.a. 0.1 0.4 19.6 29.4 24.4 19.2 15.9 16.5 13.1 15.3
Fixed n.a. 0.2 0.3 2.1 0.6 0.9 1.4 1.9 3.9 4.0 4.7
Others m.a. - - - - - 1.9 1.9 1.9 1.9 -

Reserve Fund 1.7 17.7 20.6 23.3 4.2 4.2 4.2 4.2 4.2 4.2 4.2

BDrrouings 3.1 122.0 *.1 132.6 '22% 5 321.4 a/ 34.1 1a 362.7 at 459.9 at 571.2 aI 780.2 a,

Nepal Rhstra Dank 2.0 98.2 50.8 99.4 127.4 190.3 194.0 199.9 222.0 236.1 332.2
Foreign - 21.5 36.8 42.3 47.4 59.5 69.1 98.7 167.4 246.1 334.2
Others 1.1 2.3 0.5 0.9 45.7 41.6 40.0 35.1 30.5 48.7 113.9

Compulsory Savings - 59.9. 8U.8 74.2 58.1 45.5 40.1 36.3 32.9 33.9 36.6

Other Uabilities 0.9 23.9 25.9 35.7 57.6 72.6 114.2 121.7 149.7 197.9 249.1

Liabilities Assets 28.6 295.9 329.5 424.9 503.5 604.6 669.9 699.7 838.1 1,011.9 1,299.6

Loans Outstanding 19.2 226.7 221.9 cl 290.6 359.5 426.9 455.2 474.7 566.7 702.3 914.3

Agric.ltwal Production &
Farm lmproveent n.a. 76.9 102.1 131.2 169.1 198.9 207.9 217.0 242.4 337.0 421.3

Agroindustries n.a. 106.7 66.0 cI 82.9 92.3 99.5 90.4 99.2 129.3 126.2 206.-
Others (Nainly Agrobusiness) n.a. 43.1 53.8 76.5 109.1 139.6 160.0 168.5 195.0 239.1 296.7

Investments 6.0 20.5 21.9 19.0 19.1 19.9 19.1 19.4 20.1 20.7 17.8

Shtres - 4.1 4.5 4.5 4.8 4.9 4.9 4.9 5.3 5.9 7.8
Bovernuent Securities 2.0 16.4 26.3 13.3 13.3 13.3 13.3 13.3 13.3 13.3 9.3
Fixed Deposits 4.0 - 1.0 1.2 1.0 1.6 0.9 1.2 1.5 1.5 1.7

Cash and Dank Balances 2.3 8.4 13.9 19.0 15.1 10.9 11.6 13.4 19.6 2B.1 25.9

Other Assets 2.1 40.2 71.9 97.3 109.8 147.0 190.9 192.2 231.7 260.9 340.7

al Includes debentures Rps 40.0 on issued by ADBIN.
bi Excluding Rps 30.0 o issued by ADDl.
c/ Excluding Rps 3.0 mn classified as hbed debts.0

Source: Nepal Rastra Dank.
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Table 6.5: EAPhL INDUSTRIAL DEVELOPHINT CORPORATION
RESOURCES AND UTILIZATION OF FWIDS

(NRs. Million)

Amunts 0ntstanding at Nlid-Muly

1970 1974 1975 1976 1977 1978 1979 1980 1991 1982 1993 1914

Paid-p Capital 34.4 119.3 129.3 139.3 157.8 157.0 157.9 157.8 157.9 157.9 177.9 190.3
Ibes and Surpluses 1.3 3.7 2.1 2.6 4.9 7.0 6.7 10.1 11.1 Il.U 16.' 19.4
Susidiu and Grants 0.5 0.3 0.3 0.4 0.9 0.4 - 0.5 0.1 - - -

Gorruings in: 20.0 42.0 52.9 70.4 86.7 140.1 15V6. 161.9 179.6 261.2 260.4 274.6

lbp_es - 2.0 . 7 7.4 30.5 72.2 94.5 98.6 119.5 147.5 175.5 181.6
Foreign Currencies 23.0 40.0 51.2 63.0 56.2 67.9 62.4 63.3 60.1 113.7 94.9 93.0

Other Libilities 16.9 10.5 10.9 15.9 34.7 36.7 47.0 49.7 50.8 71.8 105.9 109.1

Liabilities kssets 91.1 175.8 195.5 229.6 285.0 342.0 368.4 300.0 407.4 502.6 560.8 593.4

