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I. CURRENT DEVELOPMENT TRENDS AND ISSUES 

A. Recent Political and Social Developments 

1. The political landscape of Nepal has changed dramatically since the preparation of the 
Asian Development Bank’s (ADB) country strategy and program (CSP), 2005–20091 in 
September 2004. The decade-long conflict by the Communist Party of Nepal, Maoists (CPN/M) 
has ended and a peace process has begun following a popular uprising in April 2006 that forced 
the royal government to resign and reinstate the dissolved Parliament. A Comprehensive Peace 
Accord (CPA) was signed between the mainstream parties and the CPN/M in November 2006, 
followed by the induction of the CPN/M into the interim Parliament in January 2007 and interim 
Government in February 2007. The main political parties, including CPN/M, subsequently agreed 
to elect a constituent assembly (CA) that would draft a new constitution. 

 
2. The CA elections were held on 10 April 2008 after having been postponed twice as a 
result of major disruptions in the peace process. In contrast to the pre-election violence, the 
elections were generally peaceful with a reasonably high voter turnout of 61%, reflecting 
aspirations for lasting peace and stability. The CPN/M won the largest number of seats (220), 
followed by the Nepal Congress (110), the United Marxist-Leninist (103), the Madhes People’s 
Right Forum (52), and other smaller parties (90). The successful conclusion of the CA elections 
and the declaration of the country as a federal republic by the CA on 28 May 2008 marked 
another major milestone in the peace process and promise further progress in the future.  
 
3. Nevertheless, the peace process ahead is still fraught with difficult challenges. In addition 
to dealing with the immediate issues of forming a new consensus government, agreeing on a 
power sharing arrangement in the transitional period and integrating the CPN/M’s People’s 
Liberation Army, the CA faces the daunting task of drafting a new constitution within a complex 
political context; addressing deep-rooted and divisive issues of ethnicity, regionalism, caste and 
gender; and defining the form and substance of a new federal state. Nonetheless, Nepal has 
come a long way in its self-led peace process, which suggests that lasting peace and stability are 
within reach.  
 
B. Economic Assessment and Outlook 

4. The first 3 years of the CSP saw low gross domestic product (GDP) growth averaging 
3.3% per annum, well short of the high (6.2%) and low (4.3%) growth scenarios in the Tenth Plan 
(FY2003–FY2007). Against expectations of an economic revival following the end of the conflict, 
growth declined from 4.7% in FY2004 to 3.1% in FY2005, 3.7% in FY2006 and 3.2% in FY2007. 
Much of the slowdown came from the poor performance of agriculture, due mainly to adverse 
weather. While services showed some signs of recovery with the revival of tourism following the 
CPA, industrial output stagnated as manufacturing remained subdued (Appendix 1).  
 
5. Sound policies have helped to preserve macroeconomic stability during the CSP period. 
The Government adopted an increasingly expansionary fiscal policy following the restoration of 
peace, pushing the budget deficit (after grants) from less than 1% of GDP in FY2004 to a still 
manageable 2% in FY2007. Stronger tax administration and donor assistance helped limit the 
recourse to domestic financing. While inflation averaged 6.3% during FY2005–FY2007, higher 
than in previous years—mainly because of poor crops, supply disruptions from political unrest, 
and higher fuel prices—the exchange rate peg to the Indian rupee has kept price movements in 

                                                 
1 ADB. 2004. Country Strategy and Program (2005 – 2009). Nepal. 
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line with those in India. Sustained current account surpluses and aid-related capital inflows have 
facilitated balance of payments surpluses; however, the current account surplus weakened to 
0.5% of GDP in FY2007 from over 2% in earlier years, due to a widening trade deficit. Remittance 
inflows have emerged as the major source of foreign exchange earnings, while merchandise 
exports stagnated as competitiveness and productivity gains have waned.  
 
6. The outlook for FY2008 and FY2009 looks more promising, with expected annual growth 
of about 5.6% and 4.3%, respectively, because of higher agricultural output as a result of better 
weather and continued strong performance by services. However, industrial growth is likely to 
remain constrained by fuel and power shortages, political uncertainty, and structural weaknesses. 
Macroeconomic stability will continue to depend on prudent policies, particularly in addressing 
new fiscal pressures from the peace process, and higher food and fuel prices. 
 
C. Progress in Poverty Reduction 

7. The Nepal Living Standards Survey (NLSS) in 2003–2004 showed that poverty incidence 
declined from 42% in 1996 to 31% in 2004, driven by average per capita income growth of 4.5% 
per annum, supported mainly by increased remittances, as well as by higher agricultural wages, 
greater connectivity and urbanization, and a decline in the dependency ratio. The Government’s 
Three-Year Interim Development Plan (TYIDP) aims to reduce poverty incidence to 24% by 
FY2010. Nepal is also on track to achieve most Millennium Development Goal targets. (Table 
A1.1). 
 
8. However, these achievements are marred by stark and widening socioeconomic 
disparities. The NLSS shows that income inequality increased significantly as the Gini coefficient 
rose from 34.2% in 1996 to 41.1% in 2004. Further, the 11% drop in poverty was unevenly 
distributed regionally and across caste and ethnic groups. Poverty is still high in rural areas, 
especially in the midwestern (45%) and far western regions (41%). Poverty levels are also much 
higher among lower castes and minorities, such as Dalits, hill Janajatis and Muslims (all above 
40%), than among upper castes such as Brahmin and Chettris (19%) and Newars (14%). Similar 
disparities are evident in human development—the literacy rate of Dalits is about 30% lower than 
that for Brahmins and Newars; life expectancy is 63 years for Brahmins but only 51 for Dalits; and 
primary school enrollments of Dalit and Janajati children are only 16.9% and 36.4%, compared 
with 90% nationally. Gender disparities are stark as women still lag far behind in all spheres of 
life. For example, the literacy rate for women (38.2%) is much lower than for men (69.3%), 
women are significantly underrepresented in government (12.7% of civil servants), and have less 
access to resources (women own land in only 11% of households). 
 
D. Risk Assessment 

9. Public Financial Management. The Government assessed its public financial 
management in 20072 using the public expenditure and financial accountability method. This 
assessment revealed a well designed, but unevenly implemented system. In particular, the 
budget was found to be a credible policy tool, with some links to sector policies, solid control of 
spending aggregates, and reasonable controls at the transaction level. However, there are gaps 
in the control framework, significant implementation constraints, and large fiscal activities that 
remain off-budget. Fiscal discipline is effective but constrained by: (i) lack of risk monitoring 
(including those related to donor funding), (ii) poor capital budget preparation and 

                                                 
2 Government of Nepal. 2007. Public Expenditure and Financial Accountability: Public Financial Management 
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implementation, (iii) weak sector strategies, and (iv) weak reconciliation of revenue accounts. 
There are also limitations at the local level due to small revenue bases and constrained grants, 
unclear roles and responsibilities, and constrained fund flow mechanisms. 
 
10. Public Procurement. Nepal’s public procurement system has significantly improved in 
recent years. A new Procurement Act in December 2006 and related regulations in August 2007 
provide for more transparent procurement and bidding processes and are in line with accepted 
international procedures. The Public Procurement Monitoring Office (PPMO) was established in 
the Office of the Prime Minister and Council of Ministers to institutionalize accountability and 
transparency within the state bureaucracy. Key implementation risks for the new legislation 
include the (i) lack of experienced government officials with the new legal and regulatory 
provisions, especially at the subnational level; (ii) lack of capacity and resources in the PPMO to 
translate the new provisions into effective practices; (iii) lack of acceptance by the domestic 
construction industry; (iv) cumbersome procedures for modifying contracts; and (v) lack of 
incentives in the executing agencies for implementation.    
 
11. Corruption Control. Anticorruption provisions have featured prominently in the various 
political agreements since 2006, including the 2006 Interim Constitution. In addition, the 
jurisdiction of the Commission for the Investigation of Abuse of Authority Act (CIAA) has been 
broadened to include corruption in the judiciary and army. New legislation with anticorruption 
provisions has been enacted in recent years—the Promoting Market Competition Act, 2006; 
Rights to Information Act, 2007; Special Court Act, 2002 (amended in 2007); and Anti-Money 
Laundering Act, 2008—in addition to the new procurement legislation described above. 
Nonetheless, corruption remains a key governance challenge as legislative compliance is weak 
and anticorruption organizations lack consistency in terms of jurisdiction and suffer from low 
capacity. There is a need for more corruption prevention, along with better punitive approaches.   
 
E. Implications for the Country Strategy  

12. The significant events since the launch of the CSP—the end of the conflict, emergence of 
tensions related to social exclusion (sometimes with violence), establishment of a CA and 
formation of a new government, and weak growth—reconfirm the strategic pillars of the CSP: 
fostering broad-based economic growth, inclusive social development, and good governance. 
The peace dividend, which had been widely expected following the restoration of peace, has 
been slow to materialize and there are risks that the people could become disenchanted and the 
peace process derailed. In particular, the recent heightened social tensions and the CA election 
outcome underscore the importance of providing tangible benefits to people who have so far 
benefited little from Nepal’s development. While the new government is still to be formed, 
discussions with political leaders indicate that the main thrust and pillars of the CSP remain valid, 
and in fact even greater emphasis will be needed on state building, good governance and 
inclusive growth. The results orientation of the CSP will also need to be strengthened.  
 
13. Broad-based growth, accompanied by inclusive development, is imperative during the 
transition period and will remain the cornerstone of the strategy. Higher growth would also create 
the fiscal space for more inclusive poverty reduction programs. Growth alone will not be sufficient, 
given the serious inequalities. Poverty and inequality were the root causes of the conflict, and 
deeply rooted social exclusion underlies the continued unrest in many parts of the country. To 
help ensure durable development impacts and support the peace process, ADB operations must 
maximize inclusiveness while fostering higher growth. To address inequities in resource 
allocation and empowerment, ADB will maintain its strategic focus on social inclusion in alignment 
with the TYIDP. It will aim to include more disadvantaged groups (including women) in its 
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operations by removing the structural and institutional barriers to their participation in 
development programs, in part through better targeting.  
 
14. Better governance will be a key to strengthening and transforming the state during the 
transition period, and for avoiding political setbacks. Greater transparency and accountability in 
service delivery, especially at the local level, will help build trust in and enhance the credibility of 
the state. Recently introduced reforms to foster inclusion, and governance measures will need to 
translate into actual improvements in the welfare of excluded groups. The political transition 
remains fragile, with many sensitive milestones still to be achieved. Progress will take time given 
the current multi-party system. At the local level, the political environment is challenging in the 
absence of elected bodies. The good governance pillar, as well as the four measures adopted in 
the CSP to foster inclusive development and the results-based approach (conflict sensitivity, 
participatory processes, mainstreaming of inclusion, and transparency and accountability), that 
helped to deliver ADB support under extremely difficult conditions therefore remain fully relevant 
and will be continued.  
 
15. Five regional consultations (January–March 2008) and a national nongovernment 
organization consultation in April 2008 were attended by more than 150 participants from 45 
districts. There was strong appreciation of the CSP and its participatory preparation, and support 
for the priority sectors and strategies, which were confirmed as fully relevant. To enhance 
implementation, participants recommended that closer attention be paid to good governance and 
monitoring in ADB projects. Participatory approaches, in particular to ensure disadvantaged 
groups are reached, were emphasized. Livelihood development, especially in remote areas, 
remains a major priority, with assistance to improve connectivity complemented by income 
generation support. While security has improved since the CPA, significant challenges remain, 
including persistent bandhs (strikes), general lawlessness and impunity. 
 

II. IMPLEMENTATION OF THE COUNTRY PARTNERSHIP STRATEGY 

A. Progress in the Country Partnership Strategy Focus Areas 

16. Despite the challenging environment, noticeable progress has been made in the priority 
sectors identified in the CSP. In particular, the conflict-sensitive implementation strategy has 
facilitated effective project implementation. The major achievements are highlighted below. 
 
17. Agriculture and Rural Development. Enhancing agricultural productivity, food security 
and diversifying rural economic opportunities continue to be central to addressing the root causes 
of poverty and conflict. ADB’s contribution to agricultural growth during the Tenth Plan was 
significant, despite the rural-centered conflict and overall investment shortfall in the sector. The 
area under year-round irrigation increased by 58,000 hectares (ha), 74% of the target. The ratio 
of cash crops to agricultural GDP increased from 31% in FY2002 to 37% in FY2007, but the 
livestock ratio remained the same. Rural road construction was about 55% of the targeted 7,000 
kilometers (km). Although rural infrastructure could be constructed with community participation, 
the conflict disrupted investment in many areas. The TYIDP emphasizes increased rural 
investment to increase agricultural growth, broaden income and employment opportunities, and 
improve connectivity and inclusion. ADB will continue to assist in this regard by strengthening 
infrastructure and connectivity and supporting market-oriented agriculture to generate quick and 
visible benefits to the rural population. 
 
18. Education. Access to basic education has improved significantly as the number of 
primary and secondary schools (grades 1–10) has increased. About 91% of households live 
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within 30 minutes’ walking distance from a primary school. As a result, the net enrollment rate in 
primary schools improved from 64% in 1990 to 87% in 2006, including for girls, who comprise 
48% of total enrollment. The proportion of students completing grade 5 increased to 81% in 
FY2007 from 60% in FY2002. Teacher training and expansion of vocational training achieved 
60% and 70% of their targets, respectively. A midterm review in 2007 of the Education for All 
program covering grades 1–5, supported by a number of funding agencies including ADB under a 
sector-wide approach (SWAp), found that the support had kept the school system operating 
during the conflict, but that the quality of education was still a major concern. It is anticipated that 
education will require significant medium-term support from development partners, with priority for 
reforms to integrate the approach for grades 1–12 by 2012.  
 
19. Energy. Despite ADB assistance in expanding transmission and distribution networks, 
only 48% of the population had access to electricity in FY2007, against a target of 53%. The 
strong links between electricity, growth and poverty reduction underscore the importance of 
improving rural electrification. Hydropower development has been constrained by the small 
domestic market and capital base, slow reform progress, and the inability to exploit export 
markets. The high cost of extending distribution facilities to rural areas has deterred the Nepal 
Electricity Authority (NEA) from including rural areas in the national grid. ADB assistance will help 
the Government to devise a suitable institutional mechanism for rural electrification and to 
improve the financial viability of NEA. The TYIDP aims to expand the grid to rural areas, provide 
better services, and develop hydropower as an export commodity. A more conducive 
environment for private investment is also needed to achieve these sector outcomes. 
 
20. Finance. ADB operations facilitated significant expansion of microcredit through 
establishment of the Rural Microfinance Development Center (RMDC)—an apex microfinance 
organization—under the Rural Microfinance Project (1999–2007). The RMDC now provides credit 
to over 500,000 poor rural women, and its microcredit disbursement increased ten-fold from 
FY2002–FY2007. The Rural Finance Sector Development Cluster Program, approved in October 
2006, aims to improve access of rural households to institutional financial services. Key program 
outputs include reform and restructuring of rural finance institutions, such as the Agricultural 
Development Bank Limited (ADBL). The ADBL, which has a 75% share of the rural credit market, 
had loan growth of 9.7% per annum and its nonperforming loans were halved to 18% as a result 
of managerial strengthening under the Program. ADB will continue to support improved access to 
financial services and a more inclusive financial sector. 
 
21. Transport and Communications. ADB’s strategy has sought to bring excluded groups 
and regions into the mainstream by fostering connectivity. Despite the conflict and slow overall 
growth, the sector achieved 5.4% annual growth during the Tenth Plan period. Expansion of the 
strategic road network achieved 93% of the target. The number of district headquarters 
connected by road increased from 60 to 63 against a target of 70 by FY2007. The shortfall was  
largely due to the conflict. However, only about 60% of the target in terms of additional domestic 
airports with year-round services has been achieved because of weak local capacity to handle 
large contracts and disruptions in the delivery of building materials. The transport sector has great 
potential to contribute to inclusive growth, but the lack of facilities at airports and good roads 
constitute a future bottleneck.  
 
22. Water Supply, Sanitation, and Urban Development. Progress in achieving sector 
outputs is slow but steadily improving. Access to water supply increased to 77% by July 2007 
from 72% in 2002. At this pace, the targeted 85% coverage will be achieved by 2015 instead of 
2010 as targeted in the TYIDP. Progress in sanitation is more encouraging as the proportion of 
the population with access to sanitation services increased from 20% in 2002 to 46% by July 
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2007. As a result of ongoing ADB-financed water-related projects, 600,000 people (15% of the 
overall TYIDP target) will have basic water supply in rural areas and 900,000 semi-urban and 
urban residents (24% of TYIDP target) will have similar services by 2010. ADB will continue to 
address the major sector challenges, including: (i) weak implementation and monitoring of 
sectoral policies and strategies; (ii) weak coordination among line agencies;  
(iii) inadequate government and private sector capacity; (iv) lack of water sources, especially in 
the hilly regions; and (v) haphazard human settlement patterns. 
 
23. Private Sector. The TYIDP target is for the private sector to contribute 70% of total 
investment, but the Government has taken few initiatives to enhance its economic role, in part 
because of conflict and political transition. Private companies are constrained by poor 
infrastructure, frequent strikes, and regulatory and administrative inefficiencies. During the CSP 
period, ADB provided TA to help Government evaluate public–private partnerships in energy, 
where prospects are best for private investment. Future ADB assistance will support public–
private partnerships in infrastructure, particularly in energy and transport. The West Seti 
Hydropower Project is expected to be finalized in 2008, with ADB supporting the Government to 
join as an equity shareholder, private sector equity (including a direct share), and commercial 
bank financing with a public guarantee (supported by ADB). Public–private partnership is also 
being considered for the North-South Fast Track Road Connectivity Project.  
 
24. Regional Cooperation. Fostering deeper regional economic integration in South Asia will 
remain a key focus for the remainder of the CSP period. Nepal’s accession to the World Trade 
Organization in April 2004, participation in the South Asia Free Trade Agreement and the 
commitments under the Islamabad Declaration adopted at the 12th South Asian Association for 
Regional Cooperation (SAARC) summit in January 2004, and its membership in the Bay of 
Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation in February 2004 have 
paved the way for accelerated regional cooperation. Under the CSP, ADB has supported Nepal 
taking a proactive role in the South Asia Subregional Economic Cooperation (SASEC) program, 
designed to foster cooperation among Bangladesh, Bhutan, India, and Nepal in transport, energy, 
trade, industry, private sector, environment, tourism, and information and communications. ADB’s 
first regional investment, the SASEC Information Highway Project, was approved in 2007 with a 
grant of $9 million by ADB to support Nepal’s participation. The West Seti project, with private 
equity expected from Indian investors, and commercial financing from banks in the People’s 
Republic of China, is another example of regional cooperation by ADB. 
 
25. Gender and Social Inclusion. ADB’s gender strategy has contributed to policy reform 
and improved capacity to address gender inequities, including through affirmative action and 
reservation policies in civil service reform. Women’s representation in the civil service had 
increased to 12.7% by 2007 from 8.6% in 2001. The amended Civil Service Act, 2007 includes a 
reservation policy of 45% for women and other groups. ADB’s policy dialogue also facilitated 
enactment of the Gender Equality Act, 2006, while assistance for gender mainstreaming has 
enhanced institutional capacity and strategic thinking in the ministries of education, agriculture, 
and general administration. The Gender Equality and Empowerment of Women Project is helping 
poor rural women through empowerment and livelihood support. In addition, the gender 
mainstreaming adopted in the Community Based Water Supply and Sanitation and Community 
Livestock Development projects has promoted greater equality in water user associations and 
livestock groups, and involvement in planning and decision making, while the Teacher Education 
Project has fostered greater inclusion in teacher training and recruitment. 
 
26. ADB’s gender mainstreaming approach through strategic and broad-based solutions in 
policy, institutional and sector programs remains relevant. Despite progress in the past 5 years, 
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social, economic, and political disparities pose challenges to poverty reduction. Socioeconomic 
and cultural differences among women require further attention. Strengthening of target group 
identification in ADB operations more generally is covered under the social development strategic 
pillar and will help to address social exclusion of women.  
 
27. Governance. The good governance strategic pillar prioritized: (i) civil service reform, (ii) 
corruption control and institutional capacity building, and (iii) development of the public service in 
local governments. Under the ADB-supported Governance Reform Program, the Civil Service 
Act was amended to make the civil service more inclusive and gender-balanced, among other 
objectives. Anticorruption legislation was promulgated, and the National Vigilance Center and 
Special Courts were established. Since April 2006, ADB’s governance support has focused on 
capacity building so local public institutions can deliver higher quality and more inclusive 
essential services. Support to civil service reforms will be resumed once the state restructuring 
process begins. ADB will also support capacity building in key anticorruption institutions, which 
remain very weak. The Anti-Money Laundering Act was promulgated in 2008 and all 75 districts 
of Nepal have adopted the citizen’s charter, among other achievements. The Good Governance 
Act, approved in 2008, features general principles for public administration, ethical codes for 
administrative work, performance appraisal, and issues of public interest. In line with ADB’s 
support for decentralization and improving local service delivery, it will support the Government’s 
Local Governance and Community Development Program, which aims to improve access to 
priority public goods and services and to promote inclusive local governance through community 
development.  
 
28. Involuntary Resettlement. ADB has mainstreamed involuntary resettlement safeguards 
in its operations in Nepal. Adoption of good involuntary resettlement practices in infrastructure 
projects has recently improved and innovative safeguard plans were included in the Melamchi 
Water Supply Project and the Rural Reconstruction and the Rehabilitation Sector Development 
Program. However, strong Government commitment and capacity are needed to ensure that 
safeguard plans are fully implemented and complied with. ADB has assisted the government to 
draft a national involuntary resettlement policy, which is awaiting Cabinet approval.  
 
B. Highlights in Coordination of External Funding and Partnership Arrangements 

29. In February 2008, the Government held a donor consultation meeting to highlight the 
TYIDP development agenda and the status of the peace process. After the meeting, development 
partners began preparing a peace and development framework to align their support for TYIDP 
priorities. Donor coordination has remained effective, with regular meetings of donors, project- 
and issue-specific meetings, and establishment of thematic groups. ADB is taking the lead in the 
rural infrastructure and urban development groups. ADB has also organized regular sector-
focused donor meetings to discuss implementation issues.  
 
30. ADB coordinates closely with development partners in the annual country programming 
exercise and such coordination generated cofinancing for road and rural reconstruction projects 
approved in 2006 and 2007. ADB has been part of the SWAp in the education sector. In the rural 
transport sector, ADB, the Department for International Development of the UK (DFID), GTZ, 
Japan International Cooperation Agency (JICA), Swiss Agency for Development Cooperation, 
World Bank and the World food Program (WFP) signed a statement of intent with the 
Government to move toward a SWAp. Several externally financed trust funds (such as the 
Poverty Reduction Fund and Japan Fund for Poverty Reduction) have been tapped to provide 
TA. Such coordination efforts with development partners to generate cofinancing will continue.  
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31. ADB, the World Bank, and Japan Bank for International Cooperation have been 
conducting joint portfolio reviews led by the Government since 2001 to harmonize efforts to 
strengthen monitoring and reporting systems. DFID joined the country portfolio review mission in 
2007 with most other bilateral donors participating as observers. ADB is also taking the lead in 
supporting the Government in institutionalizing managing for development results (MfDR).  
 

III. PORTFOLIO MANAGEMENT AND PERFORMANCE MONITORING ISSUES 

A. Portfolio Performance  

32. With the approval of the results-based CSP in 2004, it became essential to improve 
portfolio performance, which had sharply deteriorated because of the political and security 
situation. A strategic approach was adopted in 2006 through an annual portfolio management 
strategy paper and results-based portfolio management. Key portfolio indicators improved and 
reached ADB-wide averages in 2006 and 2007. Disbursement and contract award ratios 
improved from single digits to over 20% in 2006 and 2007. As a result, resource transfers 
increased from negative to about $50 million per annum in 2006 and 2007. The proportion of “at 
risk” projects also fell from over 17% in 2006 to 3% by the second quarter of 2008.   
 
33. With ADB and other donor support, the Government is working to fully integrate portfolio 
management and foreign aid coordination into its medium-term expenditure framework. The 
annual country portfolio review mission (CPRM) is also promoting reforms in the Government’s 
immediate action plan and is becoming an integral part of the Government’s regular planning, 
programming, and budgeting process. The 2007 CPRM prioritized effective implementation and 
developed an action plan focused on human resource management, procurement management, 
financial management, results-based management, project management, and donor 
harmonization. The portfolio management strategy going forward aims to further improve 
performance to enhance development effectiveness of ADB operations.  
 
B. Results-Based Performance Monitoring and Evaluation 

34. MfDR is yet to be institutionalized. ADB has been assisting the Government through TA to 
adopt and internalize MfDR approaches in six central government agencies and four district 
development committees. ADB also supported the National Planning Commission to adopt 
results-based approaches in the TYIDP, including an overall and sector-specific results 
frameworks and strategies to achieve the intended outcomes. Objective, verifiable macro and 
sector indicators have been included in these results frameworks. The Nepal CSP results 
framework now reflects (i) changes and experience since its development; (ii) the TYIDP; and (iii) 
feedback from portfolio management, sector results profiles (SRP) and the country results profile 
(CRP). Tracking indicators were added to the framework to facilitate annual monitoring.  
 
35. The annual CPRM is being used to facilitate adoption of MfDR in portfolio management. It 
has prepared a comprehensive action plan with results-based portfolio management as a core 
element. Design and monitoring frameworks for all ongoing projects are now more results-based, 
helping review missions to assess and report on project outputs. SRPs were prepared for six 
priority sectors (agriculture and rural development; education; water supply, sanitation, and urban 
development; transport and communications; energy; and finance and governance) and 
consolidated in the CRP. The CRP assesses progress during the current year against outcomes 
and indicators in the CSP results framework, identifies gaps, and reviews how ADB portfolio 
results are linked to national results. It will be used to improve future portfolio planning, and to 
monitor and evaluate results connected to the national results framework.  
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IV. COUNTRY STRATEGY AND PROGRAM RESULTS FRAMEWORK 

 
Pillar I: Broad-Based Economic Growth 

 
CSP Strategic Focus Medium-

Term 
Goals 

Intermediate 
Outcomes b 

Intermediate 
Indicators c 

Tracking 
Indicators 

Baseline 
FY2002/
10th Plan 

FY 
2003 

FY 
2004 

FY 
2005 

FY 
2006 

FY 
2007 

Milestones 
and 

Targets 
FY2007 

Monitor
-ing 

• Length of 
additional SRN 
constructed (km) 

1,132 113 235 97 154 206 870 Yearly • Expanded 
national road 
network 

• Length of 
additional SRN 
paved/sealed (km) 

215 30 60 40 137 179e 893 Yearly 
 

• Increased number 
of districts 
connected 
through road 
network 

• Number of district 
HQs connected by 
roads 

60 60 60 60 61 63 70 Yearly 
 
 
 
 

• Enhanced air 
transport services 

 

• Number of 
additional 
domestic airports 
with year-round 
services (paved) 

4 6 0 1 0 2 15 Yearly 

• Improved access 
of 
communications 
services to VDCs 

• Number of tele 
centers (e-
service) in VDCs  

 

0 
 
 
 

 

6 
 
 
 

 

4 
 
 
 
 

18 
 
 
 
 

16 15 
 
 
 
 

1,275 
 
 
 
 

Yearly 
 
 
 

 
• Affirmative 

policies for 
regional 
development 

• Implementation of 
Regional 
Development 
Strategy 

— — — — — Strategy 
incor-

porated 
in 

TYIDP 

Strategy 
incor-

porated in 
the TYIDP 

Every 5 
years 

• Enactment of 
pieces of 
legislation  

— 9 key economic laws were developed and 
all of them enacted by January 2008 

   

• Achieve 
annual 
average 
growth 
rate of 
6.2% 
during 
2002–
2007 

• Increase 
overall 
private 
invest-
ment to 
23.5% if 
GDP by 
2007 

• Improved 
connections between 
different parts of the 
country, particularly 
of the rural areas, to 
markets and 
livelihood 
opportunities 

• Improved economic 
status of less-
developed regions 
and rural areas 

• Strengthened 
financial 
intermediaries 

• Enhanced access of 
the rural poor to 
financial services 

 
 

• Improved 
corporate and 
financial governance  

• Total fixed 
investment of new 
industries 
registered (NRs 
million) 

22,661 13,203 13,163 18,003 9,528 5,640e __ Yearly 
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CSP Strategic Focus Medium-
Term 
Goals 

Intermediate 
Outcomes b 

Intermediate 
Indicators c 

Tracking 
Indicators 

Baseline 
FY2002/
10th Plan 

FY 
2003 

FY 
2004 

FY 
2005 

FY 
2006 

FY 
2007 

Milestones 
and 

Targets 
FY2007 

Monitor
-ing 

• Nonperforming 
loans as % of total 
commercial bank 
loans 

30.4 28.8 22.8 18.94 14.22 9.65  Yearly 

• Population per 
Bank Branches 
(‘000) 

57.3 54.1 58.5 60.0 59.2 47.9 __ Yearly 

• Per capita credit 
(NRs) 

4,889 5,379 6,049 7,072 6,991 9,166 __ Yearly 

• Length of 
additional local 
roads constructed 
(km)  

2,361 905 840 934 987 957 8,500 Yearly • Improved access 
to key inputs, 
outputs, and 
markets.  

