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EXECUTIVE SUMMARY 
 

The Independent Evaluation Department (IED) of the Asian Development Bank (ADB) 
has validated the country partnership strategy final review (CPSFR) prepared by the South Asia 
Department for the Nepal country partnership strategy (CPS), 2010–2012. The CPS was 
prepared when Nepal was in transition from a decade of conflict and stagnation, with a series of 
governments focused on reconstruction and consolidating the peace process. Political 
instability, high levels of poverty, a power crisis, geographic isolation, weak governance, and 
poor service delivery combined to hold the country back from realizing its development 
potential. In close consultation with other partners, ADB support was designed to promote 
broad-based inclusive economic growth, inclusive social development, improved governance, 
and institutional capacity, as well as climate change adaptation and mitigation and 
environmental sustainability.  
 
Country Context 
 

Nepal has registered good economic and social development performance in recent 
years. Economic growth reached 4.8% in 2010 and 3.9% in 2011. Poverty incidence has fallen 
from 31% in 2004 to 25% in 2011, and Nepal is on track to meet about half of its Millennium 
Development Goals (MDGs). These are good accomplishments for a country recovering from 
domestic strife and political instability. Much of the credit for Nepal’s positive socioeconomic 
performance must go, however, to those who have sought productive employment abroad and 
contributed large volumes of remittances to support the country’s development. 
 

To help contribute to the peace process, ADB support more than doubled over the 
previous CPS period. ADB delivered a wide-ranging program of support, covering four 
assistance pillars, six priority sectors, 24 subsectors, and six crosscutting themes. Infrastructure 
dominated the lending program, with close to 70% of total project resources allocated to energy, 
transport, water supply, urban infrastructure, irrigation, and rural roads. By the third quarter of 
2012, actual loan and grant commitments had reached $894 million, and were on track to reach 
the target of $1.014 billion in project commitments for 2010–2012. Actual technical assistance 
(TA) commitments for the CPS, at $29.4 million as of third quarter of 2012, exceeded the target 
of $21.25 million in planned TA over 2010–2012. 

 
Assessment  
 
 Strategic positioning is assessed as satisfactory. The Nepal CPS had many strong 
points, and a few, important weak points in terms of strategic positioning. The strong points 
include that ADB support was based on a good analytic diagnostic; closely aligned with 
government and ADB corporate strategies; prepared in an open and consultative manner; and 
made a special effort to incorporate post-conflict, environmental, and governance risks into the 
strategy. Moreover, the CPS had a strong results focus. The weak points include inadequate 
balance between investments and institutional capacity, and at times not relying on partners 
already working in the geographic areas and/or in related subsectors.  
 

The program, as delivered, is assessed to be relevant. It was in line with the priorities 
outlined in the country strategy. Infrastructure accounted for nearly 70% of total project 
commitments, and annual programming was used to balance allocations among sectors and to 
ensure that project readiness conditions were met. Projects in the key sectors were aimed at 
achieving the objectives set forth in the CPS sector strategies and road maps, and combined 
support for strategic investments with support for improved sector policy and capacity 
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development. The project design and monitoring frameworks for projects commenced during the 
CPS period were also generally of high quality. Two weaknesses in program quality were noted: 
(i) a geographically dispersed program that was not adequately supported by resources made 
supervision difficult and (ii) few provisions were made in projects to improve sustainable asset 
management and finance. Another weakness is that at the project level, designs were at times 
excessively complex. While within the program it is necessary to focus on key crosscutting 
thematic areas (e.g., gender equity, good governance, and environmental sustainability), these 
needs to be done strategically working with partners, addressing binding constraints through 
simple project designs commensurate with available resources. 
 
 The program was less than efficient in use of resources. This partly reflects country-
specific factors — post-conflict situation and frequent government turnover. It was implemented 
without major cost overruns, and had reasonably high rates of return in projects that exited the 
portfolio. However, implementation suffered from serious start-up delays, frequent changes in 
project personnel, cost overruns in land acquisition, delays in covenant compliance, 
procurement problems, and weaknesses in financial management. A geographically dispersed 
program, without corresponding resources, added to project management problems. Policy 
reform has also been slow in some sectors. Substantially more supervision responsibilities were 
devolved to the Nepal Resident Mission, but with little increase in resident mission staff.  