Financial Assistance: 51.2 100.6 149.3 192.7 223.5 274.8 309.9 310.6 349.7 367.0 431.1 474.7

liruct loans 42.4 76.5 127.1 152.8 179.8 221.3 252.2 251.2 291.8 299.3 315.9 336.7
-ar.etm or loans 4.0 4.9 1.1 1.9 11.0 19.6 22.9 22.9 30.3 26.B 75.7 70.8
Stock participation 4.8 19.2 21.1 29.0 32.7 33.9 34.9 36.5 36.6 40.9 39.5 67.2

Investmnt in Industrial Estate 8.9 9.6 9.6 9.4 9.4 9.4 9.4 9.4 9.4 9.4 9.4 9.4
Investunt in GOnrnmet Securities - - 2.3 2.3 2.4 2.5 2.4 2.4 2.4 2.4 2.9 25.6
Cash Dalance 2.5 27.b 5.6 0.5 16.6 14.0 9.4 17.0 8.5 2B.2 15.9 16.8
Other Assets 18.6 39.0 20.7 33.7 33.1 41.3 37.3 40.6 39.4 95.6 101.6 66.9

Source: Nepal Industrial Development Corporation
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Table 6.6: STRUCTURE OF IM REST RATES
(Percentages)

July JUJ June

9 190 1M1 12 199

Comnercial Banks

Depasits:

Savings 3.0 3.0 9.0 9.5 5.5-10.0
Time Deposits
13 months) 4.0 4.0 4.0 4.5 4.5-5.5

Time Deposits
1A months) 9.0 9.0 9.0 9.5 9.5-10.5

Tite Deposits
(1 year) 12.0 12.0 12.0 12.5 12.5-13.5

Time Deposits
(2 years 13.0 13.0 13.0 13.5 13.5-14.5

Lcans:

Industry (priority 10.0-14.0 10.0-14.0 10.0-16.0 11.0-17.0 9.0-17. 0 a/
purposes)

Agriculture (priority
purposes) 3.0-14.0 9.0-14.0 1.0-14.0 10.0-15.0 9.0-15.0 a/

Cosercial Loans and
Dverdrafts 16.0+ 16.0+ 16.0+ 17.0t 17. 0 & 19.0 bJ

Agricultural Develqopen'
Eank

Cooperative and Sajhas 4.0-10.0 4.0-10.0 4.0-10.0 6.0-11.0 4.0-11.0
Others i.0-14.0 6.0-14.0 6.0-14.0 10.0-15.0 8.0-15.0

Nepal Industrial Development
Corporatioc

According to trpe of
Industry 11.0-16.0 11.0-11.0 11.0-16.0 11.0-17.0 12.0-17.0

Eavernment
Treasury Bi:Is 5.0 5.0 5.0 5.0 5.0
Deveovpsent gonds 10.0 10.0 10.0 10.5 10.5
NaUionai Savings

Lertificate c/ - -- -- 13.0

a Banhs are required to charge 2 percent less interest on loans to cottage industry and agricultural sectors
of 13 remote districts effective nay 14, IM95

hI Effective fro June 11, I£95, interest on 29 ites of luxury goods has been fixed at minimum 19 percent.
ci National Savings Certificates ere first issued in March 1994.

Source: Nepal Rastra Blak.

b .



Table 7.11 LESL PUSUIR SA TRUS Of tUM C11l

swu4 Mnns twnsn IwIM twin swinetw 1n7S 1wm auvyn swum swum sIM mm u ms IMs m m m nuui Ims

ft,

eN Al 1,111 1,113 5,2 1,264 1,14Q t,22 1,2 1,51 1 1, 2 1,213 I,25 1,274 1,197 1,2U 1,114 1,577
fiiUt 2D 2,262 2qZ4 , 2,311 2316 2,515 2,517 2,14 2,166 2,31 210 2,2,7 2,W 2,443 2,94 1,U 2,797 2,769
Yid u 2.LO I. 2.L5 1.5 1.7 1.97 1.97 2.6 1.59 1.35 I.E 1.A 1.93 I.97 3.45 2.57 1.9

km Al G17 433 445 43 4 41 5 Ua 2 445 445 454 32 47 5 911 S" 5"
t. W E2 IR m 726 un i15 t m u n 73 7U m a 751 716 743 II

VISn :1 1.95 1.5 t.E 1.7 1.3 5.D 1.6 1.1 13.9 1Ab 1.6.4 .3. l.2 I.E 1.41 1.51 3.42

km/l 3M D22 2D 247 29 274 291 529 34 3I 374 7 392 S" 44 472 456
frOsKu hi 124 24 392 2Z5 3111 14 129 m 2 410 4s1 446 47 525 A57 64 52
Yilid cl 1.26 1.17 0.U4 L.9 1.3 1.24 3.11 1.17 1.64 1.12 1.21 1.26 1.22 3.32 1.31 1.14 1.34

