
Skills Development Project (RRP NEP 38176) 

ECONOMIC ANALYSIS 
 

A. Introduction 
 

1. Nepal’s economic and social development has been adversely affected by over a 
decade of political conflict. During FY2001–FY2006, the average economic growth rate 
remained about 3%, which is low compared with other South Asian countries. It improved to 
about 6% in 2008 but has hovered around 4% since then. In 2010, the National Planning 
Commission launched a Three Year Plan, 2011–2013, which was designed to ―create a 
prosperous, peaceful and just Nepal by through transforming Nepal from a least developed 
country into a developing nation within a two-decade period.‖1 Table 1 shows selected economic 
indicators and targets. Because of the political instability, poor investment climate, power 
shortage, difficult labor relations, and an unfavorable global economic outlook, economic growth 
is expected to be sluggish at 3.8% in 2013.2 
 

Table 1: Selected Targets Under Three Year Plan, 2011–2013  

Indicators FY2010 FY2011 FY 2012 Three Year 
Plan Targets 

Economic growth rate (%)  4.4 3.8 4.6 5.5 
Agriculture sector growth rate (%)  3.3 2.0 4.5 3.9 

Non-agriculture sector growth rate (%)  5.1 2.4 4.7 6.4 
Population living below poverty line (%)  25.4 25.2 25.2 21.0 
Employment growth rate (%)  3.0 3.0 3.0 3.6 

Source: National Planning Commission. Three Year Plan, 2011–2013. Kathmandu; Ministry of Finance. 2012. 

Economic Survey 2011/12. Kathmandu. 
 

B. Main Economic Sectors and Relevance for Skills Development Intervention 
 

2. Agriculture sector. Agriculture continues to play an important part in the economy, but 
Nepal has been undergoing a gradual structural transformation over the past several decades. 
The share of gross domestic product (GDP) accounted for by agriculture was 60%–70% from 
1965 to 1980, but this declined to about 35% in 2012 (Table 2). Although the sector also 
requires higher quality skills, the main challenge is to transition from subsistence-oriented 
smallholdings toward more commercial farming. This will require measures such as improved 
access to infrastructure, inputs, and finance, which are beyond skills development. In addition, 
several initiatives in the agriculture sector provide livelihood skills development opportunities to 
the rural population. Therefore, agriculture is not considered as priority sector for the project.  
 

3. Industrial sector. This comprises mining and quarrying, manufacturing, electricity, gas 
and water, and construction. It contributes about 15% of GDP (Table 2). Growth of the 
manufacturing sector has been erratic and has been driven mainly by one or two export-
oriented subsectors such as carpets and garments. Labor market rigidity, high levels of labor 
migration, political unrest, and serious disruption in electrical power supplies hinder investment 
in the manufacturing sector. Although growth in this sector has remained flat since early 2000s, 
improving technological capability and addressing skills shortages in selected occupations are 
likely to yield a positive impact. A labor market assessment (LMA) conducted under project 
preparatory technical assistance shows that skills shortages exist in construction and 
manufacturing.3  

                     
1
 United Nations Country Team Nepal. 2012. United Nations Development Assistance Framework for Nepal 2013–

2017. United Nations. p.1. 
2
 International Monetary Fund (IMF). 2012. Article IV Consultation with Nepal: Recent Economic Development and 

Outlook Press Briefing. 2011–2012. Washington, DC.   
3
 Labor Market Assessment (Summary) (accessible from the list of linked documents in Appendix 2). 

http://adb.org/Documents/RRPs/?id=38176-015-2
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4. Service sector. This sector is now the largest contributor to GDP, increasing from 35% 
in 1980 to about 50% in 2012 (Table 2) because of the robust performance of the range of 
wholesale and retail trade and service activities, fuelled by remittances from overseas Nepalese 
workers—including hotels and restaurants, transport and communication, financial services, real 
estate, education, health, and social work. The growth in transport and associated vehicle 
maintenance and repair facilities in urban areas has been explosive since the vehicle population 
has grown at an average annual rate of 17% since 2007. The LMA shows a demand for skills in 
many of these subsectors.  
 