 
The program was effective in delivering intended results. Outcome objectives, as 

envisaged in the CPS results framework, have been broadly achieved while projects that exited 
the portfolio have largely achieved their objectives. Performance across sectors was generally 
good, with targets broadly achieved in the agriculture, finance, transport, energy, and education 
sectors, although in some sectors the targets were modest. In water supply and sanitation and 
governance, progress has been less than expected. In the environment and climate change 
area, progress has been registered in improving policies and strengthening institutions, but 
enforcement of environmental regulations remains weak. In private sector development, little 
was accomplished, although ADB led support in areas such as power sector development and 
public–private partnerships.  

 
It is less than likely that the benefits of ADB support will be sustained, given current 

policies, institutions, and practices. The government continues to emphasize capital investment 
at the expense of asset management and maintenance. Utility tariffs are restrained at low levels 
to ensure affordability, and subsidies to state enterprises are large and rising. Efforts are being 
made, with ADB support, to build financial and institutional capacity to maintain infrastructure 
and operate social services. At the same time, large inflows of concessionary financing for 
infrastructure and social services reduce incentives for the government (and community) to 
maintain these assets and services properly. In the near term, given political fragility, it appears 
unlikely that the government will take firm measures to reduce state enterprise subsidies, 
significantly boost utility tariffs, or enforce strong measures to combat corruption. 

 
The impact of ADB’s past support is assessed satisfactory. Since most of the operations 

approved from 2010 to 2012 have barely started, their full impacts will not be felt for many 
years. ADB-supported projects that exited the portfolio during this CPS period have had positive 
impacts, and the expected impacts of ongoing operations, with some exceptions, are likely to be 
substantial. At the project level, ADB support has contributed to a decline in rural poverty 
incidence, boosted food security and commercial agriculture development, increased the 
enrollment rate in primary and secondary education, improved access to and the soundness of 
the financial system, helped improve road connectivity, and made basic water supply and 
sanitation services more accessible. 
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Overall, IED rates ADB’s CPS design and implementation as successful. The strategic 
positioning was good and portfolio sought to address a variety of concerns in line with the 
priorities of inclusive growth, social development, governance, capacity development and 
environment sustainability outlined in the strategy. It was broadly effective in delivering intended 
results. The program performance could have been improved with more strategic yet simpler 
interventions rather than dispersed attempts that increased project-level complexity. Insufficient 
attention was given to the power sector crisis and expectations with respect to what could be 
accomplished in reforming public policies were not realistic. More effort was needed to 
restructure or cancel poorly performing projects. The impact of prior projects completed during 
the CPS period have had positive results, however sustainability is a concern given the current 
institutional and policy environment. 
 

The validation finds that ADB’s performance was satisfactory. The CPS called for simple 
designs, flexibility, partnering, and highly consultative approaches, all of which were well suited 
to the country context. Lessons from past support, including those from the 2009 CAPE, were 
taken on board in the design of the CPS. A good mix of project, program, TA, and pilot projects 
was then used to present a cohesive approach to tackle important sector challenges. ADB also 
played a lead role in adopting and promoting results-based management.  There were, however, 
areas in which ADB’s performance could have been better. For example, insufficient attention 
was devoted to tackling the power crisis and inadequate attention was paid to infrastructure 
operation and maintenance (O&M). 

 
The validation assesses the government’s performance satisfactory. The government 

has provided broad strategic directions and has firmly adopted the MDGs. By mobilizing support 
from a number of development partners, it has managed to steadily increase financing and 
access to a broad range of economic and social services. Despite a challenging fiscal situation, 
counterpart financing for ADB projects has generally been sufficient, and the government’s 
revenue mobilization effort has been improving. Project implementation has, at times been 
affected by weak ownership of a number of agriculture projects, and by delays in passing major 
legislation in the education and power sectors. 