Irley
Ae ei 24 2a i 3 27 a a 24 a 7 a a u 27 24 25 n2
l imn hi 26 24 3 a 25 2a ab 24 21 23 22 23 23 23 21 22 23
VImI tl 1.66 6.92 .n9 .I9 69 6.91 6.92 6.91 6.5t 6.3 6.o 0.9 6.5 O.k 6.5 6.9 *.a

WIlIet_
kerat 94 L12 115 1L3s 121 1n in 324 12 121 l21 123 122 122 229 12 134
PrOet.gtl 11 125 356 11 134 141 l34 142 119 129 1n 319 122 122 321 it5 Us
9d2 el ." 1.32 1.3 2.13 1.11 3.14 3.34 1.11 1.11 3.67 1.66 6.97 L.O 1.66 0." .n9 6.93

kr e 9 13 34 U 15 II 35 35 is 23 23 21 24 25 25 23 20
Prulecs. hi 124 214 234 245 246 247 246 251 311 39 379 312 416 59 417 59 457
lidld cl 34.00 14.0 1U.U 14.11 14.46 34.9 1.54 14.74 17.3 16.96 L4.4 14.43 26.62 23.44 24.23 22.31 23.45

; eAal 2 52 25 60 55 33 14 31 40 47 45 57 52 i 30 24 27
fr ntim hi 39 49 5 59 S 46 42 a 54 64 63 oh 59 '1 39 25 13
idld Ci 1.22 6.9 0.9 ." 1.62 1.21 1.21 1.21 1.314 1.4 1.40 356 1.14 t.: 1.23 3.0 1.22

SI-.
kM e 1 3S" 161 13 111 122 314 112 113 206 US 344 III 122 116 116 le 124
.reISCNt bli 53 57 55 57 f6 U5 44 46 62 76 92 41 77 79 79 73 3
Yied ci 6.47 0.55 0.52 6.51 6.4 6.57 0.57 6.46 6.57 6.59 0.14 6.52 6.a3 64 0.6a3 6.4 0.47

AerAl I 9 9 9 9 5 7 7 7 U 7 7 9 9 9
uet i - - 4 4 4 5 4 5 & 4 4 5 5 7 7 7

Y.ld *1 - -C.LO 6.71 6LI 0.71 .71 6.74 0.75 .43 6.73 6.74 6.r7 .74 0.74 6.74

Mate
kerae 29 44 a SI 51 53 54 51 52 50 51 51 56 52 59 59 64
Precti bhi 3 261 273 234 294 364 169 312 26. 26 24 274 27 320 372 163 422
lisld C/ 4.41 5.2 5.57 5.57 s.76 s.77 i.72 5., 5.35 5.4 5.25 5.42 5.55 4.15 4.30 4.51 4.41

af IrntWuinim if ha.
b1 b Umn_ of orric to
cl h mst h.

h e, ista y o Flume, EcmeAic tsve, wwin isemn.
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Table 7.2: ANNUAL CONSUMPTION OF ACRICULTURAL INPUTS

1974175 197q180 1980181 1 82 1982183 1983194 1984/95

Chemical Fertilizer
(Metric Tons) 12,656 20,964 22,458 23,817 31,279 37,299 41,000

High-Yielding Seeds:
(Metric Tons) 1,934 2,9l9 1,824 2,566 5,641 3,000 2,550

Paddy 328 305 204 244 691 318 450
wheat 1,555 2,471 1,516 2,197 4,67 2515 2000
Maize 51 143 104 135 283 167 100

Plant Protection Materials

Powder Metric Tons) -- -- 3 21 430 459 600
Liquid (LitresI -- -- -- 5,245 10,699 5,315 6,000

Source: Ministry of Finance: Economic Survey, 1985, Table 2.6



Table U.ia IUs WEE 01 PACwAL RIDU1IU

Tpu of m_i situ I'm twin sIww Imumb Iswm t1wi" lum 1isu s11sa s"wm 1s1iu aw14s

low Sti To 3.2 IL3 Ii.0 36.4 26.5 27.2 14.2 32. 23.3 2L4 17.5
Ci lwtm 1Am 5.5 3.9 2.5 1.6 3.9 2.1 1.9 L.E LI L2 3.7
kid 13. km 115.3 646.9 979.0 . .e 177.9 724.9 1.A M21 73e.0 SE ,121.0
Jte bs-