Table 2: Contribution to Gross Domestic Product by Sector, 2005–2011 
(%) 

Sector FY2006 FY2007 FY2008 FY2009 FY2010 FY2011 

Agriculture and forestry 33.1 32.1 32.1 32.1 33.0 36.5 
Fishing 0.5 0.5 0.5 0.6 0.5 0.4 

Total (Agriculture) 33.6 32.5 32.6 32.7 33.6 36.9 

Mining and quarrying 0.5 0.5 0.5 0.5 0.5 0.5 
Manufacturing 7.6 7.5 7.1 6.8 6.3 6.2 
Electricity gas and water 2.1 2.1 2.0 1.6 1.5 1.2 
Construction 6.5 6.5 6.4 6.8 6.6 6.9 

Total (Industry) 16.7 16.6 16.0 15.8 14.9 14.8 

Wholesale and retail trade 14.3 13.5 13.6 13.4 14.0 14.2 
Hotels and restaurants 1.5 1.4 1.4 1.5 1.7 1.7 
Transport, storage, and 
communications 

9.7 10.0 9.3 9.9 9.8 8.0 

Financial intermediation 3.5 4.1 4.8 4.1 4.1 4.3 
Real estate, renting, and 
business activities 

9.5 10.2 9.9 8.8 8.3 8.2 

Public administration and 
defense 

1.7 1.8 1.9 2.0 2.0 1.9 

Education 5.6 5.8 6.0 6.7 6.7 4.9 
Health and social work 1.2 1.3 1.4 1.5 1.5 1.3 
Other community, social,  and 
personal service activities 

2.7 3.0 3.2 3.7 3.7 3.8 

Total (Services) 49.7 50.9 51.5 51.6 51.6 48.3 

Source: Ministry of Finance. 2012. Economic Survey 2011/12. Kathmandu. 

 

5. Despite the challenges for the economy to create more jobs, the LMA shows that 
worthwhile employment opportunities exist for labor market entrants and others, provided they 
are trained and certified, in occupations mainly within the construction, service, and 
manufacturing sectors. Therefore, the Skills Development Project will focus on providing 
market-oriented, mostly basic, skills training linked to employment, and expanding mid-level 
training programs, for these demand areas.  
  

C. Project Benefits  
 

6. The project supports the delivery of level 1 and 2 national skills standard, basic level 
training for immediate employment in occupations in demand. The design takes into account 
lessons from previous short-term training projects and will adopt performance-based contracting 
focusing on employment outcomes. It supports an expansion of training programs at diploma, 
technical school leaving certificate (TSLC), and National Skills Testing Board (NSTB) level 3 (mid-
level). It will also support the development of the related occupational standards and curricula, train 
instructors, and contribute to the qualitative and sustainable reform of the technical and vocational 
education and training (TVET) system.  
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7. The Skills Development Project conforms to ADB’s country partnership strategy, 2010–
2012 and supports implementation of the government’s TVET Policy, 2012.4 It will benefit the 
country by expanding the pool of skilled workers with a nationally recognized level of training and 
by improving the market-responsiveness and efficiency of the TVET system. Trained individuals 
are expected to find employment and obtain higher wages compared with their wage level before 
training. Enterprises are expected to benefit from the availability of a better trained workforce and 
the associated improvements in productivity and business performance. More market-responsive 
skills will support government efforts to curbing growing youth unemployment and meet people’s 
aspirations for better education and employment opportunities—contributing to social stability.  
 

D. Project Beneficiaries 
 

8. The immediate beneficiaries of the Skills Development Project will be the estimated 
45,000 individuals who are offered training and employment, and the estimated 1,000 trainees 
to be enrolled each year in the expanded mid-level training programs, in 10 selected project 
institutions. Other beneficiaries include at least 250 instructors in public and private institutions, 
and about 50 permanent teaching staff members in the 10 selected project institutions. The 
former group will be trained in delivering new course modules under an outcomes-based 
approach to training, and in conducting rapid labor market demand enquiries. The latter group 
will be provided with pedagogical and occupational skills upgrading and trained in occupational 
standards and curriculum development, and in skills relating to pre- and post-training support, 
labor market demand assessment, and graduate tracing. In addition, senior staff of the 10 
selected project institutions will trained in management for long-term sustainability.   
 