 
• Expanded rural 

road network 

• Total marketable 
surplus of the 
agricultural 
produce  

(‘000 t cereal)  

80 75.0 213.0 162.8 (21.6) __ __ Yearly 

• Increased access 
to year-round 
irrigation 

 

• Additional area 
under year-round 
irrigation (ha) 

 
2,705 

 
4,506 

 
4,509 

 
8,764 

 
10,638 

 
19,266 

 
65,000 

 
Yearly 

• Increased rural 
electrification ratio 

 
 

• Proportion of 
households 
electrified 
(cumulative %) 

40 42 44 46 48 48.5 53 Yearly 

• Cash crop/total 
agriculture GDP 
ratio 

31.2 31.9 31.9 34 35.6 37.5 35 Yearly 

• Livestock (total 
agriculture GDP 
ratio) 

25.2 25.1 25.6 25.0 25.5 25.7 27.0 Yearly 

• Increased cash 
crop and livestock 
production  

 
 

• Rural 
Microfinance 
Development 
Center 
disbursements 
(NRs million) 

108 245 364 684 983 1944 432 
(additional 
per year) 

Yearly 

• ADBN 
Disbursements 
(NRs million) 

8,858 10,115 10,149 11,817 12,857 13,460 11,962 Yearly 

Achieve 
annual 
average 
agricultur-
al growth 
of 4.1% by 
2007 
 
 

• Increased agricultural 
production 

• Increased agricultural 
income and 
employment 
opportunities of rural 
people 

• Increased 
commercialization of 
agriculture 

• Strengthened rural 
financial services 

 
 
 
 
 
 
 
 
 
 
 
 
 

• Expansion of rural 
credit availability 

• ADBN NPL level  — — 37 19.2 21.2 d 16.5 d 24 Yearly 
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Pillar II: Inclusive Social Development 

 
CSP Strategic Focus Medium-

term Goals Intermediate 
Outcomes  

Intermediate 
Indicators  

Tracking Indicators Baseline 
FY2002/10th

Plan  

FY 
2003 

FY 
2004 

FY 
2005 

FY 
2006 

FY 
2007 

Milestones/ 
Targets 
FY2007 

Monitor-
ing 

• Net enrollment ratio 
in primary school 
(%) 

81.1 82.4 84 87 87 87.4 90  Yearly • Increased 
enrollment and 
improved 
performance of 
students 

• Survival rate to 
grade 5 

60.0 67.7 76.2 79.1 80.3 81.1 __ Yearly 

• Increased 
proportion of trained 
teachers 

• Proportion of trained 
teachers (%) 

20.1 23 32.8 40.0 58.3 60.2 100 Yearly 

• Improved access to 
vocational training 

• Number of persons 
trained in vocational 
skills (‘000) 

3.8 4.6 6.5 6 5 5 7.1 Yearly 

• Proportion of people 
served with clean 
drinking water (%) 

71.6 72.8 73.5 74.8 76.9 76.6 83 Yearly 
 

• Improve 
availabili-
ty and 
quality of 
social 
infrastru-
cture and 
services 

• Improved access to 
and quality of basic 
education 

• Increased access to 
vocational training 

• Improved access to 
clean drinking water 
and sanitation 

• Improved access to 
clean drinking water 
and sanitation 

 • Proportion of 
households with 
sanitation facilities 
(%) 

20 26.2 39 46.3 46.3 45.8 50 Yearly 

• Increased 
participation of 
women in 
development 
projects 

• Proportion of ADB-
assisted projects 
having interventions 
with women (%) 

— 25 25 28 41 41 __ Yearly 

• Number of women 
in civil service 

 

8,008 8,042 — — — 8,722 10,000 Yearly 

• Number of 
Madhesis in civil 
service 

Data will be available from 2009 Yearly 

• Number of Dalits in 
civil service 

Data will be available from 2009 Yearly 

• Promote 
social and 
economic 
inclusion 
of women 
and the 
disadvan-
taged by 
removing 
social, 
legal, 
economic 
and other 
constrain-
ts 

• Mainstreamed 
participation by 
women and excluded 
groups in 
development and 
decision making 

• Increased economic 
and social benefits to 
women and excluded 
groups 

 

• Increased 
representation of 
women and 
disadvantaged 
groups in civil 
service 

• Number of Janajatis 
in civil service 

Data will be available from 2009 Yearly 
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• Increased 
participation of 
women and 
disadvantaged 
groups in labor 
force 

• Proportion of 
women teachers in 
primary school (%) 

21.4 22.1 21.1 30 31.1 30.6 30 Yearly 
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Pillar III: Good Governance 
 
 

CSP Strategic Focus Medium-
term Goals Intermediate 

Outcomes  
Intermediate 

Indicators  

Tracking Indicators Baseline 
FY2002/ 
10th Plan  

FY 
2003 

FY 
2004 

FY 
2005 

FY 
2006 

FY 
2007 

Milestones/ 
Targets 
FY2007 

Monitor-
ing 

• Implementation of 
affirmative action 
measures  

• Measures to 
promote inclusion 
and decentralization 

— — — — — — Local Service Act 
to be promulgated 

in FY2006 

 

• Number of DDCs 
with citizen charters 

— 43 54 75 75 75 Completed (75 
districts) 

Yearly • Progressive 
devolution of 
services delivery 
responsibilities to 
local bodies 

 

• Number of schools 
transferred to 
community 

— 90 1,500 2,091 2,326 2,304 2,000 in FY2006 Yearly 

• Promote 
people-
centered 
and 
inclusive 
governa-
nce 

• Enhance 
quality 
and 
efficiency 
of public 
services 

• Promote 
decentral-
ization 

• Enhanced local 
participation 

• Enhanced participation 
and empowerment of 
excluded groups 

• Enhanced capacity of 
local organizations 

• Sound local 
management and 
greater resource 
transfers • Increased 

development 
resources to local 
bodies 

 

• Grant allocation to 
DDC bodies on 
poverty based 
formula (NRs 
million) 

810 842.5 810 1,010 1,054 1,242 900 Yearly 

• Number of 
complaints to CIAA 

2,522 3,966 3,732 4,759 4,324 3,564 5,000 Yearly • Increased number of 
corruption cases 
prosecuted and 
convicted 

• Number of cases 
prosecuted/ 
convicted 

162 228 183 222 197 260 500 Yearly 

• Anticorruption 
institutions 
strengthened 

• Legislation on anti-
money laundering 
promulgated 

— — — — — Promulga-
ted Jan 
2008 

To be promulgated 
in FY2007 

Yearly 

• Prevent 
corruption 

• Enhance 
governm-
ent 
account-
ability and 
transpar-
ency 

 

• Strengthened 
anticorruption 
institutions 

• Transparent allocation 
of budget 

 

• Technical audit 
agencies established 
and made 
operational 

• National Vigilance 
Center established 
and technical audits 
conducted 

— Estab-
lished 

8 13 33 44 35 in FY2006 Yearly 
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Pillar IV: Mechanisms to Deliver Results 
 

CSP Strategic Focus Medium-
term Goals Intermediate 

Outcomes 
Intermediate 

Indicators 

Tracking Indicators Baseline 
FY2002/1
0th Plan 

FY 
2003 

FY 
2004 

FY 
2005 

FY 
2006 

FY 
2007 

Milestones/ 
Targets 
FY2007 

Monitor-
ing 

• Clear prioritization 
of government 
projects and 
programs 

• Proportion of 
projects under P1, 
P2, and P3 (%) 

NA P1-59 
P2-33 
P3-8 

P1-69 
P2-25 
P3-6 

P1-58 
P2-32 
P3-10 

P1-68 
P2-29 
P3-3 

P1-67 
P2-27 
P3-6 

— Yearly 

• Improved 
procurement 
practices 

• Promulgation of 
Procurement Law 

— — — Draft 
law  

Law 
enact-

ed 

Regulati-
on 

issued 

— Yearly 

• Enhance 
efficient 
and 
effective 
utilization 
of 
resources 

• Improved 
management of 
public spending 

• Strengthened country 
ownership and 
commitment 

• Enhanced 
development 
effectiveness of ADB 
operations 

• Improved 
disbursement 
performance 

• Nepal’s 
disbursement ratio 
(%) 

— 7.1 4.4 7.7 20 20 20 Yearly 

Increased 
partnerships with 
private sector, 
NGOs, and CBOs in 
service delivery 

Proportion of ADB 
supported projects 
being implemented 
in partnership with 
NGOs and CBOs 

— — 64 64 40 48 — Yearly 

• Increased number 
of quality district 
plans prepared 

• Number of districts 
completing and 
updating DPPs 

— 
 

52 52 
 

52 52 52 75 Yearly 
 

• Improve 
service 
delivery 

• Enhanced 
institutional capacity 
of pubic bodies and 
civil society 
institutions 

• Increased role of 
private sector and 
civil society in 
service delivery 

• Strengthened 
public/social audit 
system at local level 

• Improved M&E 
capacity 

• Project based 
social audits 
conducted in 
districts 

• Institutionalization 
of RBM practices in 
key line ministries 

• Number of social 
audits conducted in 
the districts 

 
 
 
 
• Use of results 

framework in key 
line ministries 

25 
 
 
 
 
 
 

— 

25 
 
 
 
 
 
 

— 

37 
 
 
 
 
 
 

— 

37 
 
 
 
 
 
 

— 

41 
 
 
 
 
 
 

— 

41 
 
 
 
 
 
 

Draft in 3 
ministri-

es 

MLD to 
monitor 
public 

hearings by 
local bodies 

from 
FY2006 
Draft in 

2 ministries 

Yearly 
 
 
 
 
 
 

Yearly 

( ) = negative, — = not available, ADBN = Agriculture Bank of Nepal, AMIB = Agriculture Marketing Information Bulletin, BFS = Banking and Financial Statistics, CAAN = Civil Aviation Authority of 
Nepal, CBO = community-based organization, CBS = Central Bureau of Statistics, CRO = Chief Registrar’s Office, CSP = country strategy and program, CFG = corporate and financial governance, 
DDC = district development committee, DPP = district periodic plan, DOA = Department of Agriculture, DoLIDAR = Department of Local Infrastructure Development and Agricultural Roads, DOI = 
Department of Irrigation, DOIn = Department of Industry, DOR = Department of Roads, DLS = Department of Livestock Services, EFA = Education for All, ES = Economic Survey, FY = fiscal year, 
GDP = gross domestic product, ha = hectare, HLCIT = High Level Commission on Information Technology, km = kilometer, t = metric tones, MLD = Ministry of Local Development, MOAC = Ministry 
of Agriculture and Cooperatives, MOES = Ministry of Education and Sports, MOF = Ministry of Finance, MOGA = Ministry of General Administration, MOIC = Ministry of Industry and Commerce, 
MPPW = Ministry of Physical Planning and Works, NEA = Nepal Electricity Authority,  NERC = Nepal Electricity Regulatory Commission, NGO = nongovernment organization, NITC = Nepal 
Information Technology Centre, NPC = National Planning Commission, NPL = nonperforming loans, NRB = Nepal Rastra Bank, NRs = Nepalese rupees, P1; P2; P3 = Priority 1, 2, and 3, RBM = 
results-based monitoring, RMDC = Rural Microfinance Development Centre, SBD = Standard Bidding Document, SEBO = Securities Board, SRN = strategic road network, SRP = sector result 
profile, TYIDP = Three-Year Interim Development Plan, VDC = village development committee. a Strategic goals of the Tenth Plan. b Achievement of these outcomes is the combined responsibility 
of the Government and its development partners, including ADB, the civil society, private sector, and other development agencies. c Indicators to track success of implementation towards expected 
outcomes. Baseline, targets, and indicators for monitoring progress have been identified and will be updated regularly. d Followed central bank definition. e Projected based on 9 months’ progress.  
Sources: Asian Development Bank and relevant government agencies. 
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COUNTRY AND PORTFOLIO INDICATORS 
 

Table A1.1: Progress Toward the Millennium Development Goals and Targets 
 

Goals and Targets Country Status 
Goal 1: Eradicate Extreme Poverty and Hunger 
Target 1: Halve, between 1990 and 2015, the proportion 
of people whose income is less than $1 a day. 
 
 
 
 
Target 2: Halve, between 1990 and 2015, the proportion 
of people who suffer from hunger. 

 
The percentage of people below the national poverty 
line is estimated to have decreased from 42% in 1996 
to 31% in 2004. 

Given the progress in poverty reduction in recent 
years, the target is likely to be achieved. 

The prevalence of underweight children under 5 years 
of age was reduced from 57% in 1990 to 39% in 2006. 

The proportion of the population below the minimum 
level of dietary energy consumption was reduced from 
49% in 1990 to 47% in 2000. 

Due to persistent food insecurity in hill and mountain 
areas, the target is unlikely to be achieved. 

Goal 2: Achieve Universal Primary Education 
Target 3: Ensure that, by 2015, children everywhere, boys 
and girls alike, will be able to complete a full course of 
primary schooling. 

 
The net enrollment rate in primary schools improved 
from 64% in 1990 to 86.6% in 2006. 

The proportion of pupils starting grade 1 and reaching 
grade 5 increased from 51% in 1991 to 76% in 2005. 

The literacy rate of 15–24-year-olds improved from 
50% in 1990 to 79% in 2006. 

Despite some improvements over the last decade, it 
will be challenging to achieve the target because of the 
low primary education completion rate. 

Goal 3: Promote Gender Equality and Empower 
Women 
Target 4: Eliminate gender disparity in primary and 
secondary education, preferably by 2005, and in all levels 
of education no later than 2015. 

 
 
The ratio of girls to boys in primary education 
increased from 63% in 1990 to 98% in 2006 and in 
secondary education from 46% in 1990 to 87% in 
2006. 

The ratio of literate females to males (15–24 years of 
age) increased from 48% in 1990 to 83% in 2006. 

The proportion of seats held by women in Parliament 
increased from 3.4% in 1990 to 17.3% in 2006. 

If gender concerns are integrated in development 
programs and there are strong commitments from all 
levels, the consistent improvement indicates that 
achieving the target is realistic.   

Goal 4: Reduce Child Mortality 
Target 5: Reduce by two thirds, between 1990 and 2015, 
the under-5 mortality rate. 

 
The under-5 mortality rate (per 1,000 live births) 
decreased from 145 in 1990 to 61 in 2006. 

The infant mortality rate (per 1,000 live births) was 
reduced from 97 in 1990 to 48 in 2006. 

Given the substantial progress in under-5 mortality 
over the last three decades and the Government’s 
programs in place, the target is likely to be achieved. 



16 Appendix 1 

 

 
Goals and Targets Country Status 
Goal 5: Improve Maternal Health 
Target 6: Reduce by three quarters, between 1990 and 
2015, the maternal mortality ratio. 

 
The maternal mortality ratio (per 100,000 live births) 
decreased from 515 in 1990 to 281 in 2006. 

The percentage of deliveries attended by skilled 
medical personnel increased from 7% in 1990 to 19% 
in 2006. 81% of deliveries take place at home without 
skilled birth attendants. 

Although there has been improvement in the maternal 
mortality ratio and the percentage of deliveries 
attended by skilled personnel, the target is unlikely to 
be met. 

Goal 6: Combat HIV/AIDS, Malaria, and Other Diseases 
Target 7: Have halted by 2015, and begun to reverse, the 
spread of HIV/AIDS. 
 
 
 
 
 
 
Target 8: Have halted by 2015, and begun to reverse, the 
incidence of malaria and other major diseases. 

 
HIV prevalence among people 15–49 years of age 
increased from 0.29% in 2000 to 0.50% in 2005. The 
contraceptive prevalence rate increased from 24% in 
1990 to 48% in 2006. 

Reliable data are not available, but the increasing 
detection of cases indicates that the target is not likely 
to be met. 

The number of malaria cases (per 100,000 people) 
decreased from 115 in 1990 to 78 in 2005. 

The number of tuberculosis cases (per 100,000 
people) decreased from 420 in 1995 to 280 in 2005. 

Malaria persists as a significant health challenge. 
Progress has been slow as drug resistance and 
malaria incidence increase among infants. Unless 
urgent measures are taken, the target is not likely to 
be achieved. 

Goal 7: Ensure Environmental Sustainability 
Target 9: Integrate the principles of sustainable 
development into country policies and programs and 
reverse the loss of environmental resources. 
 
 
 
Target 10: Halve, by 2015, the proportion of people 
without sustainable access to safe drinking water. 
 
 
 
 
 
 
 
Target 11: By 2020, achieve a significant improvement in 
the lives of at least 100 million slum dwellers. 

 
Forest area as a share of total land area decreased 
from 37% in 1990 to 29% in 2005. 

Progress is mixed. Environmental policies and 
programs have been put in place, but reliable data are 
lacking to assess their impacts. 

The proportion of the population with access to 
improved water sources increased from 46% in 1990 
to 82% in 2006. 

Although the trend and many programs in this area 
indicate positive development, deteriorating water 
supply services in Kathmandu valley are likely to make 
meeting the targets difficult. 

The urban population with sustainable access to basic 
sanitation increased from 34% in 1990 to 81% in 2005. 

Given rapid urbanization, conflict-induced urban 
migration, and slow progress in sanitation, the target is 
unlikely to be met. 

Sources: National Planning Commission (NPC) and United Nations Development Programme (UNDP). 2005. Nepal 
MDGs Progress Reports 2005. Kathmandu; NPC and UNDP. 2006. Millennium Development Goals Needs 
Assessment for Nepal. Kathmandu; and Ministry of Population and Health. 2007. Nepal Trend Report: Trends in 
Demographic and Reproductive Health Indicators in Nepal. Kathmandu. 
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Table A1.2: Country Economic Indicators 
 

 Fiscal Year 
Item 2004 2005 2006 2007 2008a 
A.  Income and Growth      
 1. GDP per Capita ($, current)       294 324 352       390       475 
 2. GDP Growth (%, in constant prices) 4.7 3.1 3.7 3.2 4.7 
  a. Agriculture 4.8 3.5 1.8 1.0 5.7 
  b. Industry 1.4 3.0 4.5 3.9 1.8 
  c. Services 6.8 2.5 6.4 4.2 6.9 
      
B. Saving and Investment (current and market prices, % of GDP)  
 1.  Gross Domestic Investment 24.5 26.5 26.8 28.0 32.0 
 2. Gross National Saving 27.3 28.4 29.0 28.5 32.0 
      
C. Money and Inflation (annual % change) b    
 1. Consumer Price Indexc 4.0 4.5 8.0 6.4 6.6 
 2. Total Liquidity (M2) 12.8 8.3 15.4 14.0 18.5 
      
D. Government Finance (% of GDP)d    
 1. Revenue and Grants 13.4 14.1 12.9 13.9 15.8 
 2. Expenditure and Onlending 14.3 14.9 14.5 15.9 18.5 

3. Overall Fiscal Surplus (Deficit) (0.9) (0.8) (1.6) (2.0) (2.7) 
      

E. Balance of Paymentsb      
 1. Merchandise Trade Balance (% of  
  GDP) 

(14.5) (14.6) (16.8) (17.1) (16.0) 

 2. Current Account Balance (% of GDP) 2.7 2.0 2.2 0.5 0.6 
3. Merchandise Export ($) Growth  

  (annual % change) 
14.8 11.4 2.6 4.2 (9.9) 

4. Merchandise Import ($) Growth  
  (annual % change) 

15.9 12.5 17.8 11.3 7.3 

5. Remittances (% of GDP) 11.5 11.5 15.3 14.0 13.5 
      
F. External Payments Indicatorsb      

1. Gross Official Reserves (including  
 gold, $ million)  

1446.6 1475.5 1832.6 1998.9 2329.4 

Months of current year’s imports of 
goods) 

8.1 7.3 7.7 7.4 6.7 

 2. External Debt Service (% of exports of 
  goods and services) 

8.8 9.4 9.3 10.1 — 

 3. Total External Debt (% of GDP) 43.2 37.3 35.8 28.7 — 
      
G. Memorandum Items      
 1. GDP (current prices, NRs billion)c 536.7 589.4 654.0 727.0 820.8 
 2. Exchange Rate (NRs/$, average)c 73.8 71.9 71.9 70.6 64.0 
 3. Population (million) 24.7 25.3 25.9 26.4 27.0 

GDP = gross domestic product.  
a   Initial estimates. 
b   Reports the first ten months data of Nepal Rastra Bank. 
c   Annual percentage change (period average). 
d   Based on the Budget Speech of FY2008. 
Sources: Ministry of Finance. 2007. Economic Survey. Kathmandu; Nepal Rastra Bank. 2008. Macroeconomic 
Situation. Kathmandu; Central Bureau of Statistics, and additional information provided to the Asian 
Development Bank.  
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Table A1.3: Country Poverty and Social Indicators 
 

Period  
Item 1985 1990 Latest Year 
A. Population Indicators       
1. Total Population (million) 16.2 17.9  26.4 (2007)a 
2. Annual Population Growth Rate (% change) 2.1 2.1    2.2 (2007) 
       
B.  Social Indicators       
1. Total Fertility Rate (births/woman) 5.9  5.3  3.1 (2006) 
2. Maternal Mortality Ratio (per 100,000 live births) — 515.0  281.0 (2006) 
3. Infant Mortality Rate (below 1 year/1,000 live 

births) 
115.4  97.0  48.0 (2006) 

4. Life Expectancy at Birth (years) 50.9 53.6  61.3 (2005) 
a. Female 50.0 52.9  62.9 (2005) 
b. Male 51.6  54.2  62.1 (2005) 

5. Adult Literacy (%) 26.5  48.6 (1995–2005) 52.0 (2006) 
a. Female      9.8  34.9 (1995–2005) 54.5 (2006) 
b. Male    42.7  62.7 (1995–2005) 78.7 (2006) 

6. Primary School Net Enrollment (%) — 64.0  86.6 (2006) 
7. Lower Secondary School Gross Enrollment (%)  63.2 (2001) 71.5 (2006) 
8. Secondary School Gross Enrollment (%)   43.8 (2001) 56.7 (2006) 
9. Child Malnutrition (% below age 5)    69.1 (1975) 57.0  38.6 (2006) 
10. Population Below Poverty Line (international, %)b — — 24.7 (1990–2005) 
11. Population with Access to Improved Water 

Sources (%)  
—  45.9       81.8 (2006) 

12. Population with Access to Improved Sanitation 
Facilities (%) 

— 22.0 (1995) 46.0 (2006) 

13. Public Education Expenditure (% of GDP) 2.7 2.0 3.4 (2002–2005) 
14. Human Development Index Rank 0.378 0.42  0.534 (2005) 
15. Rank/Total Number of Countries 114/130 (1987) 152/173  142/177 (2005) 
16. Gender-Related Development Index  — 0.33 (1995) 0.52 (2005) 
17. Rank/Total Number of Countries — 148/163 (1995) 128/177 (2005) 
    
C.  Poverty Indicators    
1. Poverty Incidence — 42 (1996) 31.0 (2004) 
2. Proportion of Population Below Poverty Line      
  a. Urban — 23 (1996) 9.6 (2004) 
  b. Rural — 44 (1996) 34.6 (2004) 
  c. Mountain — 56 (1996) 32.6 (2004) 
  d. Hills — 41 (1996) 34.5 (2004) 
  e. Terai — 42 (1996) 27.6 (2004) 
3. Poverty Gap — 11.75 (1996) 7.5 (2004) 
4. Poverty Severity Index — 4.67   (1996) 2.7 (2004) 
5. Inequality (Theil L Index) — — —  
6. Human Poverty Index — — 38.1 (2005) 

Rank — — 84 (2005) 
— = not available, GDP = gross domestic product. 
a Mid-year population from Central Bureau of Statistics. 
b $1 a day at 1985 international prices, adjusted for purchasing power parity. 
Sources: United Nations Development Programme. 2007. Human Development Report 2007/2008 – Fighting Climate 
Change: Human Solidarity in a Divided World. New York; Central Bureau of Statistics. 2005. Nepal Living Standards Survey 
Report. Kathmandu; United Nations Development Programme and National Planning Commission. 2005. Millennium 
Development Goals – Progress Report. Kathmandu; UNDP. 2006. Human Development Report. New York; Ministry of 
Health and Population. 2006. Demographic and Health Survey. Kathmandu; National Planning Commission. 2007. Three 
Year Interim Plan (FY2008–FY2010). Kathmandu; and Government of Nepal. 2007. Economic Survey FY2006/07. 
Kathmandu. Ministry of Health and Population. 2007. Nepal Trend Report: Trends in Demographic and Reproductive Health 
Indicators in Nepal. Kathmandu. 
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Table A1.4: Country Environment Indicators 
 

Indicator 1980 Latest Year 
A.  Energy Efficiency of Emissions   
 1. GDP/Unit of Energy Use (PPP$/kgoe) 1.5 4.0 (2004) 
 2. Traditional Fuel Use (% of total energy use) 94.2 86.8 (2003–2004) 
 3. Carbon Dioxide Emissions    
  Tons (million) 1.3 (1990) 3 (2004) 
  Tons per Capita 0.0 0.1 (2004) 
   
B.  Water Pollution: Water and Sanitation   
 1. Urban Population with Access to Basic Water Supply (%) — 89.5 (2005–2006) 
 2. Rural Population with Access to Basic Water Supply (%) — 80.2 (2005–2006) 
 3. Urban Population with Access to Basic Sanitation (%) — 22.7 (2005–2006) 
   
C.  Land Use and Deforestation   
 1. Forest Area (million hectares) — 3.6 (2005) 
 2. Average Annual Deforestation    
  Change (%) — 1.6 (1990–2005) 
 3. Rural Population Density (people/km2 

 of arable land) — 982 (2001) 
 4. Arable Land (% of total land) 15.5 (1981) 18.5 (2001) 
 5. Permanent Cropland (% of total land) 0.2 (1981) 0.9 (2001) 
   
D.  Biodiversity and Protected Areas   
 1. Nationally Protected Area    
  million hectares — 26.9 (2006) 
  % of total land — 18.3 (2006) 
 2. Mammals (number of threatened species) — 36.0 (2006) 
 3. Birds (number of threatened species) — 23.0 (2006) 
 4. Higher Plants (number of threatened species) — 24.0 (2006) 
 5. Reptiles and Amphibians (number of threatened species) — 6.0 (2006) 
   
E.  Urban Areas   
 1. Urban Population   
  Millions 0.9 4.3 (2005) 
  % of total population 7.0 15.8 (2005) 
 2. Per Capita Water Use (liters/day) — 96.0 (2005) 
 3. Wastewater Treated (%) — 0.0 (2005) 
 4. Solid Waste Generated Per Capita (g/day) — 0.34 (2004) 

— = not available, g = gram, GDP = gross domestic product, kgoe = kilograms of oil equivalent, km2 = square 
kilometer, PPP = purchasing power parity. 
Sources: National Planning Commission Secretariat and Central Bureau of Statistics. 1998. A Compendium on 
Environment Statistics 1998. Nepal; World Bank. 2004. World Development Indicators. Washington, DC; World 
Resource Institute. 2003. World Resources 2002–2004. Washington, DC; Central Bureau of Statistics (CBS). 2007. 
MDG Indicators of Nepal (1990/91–2005/06). Kathmandu; National Planning Commission. 2005. An Assessment of 
the Implementation of the Tenth Plan (PRSP) – Second Progress Report. Kathmandu; Ministry of Health and 
Population. 2007. Nepal Demographic Health Survey 2006. Kathmandu; Department of Forest Research and Survey. 
1999. Forest Resources of Nepal (1987–1998). Kathmandu; CBS. 2003. Population Monograph of Nepal. Kathmandu 
(calculation based on data from CBS and Department of Forest); CBS. 2006. Statistical Pocket Book Nepal 2006. 
Kathmandu (protected under Nepal legislation, and/or included in the IUCN critically endangered/endangered 
category, and/or included in the CITES Appendix I); and Solid Waste Management and Resource mobilization Centre. 
2004. A Diagnostic Report on State of Solid Waste Management in Municipalities in Nepal. Kathmandu. 
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Table A1.5: Development Coordination Matrix 

 
Other Development Partners’ Strategies and/or Main Activities Sectors and 

Themes 
Current ADB 

Strategy/Activities Multilateral Institutions and the UN System Bilateral 
Sector 

Australia Micro enterprise development WFP Food for work; food security 
Canada (CIDA) 
 

Groundwater irrigation; environmental 
awareness and management 

People's 
Republic of 
China 

Nature conservation 

Japan (JICA) 
 

Training and extension; sericulture 
promotion; tea and coffee development; 
direct food aid; provision of chemical 
fertilizer, integrated watershed 
management and flood control 

Republic of 
Korea (KOICA) 

Dispatch of KOVs; training  

Norway Pest management  
The 
Netherlands 
(SNV) 

Biodiversity; capacity and value chain 
development (cash crops and NTFPs) 

Switzerland 
(SDC) 

Soil management; research; home 
garden; vegetable seeds; community 
forestry; vertical shaft brick kiln 

United 
Kingdom (DFID) 

Agriculture perspective plan; livelihood 
forestry  

Agriculture and 
Natural 
Resources 

Irrigation; crop 
diversification and 
commercialization; 
livestock; rural 
infrastructure and 
livelihood; commercial 
agriculture; decentralized 
and community-based 
water management; 
livelihoods and watershed 
management; Capacity 
building; rural 
reconstruction and 
rehabilitation; land 
administration  

WB Irrigation and drainage; animal production; 
agricultural extension and research; 
fishing and forestry 

United States 
(USAID)  

Agriculture sector productivity  

EU Education for all Australia Education for all 
ILO Vocational training and employment; 

education for the rehabilitation of child 
bonded laborers 

People's 
Republic of 
China 

Polytechnic institute (Banepa) 

UNICEF Formal and nonformal education, peace 
and emergency education, and early 
childhood development 

Denmark  
 

Education for all; secondary education 
support 

UNESCO Education for all; monitoring and 
coordination; early childhood care and 
education; primary/basic education;  
literacy and nonformal education; 
technical education and vocational 
training; secondary education; tertiary 
education; multilingual education, 
multigrade teaching 

Japan (JICA) Primary schools construction; community 
based alternative schooling, school 
management 

Education Teacher education; 
secondary education; 
skills for employment;  
education for all; school 
sector reform 

WB Primary and preprimary education; adult Republic of Dispatch of KOVs; training; vocational 
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Other Development Partners’ Strategies and/or Main Activities Sectors and 
Themes 

Current ADB 
Strategy/Activities Multilateral Institutions and the UN System Bilateral 

Sector 
 literacy/nonformal education; tertiary, 

secondary education; vocational training 
Korea (KOICA) training center construction; support to 

Korean NGOs 
Norway Education for all  
Switzerland 
(SDC) 

Vocational education and training 

United 
Kingdom (DFID) 

Educational for all 

WFP Food for education; nonformal education 

United States 
(USAID) 

Early childhood development (proposed) 

EU Renewable energy  People's 
Republic of 
China 

Hydropower (Upper Trishuli) 

UNDP Rural energy 
 

Denmark 
 

Institutional strengthening of rural energy 
sector; rural energy investment (Rural 
Energy Fund); technical support with 
biomass, solar energy, and micro grid 
electrification 

Germany (GTZ) Small hydropower promotion 
Japan (JICA) 
 

Power plants; feasibility studies; rural 
electrification; substation and 
transmission line; advisory services 

Republic of 
Korea (KOICA) 

Training  

Norway 
 

Rural electrification and micro hydro 
development through AEPC, Himal 
Power and Butwal Power Company; 
feasibility studies of small and medium 
sized hydro power projects  

Energy Rural electrification, 
transmission, and 
distribution; power sector 
development; hydropower 
(West Seti); tariff review 
and setting; strategic 
development for rural 
electrification 

WB Renewable energy; power 

The 
Netherlands 
(SNV) 

Renewable energy 

IMF Financial sector reform  Germany (GTZ) Rural finance  
UNDP Decentralized financing and development; 

inclusive financial sector  
Republic of 
Korea (KOICA) 

Training  
Finance Corporate and financial 

governance; rural finance; 
Inclusive, financial sector 
development  WB 

 
Micro and SME finance; banking United 

Kingdom (DFID) 
Decentralized financing and 
development; financial sector technical 
assistance 

EU 
 

Vulnerability Community Package for 
Bhutanese Refugees 

Australia 
 

Strengthening of vitamin A; expansion of 
community-based integrated 
management of child health illness 

Health, Nutrition, 
and Social 
Protection 

 

ILO 
 

Work place education on HIV/AIDS;  
Protection of Nepalese migrant workers  

Canada (CIDA) Community health 
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Other Development Partners’ Strategies and/or Main Activities Sectors and 
Themes 

Current ADB 
Strategy/Activities Multilateral Institutions and the UN System Bilateral 

Sector 
UNICEF 
 

Child survival; maternal health; health 
sector support, nutrition; child protection; 
response to children affected by armed 
conflict; legislation and policy for 
children’s social protection 

People's 
Republic of 
China 
 

Civil service hospital; cancer hospital; 
Ayurveda institute; BICC maintaining 

UNDP HIV/AIDS Germany (GTZ) 
 

Health sector support; basic health 
services; food security and reconstruction 

WB Health and other social services Japan (JICA) Child health and nutrition 
WHO Child and adolescent health; 

communicable disease prevention and 
control; epidemic alert and response; 
HIV/AIDS; tuberculosis; malaria; 
immunization and vaccine; preventable 
disease control; mental health and 
substance abuse; prevention and control 
of noncommunicable diseases; essential 
health technologies; essential medicines; 
health financing and social protection; 
health information, evidence and research 
policy; health system policies and service 
delivery; human resource for health; policy 
making for health in development; food 
safety; health and environment; health 
promotion; nutrition; control of tobacco 
use; violence, injuries, and disabilities 

Republic of 
Korea (KOICA) 

Dispatch of KOVs and experts; training; 
hospital construction; support to Korean 
NGOs 

Switzerland 
(SDC) 

Rural health; hospital rehabilitation 

United 
Kingdom (DFID) 

Nepal health sector; HIV/AIDS; support to 
safe motherhood  

WFP 
 

Mother and child health care; food support 
to Bhutanese refugees 

United States 
(USAID) 

HIV/AIDS; Japanese encephalitis; 
maternal and child health; family planning 
and reproductive health 

EU WTO Assistance Programme The People's 
Republic of 
China 

Dry port (Tatopani) 
 

UNDP Micro Enterprises Development, 
Enhancing Trade Capacity                            

Republic of 
Korea (KOICA) 

Training  

Industry and 
Trade 

 

WB Petrochemicals and fertilizers The 
Netherlands 
(SNV) 

Pro-poor sustainable tourism 
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Other Development Partners’ Strategies and/or Main Activities Sectors and 

Themes 
Current ADB 

Strategy/Activities Multilateral Institutions and the UN System Bilateral 
Sector 

EU Conflict mitigation  
ILO 
 

Review of employment and labor policy, 
amendment of labor laws, drafting of 
industrial relations act; employment 
creation; ratification of new ILO 
conventions and implementation  

IMF Tax reform; tax administration; public 
financial management; fuel pricing 

UNDP Water governance judiciary reform; 
capacity development 

Law, Economic 
Management, 
and Public Policy 

Managing for 
development results; 
support to Central Bureau 
of Statistics and Nepal 
Rastra Bank; state 
restructuring; 
development of the 
Government’s Plan; 
macroeconomic 
management  

WB Subnational government administration; 
central government administration; 
general public administration; compulsory 
health finance 

Republic of 
Korea (KOICA) 

Training  

EU 
 

Civil aviation programme (Nepal 
component – upcoming) 

The People's 
Republic of 
China 

Road (Syafrubesi-Rasuwagadhi); 
Surveys (Second Kathmandu Ring Road) 

WB Roads and highways; aviation Japan (JICA) Road; aviation; advisory services  
Republic of 
Korea (KOICA) 

Airport improvement (Lumbini) 

Switzerland 
(SDC) 

District roads support; trail bridge 
subsector 

Transport and 
Communications 

Road network and 
connectivity; subregional 
transport facilitation; 
information and 
communication 
technology; road 
connectivity (North-South 
Fast Track Road 
Connectivity); civil 
aviation; road feasibility 
study, construction and 
contract management; 
strategic road 
improvement  

WFP 
 

Food for work 
 

United 
Kingdom (DFID) 

Rural reconstruction and rehabilitation 
sector development; rural community 
infrastructure; Rural access  

EU ECHO assistance (water sanitation, etc.) Australia 
 

Water supply and environmental 
sanitation  

UNDP Water governance Japan (JICA) 
 

Safe drinking water supply and advisory 
services  

Republic of 
Korea (KOICA) 

Training  UNICEF 
 

Quality water supply; environmental 
sanitation and hygiene; national and 
district level sector support The 

Netherlands 
(SNV) 

Capacity development of water, 
sanitation and hygiene sector 

Switzerland 
(SDC) 

Small-scale irrigation  

Water Supply, 
Sanitation, and 
Urban 
Development 

Water supply and 
sanitation; water services 
(Kathmandu); integrated 
urban environmental 
improvement; improving 
the quality of water 
supply, sanitation, and 
urban service delivery; 
border towns 
development;  
strategic roads 
improvement; 
strengthening urban 
institutions and planning 
mechanism 

WB Water supply; flood protection; sanitation; 
solid waste management 

United 
Kingdom (DFID) 

Rural water supply and sanitation 
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Other Development Partners’ Strategies and/or Main Activities Sectors and 
Themes 

Current ADB 
Strategy/Activities Multilateral Institutions and the UN System Bilateral 

Sector 
EU 
 

Conflict mitigation; democracy and human 
rights initiative 

Australia 
 

Inclusive democracy and governance 

ILO 
 

Labor market governance 
 

Canada (CIDA) 
 