1arSn Strk T L.S 3. I.O ILI L.S 21.5 14.3 I33 55.5 19.1 21.3
ULAn Uter 7.9 226.6 5.0 53.6 17.6 4.0 Hte ^i 477.0 rA.e z.o
hs Ntril Tm - 15.e 1.0 1,0.0 3,317.0 1,121.0 1,174.0 2,a1.0 3^,5. 5,lt.u 5,594.0
LutfAe lo

ll mN m. pda, 42.0 7IL9 5.0 14.6 19.6 5.0 70.6 1tLO 1.5 16.1 72.7
I Ui tut u. 1399 SO.6 1,01.6 1,25.6w 8 2,2.0 .5 ,5. Al 1,362.A I,3.0. 2,50. 3,701.6

irimite'
IpmmI,t Stril Tm 142.7 3.6 9L2 *1 W7.9 31L0 27. M07.6 3o1 1 3D 11.9

IN Stilr 1. 20.0 216.0 339.0 395. 413.6 326.0 317.6 535.0 5.0 14.0 127.0
3.1Mdw ts

studs. Stilt 1. 9334 15.6 175.0 157.6 13.6 294.0 70.6 17e.0 6w.0 374.0 439.4
rict i Ult h/ SAlm 1.

_i., 23. 26.0 25. 23.7 2.5 12.4 3L3 25. 20.9 30.7 29.
hr Th. uLte - 3. 121.0 939. 7. 1,1.0 2,31.6 3,45. , I,. 1,"92.0 3,125.0
15til Th. St.. 2,34.6 4,25L0 4,211.0 5,22.0 3,319.0 2,42.0 3,459.0 5,317.0 6,12.0 7,91 30,240.0

eu_t Stric Tm - 21,9.0 - - - - 29,1j 32,321.0 30,31.0 3,.0 39,225.
Eucibt StiT -T0.6 - 723.6 1,1W.0 2,537.3 3,13L2 1,1675.0 2,297.0 2,279.0 3,935.0

£5 hin_d pAs.

hwem Etmudc tiny, iutry of Fimce.
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Table 1.2: CAPACIT! VflLZAION IN SELU= IUSTRIU a/

_ ~ ~ ~ ~ ~ N .. we a.. .. ~
1931 (i 6W m 191 1,12 l1Q3 1911

kw b 75 12 77 16 107
_,W 121 53 92 72

ciwtu a 44:3 X3 77 103
CottTt lin 21 31/ 41 4U - -
Cit 44 i1 U 03 7n e1
tid a n 31 U 3 52 77 74
LNt wm A1' 90' 4 97 79

k wI I 122 104 74 74 b1
11gh. 54 52 46 5 64 a3

d Pilic dtir tly
h1 C*aity iKcru. in 12IM with utabliuh.set of oe owe wit.

turc u bpwutut of lIustry aNiHlistry of FiaKou
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Table 8.3; HIGHWAY NETWORK
(In Kilometers)

End of
Peroad Paved 6ravel Earth fatal

1955 295 n. a. 365 660
1965 299 147 1,390 1,826
1910 961 392 1,3D" 2,AM1
1974 /75 1,575 416 1,182 3,173
1975 /76 1,666 428 I,-S0 3,444
1976 /77 1,751 556 1,829 4,136
1977 178 1,851 593 2,151 4,595
1978 /19 1,916 685 2,090 4,691
1979 /80 2,044 564 2,332 4,940
1990 /I1 2,044 564 2,332 4,940
1981 I82 2,167 703 2,151 5,021
1982 1B3 2,322 7!9 2,229 5,270
1983 184 2,569 785 2,251 5,609
1984 /85 ai 2,670 859 2,308 5,036

aI Mid-March

Source : Roads Departoent, Ministry of Public Works and Transport.
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k ls =burn ul .. 

e la dw I& of Find F*up C rtibl
viw Tow1i Vsw bdhp Crrcy

11 G,e 1i9 .. 1.3
1975 92,46 147 1. ILM
197 lo,gi I9I5 17.5 15.1
am 1P,u3 law&m 23.0 19.5
I11 Lu,123 1977171 29.4 7.7
197 £1,27 19179 41.4 33.9
1W 1,I7 19w16 53.1 43.2
INS 111,69 l1oiI 0.5 51.4
1M2 14," 111 14.9 31.1
11 17,946 11/ M.0 me

al WO 174,631 1M13 3.9 so

b it Euistry if FiucK, Ecunc Utvvy, ud Duartru of Thwin
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Table 8.5: TOURIST ARtIVALS BY MAJOR NATIONALITIES