9. In terms of TVET system development, the project beneficiaries will be staff in the 
restructured divisions of the Council of Technical Education and Vocational Training, and those 
in the newly created TVET Sector Development Unit at the Ministry of Education, who will be 
trained to enable them to carry out their new roles. 
 

E. Economic Benefits 
 

10. The economic benefits are derived mainly from increased access to skills training and its 
improved relevance and quality. The economic benefits are estimated using future salary 
increments accruing as a result of completing the training and obtaining training-related 
employment in Nepal and overseas. For the basic level training, employment rates and average 
income data have been taken from studies of the Employment Fund, which has a strong 
monitoring mechanism and well-documented training outcomes. The data cover 70 trades in 
demand spanning construction, services, and manufacturing. For the longer term mid-level 
training, employment rates and income data have been averaged based on consultation with 
representatives from the Federation of Nepalese Chambers of Commerce and Industry, the 
Confederation of Nepalese Industries, the Nepal Association of Foreign Employment Agencies, 
and the Council of Technical Education and Vocational Training. Foreign employment and 
income data were taken from the Department of Foreign Employment.  
 

11. In calculating the economic internal rate of return (EIRR) of the project, only the benefit 
of incremental wage has been taken into consideration. Although there would be significant 
benefits from the multiplier effect of the higher income level of those who are trained and 
employed, as well as productivity and efficiency gains, these were not considered to make the 
benefit projection more conservative. The most crucial factors influencing the calculation are the 
number of beneficiaries who utilize the skills for which they are trained, and the magnitude of 

                     
4
 ADB. 2009. Country Partnership Strategy: Nepal, 2010-2012. Manila; Ministry of Education. 2012. Technical and 

Vocational Education and Training Policy. Kathmandu (unofficial translation).  
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wage differential resulting from the employment of those skills. On average, the data suggests 
that carefully targeted TVET training can result in earning differentials reflected in Table 3. 
 

Table 3: Expected Average Wage Differentials 
($) 

Sector 

Pre-training 

Monthly wage 

Post-training 

Monthly Wage 

Difference in 

Monthly Wage 

Difference in  

Annual Wage 

For Level-1 and -2 training graduates 

Construction 33 74 41 492 

Manufacturing 33 54 21 252 

Service 33 58 25 300 

Average 33 62 29 348 

For mid-level training graduates 

Construction  125 200 75 900 

Manufacturing  130 229 99 1,188 

Service  164 268 104 1,248 

Average  138 231 93 1,112 

Source: Consultant estimates based on interviews with industry representatives and foreign employment agencies. 
 

F. Economic Costs 
 

12. The economic costs are divided into investment, recurrent, and trainee opportunity 
costs. The total project cost is estimated at $25 million. The recurrent cost will include 
additional administrative expenses of maintaining the improved TVET provision. The trainee 
opportunity cost is equivalent to the income that a trainee would otherwise receive when not 
engaged in training. The average opportunity cost for basic level training participants is 
assumed at $33 per month for 3 months per trainee. Likewise, the average opportunity costs 
attributed to reduced wages for long-term trainees is assumed to be a loss of earnings for 
9 months per annum for the 3 years of training at a cost of $138 per month. It is assumed that 
trainees will work the remaining 3 months per year during their term holidays and weekends. A 
training fee payable by participants in the long-term training has been assumed at $2,000 per 
trainee payable in full in the first year of training. 

 

G. Economic Internal Rate of Return Analysis 
 

13. The following assumptions have been used to estimate the EIRR:   
(i) The investment cost amounts to $26.9 million. The recurrent cost, after project 

implementation, will remain constant at $200,000 from year 8, and will come from 
the government budget.  

(ii) Trainee opportunity cost is incorporated until year 7 when the last batch under the 
project would graduate.   