Constituent Assembly awareness and 
empowerment; decentralization and local 
governance; democratization; human 
rights and peace building at the central 
and community levels 

UNDP Decentralization and local governance; 
peace building; recovery and 
reintegration; CA election  

Denmark Human rights and good governance 

UNESCO Community learning centers Germany (GTZ) 
 

Promotion of local self governance and 
civil society (urban and rural areas)  

Japan (JICA) 
 

Monitoring and evaluation; support to the 
CA election 

Republic of 
Korea (KOICA) 

Dispatch of KOVs; training; government 
integrated data center construction; 
equipment (for peace process) 

Norway 
 

Constitution building and conflict 
resolution; decentralization and 
community development through UNDP 
and UNICEF; support to the peace 
process through the peace trust fund and 
UN  

The 
Netherlands 
(SNV) 

Capacity development; Social Inclusion 
Research Fund  

Switzerland 
(SDC) 

Good governance; decentralization; 
human rights; social and political 
inclusion; peace building; prevention of 
torture 

United 
Kingdom (DFID) 

Enabling state; national poverty reduction  

Governance Local governance and 
community development 
support; aligning legal 
framework 

UNICEF 
 

Decentralization policy support, support to 
local bodies 

United States 
(USAID) 

Justice system strengthening; elections 
and political processes; political parties 
strengthening; local democratic 
governance through forestry groups; 
conflict mitigation; income-generation 
trainings to conflict-affected communities; 
peace and reconciliation process: 
technical assistance and training for 
grassroots involvement in the peace 
process 

Gender and 
Development 

Gender equality and EU 
 

Partnership on gender equality for 
development and peace (with UNIFEM) 

Canada (CIDA) Gender equality and social inclusion  
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Other Development Partners’ Strategies and/or Main Activities Sectors and 
Themes 

Current ADB 
Strategy/Activities Multilateral Institutions and the UN System Bilateral 

Sector 
ILO Gender equality 

 
Japan (JICA) 
 

Economic empowerment; gender 
mainstreaming and social inclusion 

UNDP Mainstreaming gender and social 
inclusion 

Republic of 
Korea (KOICA) 

Invitation of trainees 

UNESCO 
 

Inclusive education; gender equity; peace 
and human rights education; HIV and 
AIDS, education for sustainable 
development 

Norway 
 

Build capacity of families and 
communities; database on women and a 
national women’s network 

Switzerland 
(SDC) 

Psychosocial approach; work force 
diversity; social and gender inclusion 

empowerment of women 
and excluded groups; 
review of gender and 
social inclusion initiatives 
by the Government 

UNICEF Gender as crosscutting issue in all 
programs 

United 
Kingdom 
(DFID) 

Social inclusion action plan 
 

EU SME assistance (upcoming) Canada (CIDA) Community economic development 
ILO Capacity building of FNCCI Germany (GTZ) Private sector promotion 

Norway 
 

Capacity building and training in hydro 
power related institutions/companies 

UNDP Public–private partnership 

The 
Netherlands 
(SNV) 

Capacity development of private sector 
especially in tourism sector, and 
agricultural cash crops 

Private Sector 
Development 

 

UNICEF 
 

Point of use (PoU) water treatment and 
hand washing 

United States 
(USAID) 

Vocational education and workforce 
development 

Germany (GTZ) Support to ICIMOD  Regional 
Cooperation 

SASEC information 
highway; SASEC tourism 
development; SASEC 
transport logistics and 
trade facilitation 

EU EU-SAARC programme of economic 
cooperation (upcoming) Republic of 

Korea (KOICA) 
Dispatch of KOVs; training  

Norway 
 

Support to climate change assessment 
and livelihood strategies through ICIMOD 

Environmental 
Sustainability 
 

Managing climate change 
and the environment; 
addressing the challenges 
of climate change 

  

The 
Netherlands 
(SNV) 

Asia biogas program (Bangladesh, Viet 
Nam, Lao People’s Democratic Republic, 
Cambodia). 
Partnership agreement between SNV 
regional office and RECOFTC, Bangkok 
on governance in forestry 

AEPC = Alternative Energy Promotion Centre; BICC = Birendra International Convention Centre; CA = Constituent Assembly; EU = European Union; FAO = Food 
and Agriculture Organization of the United Nations; FNCCI = Federation of Nepalese Chambers of Commerce; ILO = International Labour Organization; ICIMOD =  
International Centre for Integrated Mountain Development; KOV = Korean Overseas Volunteers; NTFP = nontimber forest product; SASEC = South Asia 
Subregional Economic Cooperation; UNICEF = United Nations Children Fund; UNFPA = United Nations Population Fund; UNESCO = United Nations Educational, 
Scientific and Cultural Organization; UNDP = United Nations Development Programme; WFP = World Food Programme; WB = World Bank; WHO = World Health 
Organization. 
Sources: The development partner agencies. 
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Table A1.6: Portfolio Indicators—Portfolio Amounts and Ratings 

(public sector loans and grant projects, as of 30 June 2008) 
 

 Ratinga 
 Net Loan 

Amount Total Highly 
Satisfactory Satisfactory 

Partly 
Satisfactory 

Unsatis- 
factory 

Potential 
Problemb At Riskc 

Sector $ million % No. % No. % No. % No. % No. % No. % No. (%) 
Agriculture and Natural  
Resources 

227.20 25.8 8 27.6 — — 8 100.0 —      — — — — — — — 

Education 118.40 13.4 6 20.7 — — 6 100.0 — — — — — — — — 
Energy 41.90 4.8 1 3.4 — — 0 0.0 1 100.00 — — 1 100.0 1 100.0 
Finance 68.60 7.8 3 10.3 — — 3 100.0 — — — — — — — — 
Transport and  
Communications 

163.90 18.6 5 17.2 1 20.0 4   80.0 — — — — — — — — 

Water Supply, Sanitation, 
and Waste Management  

225.46 25.6 5 17.2 — — 5 100.0 — — — — — — — — 

Multisector  36.38 4.1 1 3.4 — — 1 100.0 — — — — — — — — 
 Total 881.80 100.0 29.0 100.0 1.0 3.4 27.0 93.1 1.0 3.4 0.0 0.0 1.0 3.4 1 3.4 

— = not available, no. = number. 
a One rating for implementation progress and development objectives, based on the lower rating of either. 
b Potential problem loans are satisfactory loans but have four or more risk factors associated with partly satisfactory or unsatisfactory performance. 
c A loan is "at risk" if it is rated as partly satisfactory, as unsatisfactory, or as a potential problem. 
Sources: Project performance report and loan and financial information system. 
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Table A1.7: Portfolio Indicators—Disbursements and Net Transfers of Resources 

(public sector loans and grant projects, as of 31 December 2007) 
 

    
Disbursements and Transfers OCR ADF Total 
Disbursements a    
Total Funds Available for Withdrawal ($ million) b — 574.3 574.3 
Disbursed Amount ($ million, cumulative) — 261.0 261.0 
Percentage Disbursed (disbursed amount/total available) — 45.5 45.5 

Disbursements ($ million, latest year) — 102.3 102.3 
Disbursement Ratio (%)c — 18.0 18.0 
Net Transfer of Resources ($ million)    
2000 — 64.5 64.5 
2001 — 30.7 30.7 
2002 — (2.6) (2.6) 
2003 — (0.4) (0.4) 
2004 — (17.3) (17.3) 
2005 — 2.9 2.9 
2006 — 62.5 62.5 
2007 — 49.4 49.4 
( ) = negative, — = not available, ADF = Asian Development Fund, OCR = ordinary capital resources. 

a Includes all loans and grant projects with disbursements during 2007. 
b Indicates total funds available for withdrawal at the beginning of 2007. 
c   Ratio of disbursements during the year over the undisbursed net loan balance at the beginning of the year less cancellations. 
   Effective loans during the year have also been added to the beginning balance of undisbursed loans. 

Sources:  Project performance reports and loan and financial information system. 
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Table A1.8: Portfolio Implementation Status 

(public sector loans and grant projects, as of 30 June 2008) 
 

      Net Loan   Cumulative   Approval Effective  Closing Date   
  Amount   Disbursement   Date Date       
                      

Sector  Loan 
No. Title OCR       

($ million) 
ADF        

($ million)   OCR       
 ($ million) 

ADF        
($ million)       Original Revised 

Progress   
(% 

complete) 

AG 1778 Crop Diversification  0.00 10.41   0.00 10.15   09-Nov-00 23-Apr-01 31-Dec-07   95 

AG 2008 Community Based Water 
Supply and Sanitation Sector  0.00 25.38   0.00 4.59   30-Sep-03 01-Apr-04 31-Dec-10   33 

AG 2071 Community Livestock 
Development  0.00 22.14   0.00 8.25   19-Dec-03 02-Dec-05 30-Jun-10   45 

AG 2092 Decentralized Rural 
Infrastructure and Livelihood  0.00 43.97   0.00 6.2   24-Sep-04 31-Oct-05 31-Oct-11   37 

AG 2102 Community Managed 
Irrigated Agriculture Sector 0.00 21.92   0.00 1.63   17-Nov-04 13-Jan-06 30-Sep-12   12 

AG 2143 Gender Equality and 
Empowerment of Women  0.00 10.7   0.00 0.72   16-Dec-04 28-Nov-06 30-Jun-10   7 

ED 1840 Teacher Education  0.00 19.19   0.00 13.26   24-Sep-01 09-May-02 30-Jun-08 15-Jul-09  87 

ED 2111 Skill for Employment  0.00 21.93   0.00 1.53   25-Nov-04 28-Feb-06 31-Mar-11   22 
ED 2277 Education Sector Program I  0.00 31.94   0.00 15.40   01-Dec-06 06-Feb-07 31-Jan-10   — 

ED 1917 Secondary Education Support  0.00 35.33   0.00 22.84   20-Sep-02 05-Aug-03 30-Sep-08 30-Sep-09 65 

EN 1732 Rural Electrification 
Transmission and Distribution 0.00 41.93   0.00 33.88   21-Dec-99 14-Mar-02 30-Jun-05 31-Dec-08 65 

FI 1811 Corporate and Financial 
Governance  0.00 2.75   0.00 2.70   14-Dec-00 28-Nov-01 30-Jun-05 30-Nov-07 — 

FI 2268 
Rural Finance Sector 
Development Cluster 
Program 

0.00 57.16   0.00 57.16   26-Oct-06 21-Nov-06 30-Jun-09   
— 

MS 1966 Urban and Environment 
Improvement  0.00 36.38   0.00 7.79   10-Dec-02 02-Oct-03 31-Mar-10   42 

TC 1876 Roads Network Development  0.00 52.81   0.00 39.70   13-Dec-01 11-Mar-03 31-Dec-07 31-Dec-08 84 

TC 2097 Subregional Transport 
Facilitation  0.00 21.88   0.00 5.40   04-Nov-04 10-May-05 01-Jul-10   47 

WS 1755 Small Towns Water Supply 
Sanitation Sector 0.00 33.91   0.00 25.16   12-Sep-00 16-Mar-01 31-Dec-06 30-Sep-08 92 

WS 1820 Melamchi Water Supply  0.00 149.67   0.00 11.16   21-Dec-00 28-Nov-01 31-Mar-07 31-Mar-08 40 

WS 2058 
Kathmandu Valley Water 
Services Sector Development 
Program  

0.00 5.29   0.00 2.48   18-Dec-03 07-Dec-04 31-Dec-05 31-Mar-09 
— 
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      Net Loan   Cumulative   Approval Effective  Closing Date   
  Amount   Disbursement   Date Date       
                      

Sector  Loan 
No. Title OCR       

($ million) 
ADF        

($ million)   OCR       
 ($ million) 

ADF        
($ million)       Original Revised 

Progress   
(% 

complete) 

WS 2059 Kathmandu Valley Water 
Services Sector Development  0.00 11.22   0.00 0.52   18-Dec-03 07-Dec-04 30-Jun-11 31-Dec-14 10 

    Subtotal 0.00 655.91   0.00 270.49             

              
TC 0051 Road Connectivity Sector I 0.00 55.20   0.00 3.88   10-Aug-06 20-Nov-06 30-Jun-13  5 

FI 0059 Rural Financial Sector 
Development 0.00 8.70   0.00 0.50   26-Oct-06 21-Nov-06 30-Jun-09  — 

AG 0063 Commercial Agriculture 
Development 0.00 18.00  0.00 1.80  16-Nov-06 06-Aug-07 30-Jun-13  1 

ED 0065 Education Sector Program I 0.00 2.00  0.00 0.38  01-Dec-06 06-Feb-07 30-Jun-10  — 

AG 0093 
Rural Reconstruction and 
Rehabilitation Sector 
Development Program (PJT) 

0.00 50.00  0.00 5.00  12-Dec-07 01-Feb-08 30-Jun-12  2 

AG 0094 
Rural Reconstruction and 
Rehabilitation Sector 
Development Program 

0.00 50.00  0.00 50.00  12-Dec-07 01-Feb-08 31-Dec-11  — 

TC 0099 SASEC Information Highway 
Project 0.00 9.00  0.00 0.00  17-Dec-07  30-Jun-10  — 

ED 0105 Education Sector Program II 0.00 8.00  0.00 0.00  24-Jan-08  30-Jun-12  — 
TC 0106 ICT Development Project  0.00 25.00  0.00 0.00  28-Jna-08  31/Dec-14  — 
  Subtotal 0.00 225.90   0.00 61.55       
                            
    Nepal Portfolio including 

Grant Projects 0.00 881.81   0.00 332.04             
ADF = Asian Development Fund; AG = agriculture and natural resources; ED = education; EN = energy; FI = finance; HL = health, nutrition, and social protection; IN = 
industry and trade; LW = law and public sector management; MS=multisector; No. = number; OCR = ordinary capital resources; Seg = segment (pertaining to loans with 
more than one withdrawal authority); TC = transport and communications; WS = water supply, sanitation, and waste management.  
Source: Loan and financial information system. 
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Table A1.9: Evaluation Rating by Sector, Public Sector Loans 

(1996–2007)a 

 

 
Highly 

Successful Successful 
Partly 

Successful Unsuccessful No Rating Total 
Sector No. % No. % No. % No. % No. % No. % 
Agriculture and Natural Resources — — 1 20.00 3 60.00 1 20.00 — — 5 26.30 
Education — — 2 100.00 — — — — — — 2 10.50 
Energy  — — 3 75.00 — — 1 25.00 — — 4 21.10 
Finance — — — — — — — — — — — — 
Industry and Trade  — — 1 50.00 1 50.00 — — — — 2 10.50 
Law and Public Sector Management  — — — — — — — — — — — — 
Water Supply, Sanitation, and Waste 
Management 

— — — — 1 100.0 — — — — 1 5.30 

Multisector b — — 2 66.70 1 33.3 — — — — 3 15.80 
Transport and Communications 1 50.00 1 50.00 — — — — — — 2 10.50 
      Total 1 50.00 10 52.60 6 31.6 2 10.50 — — 19 100.00 

— = nil, no. = number. 
a   The new four category rating system was retrofitted to projects evaluated since 1996. 

   b    Multisector projects includes hill agriculture project and East Rapti irrigation project, which were both rated successful. 
Sources: Asian Development Bank project or program performance evaluation reports. 
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COUNTRY PERFORMANCE ASSESSMENT RATINGS 
 

Rating Country Performance Assessment 
3.7 
4.0 
3.5 
3.5 

A.   Economic Management 
1.   Macroeconomic management 
2.   Fiscal policy 
3.   Debt policy 
 

3.7 
4.5 
3.0 
3.5 

B.   Structural Policies 
1.   Trade 
2.   Financial sector 
3.   Business regulatory environment 
 

3.6 
3.5 
4.0 
3.5 
3.5 
3.5 

 

C.   Social Inclusion/Equity 
1.   Gender equity 
2.   Equity of public resource use 
3.   Building human resources 
4.   Social protection and labor 
5.   Policies and institutions for environmental sustainability 
 

3.7 
3.5 
4.0 
4.0 
3.5 
3.5 

D.   Governance and Public Sector Management 
1.    Property rights and rule-based governance 
2.    Quality of budgetary and financial management 
3.    Efficiency of revenue mobilization 
4.    Quality of budget administration 
5.    Transparency, accountability and corruption in the public sector 
 

4.0 
4.0 

 

E.    Portfolio 
1.     Portfolio 
 

Source: Nepal Resident Mission, Asian Development Bank. 2007. Country Performance Assessment. Kathmandu. 
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INDICATIVE ROLLING COUNTRY OPERATIONS BUSINESS PLAN 
2009—2011 

 
A. Consistency of the Business Plan with the Current Country Strategy and Program 

1. The country strategy and program (CSP) identified the following priority sectors and 
themes: (i) agriculture and rural development; (ii) education; (iii) energy; (iv) finance; (v) 
transport and communications; (vi) water supply, sanitation, and urban development; and (vii) 
governance. Projects to support these sectors were also developed. The annual reviews of the 
strategy during the preparation of the 2006 and 2007 country operations business plans 
(COBPs), as well as this 2008 midterm review of the CSP, confirmed the relevance of these 
sectors in the present context, with an additional focus on reconstruction and rehabilitation. 
Although the conflict has ended and the country is in a transitional phase, the underlying causes 
of the conflict remain unchanged—deep seated poverty, social exclusion, and regional 
imbalance—and ADB will continue to address these issues.  
 
2. The country program for 2009–2011 continues to aim at reducing poverty by supporting 
institutional and policy reforms and operations in the core CSP areas. However, in view of the 
country’s transitional period and the priority to deliver immediate and tangible impacts on the 
ground, the Government has asked that Asian Development Bank (ADB) assistance be focused 
on infrastructure development projects. Further, since 2010–2011 programs are beyond the 
period covered by the current CSP, the sectors and projects need to be reviewed during the 
next country partnership and strategy (CPS)1 preparation. The 2009–2011 annual country 
allocations for investments and technical assistance (TA) have been revised based on the 
outcome of the Asian Development Fund (ADF) X replenishment. An indicative biannual 
allocation of $393.14 million for 2009–2010 has been applied. 
 
B. Indicative Investment and Technical Assistance Program  

3. For 2005–2007, the CSP envisaged an indicative ADF level of $350 million for 11 
investment projects and $12 million for 26 TA projects and five economic, thematic, and sector 
work (ETSW) activities. Nepal received biannual allocations of $183.9 million for 2005–2006 
and $149.7 million for 2007–2008 (after the 20% volume discount on the initial allocation of 
$157.45 million and $29.7 million carried over from 2005–2006 country allocation).2 The total 
reallocation of loan savings to the country during 2005–2007 was $73 million.   
 
4. As against the planned assistance for 2005–2007, five projects—Road Connectivity 
Sector I Project (grant: $55.2 million), Rural Finance Sector Development Cluster Program I 
(loan: $56 million; grant: $8.7 million), Commercial Agriculture Development Project (grant: $18 
million), and Education Sector Cluster Program (subprogram 1, loan: $30 million; grant: $2 
million), and Rural Reconstruction and Rehabilitation Sector Development Program (grant: $100 
million)—totaling $269.9 million were approved. In the case of the TA program, 12 project 
preparatory TA (PPTA) projects, 23 institutional development TA (IDTA) projects, and three 
ETSW activities were approved in 2005–2007.  
 

                                                 
1 In 2006, the format and names of country strategy documents were changed. They are now called country 

partnership strategies.  
2 With the alignment of the ADF IX Grant Framework to the International Development Association (IDA) 14 Grant 

Framework in September 2007, Nepal became eligible for 100% grant financing, subject to the 20% volume 
discount on its annual ADF allocation. 
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5. Two loan projects—Education Sector Cluster Program (subprogram 2, grant: $8 million) 
and Information and Communications Development Project (grant: $25 million)—were approved 
in January 2008. In addition, the 2008 program consists of two firm projects for $96.5 million— 
(i) Power Sector Development Project I ($30 million), and (ii) Local Governance and Capacity 
Development Support Program I ($66.5 million). A project for West Seti Hydropower ($45 
million) development is also scheduled for approval in 2008, the financing for which is planned 
from the ADF hard term facility. The remaining projects planned under the CSP for 2005–2007 
have been delayed as a result of the government’s immediate needs and priorities or lack of 
readiness of the project or the performance of the relevant sector. Three PPTA projects, six 
IDTA projects, and one ETSW activity for a total $4.3 million are also programmed for 2008. 
 
6. The 2009–2011 program consists of 16 firm investment projects and two regional 
cooperation projects totaling $595 million; and 22 TA projects (13 PPTA projects and 9 IDTA 
projects) and 3 ETSW activities for $13.2 million. The two regional cooperation projects, on 
South Asia Subregional Economic Cooperation (SASEC) tourism development and SASEC 
transport logistics and trade facilitation, are programmed for 2009 and the Government’s 
contribution to the projects is being financed by ADF annual country allocations. The 
Government has requested ADB to consider increasing financing for SASEC tourism 
development to cover the expected significant investment needs. 
 
C. Summary of Changes to Investment and Technical Assistance Programs 

7. Given the complexities related to the processing of the North-South Fast Track Road 
Connectivity Project, and in line with Government indications, the project, formerly firm for 2008 
for $43.7 million, has now been moved to 2009, for a revised amount of $50 million. An IDTA 
project to support a public–private partnership for the North-South Fast Track Road Connectivity 
Project ($500,000) has been included in 2008 program at the Government’s request. Given the 
expected financing gap, ADB will maximize efforts to leverage potential cofinancing.  
 
8. The Governance Reform and Decentralization Cluster Program I ($30 million), which 
was previously on stand-by for 2008, is now firm for 2008, for a revised amount of $66.5 million, 
as requested by the Government. Following the Government’s suggestion, the title has been 
changed to Local Governance and Community Development Support Program I. The PPTA and 
investment program for the second phase in 2009 and 2010, respectively, have been renamed 
accordingly.  
 
9. Following discussions with the Government, the name of the Power Sector Development 
Program I (grant approval scheduled for 2008) has been changed to the Power Sector 
Development Project I and the PPTA for the Power Sector Development Program II (scheduled 
for approval in 2009) has also been renamed accordingly. A small-scale TA, Preparing the 
Nepal Transmission and Distribution Project ($150,000), has been included in the 2008 
program. The allocation under the PPTA for the Decentralized and Community-Based Water 
Management Project (2008) has been reduced to $500,000 from $700,000 since the ongoing 
project on irrigation will cover the part of its activities. At the Government’s request, the project 
has been renamed the Community-Based Water Management Project. The allocation for IDTA: 
Strengthening Capacity for Managing for Development Results has been reduced to $500,000 
from $600,000 and the TA: Strategic Development for Rural Electrification has been advanced 
to 2008 with the revised amount of $350,000 in place of TA: Energy Efficiency through Loss 
Reduction. 
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10. At the request of the Government, the Civil Aviation Sector Development Project ($30 
million) and Crop Diversification and Commercialization Project ($17 million) have been 
advanced to 2009 and the Local Governance and Community Development Support Program II 
($50 million) has been advanced to 2010. Two new project/program—the Decentralized Rural 
Infrastructure and Livelihood Project II ($30 million) and the School Sector Reform ($50 
million)—have been included in 2010 and 2011, respectively. 
 
11. Two PPTA projects—Skills for Employment II and Empowerment of Women and 
Excluded Groups—which were planned for 2009 have now been moved to 2010. The PPTA for 
the Power Sector Development Project II has been advanced to 2009. The Empowerment of 
Women and Excluded Groups has been moved to 2010 because of the delay in the ongoing 
loan project on Gender Equality and Empowerment of Women. The IDTA on Capacity Building 
for Tariff Review and Setting has been postponed to 2010 in view of the delay in the 
establishment of Nepal Electricity Regulatory Commission. The Community-based Water 
Supply and Sanitation Sector II has also been moved to 2011. Consequently, the allocation for 
the Rural Finance Sector Development Cluster Program II has been revised to $400,000 and 
the allocation to Road Connectivity Sector II Project has been revised to $600,000. Eight new 
institutional development TA (IDTA) projects have been included—Support for the State 
Restructuring ($700,000) and Support in the Preparation of the Five Year Development Plan 
($600,000) in 2009; Adoption of MfDR at Local Level ($700,000) and Strengthening Urban 
Institutions and Planning Mechanisms ($700,000) in 2010; Addressing the Challenges of 
Climate Change ($800,000), Assessing the Effectiveness of Government’s Gender and Social 
Inclusion Initiatives ($500,000), Strengthening GON’s Capacity for Macroeconomic 
Management ($800,000), and Supporting Alignment of Legal Framework to the New 
Constitution ($400,000) in 2011. At the request of the Government, three PPTA projects have 
also been included in the 2009–2011 program—Decentralized Rural Infrastructure and 
Livelihood Project II ($500,000) in 2009; Development of Border Towns ($800,000) in 2010; and 
Strategic Roads Improvement Project ($800,000) in 2011. In response to the Government’s 
suggestion, the Sustainable Rural Livelihoods and Watershed Management in Highlands of 
Nepal (PPTA planned for 2009 and investment for 2010 stand-by) has been renamed the 
Highland Livelihood Development Project.  
 
D. Indicative Internal Resource Requirements  

12. It is estimated that about 25.6 staff years will be required to deliver the 2009–2011 
investment and TA programs effectively. 
 
E. Results-Based Monitoring 

13. There have been no updates to the results-based framework of the current CSP as a 
result of changes in the assistance program.  
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Table A3.1: Indicative Assistance Pipeline for Lending Products, 2009—2011 
 

    Year of   
Sector Targeting   Project  Cost ($ million) 
Project/Program Classifi- Thematic  Preparatory  ADB  Co- 
Name cation Priority Division Assistance Total OCR ADF Total Gov't. financing 
       Loans Grants    
2009 Firm             

Agriculture and Natural   
Resources 

           

1. Crop Diversification and 
Commercialization Project 

TI ECG/ISD SANS 2009 20.5   17.0 17.0 3.5 0.0 

Subtotal     20.5   17.0 17.0 3.5 0.0 
Education            

1. Education Sector Cluster 
Program (subprogram 3) 

TI ISD/GAD SANS 2007 45.0   45.0 45.0 0.0 0.0 

Subtotal     45.0   45.0 45.0 0.0 0.0 
Transport and Communications            

1. North-South Fast Track Road 
Connectivity Project 

GI ECG/ISD SATC 2006 70.0   50.0 50.0 10.0 10.0 

2. Civil Aviation Sector Development 
Project 

GI ECG/ISD/ 
PSD 

SATC 2007 46.0   30.0 30.0 6.0 10.0 

Subtotal     116.0   80.0 80.0 16.0 20.0 
Water Supply, Sanitation, and 
Waste Management 

           

1. Improving the Quality of Water 
Supply, Sanitation, and Urban 
Service Delivery of Emerging Towns 
Sector Development Project 

TI ISD SAUD 2007 54.0   45.0 45.0 9.0 0.0 

Subtotal     54.0   45.0 45.0 9.0 0.0 
Regional Cooperation            

1. National Contribution to SASEC 
Tourism Development Project 

GI ECG/REG SAUD 2007 5.0   5.0 5.0   

2. National Contribution to SASEC 
Transport Logistics and Trade 
Facilitation Project 

GI ECG/REG SATC 2007 4.0   4.0 4.0   

 Subtotal     9.0   9.0 9.0   
Total     244.5   196.0 196.0 28.5 20.0 

Regional Cooperation             
1. SASEC Tourism Development 
Project 

GI ECG/REG SAUD 2007 15.0   10.0 10.0 5.0 0.0 

2. SASEC Transport Logistics and 
Trade Facilitation Project 

GI ECG/REG SATC 2007 12.0   8.0 8.0 4.0 0.0 

 Subtotal     27.0   18.0 18.0 9.0 0.0 
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    Year of   
Sector Targeting   Project  Cost ($ million) 
Project/Program Classifi- Thematic  Preparatory  ADB  Co- 
Name cation Priority Division Assistance Total OCR ADF Total Gov't. financing 
       Loans Grants    
2010 Firm             

Agriculture and Natural Resources            
1. Community Based Water 
Management Project 

TI ECG/ISD SANS 2008 31.2   26.0 26.0 5.2 0.0 

2. Decentralized and Rural 
Infrastructure and Livelihood Project 
II 

GI ECG SANS 2009 36.0   30.0 30.0 6.0 0.0 

Subtotal     67.2   56.0 56.0 11.2 0.0 
Finance            

1. Rural Finance Sector 
Development Cluster Program II 

GI ECG SAGF 2009 30.0   30.0 30.0 0.0 0.0 

 Subtotal     30.0   30.0 30.0 0.0 0.0 
Water Supply, Sanitation, and 
Waste Management 

           

1. Kathmandu Valley Water 
Distribution, Sewerage, and Urban 
Development Project 

GI ISD SAUD 2006 36.0   30.0 30.0 6.0 0.0 

2. Secondary Towns Integrated 
Urban Environmental Improvement 
Project 

GI ISD SAUD 2008 36.0   30.0 30.0 6.0 0.0 

 Subtotal     72.0   60.0 60.0 12.0 0.0 
Law, Economic Management, and 
Public Policy 

           

1. Local Governance and 
Community Development Support 
Program II 

GI ECG/GOV
/ISD 

SAGF 2009 50.0   50.0 50.0 0.0 0.0 

Subtotal     50.0   50.0 50.0 0.0 0.0 
Total     219.2   196.0 196.0 23.2 0.0 

2010 Standby             
Agriculture and Natural Resources            

1. Highland Livelihood Development 
Project 

TI ECG/ISD SANS 2009 30.0   25.0 25.0 5.0 0.0 

Subtotal     30.0   25.0 25.0 5.0 0.0 
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    Year of   
Sector Targeting   Project  Cost ($ million) 
Project/Program Classifi- Thematic  Preparatory  ADB  Co- 
Name cation Priority Division Assistance Total OCR ADF Total Gov’t. financing 
       Loans Grants    
2011 Firm Loans            

Agriculture and Natural 
Resources 

           

1. Highland Livelihood 
Development Project 

TI ECG/ISD SANS 2009 30.0   25.0 25.0 5.0 0.0 

Subtotal     30.0   25.0 25.0 5.0 0.0 
Education       

1. School Sector Reform 
Program 

TI ISD/GAD SANS – 50.0   50.0 50.0 0.0 0.0 

Subtotal     50.0   50.0 50.0 0.0 0.0 
Energy       

1. Power Sector Development 
Project II 

GI ECG SAEN 2009 36.0   30.0 30.0 6.0 0.0 

Subtotal     36.0   30.0 30.0 6.0 0.0 
Transport and Communications            

1. Road Connectivity Sector II 
Project 

TI ECG SATC 2009 60.0  50.0 50.0 10.0 0.0 

Subtotal     60.0  50.0 50.0 10.0 0.0 
Water Supply, Sanitation, and 
Waste Management 

         

1. Development of Border Towns 
Project 

GI ISD SAUD 2010 36.0  30.0 30.0 6.0 0.0 

Subtotal     36.0  30.0 30.0 6.0 0.0 
    Total     212.0   185.0 185.0 37.0 0.0 

— = not available; ADB = Asian Development Bank; ADF = Asian Development Fund; CAD = capacity development; ECG = sustainable economic growth; ENV = 
environmental sustainability; GAD = gender and development; GI = general intervention; GOV = governance; Gov’t = Government; ISD = inclusive social development; 
MT = multitheme; OCR = ordinary capital resources; PSD = private sector development; REG = regional cooperation; SAEN = Energy Division; SAGF = Governance, 
Finance, and Trade Division; SANS = Agriculture, Natural Resources, and Social Services; SATC = Transport and Communication Division; SAUD = Urban 
Development Division; TI = targeted intervention.  
Source: Asian Development Bank estimates. 
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Table A3.2: Indicative Assistance Pipeline for Nonlending Products and Services, 2009—2011 
 

 

   Sources of Funding  
   ADB Others  
Sector Responsible Assistance  Amount   Amount Total 
Assistance Name Division Type Source ($'000) Source ($'000) ($'000) 
2009 Firm        
 Agriculture and Natural Resources        
  1. Crop Diversification and Commercialization Project SANS PP tbd 400.0 tbd 100.0 500.0 
  2. Highland Livelihood Development Project SANS PP tbd 500.0 tbd 200.0 700.0 
  3. Decentralized Rural Infrastructure  and Livelihood 

Project II 
SANS PP tbd 500.0  500.0 

   Subtotal    1,400.0  300.0 1,700.0 
 Energy      
  1. Power Sector Development Project II SAEN PP tbd 600.0  600.0 
   Subtotal    600.0  600.0 
 Finance      
  1. Rural Finance Sector Development Cluster Program II SAGF PP tbd 400.0  400.0 
   Subtotal    400.0  400.0 
 Transport and Communications      
  1. Road Connectivity Sector II SATC PP tbd 600.0 tbd 200.0 800.0 
   Subtotal    600.0  200.0 800.0 
 Law, Economic Management, and Public Policy      
  1. Support for the State Restructuring NRM ID TASF 700.0 tbd 700.0 
  2. Support in the Preparation of the Five Year 

Development Plan 
NRM ID TASF 600.0  600.0 

  3. Local Governance and Community Development 
Support Program II 

SAGF PP tbd 500.0  500.0 

  4. Quarterly Economic Update NRM ETSW — —  — 
   Subtotal    1,800.0  1,800.0 
   Total    4,800.0  500.0 5,300.0 
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   Sources of Funding  
   ADB Others  
Sector Responsible Assistance  Amount   Amount Total 
Assistance Name Division Type Source ($'000) Source ($'000) ($'000) 
2010 Firm         
 Agriculture and Natural Resources        
         1. Empowerment of Women and Excluded Groups 

Project 
SANS PP tbd 550.0 tbd 300.0 850.0 

   Subtotal    550.0  300.0 850.0 
 Education     
         1. Skills for Employment II Project SANS PP tbd 500.0 tbd 100.0 600.0 
  Subtotal    500.0  100.0 600.0 
 Energy      
  1. Capacity Building for Tariff Review and Setting  SAEN ID TASF 700.0 tbd 200.0 900.0 
   Subtotal    700.0  200.0 900.0 
 Finance      
  1. Inclusive Financial Sectors Development Program SAGF PP tbd 600.0  600.0 
   Subtotal    600.0  600.0 
 Law, Economic Management, and Public Policy      
  1. Supporting Adoption of MfDR at Local Level NRM ID TASF 700.0  700.0 
  2. Quarterly Economic Update NRM ETSW — —  — 
   Subtotal    700.0  — 700.0 
 Water Supply, Sanitation, and Waste Management      
  1. Development of Border Towns Project SAUD PP tbd 800.0  800.0 
  2. Strengthening Urban Institutions and Planning 

Mechanism 
SAUD ID TASF 700.0 700.0 

   Subtotal    1,500.0  1,500.0 
   Total    4,550.0  600.0 5,150.0 
       
 Standby      
  1. Community-Based Water Supply and Sanitation 

Sector II Project 
SAUD PP tbd 500.0 tbd 200.0 700.0 

  Subtotal    500.0  200.0 700.0
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   Sources of Funding  
   ADB Others  
Sector Responsible Assistance  Amount   Amount Total 
Assistance Name Division Typea Sourceb ($'000) Sourcec ($'000) ($'000) 
2011 Firm        
 Agriculture and Natural Resources        
  1. Addressing the Challenges of 

Climate Change  
SANS ID TASF 800.0  800.0 

  2. Assessing Effectiveness of GON’s 
Gender and Social Inclusion 
Initiatives 

SANS ID TASF 500.0  500.0 

   Subtotal    1,300.0  1,300.0 
 Transport and Communications        
  1. Strategic Roads Improvement 

Project 
SATC PP tbd 800.0 800.0 

   Subtotal    800.0 800.0
          
 Water Supply, Sanitation, and Waste 

Management 
       

  1. Community-Based Water Supply 
and Sanitation Sector II Project 

SAUD PP tbd 500.0 tbd 200.0 700.0 

   Subtotal    500.0 200.0 700.0
          
 Law, Economic Management, and 

Public Policy 
     

  1. Strengthening Government’s 
Capacity for Macroeconomic 
Management 

NRM ID TASF 800.0  800.0 

  2. Supporting Alignment of Legal 
Framework to the New Constitution 

OGC ID TASF 400.0  400.0

  3. Quarterly Economic Update NRM ETSW — —  — 
   Subtotal    1,200.0   1,200.0 
   Total    3,800.0 200.0 4,000.0 
— = not available; ADB = Asian Development Bank; ETSW = economic, thematic, and sector work; ID = institutional development; NRM = Nepal Resident 
Mission; PP = project preparatory; SAEN = Energy Division; SAGF = Governance, Finance, and Trade Division; SANS = Agriculture, Natural Resources, and 
Social Services; SATC = Transport and Communication Division; SAUD = Urban Development Division; TASF = Technical Assistance Special Fund; tbd = to be 
determined. 
Source: Asian Development Bank estimates. 
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Table A3.3: Summary Information on Proposed Indicative Investment Products and 
Services for 2009 

 
Project Name Description 
Education Sector Cluster 
Program (subprogram 3) 

Impact  
Enhanced education attainment and livelihoods, particularly for girls and 
disadvantaged groups.    
 