1974 1975 1974 1977 1979 1979 1910 1901 1912 1"3 1914

USA 15,114 13,551 14,394 17,183 20,504 19,55 15,001 14,077 16,796 19,162 11,627
Canada 2,047 1,99 2,359 2,951 3,041 3r172 2,736 3,005 3,216 2,972 2,931
Iuico 331 302 468 331 615 502 951 541 Al 450 569

Sub-total 17,492 15,951 17,220 20,515 24,160 22,229 18,760 17,623 20,012 22,S4 22,134

Dmnwkr 1,443 1,159 1,085 1,292 1,744 1,127 1,59 1,449 1,705 2,101 1,524
Frace 7,927 8,642 11,900 15,000 15,432 17,671 18,093 15,850 16,441 11,521 12,437
ermny, K.R. 9,704 9,431 9,157 10,921 12,909 12,679 13,699 14,427 13,155 12,772 10,715

Italy 2,995 3,636 4,045 5,259 7,205 5,975 7,693 5,004 4,929 7,319 4,714
Netherlands 1,411 1,706 2,536 2,341 2,960 3,139 3,335 2,745 2,067 2,975 3,907
UK 7,645 9,346 9,210 9,452 10,602 11,231 10,359 10,471 11,923 13,753 13,198
Other E.C. 1,226 1,519 2,057 2,592 5,414 4,842 4,978 5,093 i/ 6,143 5,776

Sub-total 32,911 34,440 39,990 46,854 56,267 57,394 59,755 55,039 53,120 57,109 52,261

Austria 1,674 1,551 1,839 2,003 2,079 2,199 1,931 2,001 2,165 2,234 1,263
Spain 954 1,027 2,004 3,251 5,003 5,252 5,487 3,002 3,995 3,213 3,101
hSitzerlaud 2,941 2,754 2,733 3,129 3,404 3,056 3,331 3,500 4,195 4,219 3,594
Swede 1,525 1,239 1,379 1,426 1,645 1,600 1,455 1,410 1,415 1,773 1,223

Bub-total 4,94 6,571 0,034 9,909 12,131 12,107 12,204 9,993 11,770 11,439 9,201

Japan 5,362 5,921 6,732 9,296 10,479 11,600 11,664 10,025 9,499 10,541 7,439
Australia 4,377 5,296 6,599 7,265 7,460 7,500 6,199 5,64 6,598 3,151 4,512
Ne Zealand 1,012 1,268 1,456 1,562 1,724 1,950 1,952 1,606 1,804 1,934 1,105

9M-total 10,751 12,485 14,774 10,113 19,462 21,030 19,734 17,495 17,990 20,68 13,056

India 17,601 17,991 19,339 23,052 30,47 37,523 40,692 46,975 54,201 50,102 58,7217
Others 4,553 5,192 5,749 10,996 13,416 12,003 11,744 12,544 19,455 17,473 21,265

Totau Arrivals 90,202 92,440 105,108 129,329 156,123 162,276 162,997 161,669 175,449 179,405 17b,634

a/ Included a.g GOthersm.

Source : Depurtmnt of Tourism.
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Table 8.6: TOURIST ARRIVALS BY PURPOSE OF VISIT

Trekking k
Unit Pleasure ?ountaineering Business official Others Total

1974 Number 67,748 11,110 3,896 3,707 2,777 09,838
1 75.4 13.0 4.3 4.1 3.1 100

1975 Number 70,124 12,507 4,911 4,227 591 92,440
a 75.9 13.6 5.3 4.6 0.6 100

1976 Number 82,596 11,706 4,574 4,189 1,643 105,106
X 79.6 1l.l 4.7 4.0 1.6 100

1977 Number 106,401 13,382 4,532 4,201 013 129,329
X 82.3 10.3 3.5 3.2 0.6 100

1971 Number 124,465 17,304 6,642 5,660 2,052 156,123
Z 79.7 11.1 4.3 '.o 1.3 100

1979 Number 128,811 18,270 6,361 5,495 3,319 162,276
1 79.4 11.3 3.9 3.4 2.0 100

1980 Nuomber 130,600 19,302 5,491 4,a54 2,050 162,857
1 80.2 11.0 3.4 2.9 1.7 100

1981 Number 127,709 :1,668 6,379 5,674 239 161,669
2 79.0 13.4 3.9 3.5 0.1 100

1902 Number 136,693 23,507 7,374 7,166 708 175,448
7 77.9 13.4 4.2 4.1 0.4 100

1993 Number 132,350 24,198 9,801 8,479 41577 179,405
1 73.8 13.5 5.5 4.7 100

1984 Number 140,592 15,010 8,137 9,399 3,496 176,634
1 79.6 8.5 4.6 5.3 100

SourcE: Department of Tourise
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Table 8.7: ARRIVALS BY MONTH