 
Lessons and Issues 
 
 The validation concurred with the CPSFR’s key lessons and recommendations and 
proposed additional lessons, issues, and recommendations for consideration. The additional 
lessons include:  

(i) Simplicity needs to be balanced with a strategic focus on development 
results. One of the principles the CPS espoused was to keep things simple, yet it 
included a strategic architecture with four pillars, six sectors, 24 subsectors, six 
themes, and three screening tools. This apparent inconsistency was not a 
weakness, as simplicity is not an end in itself. What is more important is that 
future efforts need to address binding constraints to achieve desired development 
outcomes.  

(ii) Insufficient power sector response. The power crisis has disrupted the 
workings of the government, when the population needed to see that the 
government could perform to rebuild confidence. The CPS declared that ADB 
would be flexible in its response to the country’s needs, but there was no 
emergency response to the crippling power situation.  

(iii) Policy reform overload. While reforms were needed, political volatility and a 
focus on more fundamental political issues crowded out attention to the more 
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developmental reforms. In retrospect, this could have been anticipated and a 
more focused policy agenda supported.  

(iv) Program implementation. The solution to improving portfolio performance has 
generally been to intensify supervision. There does not seem to have been any 
restructuring (or cancellation) of projects that were not working or were 
excessively complex to begin with. 

 
 The validation identifies two issues. The first relates to planning difficulties in an era of 
political uncertainty. The government’s current Three-Year Interim Plan expires in 2013 and a 
new three-year plan is currently under preparation. It is uncertain when a new national plan will 
be prepared. Aligning ADB support with national strategic priorities will be difficult to accomplish 
until roles are assigned to different levels of government services, and plans and priorities are 
established. Despite these uncertainties, there has been a high degree of continuity in the 
government’s strategy for poverty reduction, including a strong emphasis placed by the 
authorities on drawing on international financial institution resources for infrastructure 
development. 
 

The second issue is with regard to project quality. In some cases, new projects were 
designed before the lessons of existing ones could be taken into account. While this enhances 
continuity and contributes to maintaining long-term partnerships in sectors with limited capacity, 
it implies that the weaknesses and flaws of ongoing projects continue from one project to the 
next. Improving the quality of projects is a challenge given a demanding and volatile country 
context, a legacy of weaknesses in project implementation, and limited country capacity to 
comply with agreed policy reforms, to implement involuntary land acquisition or to manage 
procurement processes effectively. Resident mission staffing will need to be enhanced to meet 
increased supervision responsibilities and to ensure that sufficient on-the-ground resources are 
available for economic reporting, policy dialogue, and aid coordination. 
 
ADB’s Role Looking Forward 
 

Nepal continues to face formidable development challenges. Tens of billions of dollars of 
infrastructure investment will be required if the power crisis is to be resolved, regional and 
domestic connectivity improved, and access to drinking water and sanitation provided to all. 
Little of this investment will provide sustained benefits unless sufficient resources and 
arrangements for operating and maintaining economic infrastructure and social services are 
established. Environmental conditions continue to deteriorate and governance indicators show 
few signs of improvement. Private sector development continues to be constrained by weak 
infrastructure, poor governance, control-oriented public policies, heavily subsidized state 
enterprises, and challenging law and order conditions. 
  
 ADB can play an important role in helping Nepal meet the financing gap required to 
tackle binding development constraints and transform its economy. This will require focusing on 
those issues that hold back performance, such as the power crisis and Kathmandu’s water 
crisis, and areas in which experience suggests that ADB support is likely to be reasonably 
effective. Nepal faces a large number of development challenges, but numerous development 
partners are providing support. Focusing on those areas in which ADB—through a coherent mix 
of financing, policy advice, capacity building, and knowledge product support—is likely to be 
effective in assisting Nepal ease constraints and move closer to its socioeconomic potential, is 
critical to improving ADB’s contribution to delivering results in Nepal. At the same time, a better 
balance must be struck between support for new investments and the financing, policies, and 
institutional capacity required to sustain those that have been developed. Otherwise, the 
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benefits of external support may not be sustained. Likewise, more emphasis should be 
accorded to improving the enabling environment for private sector development, if Nepal is to 
generate sufficient productive employment opportunities and reduce its dependence on aid and 
remittances. ADB can help Nepal connect the dots by delivering critical infrastructure, building 
robust institutions, and helping to reform policies and practices in ways that foster private sector 
participation, contribute to more sustainable use of natural resources, accelerate social 
development, and bolster incentives for good governance.  
 