Major Components  
ESP III supports the Government’s school sector reform (SSR) which 
aims to restructure the school system into an integrated grades 1–12 
system in a phased manner. It will support an SSR program that will 
extend basic education from grades 1–8, within an overall policy, legal, 
governance, and financing framework of a 1–12 school system. The 
Program will be financed jointly with other education development 
partners through a joint financing arrangement.   
 
Expected Outputs and Outcomes 
The expected outcome of ESP III will be a more equitable, inclusive, 
effective, and holistic education system.  
 

North–South Fast Track 
Road Connectivity Project 

Impact 
The overall goal is to (i) improve road connectivity between the strategic 
road network and areas with major economic activities and neighboring 
countries; and (ii) increase the capacity and efficiency of the road 
network, in order to promote economic growth, better access to rural 
produce, and domestic and regional trade. The fast track routes will 
improve transport reliability and provide cost-effective transport links and 
bring considerable savings in both travel time and costs. 
 
Major Components  
The main outputs will be (i) an investment program consisting of a north–
south fast track road, to be newly constructed between Kathmandu and 
Terai, and slope stabilization from Kodari to Kathmandu, part of the north-
south corridor, which will be economically viable, technically feasible, 
socially and environmentally sound, in the context of the 20-year Road 
Master Plan, and in accordance to the road sector midterm program; and 
(ii) identification of needs for further capacity building of the Department of 
Roads (DOR), based on ongoing capacity-building programs. The project 
will strengthen (i) the Government's long-term capacity to manage and 
operate the road network, and (ii) the capacity of local contractors to 
improve and maintain the roads. The project will assist the Government 
and the Asian Development Bank (ADB) to formulate a possible financing 
program. 
 
Expected Outputs and Outcomes 
The expected results of the project include better access to major 
economic activities, (ii) more domestic and international trade, 
(iii) enhanced capacities of DOR, and (iv) more participation of the private 
sector in road works. The project will improve road sector management 
efficiency, reduce transport costs, and contribute to economic growth. A 
comprehensive feasibility study report and preliminary design will be 
prepared.  
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Project Name Description 
Improving the Quality of 
Water Supply, Sanitation, 
and Urban Service Delivery 
of Emerging Towns Sector 
Development Project 

Impact  
Improved basic water supply and sanitation infrastructure and services in 
emerging small towns in Nepal 
 
Major Components  
The main components of the program loan are (i) improving sector 
governance and strengthening the institutional framework, (ii) preparing a 
sector-wide strategy and plan for urban water supply and sanitation, 
(iii) defining the Department of Water Supply and Sanitation (DWSS) 
mandate and organizational structure. 
 
The main components of the project loan are (i) improving and expanding 
the water supply and sanitation infrastructure, (ii) capacity building and 
institutional strengthening, and (iii) project management and 
implementation support. 
 
Expected Outputs and Outcomes 
The expected outcomes are provision and sustainable operation of better 
water supply and sanitation services through infrastructure expansion and 
improvement of management and operation among concerned 
institutions.  
 
The expected outputs are:  
(i) sector governance and strengthening the institutional framework 

improved, 
(ii) a sector wide strategy and plan for urban water supply and 

sanitation prepared,  
(iii) DWSS mandate and organizational structure defined, 
(iv) water supply and sanitation infrastructure improved and 

expanded in emerging towns,. 
(v) capacity of Water Supply User’s Committee (WSUC)s built and 

institutions strengthened, 
(vi) project management support provided. 
 

Crop Diversification and 
Commercialization Project 

Impact  
Reduction in poverty in the rural communities of 22 districts from the mid-
western, the far-western , and central development regions and economic 
growth through promotion of commercial agriculture and market-led 
production of high value crops. 
 
Major Components  
The project components will be assessed and finalized during PPTA and 
loan processing. It is envisaged that the Project will have the following 
components: (i) production pocket area development and farmers group 
support, (ii) promotion of private extension services, (iii) promotion of 
client-oriented research; (iv) production and marketing infrastructure 
support; and (v) project management services. 
 
Expected Outputs and Outcomes 
The outcome will be more efficient production, marketing, and processing 
of high-value crops, including fresh vegetables and vegetable seeds, fruit 
(e.g., banana, citrus, walnut, and mango), spices (e.g., ginger, turmeric, 
garlic, and chilies), fisheries, potatoes, legumes (e.g., chickpea, lentil, 
pigeon-pea, soybean, groundnut, and rajma bean), oilseeds (e.g., 
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Project Name Description 
mustard, rapeseed, and sunflower), and aromatic rice.  
 
Food security will be addressed especially for poor, socially and 
geographically excluded farmers. Staple food crops such as rice, maize, 
and wheat will reviewed, but the selection of crops will mainly be based 
on market demand and production feasibility. 
 
To be assessed in detailed and finalized during the PPTA and the loan 
processing, the expected project outputs are (i) establishment of 
sustainable production pocket areas and growth centers; (ii) institutional 
services and support to the farmer groups; (iii) developed private 
extension services; (iv) strengthened regional institutions (laboratories, 
training centers, and agriculture resource centers) for providing essential 
services; and (v) developed production and marketing infrastructure 
including micro-irrigation, feeder roads, farm machinery, marketing and 
post-harvest operations.  
 

Civil Aviation Sector Project Impact 
The impact of the Project will be the improved quality of Nepal air 
transport services, as well as the enhancement of the manner in which 
they are administered and managed.  
 
Major Components 
(i) Infrastructure improvements of TIA and other regional and remote 

airfields including installation/upgrading of air navigation 
equipment  

(ii) Institutional capacity development of Civil Aviation Authority of 
Nepal (CAAN) and  

(iii) Involvement of private sector in the development of Civil Aviation 
Sector 

 
Expected Outputs and Outcomes 
(i) Deficiencies of airport operation in terms of management, 

capacity, viable operation, safety will be addressed  
(ii) Navigation, communications, surveillance, and other equipment, 

both terrestrial and satellite based, required to support future 
national air transport operations will be installed at TIA 

(iii) Institutional capacity of CAAN will be enhanced 
(iv) Private sector will be involved in possible financing of the 

potential areas in civil aviation including ownership, operation, 
rehabilitation, maintenance, and management. 

(v) Management of Nepal Airlines will be restructured and 
strengthened 

 
Source: Asian Development Bank. 
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Table A3.4: Summary Information on Proposed Indicative Nonlending Products and 
Services for 2009 

 
Project Name Description 
Crop Diversification and 
Commercialization Project 
(PPTA) 

Impact  
Reduction in poverty in the rural communities of 22 districts from the mid-
western, the far-western, and central development regions and economic 
growth through promotion of commercial agriculture and market-led 
production of high value crops. 
 
Major Components  
The project components will be assessed and finalized during PPTA and 
loan processing. It is envisaged that the Project will have the following 
components: (i) production pocket area development and farmers group 
support, (ii) promotion of private extension services, (iii) promotion of 
client-oriented research; (iv) production and marketing infrastructure 
support; and (v) project management services. 
 
Expected Outputs and Outcomes 
The outcome will be more efficient production, marketing, and processing 
of high-value crops, including fresh vegetables and vegetable seeds, fruit 
(e.g., banana, citrus, walnut, and mango), spices (e.g., ginger, turmeric, 
garlic, and chilies), fisheries, potatoes, legumes (e.g., chickpea, lentil, 
pigeon-pea, soybean, groundnut, and rajma bean), oilseeds (e.g., 
mustard, rapeseed, and sunflower), and aromatic rice.  
 
Food security will be addressed especially for poor, socially and 
geographically excluded farmers. Staple food crops such as rice, maize, 
and wheat will reviewed, but the selection of crops will mainly be based 
on market demand and production feasibility. 
 
To be assessed in detailed and finalized during the PPTA and the loan 
processing, the expected project outputs are (i) establishment of 
sustainable production pocket areas and growth centers; (ii) institutional 
services and support to the farmer groups; (iii) developed private 
extension services; (iv) strengthened regional institutions (laboratories, 
training centers, and agriculture resource centers) for providing essential 
services; and (v) developed production and marketing infrastructure 
including micro-irrigation, feeder roads, farm machinery, marketing and 
post-harvest operations.  
 

Highland Livelihood 
Development Project (PPTA) 

Impact  
Reduction in the poverty of marginalized highland communities by 
developing viable strategies, options, packages of practices, and 
expertise for enhanced ecosystem services and rural livelihoods through 
applied research and capacity building for community-based integrated 
watershed management. 
 
Major Components  
The TA will be implemented in three phases and will (i) analyze the 
potential for sustainable participatory watershed management practices 
with integrated livelihood options in highland areas of Nepal; (ii) formulate 
a participatory watershed management plan, including detailed activities 
for selected watersheds; and (iii) prepare an investment project proposal 
for enhancing mountain livelihoods based on sustainable watershed 
management practices. 
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Project Name Description 
Expected Outputs and Outcomes 
The expected outputs are (i) participatory watershed management plan, 
including detailed activities for selected watersheds; (ii) an inventory of 
potential farm-based and off-farm enterprises in order to diversify 
incomes, all tested and demonstrated to ensure they can be adapted to 
changing climatic conditions; (iii) participatory action research on selected 
livelihood options focusing on highland agriculture and sustainable land, 
soil, and water management (optional, as part of a RETA); and (iv) tested 
approaches for enhanced livelihoods developed through improved 
farming practices, watershed conservation measures, and capacity 
development. 
 

Decentralized Rural 
Infrastructure and Livelihood 
Project II (PPTA)  

Impact 
Reduce rural poverty in very poor districts of Nepal affected by the 
conflict. 
 
Major Components 
(i) Community development and rural livelihood restoration; 
(ii) Capacity building and decentralized local governance; and 
(iii) Rural transport infrastructure. 
 
Expected Outputs and Outcomes 
Sustainable increased access to economic and social services; and 
enhanced social and financial capital for people in the project area, 
particularly poor and disadvantaged groups. 
(i) Increased awareness and participation in the planning, 

implementation, and maintenance of rural infrastructure; 
(ii) Capacity for planning, implementing, and maintaining rural 

infrastructure increased at district, village and national levels; and 
(iii) New and upgraded rural transport infrastructures provided using 

labor- based environmentally sound, participatory construction 
approach. 

 
Power Sector Development 
Project II (PPTA) 

Impact  
Facilitation of the preparation of transmission and distribution expansion 
and reinforcement projects. 
 
Major Components  
The TA will conduct technical assessment of the Power Sector 
Development Project II and carry out financial due diligence. Key 
components will include (i) assessing the technical soundness of the 
proposed projects, (ii) performing project-related financial and institutional 
analysis, and (iii) developing an institutional development program. 
 
Expected Outputs and Outcomes 
The TA output will be a well defined and technically and financially viable 
transmission and distribution project. 

Rural Finance Sector 
Development Cluster 
Program II (PPTA) 

Impact  
Financial service outreach will be expanded to the rural poor by 
strengthening key rural finance institutions, ultimately increasing rural 
economic activities and income generation.  
 
Major Components  
Building on the achievements of subprogram I (implemented in 2007–
2008), subprogram II will cover the same components: (i) favorable policy 
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Project Name Description 
environment; (ii) institutional restructuring and reforms of key rural finance 
institutions (Agricultural Development Bank Limited [ADBL], Small 
Farmers Development Bank, Grameen Bikash Banks); (iii) supportive 
legal and regulatory framework; (iv) sector capacity building; and (v) 
product and process innovations. The PPTA will (i) review and assess the 
subprogram I outcomes, especially ADBL restructuring; (ii) develop 
intervention areas, emphasizing implementation of the ADBL divestment 
plan (adopted by the Government in November 2007); (iii) determine 
policy and reform conditions; and (iv) formulate cost estimates, 
procurement and other implementation details.  
 
Expected Outputs and Outcomes 
The outputs will be a comprehensive program design including rationale, 
components, policy matrix, financing plan, implementation arrangements, 
cost estimates, procurement plan, and design and monitoring framework 
for consideration by the Government. The outcome will be approval of the 
Program by the Government and ADB for ADB financing.  
 

Road Connectivity Sector II 
Project (PPTA) 

Impact  
Preparing investment to improve road connectivity from the national 
highway network to rural areas.  
 
Major Components  
Major components will include (i) feasibility studies, (ii) environmental 
studies, (iii) social impact assessments, (iv) resettlement plans, and 
(v) preliminary designs.  
 
Expected Outputs and Outcomes 
Comprehensive studies for the follow-on investment project on 
improvement of road connectivity. 
 

Support for the State 
Restructuring (IDTA) 

Impact 
Support for the Government to undertake state restructuring successfully 
and achieve better service delivery at all levels. 
 
Major Components 
The TA will prepare a strategy for restructuring of the state in a federal 
system of governance. It will devise functions, processes, rules and 
responsibilities of the state institutions at each tier. Mechanisms will be 
proposed at each level to improve service delivery. It will also define the 
sequence of implementation of the restructuring activities in Nepal. 
 
Expected Outputs and Outcomes 
The outcome will be support for a state restructuring strategy, including 
the legal and institutional basis and roles and responsibilities of different 
levels of government. Outputs will include: (i) a legal framework for state 
restructuring, (ii) administrative structure of all the tiers of government, (iii) 
fiscal planning and management strategy for all the tiers of government, 
and (iv) a strategy for maintaining law and order at all levels. 
 

Support the Government on 
the Preparation of the Five 
Year Development plan 
(IDTA) 
 

Impact 
Poverty reduction by accelerating the economic growth and development 
of social sectors. Assistance for the alignment of donors' development 
activities to meet the overall objectives of Government. 
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Project Name Description 
Major Components 
Components will include (i) consultative meetings, seminars, and 
workshops to strengthen formulation of the development strategy; and (ii) 
provision of other support to the Government in the preparation process. 
 
Expected Outputs and Outcomes 
The major outcome will be the Five Year Development Plan for FY2011–
FY2015). Outputs will include (i) assessment of the Three Year Interim 
Development Plan, and (ii) identification of relevant sectors and projects. 
 

Local Governance and 
Community Development 
Support Program II (PPTA) 

Impact 
Social and economic transformation to build a new Nepal through capable 
and accountable government at all levels of the State that provides 
effective and inclusive services. 
 
Major Components 
• Central level business process reengineering and change 

management; 
• Legal and statutory framework of local governments in a federal 

government; 
• Strengthening meso level agencies; and 
• Good governance in service delivery at local level. 
 
Expected Outputs and Outcomes 
• Better operating environment at local level; 
• Fully functional local governments 
• Capable and accountable local governments 
• Stronger community organizations and disadvantaged groups 
• Inclusive and participatory service delivery systems in place 
• Supportive central agencies and processes 
• Strong national system and government leadership in the sector 
 

IDTA = institutional development technical assistance, PPTA = project preparatory technical assistance. 
Source: Asian Development Bank. 
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Table A3.5:  Updated Priority Sectors and Themes 
 
Priority Sectors Developments since the adoption of the country strategy and 

program 
Agriculture and Rural 
Development 
 
 
 

The strategy for the sector (covering crops and livestock, irrigation, and 
rural infrastructure) remains relevant. However, there have been shifts in 
focus within subsectors There has been a greater focus on production of 
cash crops and their processing and marketing through value chain 
systems integrated with market infrastructure. Development of low-cost 
farmer-managed irrigation has been given priority because of its potential 
for sustainable operation and maintenance. Construction and 
improvement of rural roads have been given high priority   
 

Education 
 
 
 

There have been no significant changes, although the nature of ADB 
assistance has shifted from a project to a sector-wide approach. ADB will 
continue to support secondary education covering grades 9–10 during 
interim period. In technical education and vocational training, ADB will 
also continue to support market-oriented short-term skills training.  
 

Energy There have been no significant changes.  

Finance There have been no significant changes.  

Transport and 
Communications 
 

There have been no significant changes.  

Water Supply, Sanitation, 
and Urban Development 
 

There have been no significant changes. For the remainder of the CSP 
period, ADB will continue to support implementation of institutional reform 
and prepare new urban services, water supply and sanitation, and 
integrated urban development projects.   

Priority Themes 

Environment 
 

There have been no significant changes. 
 

Governance 
 

There have been no significant changes.  
 

Gender There have been few significant changes. Civil service reforms and the 
Government’s commitment to ILO Convention 169 on indigenous people’s 
rights, and to inclusiveness in the Interim Constitution and the interim plan 
have created conducive policy environment for equity issues. The CSP 
pillar on inclusive social development remains highly relevant  
 

Regional Cooperation Since the implementation of the CSP, there have been significant 
developments, notably the South Asia Regional Cooperation Strategy 
(2006–2008) has been formulated and Regional Cooperation Integration 
(RCI) Partnership Facility has been established.  
 

Source: Asian Development Bank. 
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Table A3.6: Indicative Assistance Pipeline for Current Year, 2008 
 

    Year of   
Sector Targeting   Project  Cost ($ million) 
Project/Program Classifi- Thematic  Preparatory  ADB  Co- 
Name cation Priority Division Assistance Total OCR ADF Total Gov't. financing 
       Loans Grants    
2008 Firm             

Education            
Education Sector Cluster 
Program (subprogram 2) 

TI ISD/GAD SANS 2005 8.0 8.0 8.0 0.0 0.0

Subtotal     8.0 8.0 8.0 0.0 0.0
Transport and Communications      

Information and Communication 
Technology Development Project 

GI ECG SATC 2006 31.2 25.0 25.0 6.2 0.0

Subtotal     31.2 25.0 25.0 6.2 0.0
Energy      

Power Sector Development 
Project I  

GI ECG SAEN 2004 50.0 30.0 30.0 10.0 10.0 

Subtotal     50.0 30.0 30.0 10.0 10.0 
Law, Economic Management, 
and Public Policy  

     

Local Governance and 
Community Development 
Support Program  

GI ECG/GOV/ 
ISD 

SAGF 2006 66.5 66.5 66.5 0.0 0.0

Subtotal     66.5 66.5 66.5 0.0 0.0
Total     155.7 129.5 129.5 16.2 10.0 

ADF Hard Term Facility      
Energy      

West Seti Hydropower Project  GI ECG SAEN  45.0 45.0 45.0 0.0 0.0
Subtotal     45.0 45.0 45.0 0.0 0.0

— = not available; ADB = Asian Development Bank; ADF = Asian Development Fund; CAD = capacity development; ECG = sustainable economic growth; ENV = 
environmental sustainability; GAD = gender and development; GI = general intervention; GOV = governance; Gov’t = Government; ISD = inclusive social development; 
MT = multitheme; OCR = ordinary capital resources; PSD = private sector development; REG = regional cooperation; SAEN = Energy Division; SAGF = Governance, 
Finance, and Trade Division; SANS = Agriculture, Natural Resources, and Social Services; SATC = Transport and Communication Division; SAUD = Urban 
Development Division; TI = targeted intervention.  
Source: Asian Development Bank estimates. 
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Table A3.6: Indicative Assistance Pipeline for Nonlending Products and Services for Current Year, 2008 
 

— = not available; ADB = Asian Development Bank; ETSW = economic, thematic, and sector work; ID = institutional development; NRM = Nepal Resident 
Mission; PP = project preparatory; SAEN = Energy Division; SAGF = Governance, Finance, and Trade Division; SANS = Agriculture, Natural Resources, and 
Social Services; SATC = Transport and Communication Division; SAUD = Urban Development Division; TASF = Technical Assistance Special Fund; tbd = to be 
determined. 
Source: Asian Development Bank estimates. 

   Sources of Funding  
   ADB Others  
Sector Responsible Assistance  Amount   Amount Total 
Assistance Name Division Type Source ($'000) Source ($'000) ($'000) 
2008 Firm        
 Agriculture and Natural Resources        
  1. Community-Based Water Management Project SANS PP tbd 500.0 tbd 200.0 700.0 
  2. Strengthening Capacity for Managing Climate Change 

and the Environment 
SANS ID TASF 500.0  500.0 

   Subtotal    1,000.0  200.0 1,200.0 
 Energy      
  1. SSTA for Preparing the Nepal Transmission and 

Distribution Project 
SAEN PP TASF 150.0  150.0 

  2. Strategic Development of Rural Electrification SAEN ID TASF 350.0 tbd 200.0 550.0 
   Subtotal    500.0  200.0 700.0 
 Transport and Communications      
  1. Supporting a Public–Private Partnership for the North-

South Fast Track Road Connectivity 
SATC ID tbd 500.0  500.0 

   Subtotal    500.0  500.0 
 Water Supply, Sanitation, and Waste Management      
        1. Secondary Towns Integrated Urban Environmental   

Improvement  
SAUD PP tbd 700.0 tbd 120.0 820.0 

            Subtotal    700.0  120.0 820.0 
 Law, Economic Management, and Public Policy      
  1. Strengthening Capacity for Managing for Development 

Results 
NRM ID TASF 500.0 tbd 250.0 750.0 

  2. Strengthening Capacity for Economic Analysis NRM ID TASF 600.0  600.0 
  3. Quarterly Economic Update NRM ETSW — —  — 
   Subtotal    1,100.0  250.0 1,350.0 
 Multisector        
  1. Knowledge Transfer for Public Procurement in Nepal NRM ID  Korean 500.0 500.0 
  Subtotal     500.0 500.0 
        Total    3,800.0  1,270.0 5,070.0 
 Standby      
  1. Crop Diversification and Commercialization SANS PP tbd 400.0  400.0 
       Subtotal    400.0  400.0 
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UPDATED SECTOR ROAD MAPS 
 

A. Agriculture and Rural Development  
 
 1. Sector Situation  
 
1. The agriculture and rural development sector comprises the crop, livestock, irrigation, 
and rural roads subsectors. Although agriculture’s share of the country’s GDP decreased from 
39% in 2006 to 34% in 2007, it continues to be the largest contributor to the economy. The rural 
economy (including the nonfarm sector) accounts for about 70% of GDP and over 80% of 
employment. Annual agricultural growth was 2.7% during the last 5 years (FY2003 – FY2007) 
compared with the targeted 4.1%. Production of major cereals remained about 2.2 tons (t) per 
hectare (ha) in 2007, with only marginal improvement from 2004. This performance was 
affected by annual rainfall patterns and lack of irrigation. However, production of cash crops, 
particularly vegetables, increased to 11.5 t per ha in 2007 (from 7.76 t per ha in 2004).  
 
2. Livestock continues to play an important role in farming systems, household income, and 
nutrition. It contributed 32% to the agricultural GDP in 2007, an increase of 2% over 2004. This 
percentage is projected to increase. The area under irrigation increased to 1.2 million ha in 
2007, although the increase during the last 5 years (FY2003 – FY2007) was only about half of 
the target (90,000 ha). However, the targeted area of about 58,000 ha for year-round irrigation 
has been substantially achieved, mainly through community-based groundwater irrigation. As of 
2007, there were an estimated 22,000 km of rural roads, only half which were in an operable 
condition. During the last 5 years (FY2003 – FY2007), only about 60% of the targeted 7,000 km 
of rural road were constructed or improved because of budget shortfalls and high-intensity 
conflict.      
 
3. Despite many constraints, agriculture production has continued to become responsive to 
market forces, and productivity and total production of marketable crops such as vegetables has 
increased. Connections to the market and other service providers need to be improved through 
construction and improvement of rural roads and related infrastructure as rural areas with good 
farm-to-market transport, rural electrification, irrigation, and well organized extension and rural 
credit facilities have recorded faster than average agricultural and nonagricultural growth.  
 
 2. Sector Issues 
 
4. The issues facing the sector can be broadly classified as follows.  
 

(i) Agriculture is still highly dependent on weather conditions. Only about 66% of the 
total agricultural land (1,769,915 ha) is irrigated, of which 30% has year–round 
irrigation. Agricultural growth remains low, partly because of the declining 
profitability of cereals, which are still grown on about 65% of the cultivated land. 

(ii) Implementation capacities of agriculture and rural development departments are 
still being developed. Delivery mechanisms through local government institutions 
and nongovernment organizations (NGOs) need to be strengthened.  

(iii) Many surface irrigation projects are operating below their designed capacity 
because of lack of operation and maintenance (O&M). Participatory irrigation is 
still to be fully institutionalized.  

(iv) Investment in new rural roads has suffered from budgetary shortfalls and poor 
O&M of existing roads limits farmers’ access to markets and other services. 
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(v) Coordination between concerned ministries and departments in planning and 
implementation of programs is poor.    

  
 3. Government’s Sector Policy 
 
5. The Government is guided by the 20-year Agriculture Perspective Plan (APP) prepared 
in 1996 and updated in 2004, both with the Asian Development Bank (ADB) assistance. This 
targets a 2% annual per capita growth rate for food grains and a higher rate for cash crops by 
improving factor productivity. The Government has aimed to liberalize input and output markets 
to promote private sector participation in input distribution, and has prioritized public 
investments to address constraints in irrigation, seeds, fertilizer, extension services, finance, 
and rural roads. The agriculture policy (2004) emphasizes rapid modernization and 
commercialization of agriculture by (i) increasing agriculture production and productivity;  
(ii) ensuring food availability; (iii) making agriculture and livestock sector competitive by 
transforming subsistence agriculture into commercial agriculture; (iv) improving employment 
opportunities for rural youth, women, Madhesis, muslims and disadvantaged communities; and 
(v) conserving, promoting, and utilizing agricultural biodiversity through the development and 
dissemination of environment-friendly technologies.  
 
6. The main thrusts of the irrigation policy (2003) and regulations (2004) are to develop 
water resources based on integrated water resources management with user participation and 
to promote groundwater irrigation, and large, medium, small, and micro-irrigation. The local 
infrastructure development policy (2004) devolves planning, design, construction, monitoring, 
and maintenance of local infrastructure to district development committees (DDCs), 
municipalities and village development committees (VDCs) with the involvement of beneficiaries 
and local communities.  
 
 4. Government’s Planning Framework 
 
7. The Government’s Three Year Interim Development Plan (TYIDP) FY2008–FY2010 
approaches agriculture and rural development in a highly inclusive way. Emphasis is given to 
inclusiveness and good governance, which is consistent with the strategies envisaged in the 
country strategy and program. The TYIDP envisages devolution of planning, implementation 
and management responsibilities to local bodies such as DDCs, municipalities and VDCs to 
ensure participation of poor and disadvantaged groups, including Madhesis, Janajatis, Dalits, 
and women, as lack of inclusion was one of the key reasons for the 10-year armed conflict.       
 
 5. Government’s Institutional Arrangements 
 
8. Institutional arrangements for implementation and monitoring of the projects are well 
defined, although institutional reforms are needed to ensure greater local participation and 
transparency. Crop and livestock subsectors are under the Ministry of Agriculture and 
Cooperatives (MOAC), with agriculture and livestock directorates in each development region 
and satellite offices in each district. District offices prepare programs and implement them jointly 
with target groups following departmental guidelines. The irrigation subsector is under the 
Ministry of Water Resources, which has 46 irrigation development divisions and subdivisions. 
For groundwater irrigation, there are eight field offices, each covering two to three districts. 
Development divisions and field offices collect demands and design and implement schemes 
jointly with water user groups and NGOs and financing institutions provide social mobilization 
and financial services. Rural roads are under the Ministry of Local Development, with the 
Department of Local Infrastructure Development and Agricultural Roads (DOLIDAR) at the 
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center and DDCs supported by district technical offices (DTO) in each district. DDCs select rural 
roads in a participatory way, and DTOs undertake surveys and design, and implement the roads 
jointly with VDCs and user groups.            
 
 6. Government’s Capacity in the Sector 
 
9. The Government’s capacity has improved in recent years, In part because of training 
and other institutional support from various donor-funded projects. The new agriculture, 
irrigation and rural infrastructure policies have clarified the roles of the Government, NGOs, and 
the private sector. However, there is a need for further capacity development in some areas:   
  

(i) disseminating new technologies for commercial production of high-value crops 
and livestock, developing agriculture value chains in partnership with the private 
sector and NGOs, delivering effective decentralized agriculture support services; 

(ii) designing and implementing community-driven irrigation projects, such as 
groundwater irrigation in the Terai and micro-irrigation in the hills and mountains, 
applying the participatory approach to surface irrigation schemes, and properly 
operating and maintaining them by increasing irrigation service fees;  

(iii) ensuring adequate and trained staff to implement and monitor field programs for 
service delivery through local governments and NGOs; 

(iv) constructing or improving rural roads with adequate mechanisms for their 
maintenance to ensure sustainability; and    

(v) coordinating ministries and departments in planning and implementation of 
programs, to improve overall sector performance.      

 
 7. ADB’s Sector Experience 
 
10. ADB has been the leading development partner for the agriculture and rural 
development sector. It supported the preparation, implementation, and updating of the APP in 
2004. ADB support for APP implementation has included a program loan (Second Agriculture 
Program Loan) for policy reform and project loans for crop diversification and commercialization, 
groundwater and surface irrigation, and rural infrastructure development. District government 
offices, local bodies, local NGOs, community-based organizations (CBOs), groups of poor rural 
women, and community groups have been increasingly involved in identification, 
implementation and monitoring of ADB-supported projects.  
 
11. Nevertheless, agriculture and rural development projects need to pay more attention to 
the link between production and marketing. Emphasis will be given to developing commercial 
skills and linking farmers to markets, increasing stakeholder participation, properly assessing 
institutional capacity of agencies involved in implementation, empowering local governments, 
fostering links between farm and off-farm activities, and improving connections between 
production clusters and market centers.       
 