1981 1904

MONTH Non-India Indian Total Non-India Indian Total

January 9,434 2,271 11,705 12,830 706 13,536
February 10,943 1,741 12,684 12,838 1,055 13,693
March 14,411 3,547 17,95B 10,056 7,992 10,048
Apri' 10,170 3,446 13,616 9,425 B,335 17,760
May 5,489 9,372 14,861 0,024 7,291 15,315
June 3,B09 4,765 8,574 9,610 1t071 12,681
July 5,B36 3,1B3 9,019 5,739 3,717 9,456
August 7,160 2,552 9,720 7,709 441 9,149
September 7,159 3,773 10,932 7,159 5,592 12,750
October 14,459 6,772 21,231 13,6B1 9,787 22,469
November 1i,231 3,415 16,646 10,266 6,322 16,589
December 10,505 4,138 14,723 11,502 4,400 15,990

TOTAL 112,694 49,975 161,669 117,917 56,717 176,634

Source: Department of Tourism.
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Table 8.8: TOURIST ARRIVALS BY NATIONALITIES BY AIR AND LAND, 1984

By Air By Land Total

Number I Number I Number

USA 16,772 90.O 1,855 10.0 18,627
Germany, F.R. 7,592 70.9 3,123 29.1 10,715
Frar.t e 8,741 70.3 3,696 29.7 12,437
UK 9,333 70.8 3,855 29.2 13,199
Japan 5,093 68.3 2,356 31.7 7,439
Australia 3,293 73.0 1,219 27.0 4,512
Italy 3,692 78.3 1,022 21.7 4,714
Switzerland 2,470 68.7 1,124 31.3 3,594
Canada 2,193 74.6 745 25.4 2,938
Austria 837 65.2 446 34.8 1,283
Denmark 906 59.4 619 40.6 1,524
Neth2rlands 2,819 72.2 1,068 27.8 3,907
Stieden 873 71.4 350 28.6 1,223
Beigiua-Luxeuburg 1,58B 85.5 270 14.5 1,658
Nen Zealand 681 61.6 424 38.4 1,105
Spain 2,497 80.5 604 19.5 3,101
Yugoslavia 50 81.1 21 18.9 111
Thailand 857 60.7 556 39.3 1,413
Israel B30 69.1 102 10.9 932
Nesico 552 97.0 17 3.0 569
NorNay 397 70.5 166 29.5 563
India 58,717 100.0 0 0.0 59,717
Others 19,107 86.2 3,057 13.8 22,164
Total ------ ----------

149,920 84.9 26,714 15.1 1lb,634

Source: Department of Tourism.
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Table 9.2: NATIONAL UlBAN CONSUMER PRICE INDEX
(PY 1972/73 - 100)

1974175 1975176 1976/7l 1977/78 1970/79 - i979/0 19K0/81 190t/02 1992/3 1933104 1994/95 a/

Commolitin

Foed and vrkagn 141.4 135.7 136.1 156.4 151.1 176.2 199.9 221.9 257.4 270.9 261.7

*estawant mels 139.6 147.4 147.2 152.8 155.4 173.1 242 259.5 272.6 290.6 29.1
rains and crnal
produets 130.2 128.2 119.3 132.9 134.7 151.7 161.9 191.9 242.5 239.0 219.9

Pulses 143.7 124.7 137.6 193.9 199.7 214.2 252.9 264.9 274.5 309.4 340.4
Vegetables 143.4 145.9 159.4 196.6 195.5 219.6 236.6 281.2 285.1 331.7 260.5
Spices 14.7 191.9 193.9 271.9 269.1 241.3 247 303.3 347.7 356.3 386.9
hat, fish ad eggs 145.6 155.6 157.1 169 177.5 207 245.1 259.1 282.7 311.2 345.3
Wilt and milk

prodKcts 137.9 151.6 159.9 164.6 172.4 1B4.3 204.2 234.0 265.4 295.0 335.0
Dil and claified

butter 153.4 118 143.6 197.9 178.1 204 257.4 264.9 262.5 315.6 312.1
Sugar 119.1 135.5 139 135.6 116 139.1 227 224.3 199.5 194.5 199.2