Recommendations 
 

The validation suggests the following recommendations for South Asia Department’s 
consideration for framing the next CPS. 
  

The new CPS needs to be adjusted to link to development effectiveness more 
clearly by better balancing investments and institutional capacity. ADB should continue to 
support inclusive growth and social development and focus on critical needs in these areas. 
Energy, transport and education are sectors where large investments are urgently required, and 
where ADB has a long and successful track record. These sectors will also play an integral role 
in integrating Nepal into larger regional markets. Strategic partnering in sectors where other 
development partners are active could be seriously considered, even though ADB has been 
involved for decades in these sectors. For example, in some sectors ADB can contribute 
through joint knowledge work with development partners rather than traditional project work. 

 
More attention has to be devoted to fostering private sector development through 

improvements in the enabling environment. The current model of growth driven by 
remittances and/or consumption is risky and is unlikely to generate the employment required to 
meet the needs of the large number of new job seekers each year. Much more emphasis should 
be accorded to improving the enabling environment for private sector development if Nepal is to 
boost exports, productivity, employment, and solicit private sector support to address some of 
the constraints. Tackling the power crisis has to be the top priority, and this will require a 
concerted effort to reform tariff setting and improve institutional arrangements. Education has 
been the main driver to overseas migration, and remittance inflows have been the single most 
powerful instrument for poverty reduction. Education policies and programs must plan for the 
needs of a global labor force and look beyond domestic markets. ADB should also help the 
government identify instruments for channeling large and growing remittance inflows into 
productive investments.  

 
 Sustainability must be prioritized in all infrastructure investments. Much more 
attention should be accorded to ensuring that (i) tariffs cover costs for public utilities, (ii) 
financing and management systems are sufficient to maintain public assets, and (iii) social 
services are not expanded more rapidly than the budget (and the country) can afford. A 
quarterly review of the adequacy of O&M funding and institutional arrangements in the core 
sectors could be a useful approach. In the roads subsector, the development of a 
comprehensive asset management system that is linked to O&M financing and tracking merits 
support.  
 
 Innovative tools introduced in this country partnership strategy merit wider 
application in post-conflict, fragile developing member countries. The CPS introduced two 
innovative tools: (i) a peace filter for project design and implementation of projects, and (ii) a 
disaster and climate change risk screening tool. These have been applied at relatively low cost, 
and have been effective in making project designs more inclusive and ensuring that climate 
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change and disaster risks are taken into account. Consideration should be given to applying 
these tools, modified to country-specific circumstances, in other post-conflict developing 
member countries and in those with a high disaster and climate change risk.  



 

 

I. BACKGROUND INFORMATION 

A. Validation Purposes and Procedures 

1.  The Asian Development Bank (ADB) has formulated and implemented the Nepal 
country partnership strategy (CPS), 2010–2012.1 The South Asia Department has prepared a 
country partnership strategy final review (CPSFR)2 to identify lessons and draw 
recommendations to inform the new CPS under preparation to cover the post-2013 period. The 
CPSFR covers the Nepal CPS and the country operations business plans prepared from 2010 
to 2012, and the support program provided by ADB between 2010 and 2012. 
 
2. The Independent Evaluation Department (IED) of ADB has prepared this report to 
(i) validate the CPSFR findings; (ii) assess the quality of the self-evaluation; and (iii) identify 
lessons and recommendations to improve the design and implementation of the upcoming CPS, 
as well as the quality and accountability of future self-evaluations. 
 