 8. Role of Development Partners in the Sector 
 
12. The World Bank has significantly increased its investments in the sector beginning in 
2007, and other development partners have maintained their earlier investment levels.        
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9. Intended Sector Outcomes and Key Outputs Supported by ADB 
 
13. The CSP aims to support the Government to meet its target of 4.1% annual agricultural 
growth through (i) better access to key inputs, outputs, and markets; (ii) more access to year-
round irrigation; and (iii) an expanded rural road network. Targets by 2007 were to (i) increase 
average productivity of cereals to 2.8 t per ha and cash crops to 7.2 t per ha; (ii) increase annual 
milk production to 1.40 million t and meat production to 0.26 million t; (iii) develop 193,600 ha of 
irrigated land (58,000 ha year-round); and (iv) construct or upgrade about 7,000 km of rural 
roads. However, adverse climatic conditions, investment shortfalls, and logistical constraints as 
a result of conflict meant that agriculture grew by only by 2.67%; annual production of milk was 
1 million t and meat 0.23 million t; the irrigated area increased by 87,500 ha (56,000 ha year-
round); and about 3,657 km rural roads were constructed or upgraded. The contribution of ADB-
supported projects to these results is estimated at: agricultural growth, 15%; milk, 30%; meat, 
20%; irrigated areas, 80% (90% year-round); and constructed or upgraded roads, 10%. 
However, ongoing ADB projects in all these areas mean its contribution will continue to grow.           
 
 10. Indicative Areas for Interventions 
 
14. A distinct lack of opportunities in rural areas contributed to the conflict and agitation by 
excluded groups. As a leading development partner committed to peace and prosperity in 
Nepal, ADB will continue to work to enhance agricultural productivity and food security, and to 
diversify economic opportunities for the rural population. ADB will foster broad-based agriculture 
and rural development, including improved farm-to-market transport connections; enhanced 
technology and support services for commercial crops; and better access to irrigation systems. 
Priority will be given to investments that can generate quick and visible benefits to the lives of 
the rural poor. ADB will support policy and institutional reforms that mainstream participation, 
gender, and ethnic equality considerations for sustainable development impacts.   
 
15. ADB will support targeted community-managed rural infrastructure programs, such as 
small irrigation systems and labor-intensive green agricultural roads, which are critical for 
commercial agriculture, especially in the hills and mountains. Construction of farm-to-market 
agricultural roads using community participation with special emphasis on remote areas of the 
highlands will have far-reaching implications for inclusive economic growth and employment 
generation during construction. ADB will support diversification and commercialization of 
agriculture to establish effective value chains linked to these infrastructure systems.  
 
16. Support for irrigation will promote low-cost development of groundwater resources, and 
the turnover of management of small-scale irrigation schemes to farmer groups. ADB will 
continue supporting river-basin integrated water resources management systems, following the 
Government’s 2002 National Water Resources Strategy. Assistance for further development of 
policies and institutional capacity in harmony with the Government’s policies and procedures 
and those of other development partners will help to further develop the sector.    
 
 11. Implementation and Monitoring Mechanisms 
 
17. ADB’s support to the agriculture and rural development sector will increasingly involve 
NGOs, CBOs, and the private sector in implementation and monitoring so projects are 
transparent and benefits are delivered quickly to excluded groups and the poor. Benchmarks to 
monitor performance will include rural poverty indicators, growth rates and productivity of overall 
and priority agricultural outputs related to market access and commercialization. Participatory 
monitoring mechanisms will be promoted for all ADB-financed projects.   
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Table A4.1: Agriculture and Rural Development Sector Road Map 

 
Indicators  

Item 2002 2007 2009 10 years 
A. Sector Outcomes     

Agriculture growth rate (%) 3.3 2.7 3.6 
(2010) 

Tbd 

Agricultural exports to total exports (%) — 10.2 tbd Tbd 
Poverty incidence (%) 42 31 24 (2010) Tbd 
Contribution of livestock to agricultural 
gross domestic product (%) 

— 34 37 
(2010) 

45 

B. Sector Output Growth Rates (% per 
annum) 

    

Cereals  — 2.4 3.7 
(2010) 

Tbd 

Cash crops, fruits, vegetables  — 3.8 4.5 
(2010) 

Tbd 

Livestock  — 3.4 4.9 
(2010) 

Tbd 

Irrigated area (million hectares) 1.06    1.2 1.3 
(2010) 

1.56 

Rural Roads (km) 3,958 7,615 10,500 
(2010) 

21,000 

C.     Sector Issues and Constraints 
 

(i) Poor natural and physical capital base including rural roads, which impedes effective transportation of 
agriculture inputs and outputs. 

(ii) Limited income-generating activities in rural areas, and several regions and ethnic groups effectively excluded 
from markets, support services, and rural finance. 

(iii) Conflict and extended agitation by excluded groups disrupted agricultural trade and production in selected 
regions, and impeded access to the field by government staff and other service providers.  

(iv) Limited access to key agricultural inputs (such as improved seeds and quality fertilizer), output markets, 
agricultural extension, and financial services, with limited private sector participation to improve access.  

(v) Low productivity of irrigated areas due to technical deficiencies of traditional Farmers’ Managed Irrigation 
System, limited private sector providers of groundwater pumps and shallow tubewell systems, and 
underutilization of DOI-managed schemes. 

(vi) Lack of access to the banking system in rural areas, especially for long-term credit to finance investment in 
livestock, shallow tubewells, and horticulture. 

(vii) Technology constraints in both production and postproduction systems. 
(viii) Insufficient governance of sector institutions in the delivery of services in an accountable, participatory, and 

transparent manner.  
(ix) Lack of coordination among agencies providing essential services to agriculture and enterprise development. 
(x) Insufficient policy, planning, and legal framework for effective water resources management (although an 

effective framework is now emerging). 
(xi) Low productivity of livestock. 
 

By Agency D. Actions, Milestones,  and 
Investments 

By Issue Schedule 
ADB Gov’t  Others/ 

External 
Decentralized Community-based Water 
Management Project 

Increasing competition 
among service deliverers 
and water users  

2010 √ √ CIDA 

Agriculture Diversification and 
Commercialization Project 

Promote of commercial 
crops and processing and 
marketing enterprises  

2011 √ √ World 
Bank 

CIDA = Canadian International Development Agency 
Source: Ministry of Agriculture.              
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B. Education 
 

 1. Sector Situation and Key Issues in the Sector 
 
18. Access to quality education is vital to inclusive development and reducing poverty. For 
many in rural Nepal, the only way to break out of poverty is to develop the skills and 
competencies to enable self-employment or remunerative employment. Education is held in 
high regard by all segments of society, and the Government’s ability to deliver quality education 
is seen as a measure of the degree to which the political and administrative system is 
responsive to local needs and aspirations.  

19. The education system consists of grades 1–5 of primary education, grades 6–8 of lower 
secondary education, grades 9–10 of secondary education, and grades 11–12 of higher 
secondary education. A school-leaving certificate is awarded by a centrally administered 
national examination at the end of grade 10, entitling entry into higher secondary or tertiary 
education. Nonformal education is provided through community adult education and programs 
for out-of-school children. Higher education is provided mainly by Tribhuvan University and a 
range of public and private faculties coordinated by the University Grant Commission.  

20. The technical education and vocational training (TEVT) sector comprises a range of 
government and private training providers, including the Ministry of Industry, Commerce and 
Supplies; the Department of Labor and Employment Promotion; and institutions of the Council 
for Technical Education and Vocational Training. The TYIDP targets providing skills and 
vocational training to about 132,000 trainees through these government institutions and 
affiliated training providers.  

21. In the primary and secondary schools, the Government has initiated a major reform 
program. Under the School Sector Reform Program (SSR), the Government intends a phased 
restructuring of the school system into an integrated grade 1–12 system by extending basic 
education coverage to grades 1–8 and secondary education to grades 9–12. The Government 
has begun extending basic education to grades 1–8 in a few districts, and has started 
developing capacity of key stakeholders for full implementation of the reform in 2010.  

22. Education and training are central to government efforts to reduce poverty, promote 
human development, raise labor productivity, and achieve economic growth. Public 
expenditures for education have risen steadily from 10% of the total budget in the 1980s and 
13% in the 1990s to about 17% allocated in FY2008, with the largest share accorded to primary 
education. Since 1981, free education has been provided up to grade 5.  

23. Access to basic education has improved significantly over the last five decades. The 
number of primary and secondary schools (grades 1–10) increased significantly between 1991 
and 2006. About 91% of households now have access to a primary school within 30 minutes 
walking distance of their residence. As a result, the net enrollment rate in primary schools 
improved from 61% in 1990 to 87.4% in 2006. Girls’ participation also improved. The gender 
parity index increased from 0.6 in 2001 to 0.94 in 2006. The primary-level enrollment for girls is 
48% of the total enrollment.  

24. Despite the significant improvement in access and girls’ participation, there remains 
scope for improvement. The literacy rate in Nepal is still only about 54%, and some 12% of 
eligible children are not enrolled in primary school. Challenges also remain in improving social 
and geographic equity and quality of basic and primary education. In 2006, only 16.9% of 
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primary school age Dalit children and 36.4% of Janjati children were enrolled in school. While 
the share of Dalit and Janjati enrollments is slowly increasing, it lags behind these groups’ share 
of the national population. There are wide regional disparities in enrollment: the lowest net 
enrollment is in the central Terai (76.6%) and the highest is in Kathmandu valley (90.6%). Most 
out-of-school children live in rural areas, especially in the mountains and central Terai.  

25. The quality of education is a major concern. Despite a tremendous increase in school 
construction and rehabilitation, many schools have poor and inadequate physical facilities 
(including sanitation) and learning materials, especially in rural areas. Primary schools, which 
evolved into secondary schools in response to local demand, cannot develop adequate physical 
infrastructure because of resource constraints. The teaching profession is characterized by low-
level entry qualifications, inadequate or no training, poor motivation, and high absenteeism. 
There is no efficient system of pre-service training, deployment, supervision, career guidance, 
and development. Despite improvements in textbook distribution, only 54% of students receive 
a full set of textbooks within the first week of the school session. As a result, about 50% of 
students either repeat or drop out of the education system. The Government plans to undertake 
a national study of learning achievement in 2008. 

26. A midterm review of the Education for All program1  in mid-2007 recognized that it had 
helped meet immediate education needs and kept the school system operating during the 
insurgency. However, the review also concluded that monitoring and supervision at district and 
school levels had been heavily constrained by the conflict. Planning, implementing, monitoring, 
and reporting educational activities were very difficult. Unrest in the Terai has disrupted teaching 
and learning activities and displaced teachers, some of whom have been victims of extortion 
and kidnapping. Because of the conflict, only 60% of school management committees have 
been formed and some facilities, including school buildings, have been damaged. District 
education staff with origins in the hills or mountains have faced security risks in the Terai.  

27. The TEVT sector performs poorly in terms of providing access to skills training and 
employment. About 300,000 young people try to enter the labor market each year, yet the 
sector has the capacity to provide training to fewer than 50,000 of them. Students who have 
done well in secondary school have a better chance of gaining access, which limits access for 
disadvantaged groups such as women, the physically impaired and low caste or ethnic 
minorities. The public TEVT system is largely supply-driven: training programs are often based 
on the allocated budgets of public training providers, and available staff and equipment. This 
results in unsatisfactory employment rates of graduates.  

28. Vocational training programs are not well focused on the needs of the labor market. 
While the major potential sources of income generation are in the informal sector, self-
employment, or overseas employment, there is not enough training to meet labor demands in 
these areas. Many instructors, including those in private colleges, do not have enough private 
sector experience or technical competence. There are no standards for either instructional or 
technical expertise in the TEVT system and many providers lack tools, equipment, and supplies. 

 2. Government’s Sector Policy and Planning Framework 
 
29. The policy objectives for education in the Tenth Plan were to expand and develop quality 
education, to produce internationally competitive human resources, including technically skilled 

                                                 
1  EFA is supported by seven agencies (ADB, Danida, DFID, Finland, Norway UNICEF, and World Bank) that provide 

budgetary support under a SWAp and three other partners that provide support through separate project financing.  
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people to support the national economy, to enhance social development, and to contribute to 
poverty reduction. The Plan also emphasized adult literacy, post-literacy, income generation, 
and nonformal education—all with a view to improving living standards of disadvantaged 
communities and women. Decentralization of education governance and accountability to the 
local level was the primary strategy for improving educational planning and management. 

30. In line with the Tenth Plan, the TYIDP aims to make all citizens literate by providing 
equitable and inclusive quality education. It also aims to improve employment opportunities by 
providing employment-oriented education. It plans to make school management committees 
responsible for management and operation of schools, while making them accountable to local 
bodies. It intends to implement the basic education (grades 1–8) program, on a pilot basis in 
accordance with the SSR program. In TVET, it emphasizes making graduates more 
employable. The Government approved a national TEVT policy in September 2007.  

 3. Government’s Institutional Arrangements and Capacity in the Sector 
 
31. The Ministry of Education and Sports is responsible for policy in the education sector. 
Most governance functions (policy, finance, strategy and standards) are carried out at the 
national level. In June 2006, a high level Education Policy Committee was formed under the 
Minister of Education and Sports with senior members from line ministries and representatives 
from disadvantaged groups and civil society to advise the government on adjustments to 
education governance, management and financing structures to support an equitable and 
effective 1–12 school system. Schools are managed by district education offices, which report to 
the central level (Department of Education); by district education committees and village or 
municipal education committees, which report to local governments; and by school 
management committees, which report to their communities. At the central level, the Curriculum 
Development Center is responsible for curriculum, assessment and textbooks, the National 
Center for Educational Development for teacher and management training, Office of the 
Controller of Examination for examination, Nonformal Education Center for nonformal education, 
and the Higher Secondary Education Board for grades 11 and 12. 

32. The midterm review of Education for All concluded that governance structures could not 
perform as envisaged because of the unstable social and political situation. Decentralization has 
been hampered by disruptions, inadequate institutions, ineffective communication, and absence 
of elected members. The need for stronger planning, implementing, monitoring, supervision, 
financial management, auditing, and reporting at national and local levels was identified.  

 4. ADB’s Sector Experience 
 
33. In 1991, ADB supported the Primary Education Development Project which focused on 
teacher training. The major outcome was the establishment of the National Council for 
Educational Development and the Primary Teachers Training Centers, which are now called 
Education Training Centers. The Teacher Education Project approved in 2001 focused on 
building institutional capacity for teacher training and development. In 1992, ADB approved the 
Secondary Education Development Project (SEDP), which supported planning, management, 
and delivery of secondary education. As a follow-up, in 2002 ADB approved the Secondary 
Education Support Project, to improve the quality, efficiency, and institutional capacity of 
secondary education through a subsector and program-wide approach. ADB’s assistance to 
primary and secondary education has evolved from a project approach to a policy-oriented 
approach. The Education Support Program (ESP) has a cluster design to allow the Government 
to adopt a phased approach to preparing and implementing the School Sector Reform Program 
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(SSR). The first subprogram, ESP I, was approved in December 2006 to support the ongoing 
EFA program with a capacity-development grant to develop Government stakeholder capacity in 
policy analysis, formulation and coordination, and to prepare the SSR core document. ESP II 
was approved in January 2008 and will support the preparation and transition to the SSR in a 
few districts as well as broad capacity development for system readiness. ADB is preparing 
ESP III to support the Government to implement of the SSR program from 2010.  

 5. Roles of Other Development Partners in the Sector 
 
34. The EFA program started as a follow-up to the Basic and Primary Education Project II 
EFA is being supported by a consortium of seven development partners (ADB, Danida, DFID, 
Finland, Norway UNICEF, and World Bank) in accordance with the EFA National Plan of Action 
2015. The seven partners pool funds for earmarked activities under a joint financing 
arrangement (JFA). Two new partners, the European Commission (EC) and AusAid have 
expressed willingness to join the JFA. Other development partners are providing parallel 
financing to EFA. Several development partners have agreed to support the transition to SSR in 
a few districts through a JFA. A fast track initiative will be used to appraise SSR and to form a 
common framework for funding support during 2009–2015, enabling the Government to expand 
its present SWAp initiative from primary schools to the school sector as a whole.  

35. A number of partners are supporting the Government in technical education and 
vocational training. The Swiss Agency for Development and Cooperation, together with ADB, is 
helping the Government to detail out a policy framework based on the recently approved 
Technical and Vocation Training Policy. DFID cofinanced the SEDP and DANIDA is cofinancing 
the Secondary Education Support Project. The World Bank is supporting higher education. 

 6. Intended Sector Outcomes and key Outputs Supported by ADB 
 
36. The expected outcomes of the education sector are enhanced education attainment and 
improved livelihood for all children, with a special focus on improving the situation of girls and 
disadvantaged groups. Key outputs that can be attributed to ADB support, along with support 
from other development partners, include an increase in new entrants in grade 1 with early 
childhood development experience, higher net enrollments in primary and secondary education, 
increased survival rate to grade 5, increased transition rates to lower secondary and secondary 
levels, and a gender parity index (girls/boys ratio) of 0.96. ADB is also supporting the 
Government to increase the percentage of fully trained teachers to 99% by 2009. Support has 
been provided for training of about 85,000 primary teachers, for the approval of a new 
secondary curriculum, and the endorsement of the draft SSR by the Education Policy 
Committee. Continuous progress is being made in upgrading school facilities and providing 
scholarships and school grants under the EFA and Secondary Education Support Projects. ADB 
has supported the development and approval of a national policy on TVET in 2007.  

 7. Indicative Areas for Interventions 
 
37. ADB has been providing assistance for primary, secondary, and technical education. 
Needs continue to be great, and it is anticipated that the education sector in Nepal will require 
continued support from development partners over the medium term. As agreed during the 
midterm review of the EFA program, priority support for the remaining period will be given to  
(i) equitable provision of teachers, classrooms and textbooks; (ii) decentralization, including 
funding for community-managed schools and capacity development of school management 
committees; (iii) quality improvement to develop stronger quality indicators and to monitor and 
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redefine the medium of instruction; (iv) inclusion strategies to reach in-service and under 
serviced learners; (v) improvements to management, including accountability, planning, 
implementation and monitoring; and (vi) timely implementation of an agreed action plan to 
improve fund releases to district offices, financial management reporting, the quality of school 
audits and compliance with social audits. Priority will also be given to supporting ongoing 
reforms of the education system so it can deliver better education to a larger number of children. 
Priorities include support for the ongoing SSR initiative to improve equitable access and quality 
of education. As SSR implementation will be phased (with initial intervention in 1–8 grades 
followed by 9–12 grades from 2012), ADB will continue to support secondary education 
covering grades 9–10 during interim period. In the TVET subsector, ADB will continue to 
support the market-oriented short-term skills training program. 

 8. Monitoring Mechanism 
 
38. The EFA program is being monitored at an annual meeting, at which all development 
partners review progress in implementation. This regular monitoring of school education is an 
excellent example of donor harmonization that substantially reduces the reporting requirements 
for the government. This mechanism should continue and be strengthened. In terms of technical 
education and vocational training, increasing attention needs to be given to convince all 
important stakeholders to agree on a uniform skills standard. In close consultation with the 
National Planning Commission, a coordinated mechanism has to be developed to monitor the 
progress of this subsector.  

C. Energy 
 
 1. Sector Situation and Key Issues in the Sector 
 
39. Despite great potential for hydropower development, estimated at 43,000 megawatts 
(MW) of economically feasible capacity, the total installed generating capacity in Nepal is only 
603 megawatts (MW). Per capita electricity consumption is 76 kilowatt-hours per year. There is 
an urgent need to improve the institutional arrangements for mobilizing and regulating private 
investment in energy.  Although Nepal has abundant water resources, the cost of generating 
hydropower is high and the electricity generated is seasonal. The extent of electrification is 
low—only 48.5% of the population (2006) currently has access to electricity.  
 
40. The demand for power has increased steadily, with an annual average growth rate of 
8.5% during 1995 – 2005 and is forecast to grow at an annual rate of 7.6% until 2020. The 
Interim Plan set out the Government’s goal of providing electricity to 58.5% of the population 
and increasing per capita electricity consumption to 100 kilowatt-hours by 2010. This will require 
continuing rapid expansion of electrification. Given the high cost of hydropower in Nepal, it is 
estimated that the expansion of the power sector for the domestic market alone over the next 10 
years will cost $1.8 billion. As a low-income country with limited domestic savings, Nepal will 
need to attract private capital to fund investment. However, with the exception of some small 
run-of-river hydropower plants funded by domestic investors, little private investment has taken 
place because of the lack of transparency and accountability in the licensing process; 
incompatibilities and inconsistencies in legal and regulatory frameworks; difficulties in raising 
non-recourse finance; issues over the transparency of buyback rates for hydropower projects; 
inadequate transmission and distribution networks to evacuate and deliver power; lack of a 
sound power export policy; and political risk.  
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 2. Government’s Sector Policy and Planning Framework 
 

41. The Government’s 2001 Hydropower Development Policy (HDP) covers: (i) reforming 
the sector by advocating a new institutional structure and enabling environment allowing greater 
private sector participation, (ii) accelerating rural electrification by setting up a rural 
electrification fund, and (iii) strengthening the link between electrification and economic 
activities. The Tenth Plan (FY2003–FY2007) states that the key objectives for the power sector 
are: (i) expanding electricity coverage in a sustainable and environmentally friendly way by 
generating low-cost power, and (ii) accelerating rural electrification to promote economic growth 
and improve living standards in rural areas and to develop hydropower exports. Its target was to 
increase electrification coverage from about 40% in 2002 to 55% by 2007. The HDP and the 
Tenth Plan emphasize unbundling the activities of the Nepal Electricity Authority (NEA) and 
improving its financial viability, integrating rural electrification with rural economic development 
programs, and strengthening the power infrastructure. The HDP and the Tenth Plan both 
contain major strategies to promote private sector participation in power generation and 
distribution. The Government approved a National Water Plan in 2005 which envisions that 
large projects will be developed mainly for export, with small and medium-sized projects 
catering to domestic needs.  
 
42. The Nepal Electricity Act and the Nepal Electricity Regulatory Commission Act are being 
reviewed by the Cabinet although their status is uncertain because of present political 
circumstances. Because of the difficulties of achieving reforms through legislation, the 
Government and NEA are currently considering; (i) using public–private partnerships and/or 
joint ventures for existing and future generation; (ii) spinning off NEA’s distribution business to 
municipalities, cooperatives, and franchisees; and (iii) establishing a corporation to take 
responsibility for rural electrification, leaving NEA with only the transmission business.  
 
 3. Government's Institutional Arrangements and Capacity in the Sector 
 
43. The power sector is organized under the Ministry of Water Resources (MOWR). The 
Government, through the MOWR, wholly owns and supervises the NEA, which is responsible 
for all transmission and most distribution and generation. The dispersed settlements in rural 
areas mean that a grid connection is not always economical, and in some cases off-grid 
connection of remote rural villages through the use of renewable energy could be the most 
economical option. An Alternative Energy Promotion Center (AEPC) has therefore been 
established under the Ministry of Environment, Science and Technology. The Department of 
Electricity Development under the MOWR is responsible for promoting the development of 
hydropower resources, preparing standards for transmission and distribution of electricity, and 
carrying out inspection and monitoring. The Electricity Tariff Fixation Commission was 
established under the Electricity Act 1992 as a regulatory body to review and approve tariffs.  
 
44. Independent power producers (IPPs) play an important role in the power sector and 
contribute about 20% of the total installed capacity. Power generation consists of 10 medium-
sized (<40 MW) and 40 small hydropower plants (>40 MW) owned by NEA and 10 hydropower 
plants owned by IPPs. Four diesel and two multi-fuel thermal power plants under the ownership 
of NEA also cater to the demand. In terms of the installed capacity of NEA’s integrated grid, 
hydroelectric power accounts for 550 MW (including 147 MW under private ownership) and 
thermal power, 53 MW. When there is a deficit, up to 50 MW is imported from India as per the 
Indo-Nepal Power Exchange Agreement.  
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45. Private sector participation is an integral part of the Government’s development 
framework. Private sector investment in large export projects will enable Nepal to earn foreign 
exchange from electricity exports and local currency from royalties, taxes and dividends, which 
can fund service delivery and basic infrastructure in health, education and other social sectors. 
 
46. There are more than 415 applications to obtain survey licenses from the private sector, 
mostly international developers for large export projects. If approved, they would account for 
about 12,000 MW of electricity generation. There is also vast interest from local developers for 
domestic projects in the range of 1–10 MW. However, lack of transmission lines is a main 
concern. NEA plans to develop a (i) Far East Corridor, (ii) Trishuli 3A Corridor, (iii) Arun 
Valley/Dud Koshi Corridor, (iv) Kabeli-A-Damak transmission system, and (v) second circuit 
conductor stringing on existing transmission line between Butwal and Ataria. These 
transmission corridors could ease the increasing power shortages and load shedding. A number 
of distribution projects have been identified by NEA and these need to be given urgent attention.  
 
 4. ADB Sector Experience  
 
47. ADB has been the leading development partner in the sector, providing 12 loans totaling 
$399.5 million (including $35.5 million for a private hydropower project) and 19 TA grants 
totaling $9.6 million. ADB has focused on transmission, distribution, rural electrification, and 
mini-hydropower projects. Its loan for the Kali-Gandaki “A” Hydroelectric Project approved in 
1996 was by far the largest at $160 million. This power plant now provides 144 MW of power 
and accounts for 27% of the country’s total generating capacity. In 1999, ADB approved a loan 
of $50 million for the ongoing Rural Electrification, Distribution, and Transmission Project.  
 
48. ADB-assisted power projects have had a mixed record. There have been difficulties in 
complying with loan covenants and delays in meeting conditions of loan effectiveness, recruiting 
consultants, and awarding contracts. These delays occur from the issuing of bids through to 
contract award and in many cases re-bidding causes further delays. Monitoring procedures and 
liaison with contractors are weak. There have always been a large number of contracts to be 
awarded which makes procurement of material difficult, since different contracts provide for 
different materials that are stored until the whole procurement process is complete. A delay in 
one contract or delivery of a particular material can hold up implementation of the whole project.  
   
  5. Role of Other Development Partners 
 
49. The World Bank has financed seven projects in the Nepal power sector for a total of 
$313.8 million. Four loans have been for hydropower development projects and one for a sector 
project. The International Finance Corporation also co-financed the Khimti hydroproject in 1996. 
The most recent World Bank project was the Nepal Power Development Project, approved in 
May 2003 at a total cost of $133.4 million. The Finnish Department for International 
Development Cooperation, Government of France, and the Japan International Cooperation 
Agency provided assistance for transmission and distribution. Other development agencies, 
including the Danish International Development Agency (DANIDA), and the Swedish 
International Development Agency, have also supported NEA with on-grid rural electrification in 
the far-western and mid-western regions. India provided assistance for development of the 
Trisuli, Gandak, and Devighat hydropower projects.  
 
50. The Canadian International Development Agency has financed the Water and Energy 
Resources Development Project for 20 years, which focuses on overall strategies for water and 
energy resource development and on hydro project preparation. United States Agency for 
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International Development has helped the government develop private sector rules and 
regulations and has supported EFTC in energy regulation. Other close and effective partners of 
ADB have included the European Union, Kuwait Fund for Arab Economic Development, Saudi 
Fund for Development, United Nations Development Programme (UNDP), German 
development assistance through KfW, and the Overseas Economic Cooperation Fund (Japan).   
 
 51. Funds for mini-hydropower development have been received mainly from bilateral 
sources, although ADB and World Bank have also funded such projects. Off-grid rural 
electrification is supported by many external development agencies. DANIDA, the Norwegian 
Agency for International Development (NORAD), World Bank, UNDP, and German development 
assistance through GTZ all provide financial and technical support to AEPC in undertaking rural 
electrification in isolated areas that will not be reached by the national grid in the next 5 years. 
The EC joined this effort in 2005. DANIDA has provided $14.9 million to AEPC through its 
energy sector assistance program and it was followed by NORAD which has provided $13.4 
million. The EC, KfW, SNV, UNDP, and the World Bank have also approved funds for off-grid 
rural electrification activities of AEPC, which has $71.2 million in funding for 2006–2010.   
 
  6.  Intended Sector Outcomes and Key Outputs Supported by ADB 
 
52. The outcome of ADB support will be more reliable transmission and distribution of 
power. For transmission, the outputs supported by ADB will be a 322 km second circuit 
conductor stringing on an existing 132 kV transmission line, a 54 km 220 kV transmission 
system, and a 78 km 132 kV transmission system. For distribution, the outputs supported by 
ADB will be 150 km of new construction and 190 km of reinforcement of 33/11 kV distribution 
lines and associated substations. ADB is supporting a long-term power sector master plan, 
which will facilitate adequate and timely investments and efficient and coordinated action.  
 
 7. Links to CPS Outcomes and Other Sectors/Thematic Areas 
 
53. Most ADB involvement in the energy sector has been in hydropower and rural 
electrification and has therefore contributed to overall economic and agricultural growth. The 
Agricultural Perspective Plan for Nepal identified rural electrification as crucial for agriculture 
growth. Agriculture comprises 38% of GDP, so it plays an important role in achieving overall 
economic growth. The sector also has important implications for the good governance and 
private sector development indicators under the CPS pillars of broad-based economic growth 
and good governance. 
 

8. Indicative Areas for Intervention  
 

 54. The main impediment to future energy sector development is the lack of efficiency, 
predictability, transparency, and accountability of the key institutions delivering energy services. 
ADB interventions will focus on improving the governance and efficiency of the power sector by 
promoting a more commercial orientation within public institutions and by encouraging more 
participation by the private sector in power supply.  ADB policy dialogue with the Government 
will focus on improving the long-term financial sustainability of the power sector, and will include 
building capacity of sector entities, introducing semi-automatic tariff adjustment, reducing 
electricity theft, and preparing an action plan to reduce municipal arrears owed to NEA. ADB will 
continue to pursue subregional cooperation to foster power trade with neighboring countries. 
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9. Monitoring mechanism 
 
55. Monitoring progress toward ADB-supported outcomes and outputs will be done through 
data available from national statistics, sector agencies’ performance and annual reports, the 
midterm CPS review, South Asia Department sector result profiles, and project review missions. 
 

Table A4.2: Energy Sector Road Map 
 

Indicators  
Item 5 Years Ago 

(2001) 
Current 
(2006) 

2010 2012 

A. Key Sector Outcomes     
Population connected to electricity (%) 40.0 48.5 58.5 64 
     
Per capita electricity consumption (kWh) 43 76 100 180 
     
B. Key Sector Outputs     
Improved quality and reliability of power supply     

Total installed generation capacity (MW) 301.0 603 870 — 
System losses (%) 26.2 25.5 23 — 

C. Sector Issues and Constraints 
1. Mobilization of considerable capital resources including private capital to meet future demand for electricity. 
2. Restructuring of roles and responsibilities of sector institutions. 
3. Improved financial and operational performance of power utilities. 
4. Sustainable power sector meeting targets with good governance and equity. 
5. Promotion of efficient generation, delivery, and use of electricity. 
6. High technical and nontechnical losses including power theft.  
7. Lack of overall energy policy to guide power sector policy. 

 
By Agency D.  Actions, 

Milestones, and 
Investments 

 
By Issue 

 
Schedule  

ADB 
 

 Govt. 
Others/ 
External 

 Policies     
 - Review of Hydropower 

Development Policy 
2004 √ √  

      
 - Preparation and 

implementation of sector 
reform plans  

2008–2010 √ √ USAID  

      
 - Rural electrification policy 2008 √ √ NORAD/ 

DANIDA 
      
 - Tariff rationalization and 

capacity building of sector 
regulator 

2008–2010 √ √ USAID 

      
 - Energy efficiency policy 2009 √ √ JBIC 
      
 Institutional Development     
 - Reform of Nepal Electricity 

Authority 
2009–2010 √ √  

 - Establishment of a Power  
Development Fund 

2004  √ WB/USAID 
 

      
 - Establishment and capacity 

building of independent 
electricity regulator 

2008–2010 √ √ USAID 
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 - Promotion of regional power  

trade and exchange 
2000–2010 √ √ USAID 

      
 - Promotion of private sector 

participation 
2000–2010 √ √ WB/USAID 

      
 - Modernization of distribution 

(loss reduction, 
computerization) 

2000–2010 √ √  

      
 - Promotion of 

renewable/alternative energy 
sources  

2000–2010  √ WB/DANIDA/ 
GTZ/NORAD/ 

UNDP/EU 
      
E. Investment      
 - New hydropower generation 2000–2015   WB/KfW/JBIC 
      
 - Transmission and distribution 2000–2015 √ √ WB/JBIC 
      
 - Rural electrification 2000–2015 √ √ WB/NORAD/ 

DANIDA 
      
 - Renewable energy 

development 
2000–2015  √ WB/NORAD/ 

DANIDA/GTZ 
      
 - Energy conservation and 

energy efficiency 
improvement 

2000–2015 √ √  

      
Danida = Danish Agency for International Development; EU = European Union; GTZ = German Technical Cooperation; 
JBIC = Japan Bank for International Cooperation; NORAD = Norwegian Agency for International Development; USAID = 
United States Aid for International Development; WB = World Bank 
Source: National Planning Commission, Ministry of Water Resources 

 
D. Finance 

 
 1. Sector Situation and Key Issues in the Sector 
 
56. Nepal’s financial sector reforms reflect (i) the policy of the central bank, Nepal Rastra 
Bank (NRB), to reduce its controls on commercial bank credit, (ii) restructuring of ailing 
government-owned banks, (iii) phasing out of controls on priority sector lending of commercial 
banks, (iv) strengthening of NRB’s regulatory functions, and (v) enhancing access to institutional 
sources of credit, especially for the rural population.  
 
57. As of FY2007, 20 commercial banks, 38 development banks, 74 finance companies, 12 
microcredit development banks, 17 savings and credit cooperatives; and 47 financial NGOs 
were operating in Nepal. The NRB reports that these banks had a total of NRs682.7 billion ($9.6 
billion) in assets, of which NRs291.6 billion were loans ($4.1 billion), and NRs391.1 ($5.5 billion) 
were deposits outstanding. Despite the growth in financial institutions, only about 30% of 
households have a bank account and most people, particularly in rural areas, cannot access 
institutional credit. 
 