_vras 124.3 135.2 134.1 160.6 166.4 172.7 190.1 199.1 232.9 265.4 2B4.2

him-Fed Itcs and

Services 130.3 139.9 149.6 156.2 167.9 100.7 204.9 224 247.7 269.7 300.3

Cloth, clothing ad
sewin services 122.6 126.1 131.9 136.4 145.4 156.1 165.7 193.9 196.1 211.6 223.8

Footwer 130 146.6 144.6 1451 153 162.5 192.7 198 214.2 228.9 249.3
Hbusing 135.7 147.6 161.2 172.3 194 . 214 247.9 274.9 315.9 350.6 406.5
Transport and cue

_uications 147.7 155.7 165.1 163.9 174.1 199.2 227.3 234.1 249.0 261.6 297.9
Nedical ind personal
care 124.6 135.9 146.5 149.2 157.7 164.9 175.7 192.0 205.6 219.7 212.2

Education, reading
terial and

recreation 129.5 135.2 141.7 152.2 157.7 165.2 212.2 225.2 245.0 259.9 290.3
Cigarettes 126.5 144.7 159.3 154.1 155.5 162.1 173.6 195.4 204.4 210.7 229.0

Overall Index 139 137 140.7 156.4 11.1.8 177.6 201.4 222.4 254.0 269.9 274.1

at March 1995

Sorce: lepal Rastra Bank.
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Table 10.1: NUMBER OF PUPILS, TEACHERS, AND PUPIL/TEACHER RATIO BY LEVEL OF EDUCATION

1970/71 1974/75 1976/79 1979/80 1980/81 1981/82 1992193 1983184

Primary

Pupils 408,471 401,034 875,494 tO12,530 1,067,912 1,388,001 1,494,698 1,626,437
of Nhich, female 64,752 69,331 206,117 270,740 299,512 373,736 410,439 455,430

Teachers 19,674 17,729 24,652 2b,394 27,805 29,134 32,259 38,131
of which, trained 4,933 7,287 9,605 9,731 9,971 10,565 11,525 12,914

Pupil/Teacher Ratio 22 23 36 36 38 48 46 43

Lower Secondary

Pupils a/ 160,258 276,580 342,929 391,427 169,564 198,728 219,639
oi which, female a/ 26,179 50,763 68,133 90,989 34,361 42,807 50,191

Teachers a/ 6,062 9,416 10,536 11,693 12,245 10,;20 10,146
of which, trained a/ 2,061 3,845 4,151 4,587 4,933 4,547 4,396

Pupil/Teacher Ratio a/ 26 29 33 33 14 16 22

tipper Secondary

Pupils 120,537 61,325 93,651 106,109 121,007 144,331 170,404 198,446
of which, female 17,265 10,606 15,431 18,253 21,613 27,266 33,131 40,870

Teachers 5,628 3,422 3,947 4,265 4,163 4,900 5,634 5,764
of vhich, trained 981 1,170 2,425 2,687 2,919 3,067 3,510 3,390

Pupil/Teacher Ratio 21 18 24 25 26 29 30 34

a/ Distributed among primary and higher secondary enrollment.

Source: Ministry of Education
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Table 10.2: NUMBER OF SCHOOLS AND NR OLLNENT RATIO BY LEVEL OF EDUCATION AMD REGION

Number of Schools Enrollment Rate (2) bl
1975176 1979/S0 1980181 19831/4 1975/76 1978/79 lIlt 191L si

Zriusxj Level
Reg io jL/

Eastern 2,104 2,362 2,394 2,531 56.3 76.3 92.3 67.7
Central 2.384 2.656 2,734 2,882 52.5 68.2 81.3 61.1
Western 2,328 2,580 2,647 2,682 83.6 104.2 121.7 84.4
Mid-Western { 4 { 1,562 { ( { 52.2
Far-Western < 1,952 4 2,288 { 2,355 971 4 50.8 ( 67.5 { 73.0 49.5

Total 8,708 9,886 10,130 10,622 59.0 77.0 90.4 65.4

Lover Secondarv Level
Rego

Eastern 527 692 801 657 30.8 33.4 37.7 24.9
Central 596 812 939 746 34.8 34.6 38.6 22.9
Western 695 861 981 774 27.7 30.1 34.8 27.2
Mid-Western 4 4 { 335 4 4 ( 15.3
Far-Western 4 471 6 96 7{ 80 274 4 21.2 { 26.8 { 34.8 18.5

Total 2,289 3,061 3,501 2,786 29.0 32.0 36.7 22.9

UDDer Secondary Level
Reso
Eastern 132 165 198 228 42.3 34.3 32.1 16.1
Central 172 211 260 287 45.7 42.1 37.4 16.3
Western 147 168 199 242 31.7 29.7 27.0 15.5
Mid-Western 4 4 { 95 { { { 7.5
Far-Western f 69 4 100 { 128 66 t 32.0 { 23.7 { 23.0 8.1

Total 520 64 785 91b 39.0 40.0 30.9 14.2

&/ See footnote j/ under Table 1.3.
bI In 1975/76 and 1978/79. enrollment rates for lover secondary apply to primary level leavers;

and for upper secondary, to lover secondary leavers. In 1980 and 1981, all rates apply to
respective level age groups.