3. This validation report is based on (i) findings of the recently completed CPSFR report; 
(ii) a desk review; (iii) consultations in Kathmandu, Nepal, including a field visit to the Pasang 
Lamu highway project site by an independent evaluation mission (IEM) from 19 to 30 November 
2012; (iv) headquarters-based consultations with ADB staff familiar with ADB’s Nepal 
operations; and (v) a perception survey of in-country stakeholders carried out by IED.  
 
B. Country Context and Government Development Plans 

1. Country Context  

4. Nepal is a landlocked country that lies between India and the People’s Republic of 
China. Its total area is about 147,000 square kilometers, and the country consists of three main 
geographical regions—the Mountain, the Terai, and the Hills. Nepal has eight of the world’s 
10 tallest mountains and the most glaciers outside of the North and South Poles. The total 
population is some 27 million, of whom 80% reside in rural areas. Nepal is also one of the 
poorest countries in the world, with a per capita income of about $715.  
  
5. Political developments. Nepal’s political system has been characterized by a high 
degree of instability. The country has had 20 governments since the introduction of democracy 
in 1990. Violent conflict erupted in 1996 and lasted for 10 years. In 2008, a newly formed 
Constituent Assembly declared Nepal a federal democratic republic, abolished the monarchy, 
and elected the country’s first president in July of that year. From 2008 to 2012, there were four 
different coalition governments.3 Promulgation of a new constitution, which was to lead to a 
major restructuring of Nepal into a federal state, suffered a setback as the Constituent Assembly 
failed to deliver it by the deadline of 27 May 2012. In March 2013, political parties reached a 
consensus to hold elections to the Constituent Assembly in a few months. Preoccupation with 
the prolonged political transition has captured the attention of the nation’s political leaders, with 
strikes common, the law and order situation disrupted, and the quality of public services 
declining. 
 

                                                 
1 ADB. 2009. Country Partnership Strategy: Nepal, 2010–2012. Manila. The CPS 2010–2012 has been extended until 

30 May 2013. 
2 ADB. 2012. Country Partnership Strategy Final Review: Nepal, 2010–2012. Manila (accessible from the list of linked 

documents in the Appendix). 
3  ADB Nepal Resident Mission. 2012. Nepal: Recent Political and Economic Developments. Kathmandu. 
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6. Economic performance. Nepal’s macroeconomic performance has been good, given 
political instability and a challenging economic environment. Gross domestic product (GDP) 
growth is increasing, inflation is gradually declining, domestic financing is stable, external debt is 
manageable, and the current account and balance of payments are in surplus.  
 
7. GDP growth has averaged about 4% per annum in the post-conflict period. Inward 
remittances have been a major source of growth and provide livelihood support to more than 
half of the population. Workers’ remittances rose from 17.9% of GDP in FY2008 to 22.5% of 
GDP in FY2012, and could be as high as 40% of GDP if transfers outside of the banking system 
are included.4 Aid inflows also increased fourfold, from NRe21 billion in FY2008 to NRe84 billion 
in FY2012. With improved domestic security conditions, tourism has steadily increased—the 
number of visitor arrivals rose by 47% from 500,000 in 2008 to 736,000 in 2011.5 Nepal’s 
medium-term growth and development prospects hinge on progress in the political transition, 
macroeconomic stability, and the pace of global economic recovery. Growth prospects are also 
heavily influenced by weather conditions, since agriculture accounts for nearly a third of GDP, 
and much of it relies on rainfed irrigation.  
 