58. Ongoing restructuring of government-owned banks, including Nepal Bank Limited (NBL), 
Rastriya Banijya Bank (RBB), Agricultural Development Bank Limited (ADBL) and Grameen 
Bikas Banks aims to reduce state presence, recover nonperforming loans (NPLs), and enhance 
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the role of private commercial banks. The accumulation of NPLs, about 30% of total loans 
outstanding in FY2002, had declined to 10% by FY2007. Partly as a result of the Government’s 
efforts, the share of state-owned banks in total assets of the banking system declined from 75% 
in 2003 to 30% in December 2007. In FY2007, NBL’s NPL ratio was 14.6%, RBB’s was 26.4%, 
and ADBL’s was 18%. The NPL ratios of some private and joint venture commercial banks were 
also high, e.g., Nepal Bangladesh Bank, 35.1% of total gross loans in FY2007; Nepal Credit and 
Commerce Bank, 31%; and Lumbini Bank 20%. Since the end of the armed conflict in 2006, the 
Government has reduced its borrowing from domestic sources to finance defense spending. As 
a result, the ratio of domestic debt to GDP declined from 15.2% in FY2004 to 13.8% in FY2007. 
 
 2. Government’s Sector Policy and Planning Framework 
 
59. The objectives of the Financial Sector Reform Strategy Paper in 2000 were to: (i) 
strengthen the NRB, (ii) build and maintain a strong banking and non-banking sector,  
(iii) improve existing legal and judicial aspects of the financial system, (iv) promote financial 
discipline through adequate disclosure and competition, (v) initiate more focused interventions 
to uplift of the poor, and (vi) re-orient the activities of the Government and the NRB from being 
the owner of financial institutions to a regulatory body.  
 
60. The Tenth Plan (FY2003–FY2007) allocated NRs91.3 billion (15% of fixed capital 
investment) for the finance and real estate sectors. Policies related to the financial sector in the 
TYIDP stress the need to (i) maintain financial discipline in the banking system; (ii) reduce 
Government borrowing from the financial system to make finance available to the private sector; 
(iii) expand access to credit for deprived population groups; (iv) continue to make it mandatory 
for commercial banks, development banks, and finance companies to undertake deprived sector 
lending; (v) encourage commercial banks to prioritize lending for infrastructure; (vi) maintain 
financial indicators that are on par with global financial standards; (vii) enhance the capacity of 
NRB’s supervisory and regulatory functions; and (viii) re-establish state-owned bank branches 
that were closed during the conflict. The TYIDP allocated NRs20.4 billion (4% of total fixed 
capital investment) for the financial sector.   
 
 3. Government’s Institutional Arrangement and Capacity in the Sector  
 
61. Beginning in 2002, the Government began restructuring and reengineering the NRB and 
reforming two large ailing commercial banks (NBL and RBB) with the support of World Bank, 
DFID and other bilateral donors. Since 2006, the Government has also been restructuring ADBL 
in order to improve access to rural finance. These reforms were revived after the end of the 
armed conflict in 2006. Previously, frequent changes in government and political instability had 
undermined progress in the reforms, including loan recovery from willful defaulters.  
 
62. Achievements in the financial sector over the past five years include: (i) enactment of the 
NRB Act, 2002, which seeks to make it an effective regulatory institution; (ii) enactment of the 
Bank and Financial Institutions BFIA Act, 2006, which aims to strengthen the supervisory 
capacity of the NRB and to categorize various types of financial institution; (iii) approval of the 
draft Rural Self Reliance Fund (RSRF) Act 2007 to convert the NRB-operated RSRF into a 
wholesale lending financial institution; and (iv) approval of the draft National Micro Credit Policy, 
2007 to widen credit access to the poor and the deprived sector. Measures to improve the 
efficiency of the overall financial sector include: (i) a revision to the prudential norms of 
international standards according to the Basel II principles, with the capital adequacy ratio fixed 
at 11%; (ii) strengthening of the Credit Information Bureau to develop a risk management 
system to foster private-sector-led economic growth through institutional loan flows; (iii) 
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establishment of a Debt Recovery Tribunal to reduce NPLs of the banking system and expedite 
debt recovery, and (iv) revision of the licensing policy for banks and financial institutions.  
 
63. The NRB is taking steps to enhance its capacity to oversee development of a prudently 
operated financial sector in line with its program of bank supervision, supervision strengthening, 
accounting and auditing development, human resource reengineering, information technology 
upgrading, and other support. External management teams have made progress in reducing 
balance sheet weaknesses in NBL and RBB. Profits and capital fund have improved as NPLs 
have been reduced and auditing functions have been completed. Human resource 
management, operating systems and internal management have all improved and while 
computerization has been extended throughout their branches.  
 
64. In March 2007, the NRB raised the paid-up capital required to establish a new 
commercial bank to NRs2 billion from NRs1 billion. In a directive issued in December 2007, the 
NRB also stopped the practice of lending against equity (margin lending) to check speculative 
investment in the Nepal Stock Exchange. The budget speech for FY2008 announced the 
establishment of an Insolvency Administration Office and a Secured Transaction Registration 
Office. It also committed the government to promulgating anti-money laundering and banking 
fraud control acts. As part of the Government’s policy to reduce its dominance in the financial 
sector, the NRB withdrew its staff from the boards of directors of nine financial institutions, 
began transferring its share ownership of other state-owned financial institutions gradually to the 
private sector, and phased out priority sector lending (commercial banks had been required to 
lend 4% of the value of their total outstanding loans to priority projects set by the Government). 
 
65. The development of prudentially sound and sustainable financial markets still remains 
impeded by absence of political will to ensure loan recovery, slow improvement in competition 
among financial institutions, high cost of financial intermediation, substandard public disclosure 
for public companies, weak incentives, and lack of professional capacity in banking and 
nonbanking services. Notwithstanding the actions against willful bank defaulters of more than 
NRs10 million outlined in the budget speech for FY2008, loan recovery has been sluggish 
because of weak enforcement mechanisms.  
 
 4. ADB Sector Experience 
 
66. Rural finance, microfinance, corporate governance, policy reform and financial sector 
restructuring are important areas of ADB support. ADB’s Finance for the Poor: Microfinance 
Development Strategy aims to ensure permanent access to financial services for most poor and 
low-income households and their microenterprises. On the supply side, the strategy focuses on 
building financial institutions that can grow and provide sustainable financial services to an 
increasing proportion of the poor, and on promotion of pro-poor innovations. It emphasizes 
support for the reform of agricultural and rural development banks in countries where those 
institutions continue to undermine development of sustainable microfinance and rural finance 
operations. The demand for micro credit that originates from both poor and low-income 
households and their micro enterprises is also large.  
 
67. The $20 million Rural Microfinance Project (closed on 30 June 2007), provided credit 
lines for micro, agricultural, and rural enterprises to generate income and raise living standards 
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of poor women. It established the Rural Microfinance Development Center (RMDC) as a 
national wholesale lender of microfinance in Nepal.2 
  
68. The $2.75 million Corporate and Financial Governance Project (closed on 30 November 
2007) aimed to strengthen the basic foundations of Nepal’s corporate and financial sector by: (i) 
improving the governance, transparency, and accountability of the financial sector; (ii) upgrading 
the legal and regulatory framework, standards, and policies;  
(iii) strengthening institutions for better drafting and enforcement of laws; (iv) creating an 
enabling environment for an upgraded payments system and information and communication 
technology infrastructure for financial service delivery; and (v) preparing for restructuring and 
development of selected financial intermediaries. After the reinstatement of Parliament in April 
2006, it passed the following laws supported by the Project (i) Companies Act, (ii) Insolvency 
Act, (iii) Securities Act, (iv) Secured Transactions Act, and (v) BAFIA. 
 
69. The $56 million Rural Finance Sector Development Cluster Program (approved in 
November 2006), aims to: (i) ensure sustainable access of rural households in Nepal to 
institutional financial services, and (ii) encourage private sector participation in rural finance. 
The objective is to develop a sustainable rural finance system to provide affordable services to 
the rural poor that generates income and reduces poverty. One of the key outputs is the 
institutional reform and restructuring of the major rural finance institutions, including the ADBL, 
the largest rural finance institution in Nepal, and the Small Farmers Development Bank (SFDB), 
for their eventual privatization. Subprogram I is to be implemented in 2007-2009 and 
subprogram II in 2010-2012. The Government is undertaking measures to reduce its stake in 
the five Grameen Bikas Banks, expected to expedite structural reforms of state-owned 
agricultural banks and orient them to expand their outreach to populations deprived of credit.5 
 
 5. Role of Other Development Partners in the Sector 
 
70. The main development partners in the financial sector are the World Bank, the IMF, 
DFID, GTZ, UNDP, and Winrock International. The World Bank and DFID support the 
reengineering of NRB and restructuring of NBL and RBB. The IMF, which implemented its 3-
year Poverty Reduction and Growth Facility during 2004–2007, supported many of the tranche 
release conditions of ADB’s Public Sector Management Project and actions implemented under 
the Corporate and Financial Governance Project. DFID and UNDP are lead agencies in 
microfinance, including microenterprise development. GTZ provides assistance for rural finance 
and helped to transform the small farmer project offices under the Small Farmers Development 
Program into cooperatives, which were consolidated as the SFDB. 
 
 6. Intended Sector Outcomes and Key Outputs Supported by ADB 
 
71. The Tenth Plan recognized the role that agricultural and rural credit plays in poverty 
alleviation and employment generation and the obstacles created by lack of access to credit, 
                                                 
2 According to the RMDC’s project completion report in 2007, the project was successful in providing appropriate 

microfinance services to over 500,000 poor families through 58 microfinance institutions (MFIs) in 25 districts. 
Under the project, over 10,000 staff and 360,000 clients of MFIs were provided with training. RMDC disbursed 
NRs1.8 billion of loans through its 58 partner MFIs, whose cumulative disbursements were NRs19.4 billion in the 
form of 1,200,000 loans used in micro enterprises. The repayment rate of the MFIs on the loans borrowed from 
RMDC is 99%. Partner MFIs mobilized rural savings worth NRs1.05 billion. Annual per capita income of 
beneficiaries rose from NRs51,434 to NRs180,089. 

5 These are the eastern, central, western, mid-western, and far-western GBBs. NRB divested its shares in eastern 
and central GBBs while maintaining about 10% stake in western GBB. Restructuring options were being 
considered in mid-western and far-western GBBs where both the Government and NRB hold majority ownership 
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inadequate expansion of rural financial institutions, and high interest on loans. Opportunities for 
income-generating activities and employment have to be created to make the agricultural and 
rural system easily accessible to the public. However, the development of rural finance in Nepal 
has been hindered by historically weak governance and institutional capacity. Despite the 
growth of rural finance institutions, it is estimated that they reached only 10% of potential 
demand in 2005. Access is particularly unfavorable for people living in the hills and mountains. 
 
72. Finance plays a crucial role in poverty alleviation, especially in rural areas where poverty 
incidence is high and where most people live. ADB has focused on institutional capacity building 
of existing state-owned banks specializing in rural finance to achieve this objective. 
 
73. Subprogram I of the Rural Finance Sector Development Cluster Program supports 
reform and restructuring of ADBL to transform it into a viable and efficient rural financial 
institution that can contribute to rural poverty alleviation. The focus of the restructuring under 
subprogram I is the progressive divestment of the Government shares of ADBL linked to 
performance improvement and eventual privatization under the subprogram II. Key reform 
output targets under subprogram I are: (i) divestment of Government shares, (ii) initiation of an 
initial public offering, (iii) completion of a voluntary retirement scheme, and (iv) attainment of 
viable operations by meeting performance indicators under the ADBL restructuring plan. 
Subprogram II aims to achieve: (i) privatization, (ii) completion of the implementation of the 
restructuring plan, and (iii) divestment of the Government’s equity in SFDB.  
 
74. The Government adopted the ADBL divestment plan in November 2007, which 
stipulates that divested will occur in three stages: (i) the 5% divestment to small shareholders, 
(ii) the IPO to increase the public shareholding by 30%, and (iii) gradual divestment of 
Government shares to reduce the Government holdings to 40% or below. Since 2003, ADBL 
has rationalized its branches, restructured its head office and field offices and reduced its 
staffing by more than 1,200 through two voluntary retirement schemes and normal retirements. 
Its NPLs (36% of the portfolio in FY2002) were reduced to 18% in FY2007. 
 
 7. Links to CPS Outcomes and Other Sectors/Thematic Areas 
 
75. Against the Tenth Plan’s targeted average GDP growth rate of 6.2% (normal case) and 
4.3% (lower case), actual GDP growth was only 3.4%. A weak financial delivery mechanism 
was identified as a key constraint. In 2005, the total rural credit requirement was estimated at 
NRs23.3 billion, while the total supply from formal and semi-formal sectors was NRs2.6 billion. 
Supply is primarily for credit and to, some extent, savings. ADB is supporting the Government to 
improve access of the rural poor to financial services and to strengthen financial intermediation 
thereby contributing to broad-based economic growth and poverty reduction. 
  
 8. Indicative areas for interventions  
 
76. ADB’s strategy is relevant and it will continue to support the Government to enhance 
access of the rural poor to financial services and to strengthen financial intermediation. It will 
continue to support institutional restructuring and reforms of ADBL, SFDB, and GBBs and the 
establishment of a supportive legal and regulatory framework, sector capacity building, and 
product and process innovations. 
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Table A4.3: Finance Sector Road Map 
 
Impact/Outcome/ 
Indicators 

CSP Baseline 
2004 

CSP Target 
2009 

Govt. 
Target 
2007 

Actual 
2007 

Govt. Target 
2011 

Improve access to sustainable rural and microfinance services 
Economic growth and 
poverty reduction in rural 
areas through improved 
financial intermediation and 
enhanced access to 
affordable rural finance 
services 

Overall poverty 
incidence 31%; 
rural poverty 
incidence 35% 

Reduce overall 
poverty 
incidence to 
28%; reduce 
rural poverty 
incidence to 
30% 

Reduce 
overall 
poverty 
incidence (to 
either 30% 
or 33%) 
based on 
GDP growth 
(6.2% or 
4.3%)  

Estimates 
unavailable 

Reduce poverty 
incidence to 
24%; rural-
urban poverty 
reduction 
targets not 
outlined 

Ratio of rural households 
with access to affordable  
rural finance services 

15% 25% Not outlined 16% Not outlined 

Favorable policy 
environment for rural 
finance operations by 
institutional restructuring of 
government rural finance 
institutions 

Restructuring 
plans of ADBL, 
SFDB and GBBs 
prepared 

No 
government  
refinancing 
and direct 
provision of 
credit to rural 
finance 
institutions 

Mobilize 
ADBL as the 
main rural 
finance 
institution 
and 
privatization 
of GBBs/ 
RSRF Act 
amended 
and 
submitted to 
Govt. for 
enactment 

ADBL and 
GBBs 
undergoing 
restructuring 

Institutional 
reforms to be 
completed 

Conducive sector policies  Appropriate 
policies designed 
for enhancing 
access to rural 
finance 

Develop a 
comprehensive 
policy to reflect 
liberal financial 
policies 

Phase out 
priority 
sector 
lending from 
FY2008/ 
National 
Micro Credit 
Policy 2007 
prepared  

Priority 
sector 
lending 
phased out; 
deprived 
sector 
lending 
continues/ 
National 
Micro Credit 
Policy 2007 
prepared 

Continue priority 
sector lending/ 
Micro Credit 
Policy 2007 
operational 

Improve corporate governance and rule of law 
Financial sector reform 
program to enhance orderly 
entry, maintenance, and 
exit of enterprises 

Company and 
insolvency laws 
developed 

Company and 
insolvency 
laws enforced 

Company 
and 
insolvency 
laws 
enforced 

Company 
Act (2006), 
Insolvency 
Act (2006), 
Secured 
Transactions 
Act (2006) 
Securities 
Act (2007), 
BFIA (2006) 
passed  

Institutional 
arrangements 
necessary to 
make these Acts 
operational/Anti 
Money 
Laundering Act 
and Banking 
Fraud Control 
Act to be 
promulgated 

ADBL = Agricultural Development Bank Limited; BFIA = Bank and Financial Institution Act; CSP = Country Strategy 
and Program; GBBs = Grameen Bikas Bank; GDP = gross domestic product; RSRF = Rural Self Reliance Fund; 
SFDB = Small Farmers Development Bank;  
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Sources: ADB, Ministry of Finance, National Planning Commission, Nepal Rastra Bank, Rural Microfinance 
Development Center, World Bank 
 
E. Transport and Communications 

 
1. Sector Situation and Key Issues in the Sector  

77. About 78% of the population is within a walking distance of 4 hours in the hills and  
2 hours in the Terai from the 7,360-km strategic roads network. While 84% of the network is in 
good to fair condition, maintenance is a key issue. The road agencies’ autonomy and capacity 
are not yet sufficiently developed to enable them to develop and maintain roads effectively.  
 
78. There are 47 domestic airports, but only 33 are in operation. Forty-four air operating 
certificates have been issued for private domestic airlines, of which 21 are valid and 15 are in 
operation. Twenty-one international airlines operate in Nepal and 6,485,856 two-way air seats 
are available as per bilateral air service agreements. Since 1991, there has been 9% per annum 
growth in domestic travel and 4.5% in international travel. However, constraints at airports and 
weak institutional capacity will be a bottleneck for further growth. There are 8.8 telephones per 
100 persons. Of the 3,919 village development committees, 2,908 have a telephone link. 
 

2. Government’s Sector Policy and Planning Framework  

79. TYIDP targets include: (i) connecting all 12 remaining district headquarters by road; (ii) 
constructing 780 km of new roads; (iii) improving and rehabilitating 2,500 km of roads; and (iv) 
periodic maintenance of 1,450 km of roads. 
 
80. In civil aviation, the TYIDP aims for 700,000 tourist arrivals and 25 international air 
operators by 2010. Priorities include preparations for an international airport at Nijgadh, 
development of regional airports at Pokhara and Lumbini, and improvement or construction of 
other domestic airports. In telecommunications, the key target is to connect all VDCs by 
telephone within the plan period. 
 

3. Government’s Institutional Arrangements and Capacity in the Sector 

81. The Department of Roads is responsible for developing and maintaining the strategic 
roads network, while the Roads Board channels funds for road maintenance. The Department of 
Roads employs qualified engineers so it is able to carry out road design and construction with 
the help of the private sector. However, it lacks capacity to manage international contracts, 
maintain roads properly, or to implement social and environmental policies.   
 
82. The Civil Aviation Authority of Nepal was established in 1998 as an autonomous body 
for the civil aviation. While there have been significant improvements to staff morale and the 
authority’s balance sheet, there are still concerns about its autonomy, commercial operations, 
management structure, and hiring practices for senior staff.  
 

4. ADB’s Sector Experience 

83. ADB’s strategy in the road sector has been to (i) improve the existing core network,  
(ii) ensure adequate maintenance of roads, (iii) support subregional links, (iv) connect 
inaccessible districts, (v) support institutional strengthening, and (vi) promote private sector 
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participation. ADB has played a significant role in improving and maintaining the strategic roads 
network. However, progress on establishing a transport authority has been slow.  
 
84. ADB’s contribution to improving the Tribhuvan International Airport and several domestic 
airports and establishing the Civil Aviation Authority of Nepal has been significant. 
 

5. Role of Other Development Partners 

85. About 52% of the strategic roads network budget comes from donors and about half of 
this is in the form of grants. In addition to ADB, the World Bank and the governments of India, 
Japan, UK, and People’s Republic of China are providing assistance in the roads sector. ADB’s 
assistance constituted about 39% of total foreign assistance in 2007–2008. 
 
86. In civil aviation, foreign assistance has been almost nonexistent for about a decade. 
However, Japan International Cooperation Agency has provided technical assistance for 
maintenance of radar and other air safety equipment at Tribhuvan International Airport.     
 

6. Intended Sector Outcomes and Key Outputs 

87. ADB’s CSP was built on the Government’s targets to accelerate broad-based economic 
growth and reduce poverty. The weak transport infrastructure has constrained such growth. 
ADB’s interventions are directed toward results that would connect different parts of the country, 
particularly the rural poor, to markets and livelihood opportunities. An expanded national road 
network, larger number of districts connected through road network, more access by VDCs to 
telecommunication services, better domestic and international connections and air transport 
services, and more tourist arrivals are among the intended outcomes of ADB projects. The 
achievement of these outcomes has been generally successful.  
 
88. The Government target was 81% of the population to be within 4 hours walking distance 
of the strategic roads network in the hills and 2 hours in the Terai by 2010. The achievement by 
2007 was 78% and thus on track. Against the CSP target of 1,820 million vehicle km in 2009, 
the achievement in 2007 was 3,343 million. There has been average annual traffic growth of 
more than 7% against the targeted growth of 6% by 2009. However, progress in connecting 
district headquarters by road is below target. The Government plan was to connect 70 districts 
by 2007 and the CSP target was to connect 67 districts by 2009, while the achievement was 63 
districts in 2007. The fact that explosives could not be used for rock blasting during the conflict 
was one of reasons for the slow progress. Nevertheless, the strategic roads network had been 
extended by 7,360 km by 2007 against the government target of 5,664 km by the same year 
and the CSP target of 6,170 km by 2009. The performance of ADB projects has been about 
70% against the targets, including connection of one district headquarters, improvement of 225 
km and maintenance of 281 km of the strategic roads network. 
 
89. In civil aviation, the tourist arrival figure of 360,350 by air in 2007 is a 5% annual 
increase over the 2004 figure of 297,335 arrivals. Tourist arrivals decreased between 2000 and 
2002 and again in 2005 as a result of conflicts. There were 941,893 domestic passenger seats 
in 2007 (the CSP target for 2009 was 871,000). ADB has provided technical assistance for 
preparation of a civil aviation strategy and an investment program.  
 
90. Telecommunications performance was satisfactory. Land and mobile telephone line 
density of 8.8 per 100 persons was achieved in 2007 against the CSP target of 4 per 100 
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persons in 2009. However, only 2,908 VDCs had telephone links by 2007 against the 
government target of 3,919 by 2007.  
 
 7. Links to CPS Outcomes  
 
91. While average annual economic growth during the Tenth Plan period was only 3.4% 
(lower than both the higher and lower case projections), annual growth in the transport sector 
was 5.4% during the period, helping overall economic growth to avoid a worse performance. 
 

8. Indicative Areas for Interventions (Implications for Sector Strategy) 

92. ADB’s current strategy in the transport and communication sector remains relevant and 
consistent with the Government’s TYIDP. However, more investment is needed to achieve the 
TYIDP’s challenging targets for transport.  
 
93. ADB will continue support in the road sector to (i) improve and maintain the strategic 
roads network, (ii) connect districts and growth centers, (iii) strengthen subregional links, and 
(iv) strengthen institutions. ADB will also support development of the Kathmandu–Terai fast 
track road to boost the country’s economic growth.  
 

94. Air transport is very important for Nepal’s economic growth, but lack of adequate 
facilities at airports and a weak civil aviation agency are serious bottlenecks. ADB will support 
relaxation of constraints by improving basic infrastructure at selected airports and developing 
the capacity of the Civil Aviation Authority. On telecommunications, ADB will assist the 
government to start using ICT for public service delivery, including establishing wireless 
broadband networks in all districts and village networks in selected districts. 
 
 9. Monitoring mechanism 
 
95. The National Planning Commission publishes annual data on national plans and 
programs and sector agencies also maintain statistics.  
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Table A4.4: Transport and Communication Sector Road Map 

 

CSP = Country Strategy and Program; ICT = Information Communication Technology; RCSP = Road Connectivity 
Sector Project; RNDP = Road Network Development Project; SRN = Strategic Roads Network; STFP = Sub-regional 
Transport Facilitation Project; TYIDP = Three Year Interim Development Plan; VDC = Village Development 
Committee 
a 7,360 km of SRN from 4,794 km SRN at the beginning of Tenth Plan, a further 805 km added during implementation 
of the Tenth Plan progress, and 1,761km from reclassification of district roads. 
Sources: National Planning Commission, Department of Roads, Department of Local Infrastructure Development and 
Rural Roads 

 

 
 
 
Indicators 

CSP 
Baseline 

 
2004 

CSP 
Target 

 
2009 

Gov. 
Sector 
Target 
2016 

Gov. 
Tenth 
Plan 

Target 
2007 

 
TYIDP 
Target 
2010 

 
Actual 
As of 

2006-2007 

CSP Outcomes: 
• Improved connectivity of different parts of the 

country, particularly of the rural poor to markets 
and livelihood opportunities. 

      

1. Roads: Expanded national road network and 
capacity 

      

Population served within 4 hr in hill and 2 hr in 
Terai from SRN (%) 

  94  81 78 

Vehicle-km (million/year excl. m/c) 1,421 1,820    3,343 
2. Civil Aviation: Enhanced domestic air 
transport services 

      

Tourist arrivals by air (‘000) 266  400 800  700 360.35 
Domestic passengers (‘000) 789 871 1,583   941.8 

3. Telecommunications: Improved VDC access to 
communication services 

      

No. of VDCs connected by telephone    All 3913 3913 2,908 
National Outputs (Cumulative):       

1. Roads:       
Nos. of district headquarters connected by SRN 60 67 75 70 75 63 
Length of SRN (km) 5,130 6,170 9,930 5,664 8,145 7,360 a 

2. Civil Aviation:        
No. of domestic airports  44 46 51   47 

3. Telecommunications:       
Number of telephone (landline + mobile) per 100 
persons 

2.2 4 tbd 4.0 25 8.8 
 

ADB Supported Outputs (Additional):    CSP 
Target 
2007 

CSP 
Target 
2010 

Actual 
As of  
2007 

      1.Roads:       
No. of district headquarters connected by RNDP    1  1 
New road constructed under RNDP (km)    96  75 
Improvement of SRN under RNDP and RCSP    305 400 225 
Maintenance under RNDP and RCSP (km)    400 400 281 
Improvement of sub-regional road under RNDP, 
STFP and RCSP (km) 

   10 130 0 

2. Civil Aviation: Airport improvement       PPTA 
approved 

3. Communication: ICT for government      Project 
approved 
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F. Water Supply, Sanitation, and Urban Development 
 

 1. Sector Situation and Key Issues in the Sector 
 
 

96. Nepal is one of the least urbanized countries in Asia, with only about 16% of its 
27.7 million people living in cities. There are five development regions, which are further divided 
into 75 districts containing 3,914 village development committees (VDCs) and 65 
municipalities.4  The 65 municipalities are considered to be the country’s urban areas. The pace 
of urbanization has increased markedly in the last two decades, with the urban population 
growing at nearly 7% per annum, about three times higher than the national average population 
growth rate (2.2% per annum). Nepal’s urban population (16% of the total) contributes about 
30% of the gross domestic product. Almost 40% of the urban population is concentrated in the 
Kathmandu valley. Small towns are booming in this central region, as well as in the east and 
west development regions. The economy of the entire country is sensitive to the activities and 
growth of Kathmandu. However, town development is unplanned and sprawling and the 
Government has been unable to meet demand for urban services. Rapidly growing urban 
populations in the municipalities and small towns will further strain the meager and fragile urban 
infrastructure facilities. Lack of planning means investments in urban areas are not prioritized.  
 
97. Nepal is a landlocked nation, consisting of mountains (containing 9% of the population), 
hills (48% of the population), and plains (44% of the population). It contains more than 103 
social groups by religion, caste, or ethnicity, with no single predominant group. Complicated 
social contexts have deepened the economic disparity and regional imbalance, exacerbating  
(i) the long-standing issue of excluding Terai people from the benefit sharing, and (ii) difficulties 
in accessing markets because of poor roads. Conflict has contributed to overseas and domestic 
migration as many people have moved to cities in search of better security and employment.  
 
98. There are severe deficiencies in all kinds of urban infrastructure and services, including 
maintenance. At the end of the Tenth Plan in 2006, 76.6% of the population had access to 
drinking water against the planned target of 85%, while nearly 45.8% of the population had 
access to improved sanitation (against the target 50%).5 Since the 2001 Nepal Urban 
Development Sector Study6, very marginal progress has been made. Urban roads and transport 
systems are inadequate, making travel time-consuming and unsafe and affecting urban 
efficiency. About 40% of roads in Kathmandu valley are unpaved, and many are very narrow, 
mixing motorized and nonmotorized traffic in an unsafe way. The key challenges are  
(i) to increase the access of the urban population to urban infrastructure, and (ii) to ensure that 
improved and expanded infrastructure will result in sustainable and quality service delivery, 
which appears to be a more difficult task given the need for institutional and policy reforms and 
finance for regular maintenance. 
 
99. Nepal's urban areas are economic engines of growth, generating employment 
opportunities and better living standards. Urbanization can help to reduce poverty and increase 
the income of marginalized communities, although the growing populations in the cities also 
lead to many problems, including environmental costs. It is estimated that almost 32% of the 
population of Nepal will live in urban areas by 2025.7 
                                                 
4  Composite data, compiled from (i) urban sector review mission in 2008, (ii) interviews with relevant government 

officials, and (iii) World Bank’s Development Economics database in 2007. 
5  ADB. 2007. Nepal: Country Operations Business Plan 2008–2010. Manila. Despite the improvement in access, 

service quality is still very low which has a negative effect on public health.  
6  ADB. Nepal Urban Development Sector Study, December 2001. 
7  New Era. 2006. Nepal Population Perspective Plan 2002–2027. Kathmandu March. 
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 2. Government’s Sector Policy and Planning Framework 
 
100. The Three-Year Interim Development Plan (TYIDP) for 2007–2010 emphasizes the need 
to maintain a regional balance in urban development. Urbanization should promote rural 
development and market centers. The TYIDP is in line with National Water Plan of 2005 and 
accords high priority to increasing access to water and sanitation services through 
improvements to water quality and service and a gradual introduction of sewage treatment. A 
Ministry of Physical Planning and Works (MPPW) vision paper in 2007 envisions regional 
balance through the urbanization of rural areas. Planned urban development will be achieved by 
identifying small, medium and large urban centers. The National Urban Development Policy 
(approved by the cabinet in August 2007) aims to achieve a balanced national urban structure 
through appropriate distribution of investment and promotion of links between centers.   
 
101. With regard to water supply and sanitation, government policy emphasizes that each 
locality should be responsible for delivering clean drinking water and sanitation services. This 
would require overall investment of an estimated $90 billion over the next 10 years. Other 
aspects of the water supply strategy include: (i) a demand-driven approach; (ii)  institutional 
development; (iii) user involvement; (iv) integrating water supply and sewerage in urban areas; 
(v) cost recovery of 50% of capital investments (a transitional arrangement on the way to full 
cost recovery and 100% of operation and maintenance in urban areas); and (vi) an independent 
regulatory body. However, severe financial constraints mean that the Government’s sector 
policy is a visionary statement rather than an executable action plan. Prioritization and a phased 
strategic approach will be needed over the long term. 
 
 3. Government’s Institutional Arrangements and Capacity in the Sector  
 
102. The Local Self-Governance Act, 1999 is supplemented by the Town Development Act 
1989 and the Land Acquisition Act, 1977. MPPW’s National Urban Policy was approved by the 
cabinet in August 2007. However, the Government has yet to come up with a comprehensive 
long-term master plan, strategies, and regulations to guide investment in urban development.  
 
103. MPPW, the lead agency for water supply, sanitation and urban development, is 
responsible for formulating sector policy and guiding activities to meet objectives outlined in 
national development plans. It oversees the Nepal Water Supply Corporation, the Department of 
Water Supply and Sewerage, Rural Water Supply and Sanitation Fund Development Board, and 
the Department of Urban Development and Building Construction, Town Development Fund, 
Urban Development Training Centre, and town development committees in each municipality.  
The Ministry of Local Development (MLD) is responsible for developing the governance system 
and strengthening local authorities. The Town Development Fund provides financial, institutional 
and technical support to institutions involved in town construction, development and expansion.  
 
104. As part of the institutional reform process for water and sanitation services within the 
Kathmandu Valley, three entities have been established: (i) the Kathmandu Valley Water Supply 
Management Board (KVWSMB), asset owner of water and wastewater systems within the 
Kathmandu Valley; (ii) the Water Supply Tariff Fixation Commission, responsible for the 
economic regulation of the sector; and (iii) the Kathmandu Upatyaka Khanepani, in charge of 
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operating assets leased and licensed from KVWSMB. Relevant laws8 have been amended and 
enacted to allow implementation of these reforms and private sector participation. 
 
105. The institutional framework for urban planning and management is complex and 
confusing, and provides a difficult environment for urban development. While MPPW works on 
physical and spatial aspects of local development, MLD oversees governance in urban local 
governments. Although many responsibilities have been devolved to urban local governments 
they do not have the capacity to carry them out. There is weak linkage and coordination 
between line agencies at the district level and their relationship with municipalities and other 
local governments. Consequently, district development plans often do not incorporate or reflect 
the Municipal Periodic Plan for the overall plan for the development of the district. Better 
coordination is needed to improve the effectiveness of program implementation.  
 