5/ According to 1981 Census. In 1981, school classes vere recategorized as follows. vith prior
1980 categories shown in parentheses: Level Classes

Primary 1-5 (1-3)
Lower Secondary 6-7 (4-7)
Upper Secondary 8-10 (8-10)

Source: Ministry of Education.
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Table 10.3: GOVERMIE EXPENDITURE ON EDUCATION BY LEVEL

1970171 1974175 1975/76 1976/77 1977178 1970179 1979190 19N8081 1981/82 1982183 198314

------------------ Ros 000 in Current Pricn u -------- …------- …-- -- …-----------

Primary 9,813 37,443 52,692 64,600 73,000 00,400 98,624 114,247 164,779 224,000 307,094
Secondary 4,253 34,959 40,024 48,731 54,500 62,00 73,967 79,526 96,776 113,144 112,169
Higher 37,623 44,120 100,087 93,124 93,947 117,464 1Il,453 150,279 202,327 370,950 314,0"9
Others -- 43,326 53,197 51,491 56,224 53,941 57,715 85,269 115,014 129,909 157,691

Total 51,689 159,848 245,990 257,946 277,671 322,705 39,759 42i,321 568,896 836,902 091,052

------------------- (Percent of Total) ------- …---------…

Primary 19.0 23.4 21.4 25.0 26.3 27.4 29.3 26.6 29.0 26.8 34.5
Secondary 9.2 21.9 16.3 18.9 19.6 19.5 21.2 18.5 15.3 13.5 12.6
Higher 72.9 27.6 40.7 36.1 33.9 36.4 34.0 35.0 35.6 44.3 35.3
Others -- 27.1 21.6 20.0 20.2 16.7 16.5 19.9 20.2 15.4 17.7

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Ministry of Education.
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Table 10.4: HEALTH INFRASTRUCTURE
(At End of Fiscal Year)

1974/75 1975/76 1976177 1977/79 1979/79 -1979/90 I90018 1991/12 19921/3 1903184

Hospitals 59 61 64 65 fi 73 61 *1 73 Al 73a1 IO /

Hospital hds 2,121 2,239 2,294 2,309 2,506 2,516 2,594 bI 2,669 bh 2,649 bI 3,522 b/

Health Centers 35 31 35 29 26 26 28 26 26 26

Halth Posts 351 403 433 483 533 5B3 533 583 644 744

Ayurvedic Services
Centers 82 92 02 92 95 B5 84 94 04 125

a/ Of which, 18 mere Mission hospitals.
hi Of which, 973 beds in Hission hospitals.

Source: Department of Health Services.
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Table 10.5: FAMILY PLANIING PROGRAM ACIIEVEMUNT

Nethods 1969/70 1974175 1971/79 1979/90 1980/81 1991/82 1989213 1993104
----. --- ----

ItD kcceptors Innu) 1,109 1,110 1,231 103 1,304 1,204 1,557 1,050
Vasectoay Acceptws 3, 3,702 7,009 4,277 4,602 10,391 16,493 26,311
Pill Accpturs (ne)l 10,263 26,9r, 37,896 44,270 49,079 49,752 66,815 63,453
Pill Cycles Distributed 36,329 197,061 274,544 313,074 343,071 341,155 462,367 356,052
Condoe Acceptors I.e.) 14,800 63,814 106,881 134,0" 140,666 139,585 166,261 164,737
Cud.s Distributed 227,636 1,207,731 2,239,955 2,509,944 2,956,922 2,371,480 3,841,261 2,700,988
Laproscopic Acceptors - 662 11,208 11,130 18,040 20,167 28,507 41,428
Depo vroers Acceptors - 81 1,549 1,722 2,119 3,109 4,939 5,705

Total kcceptors (new) 29,740 99,312 165,774 196,534 216,010 223,215 284,572 302,684

-__------_- ---- - ___----- _

Source: Iinistry of Health, NFPICH Project, Eveluation Division.
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