8. Nepal’s fiscal policy has contributed to macroeconomic stability, but has been marred by 
low levels of capital spending, large subsidies, and low rates of budget execution. Public 
expenditures continue to be dominated by current spending, which averaged nearly 87% of total 
public spending from FY2010 to FY2012. Efforts to boost capital spending have been frustrated 
by low levels of budget execution. In recent years, state enterprise subsidies (including implicit 
losses) have also swelled, reaching over 7% of budget expenditure in FY2012. Solid progress 
has been registered in mobilizing domestic revenues, albeit from an extremely low base. Total 
government revenues increased from 15.4% of GDP in FY2008 to 19.9% of GDP in FY2012.6  
  
9. Structural impediments. Despite progress registered in recent years, Nepal’s economy 
operates far below its potential as a result of lingering political uncertainty, and a number of 
structural impediments to growth and socioeconomic development. A large infrastructure deficit, 
a weak enabling environment for private sector development (PSD), slow modernization of the 
agriculture sector, poor governance, and environmental vulnerability combine to limit growth in 
incomes and employment.7 Poor reliability of power was the most serious constraint to growth, 
and severe power shortages crippled private initiative. Connectivity has remained poor, and 
Nepal’s mountainous roads continued to deteriorate at an alarming rate. Foreign investment 
inflows were quite modest, and Nepal was ranked 171 out of 185 countries in the World Bank’s 
trading across borders indicator because of high trade and logistics costs, and the many steps 
and long time required to import or export.8 Governance conditions in Nepal are weak, with the 
Corruption Perception Index (2011) ranking Nepal 154th out of 183 nations.9 The great bulk of 
the population remains engaged in subsistence-oriented agriculture, where they are vulnerable 
to earthquakes, floods, forest fires, and droughts, which occur with increasingly frequency and 
severity. Key constraints to economic development are discussed in more detail in 
Supplementary Appendix A.  

                                                 
4 According to the 2011 census, one out of every four households has a resident working outside of the country. Over 

the period 2001–2011, nearly 2 million Nepalis have obtained overseas employment.  
5  Ministry of Finance. 2012. Economic Survey FY2011–2012. Kathmandu. 
6  Key Country Economic Indicators (accessible from the list of linked documents in the Appendix). 
7  ADB. 2010. Asian Development Outlook 2010. Manila; ADB. 2011. Asian Development Outlook 2011. Manila; ADB. 

2012. Asian Development Outlook 2012. Manila; and Institute for Integrated Development Studies. 2012. Nepal 
Economic Outlook 2011–2012. Kathmandu. 

8  International Finance Corporation and World Bank. 2012. Doing Business: Nepal Country Report. Washington, DC. 
http://www.doingbusiness.org/data/exploreeconomies/nepal/  

9  Transparency International. 2012. Corruption Perceptions Index. Berlin. http://www.transparency.org/research/cpi/ 
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10. Poverty. Poverty levels remain high, although progress has been made in poverty 
reduction. The share of the population living below the national poverty line of about $160 per 
year is estimated to have declined to 25% in 2011 from 31% in 2004, largely owing to 
substantial remittance inflows, rural–urban migration, a decline in birth rates, and rising 
agricultural wages.10 Using international poverty lines, such as those with incomes below $1 per 
day, the rate of poverty reduction has been slightly less.11 Nepal has also made progress on 
some of the Millennium Development Goals (MDGs), such as those related to poverty, gender 
equality, tuberculosis, HIV prevalence, and child mortality. On the education front, good 
progress has been made in increasing access to primary and secondary education. In the case 
of primary education, the latest MDG progress report12 for Nepal indicates that net enrolment 
rates at the primary level have increased from 64% in 1990 to 81% in 2000, 86.8% in 2005, and 
93.7% in 2010. Notwithstanding this, the progress report also indicates that the net enrolment 
rate was somewhat short of the government target of meeting the MDG. In the health sector, 
improvements in maternal health services have led to significant reductions in the maternal 
mortality ratio from 539 deaths per 100,000 live births in 1996 to 229 deaths per 100,000 live 
births in 2011. Malnutrition, however, remains very high. About 47% of children under five are 
stunted, 15% wasted, and 36% underweight. Inadequate access to clean drinking water, 
sewerage, and sanitation facilities is a major cause of poor health outcomes. In particular, 
demand for drinking water in urban centers far exceeds domestic supply. Just 10% of the 
population has access to high-quality drinking water.  
 