 4. ADB’s Sector Experience  
 
106. ADB assistance for urban development has largely focused on water supply and 
sanitation and its completed urban projects from 1984 to the end of 2007 amounted to  
$147.6 million. All the projects so far completed were rated for impacts and sustainability as 
partly successful. In particular, Loan 1165: Third Water Supply and Sanitation provided small-
scale water supply systems to over 387 towns largely in Terai region, but no subsequent 
benefits or results have been reported. On the other hand, relatively small investments (totaling 
$27.6 million) focusing on tourism infrastructure (Loan 1156: Tourism Infrastructure 
Development and Loan 1451: Second Tourism Development) seem to have had tangible 
economic impacts as Pokhara has become the gateway to Himalayan tourism and Nepal’s 
second city.  
 
107.  The development approach to date has been largely the rehabilitation of basic services 
rather than the creation of an enabling environment or productive employment opportunities. 
Key lessons from ADB projects include: (i) costly projects should be avoided if executing 
agencies have limited experience, (ii) stakeholders should be fully involved in project 
identification and design from an early stage, especially if water user committees are expected 
to operate and maintain the systems, (iii) physical works should be consolidated in order to 
attract qualified contractors, and (iv) projects involving municipalities and rural communities 
should take potential implementation delays into account in the project design. Funding for the 
sector tends to be thinly spread out geographically, unfocused, and unprioritized.  
 
 5. Role of Other Development Partners in the Sector  
 
108. ADB is the leading urban development donor. The World Bank focuses on rural 
development and few other donors are involved in the urban sector. UNDP has a program on 
public–private partnership for the urban environment, while UNICEF is working closely with the 
Government on water quality, sanitation improvement and rehabilitation of water schemes. GTZ 
(with KfW funds) is supporting the Town Development Fund, and DANIDA is supporting 
decentralization and urban self-governance. The World Bank, the Government of Finland, and 
DFID have been supporting community-based rural water supply. Under the Melamchi Water 
Supply Project, ADB is coordinating with four cofinanciers: Japan Bank for International 
Cooperation, Nordic Development Fund, OPEC Fund for International Development, and JICA. 

                                                 
8 The Water Supply Management Board Act, the Water Supply Tariff Fixation Commission Act, and the Amendment 

to the (existing) Nepal Water Supply Corporation Act. 
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 6. Urban Sector Development Strategy  
 
109. Spreading out investments thinly across many small towns in Nepal has had a very 
marginal impact on towns’ economies and on improvements in basic services, because of the 
limited capacity of local governments. Urban sector development needs to take into account the 
following key principles; (i) scarce resources should be invested in a focused way,  
(ii) development should be prioritized, and (iii) projects should be designed to maximize spill-
over effects in surrounding hinterlands.  
 
110. Urban development areas should be prioritized on the basis of their economic growth 
potential, not simply because they lack basic infrastructure. The selection of the types of urban 
and regional infrastructure services should be based on promoting the economic potential of the 
selected industries and harnessing the competitiveness of urban–rural regions. An urban sector 
strategy should aim to achieve balanced and inclusive growth while at the same time investing 
in the country’s agriculture-based economy, such as (i) promoting agro-processing businesses 
in semi-urban or rural areas surrounding towns, (ii) developing north–south economic corridors 
to connect hill and Terai regions, and (iii) integrating hinterlands with urban economic centers.  
 
 7. Indicative Areas for Interventions 
 
111. ADB will continue supporting recently established institutions. It will support long-term 
capacity building and strengthening of the operation and management skills of new water 
utilities through advisory technical assistance. ADB will assist the Government to expand the 
coverage of water supply and sanitation facilities in secondary towns, emerging towns, and  
market centers. Investments in water supply need to be focused and prioritized based on 
economic functions.  
 
112. ADB will continue helping the Government to bring about sustainable development in 
urban areas in and around Kathmandu Valley by improving essential urban and environmental 
infrastructure and services, and strengthening institutions and planning mechanisms. It will 
assist the Government to (i) select towns for future development ventures based on rigorous 
analysis of their growth potential; and (ii) design projects with potential to bring economic growth 
to peripheral areas. Towns with such potential include border towns in the Terai, towns that form 
part of a passage to a sea port in Bangladesh, and potential economic hubs in each of the five 
regions. Networking of such towns along north–south corridors is prerequisite for a balanced 
national urban structure, greater spheres of influence through rational distribution of investment, 
and greater integration. A sector approach has not yet been mainstreamed in Nepal so advisory 
economic sector work will be essential before launching lending projects from 2010.  
 
 8. Intended Sector Outcomes and Key Outputs Supported by ADB  
 
113. The key sector outputs are greater accessibility and availability of urban infrastructure 
and services through which the economic functions of urban areas can be strengthened. 
Progress in increasing access to water supply and sanitation services is slow but steadily 
increasing. Access to water has increased from 72% in 2002 to 77% by July 2007. At this pace, 
the target of 85% coverage will be achieved by 2015. The proportion of the population with 
access to sanitation has increased from 20% in 2002 to 46% by July 2007. Under the Small 
Town Water Supply and Sanitation Project, ADB has helped to provide basic water supply and 
sanitation services to 652 remote and conflict-affected communities. Part of the Melamchi Water 
Supply and Kathmandu Valley Water Services Sector Development Program has supported 
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tariff and institutional reform in Kathmandu Valley. As a result of ongoing water-related urban 
projects, 600,000 people in rural areas (15% of the TYIDP target) will have basic water supply 
and 900,000 people in semi-urban and urban areas (24% of the TYIDP target) will have 
improved water supply services by 2010.  
 
114. Many municipalities still have rural characteristics and most people live in the 
countryside, Most poverty is rural. The regional imbalance and the large number of stakeholders 
from different ethnicities, religions, and castes complicate Nepal’s urban development. The 
strategic direction should be to achieve balanced and inclusive growth while investing in 
industrialization, such as (i) creating economic cores in each of the five development regions 
through secondary towns; (ii) strengthening emerging towns along north–south growth corridors 
(connecting the hills and the Terai in each region) to increase the productivity of the urban 
economy; (iii) promoting market towns to serve and integrate the peripheral rural economy 
through private agro-processing businesses; and (iv) developing border towns to open up better 
opportunities for international trading.  
 
 9. Links to CPS Outcomes and Other Sectors/Thematic Areas 
 
115. The provision of improved water supply and sanitation services has a direct impact on 
the health of the population. Basic water and sanitation services can reduce water-related and 
waterborne disease, resulting in less expenditure on health services and on economically 
productive activities. Provision of such services will reduce the burden of bringing water home, 
which falls primarily on women and the poor. Families will have more time for social interaction 
and other social and cultural activities. The sector results contribute toward the CPS inclusive 
social development pillar. 
 
116. The urban economy plays a key role in providing services and employment opportunities 
to the rural hinterland, and contributes more than two-thirds of the national GDP. Well-planned 
and properly managed urban areas will attract manufacturing, services, and agro-processing 
enterprises to urban centers, generating employment opportunities and skilled labor, which will 
contribute directly to economic and social development. The sector results also contribute 
toward the CPS economic growth pillar. 
 
 10. Monitoring Mechanisms  

117. The poverty monitoring and analysis system monitoring mechanism will be used to 
monitor sector progress and the overall contribution of the sector to GDP. Periodic reports 
published by the Government, especially the MPPW, will also be used to track progress.   
 

Table A4.5: Water Supply, Sanitation, and Urban Development 
 

Indicators  
Item 2002 (base) 2007 (CPRM) +5 Years +10 Years 
A. Sector Outcomes 
 Improved quality of and access to 
drinking water and sanitation 

    

-  drinking water (% of national 
population with clean water) 

61 76.6 85 100 

-  sanitation (% of national 
population with sanitation 
facilities) 

20 46 71 96 

 Consistent community-based and 
participatory approach to WS&S 

Implementation 
of RWSS by  

External 
assistance for 

DWSS becomes 
a facilitator of the 

Local bodies are 
capable of 
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Indicators  
Item 2002 (base) 2007 (CPRM) +5 Years +10 Years 

operation sector-wide DWSS and 
RWSS Fund 

Board 

communities to 
implement 

RWSS 

sector activities planning and 
managing, and 
communities to 

implement 
RWSS 

 Achieve financial sustainability in 
all urban water supply 
developments (capital 
investments) and appropriate 
levels of cost recovery to ensure 
the financial viability of the 
responsible operating agencies 

Financially 
unsustainable 
low tariff and 

poor collection 
efficiency 

Financially 
unsustainable 
low tariff and 

poor collection 
efficiency 

100% O&M cost 
recovery and 
50% capital 

investment cost 
recovery for key 

urban water 
utilities 

100% O&M cost 
recovery for key 

urban water 
utilities 

 Achieve full compliance with WHO 
standards for drinking water 

-- -- Kathmandu 
valley water 

utility operator in 
full operation and 
achieving WHO 

standard 

Kathmandu 
valley water utility 

operator 
continues 

sustainable 
operation while 
complying with 
WHO standard 

 Improved connections between 
different parts of the country, 
through market towns linking rural 
hinterland  

-- -- Market towns in 
each of the 5  
development 

regions identified 
and studied 

Market towns 
developed as a 
center of each 

region 

 Improved economic status of 
backward regions 

- - Adopt border 
town 

development 
plan as part of 

the urban sector 
development 

strategy 

At least one 
border town 
development 

established  with 
full-scale facility 
and connectivity 

 Improved capacity of urban local 
governance 

-- -- Training on 
better 

governance for 
at least 5 market 

towns  

Management 
capacity 

improved in the 
towns through 
governance 

training  
B. Sector Output 
1. Policy Reform     
 National Water Plan Nepal (2002-
2007) adopted 

-- Approved in 
2005 

Adopted and 
implemented 

Continue 
implementation 

 National WSS sector policy 1998 
revised 

-- Amended in 
2004 

Adopted and 
developed rules 

& regulations 

Practiced 
countrywide 

 Rural WSS Sector strategy and 
action plan adopted 

-- Approved in 
2004 

Adopted and 
implemented 

Continue 
implementation 

 Cost recovery policies in place 
starting 2003 

-- Adopted in 2006 Implemented in 
the top 5 urban 

areas 

Implemented in 
the market and 
emerging towns 

 Sanitation component becomes 
integral part of all new water 
supply projects 

 All new water 
supply projects 

integrates 
sanitation 

components 

Enforced for the 
top 5 urban 

areas, in addition 
to the new water 

project areas 

Implemented in 
the market and 
emerging towns 

 National, regional and urban 
planning mechanisms aligned 

-- -- Developed and 
adopted national 

planning 
guidelines 

tbd 
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Indicators  
Item 2002 (base) 2007 (CPRM) +5 Years +10 Years 
2. Institutional Reform     
 WSS regulatory body(s) 
established, including Water 
Supply Tariff Fixation Commission 
and Licensed Water Utility 
Operator in Kathmandu Valley 

-- Water Supply 
Management 

Board Act 
passed in 2005 

Confirmed 
establishment 
and sustained 

operations of the 
WSS regulatory 

body and 
independent 

O&M by KUKL 

Continue 
implementation 

 Department of WSS restructured -- Role and 
responsibilities of 

DWSS in line 
with 2004 RWSS 
policy started in  

21 districts 

DWSS roles and 
responsibilities in 

line with 2004 
RWSS policy 
continue and 

expand to over 
60  districts 

DWSS roles and 
responsibilities in 

line with 2004 
RWSS policy 
continue and 

expand to all 75 
districts 

 National, regional and urban 
development coordination 
mechanisms adjusted 

-- -- Mandates of 
local 

governments 
institution, 

including District 
level, are drafted 

tbd 

C. Sector Issues and Constraints 
(i) Inadequacy of institutional capacity for formulating and evaluating strategic options or for monitoring the 

implementation of national policies for urban development, public water supply and sanitation services; 
(ii) lack of a consistent approach to sector development, plans, priorities in investment, and weak regulation; 
(iii) low cost recovery for water supply and sanitation services, varying collections rates, and weak implementation 

of sustainable policy for setting and collecting water tariffs/charges; 
(iv) rugged terrain and poor infrastructure for promoting greater spill-over benefits to hinterland, and deterring 

access to and from urban-rural linkages; and 
(v) low beneficial economic impact due to a reactive sector approach on urban development by filling the gaps, 

while spreading out limited resources thinly. 
 

D. Actions, Milestones, and Investments 
   By Agency 
 Issues Schedule ADB Gov’t Others 
01. Community-based WSS I RWSS service 

coverage and 
institutional 

arrangement 

2004–2009  
√ 

 
√ 

WB/ 
Finland/ 

DFID 

02. Kathmandu Valley Water 
Services Sector Development 
Program 

Restructuring of 
institutional 
framework, 
financing 

mechanism, cost 
recovery policy, 
and extension of 
network/service 

coverage 

2004–2005  
√ 

 
√ 

JBIC 

03. Kathmandu Valley Water 
Distribution, Sewerage, and 
Urban Development TA 

Design suitable 
institutional 

framework for 
extension of 

network/service 
coverage 

2005  
√ 

 
√ 

- 

04. Secondary Towns Urban 
Environment Improvement TA 

Design 
improvements in 
urban amenities, 

financing and 

2007  
√ 

 
√ 

GTZ/ 
UNDP 
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Indicators  
Item 2002 (base) 2007 (CPRM) +5 Years +10 Years 

institutional 
arrangements for 
secondary towns 

05. Community-Based WSS II Enhancement of 
RWSS service 

coverage 

2007+–2012  
√ 

 
√ 

WB/ 
Finland/ 

DFID 
DWSS = Department of Water Supply and Sanitation; KUKL = Kathmandu Upatyaka Khanepani Limited; O&M = 
Operations and Maintenance; RWSS = rural water supply and sanitation; tbd = to be determined; WHO = World 
Health Organization; WSS = water supply and sanitation 
Source: Ministry of Physical Planning and Works, Ministry of Local Development 
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THEMATIC ASSESSMENTS 
 
A. Environment 
 
 1.  Situation and Key Issues  
 
1. Nepal's environment is diverse, sensitive and fragile. The environment and natural 
resource base is under increasing pressures in order to meet the needs of the increasing 
population. The rapidly deteriorating environment has adverse impacts on people's livelihoods 
and human health, affecting the poor the most.  
 
2. Pressure on forests and biodiversity is a serious issue. Over the decades, Nepal's forest 
area has decreased considerably because of the conversion of forest land to agriculture, putting 
pressure on wildlife and biodiversity. Although achievements have been made in community 
forestry and biodiversity conservation, the overall status continues to deteriorate.  
 
3. Degradation of soil and loss of productive land is another environmental issue. Fragile 
hill slopes, torrential monsoon rainfall, and cultivation in marginal lands have led to degradation 
and loss of land. Dolpa and Mustang suffer from the risk of desertification. In and around urban 
areas, there is continuing conversion of valuable fertile lands into nonagricultural uses.  
 
4. Water pollution has become a common problem because of the disposal of waste into 
water bodies. Water is polluted by defecation in rural areas. Arsenic has been detected in 
groundwater in Terai districts. Contaminated water and poor sanitation have affected public 
health and tourism and recreational activities. 
 
5. Solid waste is an environmental nuisance in most urban areas. Municipalities generate 
over 1,350 tonnes of solid waste every day and managing this has become a daunting task. The 
solid waste collection rate is only 35%. Disposal of wastes is haphazard and hazardous wastes 
are mixed with municipal wastes.  
 
6. Air pollution is emerging as a serious concern in larger cities because of emissions from 
automobiles and industries, dust from roads and construction, adulterated fuel, and burning of 
solid wastes. The amount of particulate matter in air is major concern. Kathmandu is particularly 
vulnerable to air pollution because of its bowl-shape topography.  
 
7. Initial indications of climate change impacts are beginning to emerge: glaciers are 
retreating and glacial lakes are growing. Glacial lake outburst floods and variability of river flow 
are the two most critical impacts of climate change in Nepal and they pose significant risks to 
hydropower, agriculture, livelihoods, and infrastructure.   
 
8. The conflict caused significant damage to Nepal's environment. The protected areas 
have been hard hit, as conservation agencies were unable to prevent illegal logging of forest 
and poaching of wildlife. Funding was diverted away from environmental and conservation 
activities. Rural–urban migration increased rapidly during the conflict, adding to pressure on the 
already strained and polluted urban areas.     
 
9. The post-conflict situation offers opportunities for more environmental and natural 
resource conservation activities, including movement of staff and local monitoring. However, 
because of the prolonged transition period and poor local security situation the adverse 
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environmental impacts of conflict, such as threats to biodiversity and accelerated deforestation, 
are likely to continue.  
 
10. The political process has increased awareness of rights and empowered people to raise 
their voices. Movements by marginalized groups for greater social inclusion have highlighted 
participation, access to and benefits from natural resources, and environmental conservation.  
 
11. Low economic growth has adversely affected the environment and reduced funding for 
environmental activities. High unemployment and poverty have led to involvement in illegal 
trafficking in endangered species, forest encroachment, and over harvesting of biodiversity and 
other environmental resources.  
 
 2.  Government’s Policy and Planning Framework 
 
12. The Three Year Interim Development Plan (TYIDP) policies on the environment include: 
(i) taking the environment into account in development; (ii) increasing environmental awareness 
by mobilizing nongovernment organizations (NGOs), the private sector and local bodies;  
(iii) formulating and enforcing pollution standards; and (iv) prioritizing and implementing 
multilateral environmental agreements to which Nepal is a party. Environmental policies are also 
embedded in the TYIDP’s policies on individual sectors.  
 
13. The environmental policies and programs of the TYIDP are based on: (i) continuity, 
consolidation, and implementation of existing environmental initiatives, (ii) links between the 
environment and poverty reduction and equitable sharing of environmental services with local 
people, and (iii) provisions of multilateral agreements to which Nepal is a signatory or party to. 
The key environmental activities envisaged by TYIDP include: (i) formulation of an integrated 
environmental policy and master plan; (ii) strengthening of the enforcement of environmental 
regulation and standards; (iii) promoting cleaner production and energy efficiency measures; (iv) 
implementing multilateral environmental agreements, such as the Global Environment Facility 
and the Clean Development Mechanism; (v) formulating land use policy; (vi) conserving bio-
diversity and natural resources; (vii) promoting environment-friendly ecotourism; and  
(viii) displacing polluting vehicles and promoting cleaner transport systems.  
      
14. Nepal’s environmental policies, strategies and legal framework are fairly comprehensive 
and sound, despite some inconsistencies. However, enforcement and implementation is weak. 
The end of the conflict has made it easier for government staff to move around and for patrolling 
in national parks and protected areas. However, clearance of forest areas and illegal poaching 
of wildlife is still a big problem because of political uncertainty and poor security.  
 
 3.  Government Institutional Arrangements and Capacity 
 
15. Many different types of institutions are involved in environmental and natural resource 
functions at all levels. The Ministry of Environment, Science and Technology (MOEST) is the 
lead environmental agency. It was established in 2005 and its capacity is yet to be fully 
developed.1 Sector ministries also have responsibility for environmental issues. Some 
ministries, such as the Ministry of Water Resources and the Ministry of Forest and Soil 
Conservation are relatively strong, but most lack capacity to deal with the environmental issues 
effectively.  

                                                 
1 The Ministry of Population and Environment was dissolved in 2005 and its environment division was shifted to the 

MOEST.  
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16. Local governments (district development committees, municipalities and village 
development committees) are responsible for local management of the environment, including 
management of solid waste. Their capacities widely vary. While a few larger municipalities have 
some capacity, most do not.  
 
17. The overall weak environmental capacity of the Government is attributed to lack of 
resources and poor inter-agency coordination. Most agencies lack the financial and human 
resources to deliver their mandates. Most agencies have a tendency of working in isolation and 
there is no single agency and mechanism to coordinate them.  
 
 4.  Asian Development Bank Experience and Key Outcome/Outputs  
 
18. As many other donors are active in the sector, the ADB strategy has not been to develop 
stand-alone environmental projects, except for innovative and pioneering pilot projects in 
selected areas. Instead it focuses on mainstreaming environmental considerations in its 
operations and encourages community-based management of the environment and natural 
resources. Implementation of this strategy has been generally satisfactory. 
 
19. ADB has helped to demonstrate the importance of integrating the environment in 
development, particularly in large infrastructure projects. For example, comprehensive 
environmental assessments of ADB-supported projects such as Kali Gandaki “A” Hydroelectric 
Project and Melamchi Water Supply Project have served as models for other infrastructure 
projects. ADB has encouraged community-based management in its projects. However, 
environmental compliance in most projects could be improved during implementation through 
strict enforcement of and regular reporting and evaluation of environmental performance.  
 
20. ADB projects, such as the Urban Environment Improvement, Community-Based Water 
Supply and Sanitation, and Small Town Water Supply Projects, have included environmental 
improvement components, such as improved water supply and sanitation. The Small Town 
Water Supply Project has benefited 890,545 people and installed 63,555 private water taps; 
3,500 community taps; 2,627 institutional taps; and 29,607 latrines. ADB projects will help the 
government to achieve the TYIDP targets of providing 85% of the population with access to 
basis water service and 60% population with access to sanitation service by 2010.  
 
21. Nepal participated in the ADB regional technical assistance (TA) project Promotion of 
Renewable Energy, Energy Efficiency, and Greenhouse Gas Abatement, which produced: (i) 
country reports on policy and institutional frameworks, opportunities, and barriers; (ii) capacity 
building and outreach activities (training, seminars, and workshops); and  
(iii) identification of several clean development mechanism projects, including preparation of 
project identification notes and project design documents. Nepal is also participating in a 
regional TA on  Managing Hazardous Waste, which includes (i) updating hazardous waste 
inventories, (ii) formulating policy and rules to manage hazardous waste, (iii) exploring the 
potential for the involvement of the private sector in managing hazardous wastes, and  
(ii) preparing training modules for managing hazardous wastes.  
  
22. ADB has helped the Government to formulate a national policy on involuntary 
resettlement policy through TA. A draft policy has been submitted to the cabinet for its approval.   
  



          Appendix 5 

 

86 

5.  Role of Other Development Partners 
 
23. Most donors have continued to support environmental activities, but at a reduced level 
because of the insurgency and their focus on the peace process. The Department for 
International Development (DFID) of the UK is supporting a community forestry program, the 
Government of the Netherlands is assisting biodiversity conservation activities, the Government 
of Finland is strengthening local bodies in environmental administration and management, and 
the Government of Denmark is supporting micro-hydro, solar and biogas projects.  
 
24. UN agencies are trying to mainstream environmental concerns into national and local 
plans. They are active in biodiversity conservation, climate change mitigation, prevention of land 
degradation, and natural disaster reduction. The International Centre for Integrated Mountain 
Development (ICIMOD), in partnership with other international agencies, including the United 
Nations Environment Programme, International Fund for Agricultural Development, International 
Development Research Centre, the Ford Foundation, and the United States Agency for 
International Development is involved in a wide range of environmental activities in the 
mountains and hills of South Asia. These activities are related to land use and human health, 
sustainable management of medicinal and aromatic plants and non-timber forest products, 
trans-boundary biodiversity conservation, access and benefit sharing from genetic resources, 
climate change impacts, and disaster preparedness. WWF is involved in protected area 
management, biodiversity conservation, and climate change impacts. World Conservation Union 
activities include community participation in conservation.   
 
25. The World Bank has recently completed a country environmental analysis2 that identified 
urban environmental issues (particularly solid waste, water pollution, and air pollution), 
improving the policy and regulatory framework for environmental management, strengthening 
the institutional framework, and capacity building as potential areas for its interventions. 
 
 6.  Indicative Areas for ADB’s Future Intervention 
 
26. ADB will continue to focus on mainstreaming environmental safeguards in its operations. 
To this end, environmental compliance monitoring will be strengthened. A system of third party 
review of implementation of environmental impact assessments and public disclosure of the 
findings of such reviews will be encouraged. ADB will support the Government in piloting such 
initiatives in key infrastructure sectors.  
 
27. ADB will also consider carrying out a few interventions in the environmental sector in 
support of the TYIDP’s environmental priorities. Potential areas of support will include:  
(i) formulation of an integrated environmental policy and master plan; (ii) promotion of clean 
production and energy efficiency measures; (iii) delivery of water and sanitation services in 
urban and rural areas; and (iv) implementation of multilateral environmental agreements. 
 
 7.  Monitoring mechanism 
 
28. There is no single environmental monitoring agency. Agencies such as the Central 
Bureau of Statistics, MOEST and UN agencies periodically publish data.  
 

                                                 
2 2008. World Bank. Nepal Country Enviromental Analysis.  
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B. Gender Assessment 
 
 1. Progress in Gender Equality and Women’s Empowerment 
 
29. In the last few years notable progress has been achieved with regard to the policy, legal 
and institutional framework for advancing gender equality and the empowerment of women in 
Nepal. National action plans related to the Beijing Plan for Action3 and the Committee on the 
Elimination of Discrimination against Women4 and a national plan of action to control trafficking 
in women and children have been prepared. Some discriminatory laws5 against women have 
been amended by the Gender Equality Act, 2006. The National Commission on Women has 
been formed and gender focal points have been appointed in all ministries. A national 
mechanism for institutionalizing gender budgeting has been initiated by the establishment of the 
gender responsive budget committee in the Ministry of Finance in 2005. For the first time, the 
FY2008 budget included a mechanism to track the budget for gender responsiveness, which 
showed that 11.3% of allocations were directly gender-responsive. A rebate of 10% in the costs 
of land deeds registered in the name of women was introduced in FY2004 and this has been 
increased to 20% since 2005. In 2007, Parliament also endorsed International Labour 
Organization Convention No. 169 which showed the national commitment to the rights of 
indigenous nationalities (Janajatis). 
 
30. Nepal’s gender-related development index (GDI) is 0.391 and its gender empowerment 
measure (GEM) is 0.452.6 There has been a marked increase in GDI and GEM measures in the 
last decade and the difference between the GDI and the human development index (0.471) is 
0.019, which indicates that gender disparities in human development opportunities are not very 
wide. However, there are considerable disparities in GDI and GEM indexes within and across 
geographic regions.7  Women from urban areas have more access to education and health 
facilities, income-generating opportunities, and participation in politics than those in rural areas. 
The assessment of the Tenth Plan indicated that the decline in poverty (from 42% to 31%) in the 
last decade has not been even in terms of outcomes for different groups and regions. Women in 
general and women from the mid and far west regions in particular have remained excluded 
from access to services and economic opportunities.8 
 
31. Women’s life expectancy (which was lower than men’s) has increased, indicating 
progress towards gender equity. The Millennium Development Goal progress report shows a 
remarkable increase in girl’s enrollment in primary education. The gender gap in the net 
enrollment rate in primary education reduced from 23% in 1995 to 12% in 2004.9 However, 
there is a disparity in access of different social groups to primary education. The national health 
and demographic survey in 2006, showed that the maternal mortality ratio has been reduced to 
281 per 100,000 live births from 539 in the last decade (1996 – 2006). The total fertility rate has 

                                                 
3 Ministry of Women, Children & Social Welfare. 2004. National Plan of Action on Gender Equality and Women 

Empowerment. {City} (revised version of NPA for Beijing Platform for Action). 
4  Ministry of Women, Children & Social Welfare. 2003. National Plan of Action on Convention on the Elimination of 

All Forms of Discrimination against Women. {City}. 
5  The discriminatory laws against women related to family rights, property inheritance rights, patronage of minor 

children to divorced women, child adoption, definition of rape, sexual harassment were repealed by the Act. 
6   Nepal Human Development Report, 2004. 
7  According to National Planning Commission in 2007, the GDI value for Nepal is 0.452. It is higher in urban areas 

(0.562) as compared to rural areas (0.430) and is also higher in the Hills (0.973) as compared to the Terai (0.943) 
and the Mountains (0.941).   

8   NPC. 2006. An Assessment of the Implementation of Tenth Plan/PRSP: PRSP Review 2004–2005. Kathmandu: 
National Planning Commission.  

9   MDG Progress Report, 2005. 
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declined from 4.1 in 2001 to 3.1 in 2006.10 Maternal mortality has declined because of an 
increase in antenatal care visits and deliveries assisted by skilled birth attendants. Child, infant 
and neo-natal mortality rates have also been substantially reduced. As disaggregated data by 
social groups are not available, it is difficult to see which sections of society benefited most from 
the improvements to health services. Nevertheless, the progress indicates improvements in 
gender equity, contributing to the overarching goal of poverty reduction.  
 
32. Women’s representation in public service reached 12.7% in 2007 from 8.6% in 2001. 
The amended Civil Service Act, 2007 installed a time-bound reservation system to allocate 45% 
of total posts in the public service to women and the excluded groups; out of which 33% has 
been reserved for women, 27% for Janajatis, 22% for Madhesis, and 9% for Dalits. The 
percentage of women in the interim Parliament was 18% in 2007, a significant increase from 6% 
in 2006.  
 
33. The major contributing factor to poverty reduction in Nepal is overseas remittances and 
since women comprise 11% of donors,11 gender is an important issue in foreign employment. 
The amendment of the Foreign Employment Act in September 2007 stipulates that there shall 
be no gender discrimination when labor is sent to foreign countries for employment. The ban on 
women migrating to work in the informal sector has been lifted and the act contains a special 
provision for women who want to work abroad.  
 
34. The reinstated Parliament after April 2006 adopted a resolution to ensure 33% 
representation of women in all state agencies. The Interim Constitution of 2007 contains major 
provisions on women’s rights and gender equality. It has ensured rights to women to confer 
citizenship to children in the name of their mother and has provided equal inheritance rights to 
sons and daughters. Women are given rights to participate in the state structure based on the 
principle of proportional inclusion. Reproductive health and fertility rights for women have been 
ensured, and any form of violence against women has been made legally punishable. The 
TYIDP focuses on gender mainstreaming and women’s empowerment with three major 
objectives: (i) building an equitable and gender-inclusive society by ensuring equal rights for 
women from all castes, ethnicities, and regions; (ii) elimination of violence against women, 
including trafficking; and (iii) social rehabilitation of women affected by conflict and inclusion of 
women in conflict resolution and the peace process. The TYIDP aims to raise the GDI to 0.556, 
the GEM to 0.450 and women’s representation in the policy making bodies to 33%. 
 
 2. Challenges and Issues 
 
35. Despite progress in some gender indexes and a more supportive policy environment, 
women still lag far behind men in all areas. They are mostly confined to the care economy, the 
informal sector, and subsistence agriculture. The women’s labor force participation rate is 
48.9% compared with 67.6% for men. In household-based productive and reproductive 
activities, women’s participation is higher than that of men. Discriminatory wage structures and 
unequal access to earned income have not been reduced in either the agriculture or 
nonagriculture sectors in the last decade. Women are concentrated at the lower end of the pay 
scale in the nonagriculture and manufacturing sectors. According to the National Living 
Standard Survey in 2003–2004, women’s access to earned income is equivalent to purchasing 
power parity $891, half that of men ($1,776). The census in 2001 revealed that only 17% of 
households reported that women had owned the house, land, or livestock. Only 11% of 

                                                 
10  Nepal Demographic and Health Survey, 2006 
11 Nepal Living Standard Survey – 2003/2004 
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households had land under women’s ownership; 5.5% had registered their house under a 
woman’s name; and women owned livestock in only 7.4% of households. In the remaining 83%, 
women did not own land, houses, or livestock. Disparities in the literacy rate of women (38.2%) 
and men (69.3%) persist and the gap is increasing in secondary schools and higher education.  
 
36. The impact of the armed conflict on women has been multifaceted and severe. With the 
migration of men either to flee the armed conflict or search for a better livelihood and the loss of 
males in conflict in thousands of families, women from remote villages have found themselves 
burdened with the responsibility of running the household single-handedly. They have no 
psychological and economic support. The national living standard survey in 2003–2004 noted 
that households headed by women, particularly widows, were much more likely to be poor. The 
census in 2001 found that 13.6% of households were headed by women and that the 
percentage had risen during the conflict. Even after the restoration of peace, male migration 
continues to grow leaving women in the villages without sufficient productive labor to support 
themselves or their families. There is increasing “feminization” of agriculture, the major source 
of rural livelihood. Women’s lack of land ownership restricts their direct access to the primary 
means of production and their lack of access to financial resources creates financial insecurity.  
 
37. In addition to gender inequality, there is discrimination and exclusion based on caste, 
ethnicity, geographical region, language, religion, culture, origin, and remoteness. Social 
exclusion was one of the major reasons behind the decade-long conflict.  Excluded groups—
Dalits, Janajatis, Madhesis, Muslims, and people from remote areas—have had limited access 
to productive resources, employment opportunities, development investments, and the state’s 
structure. Women from excluded castes, ethnic groups, and regions face double or triple forms 
of discrimination. A United Nations Population Fund (UNFPA) study in 200712 revealed that 
educational and health gains in the last decade had been distributed unevenly among various 
caste and ethnic groups, ecological regions and urban and rural areas. Women from privileged 
groups and urban areas are healthier and better educated and more represented in public 
service and in politics. The literacy rate of Terai Dalit women is only 11%, making them the least 
literate group in Nepal. Poor rural women from Dalit and disadvantaged indigenous nationalities 
(Janajatis) are at the bottom of the wage ladder according to the UNFPA study.  
 
 3. Gender-Related Achievements of CSP Implementation 
 
38. The ADB policy on gender and development implemented through gender 
mainstreaming in ADB loan and technical assistance operations has contributed to gender 
responsive policy reforms and improved institutional gender capacity in sector agencies. Gender 
action plans developed during loan processing and gender-related loan assurances agreed 
upon during loan inception have increasingly helped to internalize gender and development 
issues in executing and implementing agencies and to monitor and report results. ADB-assisted 
Loan 1861-NEP: Governance Reform Program has contributed to the formulation of gender-
responsive civil service reforms, including affirmative action and a reservation policy for women. 
As a result, women’s representation in civil service increased from 8.6% in 2001 to 12.7% in 
2007. An amendment to the Civil Service Act in 2007 included a reservation policy of 45% for 
women, Dalit, Janajati and Madhesis. Through policy dialogue, ADB also contributed to the 
enactment of Gender Equality Act, 2006 which repealed many discriminatory laws.  
 