(iii) The period of analysis is 20 years with a discount rate of 12%. 
(iv) The net benefits of the project are assumed to start in the second year. 
(v) A total of 45,000 basic level training trainees will start graduating at the rate of 

11,250 trainees annually after year 1 of the project implementation; and mid-level 
training trainees will start graduating after year 3 at a annual rate of 1,000 trainees.   

(vi) An overall utilization rate of 51% has been applied for both basic and mid-level 
training (80% completion, 64% employed in occupation trained for, based on the 
ADB Skills for Employment Project records).  

(vii) Incremental wage differentials in the domestic market are the difference between 
post-training and pre-training wage rates for NSTB level 1 and 2 graduates.  It is 
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assumed that 75% of qualifying level 3 graduates will attract higher wage rates 
than the national average for this group.  

(viii) Some 10% of graduates will be employed overseas (as per Skills for Employment 
Project results). In 2012, the average remittance per worker was $200 per month. 
The economic benefit is assumed to be the difference between the average 
remittance rate and the average pre-training domestic wage rates for those who are 
employed overseas. 

(ix) All financial local cost components and benefits have been converted to economic 
prices by applying a standard conversion factor of 0.9 in line with the world or 
border price numeraire, which is consistent with other similar projects in Nepal. All 
costs are assumed to be non-tradable.  

 

14. Based on the incremental wage differentials and the assumptions referred to above, 
the streams of economic costs (comprising capital and recurrent costs) and economic benefits 
(comprising net salary increase) indicate that the EIRR will be 35% with a net present value of 
$32.3 million. These economic cost and benefit figures are shown in Table 5.  
 

Table 5: Economic Cost–Benefit Analysis  
($ million) 

Item 1 2 3 4 5 6 7 8 9 10–20 

A.  Costs    
 

    
 

  
 

  
 

  
1. Investment cost  0.7 8.1 5.9 6.0 6.2 

  
  

 
  

2. Recurrent and trainee opportunity 
costs 0.1 1.0 4.1 5.2 6.3 2.4 1.3 0.2 0.2 0.2 

          Total incremental cost 0.8 9.1 10.0 11.2 12.5 2.4 1.3 0.2 0.2 0.2 
           
B.  Benefits 

          1. Incremental benefit of basic training 0.0 2.7 5.3 8.0 10.6 10.6 10.6 10.6 10.6 10.6 
2. Incremental benefit of mid-level 
training  0.0 0 0.4 0.8 1.1 1.1 1.1 1.1 1.1 1.1 

          Total incremental benefit 0.0 2.7 5.7 8.7 11.7 11.7 11.7 11.7 11.7 11.7 
           
Net incremental benefit (0.8) (6.5) (4.3) (2.5) (0.7) 9.4 10.5 11.5 11.5 11.5 
Base Case EIRR                        35%          Net Present Value @12%      $32.3 million 

( ) = negative, EIRR = economic internal rate of return. 
Source: Asian Development Bank estimates. 
 

15. A sensitivity analysis has been undertaken using different scenarios. Outcomes of these 
analyses are shown in Table 6. Under different scenarios, the project will produce an EIRR 
higher than 12%, showing that the incremental benefit of the project is quite robust even with 
variation in employment rate and net wage increase.  
 

Table 6: Sensitivity Analysis 
Scenario Revised EIRR (%)    Revised NPV 

Increases in expected wage rates reduced by 10% 30.1 $25.9 million 
Increases in expected wage rates reduced by 30% 20.9 $13.1million 
Overall employment rates reduced by 10% 25.6 $19.8 million 
Overall employment rates reduced by 20% 16.9 $7.3 million 
Percentage of overseas graduates reduced to 5% 27.9 $22.9 million 
Percentage of overseas graduates reduced to 0% 21.1 $13.6 million 
Number of trainees reduced by 20% 28.4 $22.2 million 
Number of trainees reduced by 40% 21.0 $11.5million 
Investment costs increased by 50% 19.5 $16.5million 
Investment costs increased by 80% 14.7 $7.1 million 

EIRR = economic internal rate of return, NPV = net present value. 
Source: Asian Development Bank estimates. 