2. Government Development Plans 

11. During the CPS period, government plans gave priority to reconstruction and to 
consolidating the peace process. There were two Three-Year Interim Plans: one covering 
FY2008 to FY2010 and the other for FY2011 to FY2013.13 Both followed closely on the 
framework of the Tenth Five-Year Plan, FY2003–FY200714 and reflected its long-term 
objectives of poverty reduction and addressing social exclusion and economic and regional 
disparities. In contrast to the 10th plan, more emphasis was placed on peace building through 
reconstruction, rehabilitation, and reintegration of combatants. Special attention was devoted to 
affirmative programs in support of women, disadvantaged ethnic groups, low-income groups, 
and extremely remote areas including Karnali, which had not benefited fully from previous 
development efforts. More emphasis was also placed on delivering programs that could have 
immediate livelihood and employment generation benefits, to deliver a peace dividend to the 
population. Both interim plans had a focus on poverty alleviation and the establishment of a 
sustainable peace through fostering inclusive, employment-intensive growth as their guiding 
frameworks, and both identified a common set of critical development constraints, including: 
(i) major infrastructure gaps, (ii) slow agriculture modernization, (iii) insufficient employment 
generation, (iv) weak governance, and (v) and low levels of private sector investment. To 
overcome these constraints, and to foster more inclusive growth and social development, the 
government’s poverty reduction strategy emphasized (i) labor-intensive and broad-based high 
economic growth, (ii) improved governance and service delivery, (iii) inclusive social 

                                                 
10 Government of Nepal and United Nations Country Team. 2011. Nepal Millennium Development Goals Progress 

Report 2010. Kathmandu.  
11 United Nations Economic and Social Commission for Asia and the Pacific, ADB, and United Nations Development 

Programme. 2012. Paths to 2015: MDG Priorities in Asia and the Pacific. Bangkok. 
12 Government of Nepal and United Nations Country Team of Nepal. 2010. Nepal Millennium Development Goals 

Progress Report 2010. Kathmandu. 
13 Government of Nepal. 2007. Three Year Interim Plan 2007/2008-2009/2010. Kathmandu; Government of Nepal.   

2009. Three Year Interim Plan 2010/11-2013/2014. Kathmandu. 
14 Government of Nepal. 2002. Tenth Five Year Plan. Kathmandu. 
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development, (iv) targeted (area and social group) programs, and (v) peace building.15 A new 
three-year plan is currently under preparation. 
 
12. An Immediate Action Plan on Economic Development and Prosperity was issued in 
2012.16 The plan focused on a number of major projects such as the Kathmandu–Terai Madesh 
fast track, the Mid-Hill highway, upgrading the Bhairahaw and Pokara airports, the Postal 
Highway, track opening of the South–North Highway, an East–West Railway, the West Seti 
Hydropower project, a second international airport in Nijagadh, and the Sikta Irrigation Project. 
These large infrastructure projects are to be initiated in an accelerated and coordinated way to 
boost domestic and foreign investment.  
 
C. Summary of Country Partnership Strategy Priorities and Development Partner 

Roles 

13.  The CPS for 2010 to 2012 was based on an assessment of Nepal’s main development 
challenges, its long-term needs, lessons learned from past support, and ADB’s strategic 
priorities and comparative advantages. The main thrust of the new CPS was to help Nepal 
sustain the hard-won gains of the country’s peace process by promoting broad-based inclusive 
economic growth, inclusive social development, improved governance, and institutional 
capacity, as well as climate change adaptation and mitigation and environmental sustainability. 
ADB’s support was designed to help the country to achieve national objectives under four 
pillars: 

(i) Broad-based and inclusive economic growth: by supporting the development 
of key infrastructure, fostering PSD, and assisting in skills development. 

(ii) Inclusive social development: by improving access to basic social and financial 
services, and providing well-targeted programs for the poor and socially 
excluded. 

(iii) Governance and capacity building: by strengthening local governance, and 
enhancing the transparency and accountability of the public sector. 

(iv) Climate change adaptation and environmental sustainability: by promoting a 
clean urban development, renewable energy, mainstreaming of environment 
safeguards in government systems, and improving disaster management.  