39. ADB’s assistance for gender mainstreaming has helped to institutionalize the gender 
capacity of sector agencies. TA 6143: Promoting Gender Equality and Women Empowerment 
                                                 
12 UNFPA. 2007. Gender Equality and Empowerment of Women in Nepal. Kathmandu. 
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has supported the development of gender strategies for the Ministries of Education, Agriculture 
and General Administration. However continued assistance is needed to implement these 
strategies fully within the ministries. 
 
40. ADB’s targeted intervention for women through the Gender Equality and Empowerment 
of Women Project has been improving the livelihoods of poor and highly marginalized groups of 
women from rural areas and empowering them. In its initial stage, the project has started social 
mobilization activities and has facilitated the formation of 1,440 self-help groups, including 
placement of 80,771 women in capacity building programs. Project inputs will directly benefit 
women by generating income via productive economic activities, skill transfer, and raising 
awareness of women’s legal and political rights.  
 
41. Gender mainstreaming in loan projects has had significant positive impacts. Gender 
mainstreaming approaches in the Community Based Water Supply and Sanitation Project and 
the Community Livestock Development Project have promoted gender equality in water user 
associations and livestock groups, and have increased women’s involvement in planning and 
decision making. The Third Livestock Development Project helped to institutionalize gender 
strategies in the Department of Livestock. The Teacher Education Project has successfully 
reduced gender bias in teacher training curriculums, school management committees, and in 
policy campaigns for female teacher recruitment. These interventions, including pre-service 
fellowships for female teachers, especially those from the Dalit group, have been instrumental in 
increasing the number of female teachers in primary schools.  
 
 4. ADB Strategy on Gender for the Remaining Period of the CSP (2008–2009) 
 
42. In the context of the new political environment and the TYIDP, the relevance of the ADB 
strategy for mainstreaming gender through strategic, broad-based, multifaceted solutions in 
policy, institutional, and sector programs remains high.  
 
43. For the remaining period of the CSP, ADB will continue with its present strategy for 
gender mainstreaming. Implementation of project-based gender action plans and monitoring 
compliance with gender-related loan covenants in ongoing projects in various sectors will be 
continued. Attention will be paid to ensuring the continuity and sustainability of gender-based 
initiatives undertaken during first 3 years of the CSP period. ADB will continue its broad-based 
capacity building initiatives to enhance gender-responsive service delivery and gender 
mainstreaming in the Ministry of Women, Children and Social Welfare, Department of Women’s 
Development, and the Women’s Commission. Gender capacity building will be expanded to a 
wide range of sectors with a priority given to sectors such as infrastructure which have received 
limited interventions in the past. Targeted programs for conflict-affected women, the poor and 
disadvantaged will be supported. Periodic seminars will be organized as part of ADB-assisted 
projects to share gender mainstreaming experiences. 
 
44. ADB will emphasize social inclusion of historically disadvantaged groups by working with 
the Government to remove structural and institutional barriers for their inclusion, and by 
extending targeted interventions. Gender analysis conducted for all projects will consider the 
different socioeconomic and political status of groups of women in Nepal. ADB assistance will 
have a strategic focus on social inclusion, in line with the TYIDP. To support the Government’s 
initiative on gender-responsive budgeting, ADB will include budgeting provisions in the gender 
action plans of future loans and grants. Gender mainstreaming in specific sectors will be 
strengthened by the following measures. 
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45. Water Supply, Sanitation, and Urban Development. ADB will continue to support 
effective implementation of the gender, caste and ethnicity action plan in the  Community-Based 
Water Supply and Sanitation Project to support equal participation of women in water user 
committees and to ensure women participate in the detailed design of water supply and 
sanitation systems. For future projects in urban development, ADB will conduct a gender 
analysis during project preparatory technical assistance and identify activities to enhance the 
capacity of women.  
 
46. Agriculture. To address the increasing feminization of agriculture due to high male 
migration, ADB will put more emphasis on women’s participation in all project components. Well 
designed gender action plans will be developed in future loans to ensure equal participation of 
women at all levels of decision making and in all project activities. Gender equality will be 
ensured in farmers’ groups, commercial farming, technology-related training, memberships and 
positions in coordination committees and executive committees for agricultural production and 
irrigation. Strategies that promote women’s easy access to credit will be adopted.  

 
47. Transport.  Gender mainstreaming in the transport sector will be given priority not only 
by including measures to increase awareness of HIV/AIDS and human trafficking during road 
construction activities, but by also extending support for (i) capacity building of government staff 
and relevant stakeholders to create a conducive environment for gender-equitable policies and 
programs, and (ii) gender policy development for local transport. Equal employment 
opportunities, equal pay for equal work, and safe working conditions will be provided for men 
and women in project areas, including supplementary programs. Gender sensitization of all 
stakeholders will facilitate translating gender-based provisions into actions. 

 
48. Education. ADB’s assistance will continue to focus on inclusion of girls and children 
from marginalized groups in all levels of school education to support the Government’s goal of 
Education for All. ADB will support enforcement of the vulnerable community development 
framework in education support programs and ensure social inclusion in school sector reforms. 

 
49. Governance. To establish a critical mass of women among government staff, ADB will 
continue to advocate the inclusion of women in state restructuring; human resource 
development and gender capacity building; and the creation of a conducive environment from 
central to local levels to enable women’s participation. 

 
C. Poverty and Social Exclusion Assessment 
 
 1. Progress in Poverty Reduction 
 
50. The results of the Nepal living standards survey II (NLSSII) conducted during FY2004 
show that incidence of poverty declined from 42% to 31% between FY1996 and FY2004. The 
poverty gap and the squared poverty gap also declined dramatically.13 This decline was mainly 
driven by growth in per capita consumption expenditure and income both by an annual average 
of 4.5%, supported by increased remittance inflows, higher agricultural wages, increased 
connectivity, urbanization, and a decline in the dependency ratio. Nepal has also made notable 
progress in various aspects of human development over the past decade. The child mortality 
rate declined from 91 per 1,000 live births in 2001 to 61 in 2006, the infant (below 1 year) 
mortality rate decreased from 64 to 48 in the same period, and the maternal mortality ratio (per 

                                                 
13 The poverty gap declined from 11.8% to 7.5% and squared poverty gap declined from 4.7% to 2.7% during 

1995/96–2003/04.  
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100,000 live births) nearly halved from 539 to 281 in the last decade. Life expectancy has 
increased from 59.6 to 62 years (and is even higher for women) and the total fertility rate 
declined from 4.3 to 3.1 between 2002 and 2006. Over the same period, the adult literacy rate 
improved from 43% to 52%, primary school net enrollment increased from 80.4% to 87.4%, and 
the population with access to improved water supply and sanitation increased from 72% and 
28% to 77% and 46%, respectively.  
 
51. Given progress in poverty reduction in the past decade, the Millennium Development 
Goals (MDGs) poverty reduction target is likely to be achieved. Nepal is also on track to achieve 
other MDGs, including those on improved gender equality, reduced incidence of tuberculosis, 
and reduced mortality. However, those relating to universal primary education and HIV/AIDS are 
not likely to be met. 
 
52. The prospects of sustained poverty reduction in Nepal look promising given the 
significant progress achieved even in a challenging period of conflict. The restoration of peace 
has created a more conducive environment for further poverty reduction. Sustained growth in 
remittances and increases in connectivity and urbanization since 2004 (some of the key 
contributors to the poverty reduction during 1996–2004) suggest that incidence of poverty 
should decline still further. The greater emphasis of the TYIDP on addressing economic and 
social exclusion, infrastructure development, and rural connectivity also promises to contribute 
to poverty reduction. The TYIDP target of reducing poverty to 24% by 2010 seems achievable.  
 
53. Nevertheless, Nepal still faces great challenges in achieving a sustained reduction in 
poverty. Despite the end of the conflict, economic growth has remained low: 3.1% in FY2006 
and 2.3% in FY2007, lower than the rates achieved during the conflict period (an average of 
nearly 4.0% per annum). The low growth in the post-conflict period partly reflects the protracted 
peace process, which was marked by frequent disruptions to daily life and economic activity, 
especially in the Terai.  
 
 2. Inequality Issues and Challenges 
 
54. The significant reduction in poverty in the past decade has been marked by stark and 
growing socioeconomic disparities, geographically and among different population groups. 
Despite the notable progress in overall poverty reduction and human development, the NLSS II 
shows a marked increase in income inequality—the Gini coefficient increased from 34.2% in 
FY1996 to 41.4% in FY2004. While poverty has declined across all regions, levels are still high 
in the remote mid-western (45%) and far-western regions (41%), compared with western and 
central regions (27%) and eastern region (29%). Poverty is still much higher in rural areas 
(35%) than in urban areas (10%). In the far-western region, child mortality rates (149 per 1,000 
live births) and infant mortality rates (112 deaths per 1,000 live births) were much higher than 
the national average.  
 
55. The 11% drop in poverty is distributed unevenly across caste, ethnic and minority 
groups. In last decade, poverty declined most significantly in upper-caste groups. While poverty 
declined by 46% in the Brahmin and Chhetri group, it declined by only 21% among the Dalits, by 
10% among the hill Janajatis, and by 6% among Muslims. The NLSS II data show that the 
poverty incidence of historically marginalized and socially excluded groups—Dalits, Janajatis, 
and Muslims, who altogether constitute more than 50% of the total population—is higher than 
that of Brahmins, Chhetris, and Newars  and above the national average. The incidence of 
poverty is 19% among the Brahmins and Chhetris and 14% among Newars, compared with 
46% among Dalits, 44% among hill Janajatis and 41% among Muslims. Average household per 
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capita consumption among Dalits, Janajatis, and Muslim is also considerably lower than that of 
upper-caste households. Literacy rates are lowest among the Dalits—approximately 30% and 
35% lower than literacy rates of high-caste Brahmins and Newars. At the primary level, 
enrollment among Dalits is only 16.9% and for Janajatis it is 36.4%. Janajati and Dalit 
communities also lag behind in terms of life expectancy rates while their children are among the 
least immunized and most malnourished.14  
 
56. Gender disparities in terms of access to social, economic and political participation have 
remained persistent and wide (see paras. 29–50).  
 
57. These social inequalities in Nepal are rooted in traditional discrimination and social 
injustice. While there is an increasing awareness of the social inequalities that have hindered 
Nepal’s development, social and economic transformation will inevitably require removing the 
structural and institutional barriers to the inclusion of the excluded groups. 
 
 3. Social Exclusion: A Challenge to Poverty Reduction 
 
58. Social exclusion is both an outcome and a cause of poverty in Nepal. The fact that 
different segments of the population have fared differently on various economic and social 
indicators is now well established, quantified since the mid-1990s by human development and 
NLSS indicators. While the fact that social exclusion has been a cause of poverty is also 
accepted, it remains an issue of investigation.  
 
59. Nepal’s history has been one of the domination by some communities over others and 
unequal sharing of resources, opportunities and status. A large section of the population has 
been excluded historically on the basis of caste, ethnicity, gender, language, religion and culture 
limiting their access to opportunities, productive resources, and decision making. The 2001 
census recoded 103 ethnic and caste groups in Nepal with distinct languages, cultures, and 
religion. In order of population size, these are Janajatis (37.2%), Brahmins and Chhetris 
(31.9%), Dalits (11.8%), Muslims (4.3%), other Madhesi caste groups (13.6%) excluding 
Brahmins and Chhetris, and others (1.3%).  The Tenth Plan defined women, Janajatis, and 
Dalits as “excluded” groups.  Muslims are also among the excluded and have a poverty 
incidence that is almost as high as that of Dalits. The TYIDP adds Madhesis, disabled persons, 
conflict victims, displaced persons, and Karnali residents to the excluded groups. Madhesis are 
the residents of Terai (southern belt) with mixed caste and ethnic composition, languages and 
culture. The exclusion of Madhesis came into political agenda after the Terai agitation in early 
2007. 
 
60. Access to political and economic opportunities has been dominated by the Brahman, 
Chhetri, and Newars. They comprise 30% of the population yet in 1999 they made up 76-78% of 
the bureaucracy, judiciary, and civil society and 58.4% of political representation. In comparison, 
Madhesi groups made up only 4% of the bureaucracy and 16% of political representation. 
Janajati groups made up less than 2% of the bureaucracy, judiciary and civil society and 13% of 
political representation. Dalit participation in all sectors was virtually absent.  
 
61. There is a strong gender dimension to political exclusion. Women’s participation in the 
civil service was just 12.7% in 2007 and in the current interim Parliament it is only 18%.  

                                                 
14 The life expectancy of Newars is 63 years while for Dalits it is 50.8 and for Dalit women it is 40. The infant mortality 

rate of Brahmins is 52.5, of Dalits 116.5, and of Janajatis 133 per 1000. The under-5 children mortality rate of Dalits 
is 171.2 per 1,000 births, compared with the national average of 79. 



          Appendix 5 

 

94 

 
62. Thus, exclusion is increasingly understood as a structural problem and a major 
underlying cause of the decade-long conflict. It must be addressed as an integral part of Nepal’s 
overall development agenda. Ensuring that economic growth is shared more broadly across the 
population will be essential to achieve sustainable progress in poverty reduction.  
 
 4. Government Policy  
 
63. The Tenth Plan, which was also the Government’s first poverty reduction strategy, 
implemented during FY2003–FY2007 sought to strengthen social inclusion through targeted 
programs for women and excluded caste and ethnic communities. Mainstreaming of gender and 
social inclusion was attempted in sector programs to ensure the equal participation of women, 
excluded castes and ethnic groups, and their equal access to economic opportunities created 
by broad-based economic growth. 
 
64. During the Tenth Plan period, 35 geographically-based targeted programs were 
implemented, including the Poverty Alleviation Fund (PAF).14 In addition, 25 group-based 
targeted programs were implemented, six of which were directly targeted at women. However 
the Tenth Plan failed to address structural issues of poverty and exclusion. The targeted 
programs faced difficulties during the implementation, including (i) lack of clear criteria to identify 
and define targeted programs, (ii) difficulty in reconciling input and process indicators with 
outcome indicators from the perspectives of the program beneficiaries and a lack of data 
disaggregated on the basis of social groups and gender, and (iii) inconsistent implementation in 
the various targeted programs.15 It was difficult to identify effective and replicable 
implementation strategies. During the first four years of the Tenth Plan, the budget allocation to 
its “targeted programs” averaged just 2.8% of the total development budget, although this 
increased during FY2007 to 3.13%.   
 
65. Social inclusion is one of the pillars of the Government’s TYIDP, which aims to promote 
social inclusion by improving the human development index and reducing income poverty of 
excluded groups through effective targeted initiatives; increasing participation in policy and 
decision making positions and processes through proportional representation, reservation and 
other approaches; promoting socially inclusive legal provisions, improving access to resources, 
services and opportunities; and supporting empowerment, identity assertion, and capacity 
building initiatives. It has adopted a rights-based approach to social transformation. The TYIDP 
aims to ensure that disempowered and excluded groups will have unhindered access to basic 
social services such as education and health, water and sanitation, food and social protection, 
and employment. 
 

5. ADB Strategy on Poverty Reduction and Social Inclusion for the Remaining 
Period of the CSP (2008–2009) 

 
66. ADB’s strategic focus will be on poverty reduction intertwined with social inclusion. The 
outcome of ADB assistance will be assessed by gender, caste, and ethnicity and by region. 
Stronger target group identification under the social development strategic pillar will help ADB 
                                                 
14 The PAF was established through the Poverty Alleviation Fund Act, 2006 and is a targeted programme aimed at 

the economic and social upliftment of excluded communities. During its first phase, PAF worked through community 
organizations in 25 of Nepal’s most deprived districts. In FY2006 it was estimated that Dalit and Janajati 
communities each constituted 45% and 31% of PAF beneficiary households—and 60% of beneficiaries were 
women. PAF operates under grant assistance from the World Bank and the Government of Nepal. 

15 Third Progress Report of PRSP, 2006 
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address social exclusion, one of the key underlying causes of high poverty. A clear definition of 
“disadvantaged” groups and criteria for disadvantaged group mapping will improve targeting of 
socially excluded groups. The TYIDP has given priority to social inclusion in all development 
areas and has provisioned targeted programs for excluded groups. ADB will expand its efforts 
and initiatives for social inclusion in alignment with the TYIDP. Community empowerment and 
inclusive public service delivery will be prioritized in ADB assistance in order to include the 
poorest and most socially excluded.   
 
D. Risk Assessment 

 
67. Risk assessment covers three governance themes—public financial management, 
procurement, and corruption control—that are critical for enhancing development effectiveness 
and poverty reduction in Nepal. 
 
 1. Public Financial Management 
 
68. The Government assessed public financial management in FY2007 using the public 
expenditure and financial accountability methodology developed by a consortium of international 
institutions to assess and benchmark public financial management performance. The 
assessment16 revealed a system that is well designed, but unevenly implemented. It concluded 
that the budget had become a credible policy tool, linked to sector policies in some degree, with 
a solid control of aggregates, and a reasonable control framework at the transaction level 
(notably for payrolls). However, there are gaps in the control framework and significant 
implementation constraints. Large fiscal activities remain outside the scope of the central 
government budget. The public financial management system is weakened by low demand from 
both the Government and external stakeholders for better information and management. The 
World Bank’s review of Nepal’s public finances concluded that the performance of fiscal 
discipline was generally positive but (i) lack of monitoring of fiscal risks (including those related 
to donor funding) is creating significant uncertainties, (ii) poor capital budget preparation and 
implementation weakens the Government’s capacity to make the best use of existing finances, 
(iii) weak sector strategies inhibit medium-term financial management, and (iv) weak 
reconciliation of revenue accounts reduces available resources.17 There are critical weaknesses 
in the strategic allocation of resources, cash releases and devolution of resources, and 
management of public finance. Local public financial management in Nepal is weak because of 
poor government commitment, the tiny revenue base and limited allocation of grants, unclear 
roles and responsibilities, overly constrained guidelines and funding mechanisms, and 
insufficient reporting from the center to the local bodies.     
 
69. The Government’s public financial management assessment identified the following 
strengths and gaps in seven thematic areas.  
 

(i) Credibility of the budget. The budget is credible at the aggregate level for 
revenue and recurrent expenditure. However, the capital budget falls chronically 
short. The credibility of the budget is undermined by significant deviations in 
expenditure composition and the fact that large fiscal activities remain outside it.       

(ii) Comprehensiveness and transparency. The budget is based on a solid 
classification system and is transparently published. However, more information 

                                                 
16 Government of Nepal. 2007. Public Expenditure and Financial Accountability: Public Financial Management 

Performance Measurement Framework 2007. Kathmandu.   
17 World Bank. 2007. Managing Public Finances for a New Nepal. Washington, DC.   
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is needed on fiscal activities of many development funds and boards, and local 
governments (these are covered by annual audit reports but not by the budget 
itself or by public reports).   

(iii) Policy-based budgeting. Significant progress has been made on policy-based 
budgeting with the rolling out of Medium Term Expenditure Framework (MTEF) 
and the development of the business plans of several sectors. Major weaknesses 
include (a) non-engagement of political leadership in MTEF and budget 
preparation, (b) inadequate engagement in or understanding of MTEF by mid-
level and junior civil servants, and  
(c) uneven links between annual budgets and MTEF.   

(iv) Predictability and control in budget execution. Predictability has improved 
with prioritization of projects and guarantee of cash releases to high-priority 
projects.  Payroll controls are well developed and new procurement legislation 
and regulations have been approved. However, implementation of the control 
framework for nonsalary expenditures is weak. The internal audit system does 
not meet international standards, overlooks systems review, and its 
implementation is very unreliable at the district level. There is little monitoring of 
the actual expenditures and outputs of service delivery units. On the revenue 
side, accounting of revenues and services to taxpayers needs to be improved 

(v) Accounting, recording, and reporting. Cash-based accounting practices are 
well established and accounts are frequently reconciled, with the exception of 
revenue accounts. However, incomplete computerization weakens timeliness 
and quality of accounts. Annual reporting and financial statements are timely and 
of acceptable quality. There are no national public sector accounting standards 
and accounting policies do not always match international standards. As a result, 
the financial statements prepared by the line ministries, Financial Comptroller 
General’s Office and Auditor General’s Office (AGO) do not reconcile because 
the accounting system does not record noncash transactions.  

(vi) External scrutiny and audit. Annual financial statements are audited in a timely 
way by an independent AGO. Its annual report is discussed by the Public 
Accounts Committee of Parliament. However, follow-up activities to clear 
irregularities are weak and systemic weaknesses are not corrected. 

(vii) Donor practices. Although the Government approved a foreign aid policy in 
2002, much remains to be done to implement the principles in it. The quality of 
financial information provided by donors is weak and less than 50% of aid 
received by Nepal uses the national procedures.   

  
 2. Public Procurement  
 
70. There have been significant improvements in the public procurement system in recent 
years. A new Procurement Act was approved in December 2006 and gazetted in January 2007. 
It provides for a more transparent and competitive procurement and bidding process for goods, 
civil works and services, and is in line with international procedures such as those of the United 
Nations Commission for International Trade Law. The procurement regulations were revised 
and approved in August 2007. The Government has established a Public Procurement 
Monitoring Office (PPMO) in the Office of the Prime Minister and Council of Ministers to 
institutionalize accountability and transparency. The Government has identified the following 
challenges to the effective implementation of the new law and regulations:18 (i) capacity building 
and creating knowledge and awareness of the law and improvements in procurement 
                                                 
18 Government of Nepal. 2008. Public Expenditure and Financial Accountability Assessment. Kathmandu. 
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procedures among government officials, the general public, and the private sector; (ii) 
institutional strengthening of the PPMO, including creation of a complaints review mechanism; 
(iii) adoption of prescribed procedures and practices, including e-procurement; and (iv) 
establishing monitoring and reporting mechanisms.     
 
71. An assessment of Nepal’s public procurement system using the Organization for 
Economic Cooperation and Development Assistance Committee baseline indicator methodology 
was undertaken jointly by the Government and the World Bank from July 2006 to February 
2007. It assessed 12 indicators under four pillars: (i) legal and regulatory basis for procurement, 
(ii) institutional architecture, (iii) operation of the system and the competitiveness of the national 
market, and (iv) integrity of the procurement system (footnote 28).The assessment of the 
legislative and regulatory framework and the integrity of the public procurement system 
concluded that these two pillars have partially achieved triggers and benchmarks but some 
procedural deficiencies still exist. Key weaknesses were related to two indicators: 
mainstreaming of the public procurement system and its integration into the public sector 
governance system, and functioning of the public procurement market. The assessment of 
public financial management also evaluated “competition, value for money and controls in 
procurement”. The report concluded that the new procurement legislation had positive features 
aligned with the best international practices, but its implementation was yet to be tested. Key 
risks included: (i) lack of government officials with experience and expertise in implementing the 
new legal and regulatory provisions, especially at the subnational level; (ii) lack of capacity and 
resources in the PPMO to translate policy provisions into procurement practices and culture;  
(iii) opposition to the new law by the domestic construction industry; (iv) cumbersome review 
process caused by provisions requiring Cabinet approval for contract variations exceeding 15%; 
and (v) lack of incentives for executing agencies to carry out good procurement.     
 
 3. Corruption Control 
 
72. Despite the enactment of numerous laws and the establishment of anticorruption 
agencies, corruption remains a key governance challenge. The Government enacted four laws 
in 2002: the Corruption Control Act, Special Court Act, Organization and Regulation of Political 
Parties Act, and the Impeachment Act. It also amended the Commission for the Investigation of 
Abuse of Authority (CIAA) Act, giving it substantial power to investigate corruption cases. Nepal 
signed the UN Convention against Corruption (UNCAC) in December 2003 but is yet to ratify it. 
The Special Court and the National Vigilance Centre have been established but anticorruption 
institutions generally are largely ineffective because they target low-level bureaucrats, lack 
consistency in approach and jurisdiction, and their functions overlap. Compliance with 
anticorruption laws is weak and there is a widespread atmosphere of impunity. 
 
73. Since 2006, anticorruption provisions have featured prominently in various political 
agreements signed between the Government and the Maoists (e.g., in the 12-point agreement 
signed in November 2005, the Comprehensive Peace Agreement signed in December 2006, 
and the 23-point consensus signed in December 2007). The provisions specifically refer to 
taking strong punitive action against corrupt public officials, as does the Interim Constitution. It 
has also broadened the jurisdiction of CIAA and it is now authorized to initiate actions against 
the judiciary and army officials. New laws with anticorruption provisions include: Public 
Procurement Act and Regulations, 2007; Promoting Market Competition Act, 2006; Rights to 
Information Act, 2007; Special Court Act, 2002 (amended in 2007), and Anti-Money Laundering 
Act 2008.   
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74. Nepal’s position in the Transparency International global corruption perception index has 
declined from 90 in 2004 to 131 in 2007 as countries have been added to the index. Nepal’s 
score is 2.5 out of 10 (Transparency International classifies countries scoring less than 3 as 
”corruption rampant”). According to the World Bank Institute19, control of corruption in Nepal has 
worsened since 1996, with a slight recovery in 2002 (because of new anticorruption laws and 
high profile actions initiated by the CIAA). There are widespread complaints of rampant 
corruption in public service delivery due to poor accountability and transparency.  
 
75. The main gaps and risks in corruption control are as follows: 
 
 a. Legislative and Policy Framework 

(i) Delay or even nonratification of UNCAC.  
(ii) Absence of political will and determination to implement anticorruption 

policies, strategies, and activities.  
 
 b. Institutional Framework and Capacity 

(i) CIAA remains inactive due to nonappointment of chief commissioner and
 commissioners. In addition, its institutional capacity remains weak.  
(ii) The National Vigilance Centre lacks a clear mandate and operational 

freedom. Its institutional capacity is weak. 
(iii) The adjudication process at the Special Court is slow and ineffective. The 

planned expansion of the Special Court needs to be implemented and its 
capacity enhanced.   

 
 c. Anticorruption Operations and Instruments 

(i) In the prevailing transitional situation, there is a risk of politicizing the 
anticorruption agenda to discipline political opponents or to secure public 
positions on the basis of political connections.  

(ii) There is excessive reliance on a punitive approach; more needs to be 
done on preventive and promotional approaches.  

(iii) Preoccupation with petty corruption is a high priority while the impact of 
invisible and more enduring grand corruption is ignored.   

(iv) Absence of elected representatives in the local bodies for a long period 
has been a major set back to combating local corruption. 

 
 d. Public Perception 

(i) Growing public cynicism against the anticorruption drive may reduce their 
effectiveness. 

(ii) The public continues to blame bureaucrats as the main source of 
corruption while ignoring the role of politicians and the private sector in 
corrupt deals.  

 

                                                 
19 World Bank Institute. Control of Corruption. www.govindicators.org. 
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REGIONAL CONSULTATIONS—A SUMMARY OF FINDINGS 

 
I. Background 
 
1. Regional consultations were carried out between 14 January and 24 March 2008 in all 
five development regions in order to (i) assess the ground realities and local stakeholder 
perceptions of the underlying assumptions of the Asian Development Bank (ADB) country 
strategy and program (CSP), 2005–2009 in the changed political context, (ii) provide feedback 
on the implementation of the CSP so far, and (iii) provide feedback for reviewing the continued 
relevance of the strategic thrust of the CSP.    
 
2. Participants in the consultations represented civil society and included representatives of 
the Dalit community, freed bonded-laborers, and other marginalized groups; nongovernment 
organizations; ADB project staff at the central and district level; representatives of political 
parties; former elected members of the local government; government officials from district and 
central levels; professionals; academics; media; and the private sector. In total, 124 participants 
representing 55 out of the 75 districts of Nepal took part. In addition representatives from the 
National Planning Commission and the Ministry of Finance also participated actively in the 
discussions.  
 
II. Findings  
 
 A. On the Relevance of ADB’s Strategies and Priorities 
 
3. Compared with 2003, participants were more aware of and highly positive toward ADB’s 
development efforts in Nepal. Participants appreciated that the CSP had encompassed much of 
the development needs identified during the 2003 regional consultations. In particular, they were 
satisfied with ADB’s work in the road, water supply and sanitation, education, and agriculture 
and livestock sectors. Participants were also aware of and appreciative of ADB’s participatory 
approaches and efforts toward inclusive development.  
 
4. Participants suggested ways to improve the strategy and make it more effective, 
especially at the implementation level. Across the five development regions, citizens were now 
demanding more emphasis on quality in development efforts. For example, in the transport 
sector, a common voice from the far-west to the east was that roads should not be built in haste; 
roads constructed should be paved; and road development programs should be delivered as a 
package, inclusive of awareness-raising and income-generating activities. Further, participants 
felt that more focus should go into alternatives such as railways, ropeways and waterways. 
They encouraged ADB to explore these possibilities and make them an integral component of 
programs to connect different parts of the country. Participants gave the highest priority to the 
development of north–south transport corridors.  
 
5. For education, many of the participants said that, alongside training teachers, ADB 
should also pay attention to improving the physical environment of schools by investing in 
school infrastructure. Participants also stressed the need to expand skills for employment 
programs, focusing both on local needs and opportunities, as well as on foreign employment.  
 
6. Participants from the mid- and far-west regions voiced concerns that more development 
programs should be brought to their regions. It was also stressed that access to finance needed 
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to be extended to the remotest parts of the country and not to be limited to the urban and semi-
urban areas.    
 
7. It was also commonly believed that, despite ADB’s commendable efforts to embrace an 
inclusive approach to development, the poorest of the poor and the most disadvantaged groups 
were still being left out to a great extent. Suggestions were made to develop specific programs 
or mechanisms within projects targeting Dalits and other marginalized groups so that the 
poorest of the poor could be reached more effectively. 
 
8. More effective monitoring and evaluation mechanisms were also stressed. Participants 
suggested developing local networks for monitoring all ADB supported projects. Operation and 
maintenance mechanisms and funds need to be in place from the very beginning of projects to 
ensure their sustainability.    
 
9. On transparency and accountability, most participants argued that more effort was 
needed. Across the five regions, participants pointed out that ADB needed to have more 
programs on good governance. 
 
10. Participants also took the view that ADB should give more attention to (i) tourism 
infrastructure development in the hills and mountains; (ii) continued expansion of paved road 
networks, including alternative access projects such as railways, ropeways, waterways, and 
airports, giving maximum priority to connection of district headquarters and north–south access 
routes; (iii) energy development, including micro-, medium- and large-scale hydropower 
projects; (iv) vocational and technical education, focusing on both international and domestic 
markets; (v) information and communication technology; (vi) commercialization of agriculture 
and market extension, including the production, processing, and marketing of valuable 
medicinal and aromatic herbs; (vii) revival or development of new agro-based industries in the 
Terai; and (viii) awareness raising programs to curb social ills.  
 

B. On the Current Sociopolitical Environment for Development 
 
11. Participants across the five regions felt that the end of the armed conflict had resulted in 
a better understanding and collaboration among the various political actors and had created 
favorable conditions for development work. People were very relieved that the conflict had 
ended and had high expectations that the upcoming constituent assembly elections would bring 
lasting peace and ensure inclusive development. However, in some instances the law and order 
situation was reportedly deteriorating and impunity was on the rise. This was particularly true in 
the Terai districts. 
 
12. It was also regularly stated that previously marginalized groups had become more aware 
of their rights and had organized themselves to play a more proactive role in the nation’s politics 
and development efforts. This had resulted in unprecedented opportunities for those previously 
left behind to become an integral part of the mainstream.  
 
13. In view of the fluidity of the current political scenario, the conflict-sensitive approach 
adopted by the CSP was still very relevant in the near future. As suggested by many 
participants, it is important to invest in awareness-raising programs to bring reality to political 
rhetoric. As cautioned by many of the participants, the hopes of the people are riding high. If the 
political leadership and the Government fail to deliver their dreams or convince them to be 
patient, it was possible that the nation could spiral into another conflict. 
 



                                                                                                                                         Appendix 6 

 

101

 D. On Challenges to Effective Service Delivery 
 
14. Participants, particularly in the mid- and far-west, identified inaccessibility as one of the 
major reasons for poor service delivery. Common views across the five regions included  
(i) insufficient participatory processes at grassroots level in the planning process leading to 
centralized and politicized decision-making at the center; (ii) lack of education and awareness of 
beneficiaries, and in particular lack of proper information on marginalized groups and the 
poorest of the poor, leading to less than satisfactory inclusion of these groups in the 
development process; and (iii) lack of effective monitoring and evaluation processes.  
 
15. The absence of locally elected members in the local bodies was identified as the key 
constraint to decentralized governance of the state, as envisaged by the Government. 
Participants argued that this had led to nontransparent and often ad hoc politically motivated 
decision-making as opposed to decision-making on the basis of effective planning. While some 
believed that this had opened up the door for local level decision-making, others felt that 
consensus was often difficult to reach with so many voices. More importantly, as these decision-
makers are not elected, they are not accountable to the people when things go wrong.          
 
16. Particularly in the mid- and far-west, members of marginalized groups such as the freed 
bonded-laborers felt strongly that their issues needed to be given priority. They said that the 
Government had not addressed their needs once they were freed from bonded labor. This will 
be particularly important when addressing resettlement of the affected people to be displaced by 
large development projects such as hydropower projects. 
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