 
14. ADB operations were focused in six priority sectors: agriculture and natural resources 
(ANR), education, energy, finance, transport, and water supply and other municipal 
infrastructure and services. Six thematic priorities were also mainstreamed in ADB operations: 
gender equity, governance, environmental sustainability, regional cooperation and integration, 
PSD, and engaging civil society and nongovernment organizations (NGOs). 
 
15. To reinforce the peace process, ADB significantly ramped up its planned support during 
the new CPS. ADB more than doubled its support to Nepal from $258 million in 2007–2008 to 
$559 million for 2009–2010, and targeted an average of $287 million annually from 2011 to 
2013 in project support to the country. Support to Nepal included a grant component of 50% that 
was intended to allow the country to focus on social reforms and capacity building.17 
 
16. A defining feature of the Nepal program was the large number of new projects and 
                                                 
15 Government of Nepal, National Planning Commission. 2007. Three Year Interim Plan, 2007/08–2009/10. 

Kathmandu.  
16 Government of Nepal, Ministry of Finance. 2012. Immediate Action Plan on Economic Development and 

Prosperity. Kathmandu.  
17  ADB. 2012. Asian Development Bank and Nepal: Fact Sheet. Kathmandu. 
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technical assistance (TA) to be developed each year. The 2010 country operations business 
plan (COBP) covered 2011 to 201318 and envisioned a grant and lending program of 10 projects 
for 2011, eight projects for 2012, and eight projects for 2013. The 2010 COBP envisaged a total 
of $7.4 million for TA support in 2011, divided among 16 operations, half of which were for 
project preparation. While lending volumes remained close to CPS plans, it became apparent 
that ADB could not prepare so many new grant and/or loan projects each year. Starting with the 
2011 COBP covering 2012–2014,19 ADB scaled back its project preparation target to six to eight 
new loan and/or grant projects and an average of seven to nine TA projects per year. A number 
of changes were also made to the composition of the project pipeline to reflect evolving project 
readiness, government preferences, and continued project relevance.20  
 
17. Other development partners were also ramping up external assistance during this CPS 
period. New aid commitments increased from $260 million per annum from 2004 to 2006 to 
$1.66 billion in 2011.21 Foreign aid was the equivalent of 6% of GDP in FY2012 and financed 
50%–60% of public investment. Domestic borrowing has also come to play an increasingly 
important role in financing public investment, rising from 8.4% of public spending in FY2009 to 
11.5% in FY2010 and 14.4% in FY2011.22 Aid coordination is a major challenge, however, given 
highly fragmented external support. Currently, some 50 bilateral and multilateral development 
partners and over 100 international NGOs are active in Nepal; together, they implement nearly 
1,000 donor-assisted projects.23  
 

II. VALIDATION OF THE COUNTRY PARTNERSHIP STRATEGY FINAL REVIEW  

18. In line with CAPE guidelines,24 this section assesses the overall performance of the CPS 
against eight criteria: strategic positioning, program relevance, efficiency, effectiveness, 
sustainability, development impacts, ADB performance, and borrower performance. An overall 
assessment of CPS performance is also determined based on the first five of these criteria. 
 
A. Strategic Positioning 

19. The CPSFR rated the strategic positioning of the CPS as highly successful. It concluded 
that the CPS gave due consideration to country context considerations, as it was focused on 
peace building, and embodied flexible and collaborative approaches. It was closely aligned with 
the government’s development strategies and ADB’s corporate strategies, and was prepared for 
a 3-year time horizon to bridge two government planning cycles. Partnership was emphasized in 
the strategy, both in preparation, and in terms of leveraging bank support through cofinancing 
while providing support for a number of sector-based approaches. An innovative feature of the 
CPS was its introduction of two project readiness tools—for peace building, and for climate 
change and disaster readiness. These were used to ensure that projects would not exacerbate 
political and social tensions, and would help to make existing projects climate- and disaster-

                                                 
18 ADB. 2010. Country Operations Business Plan: Nepal, 2011–2013. Manila. 
19 ADB. 2011. Country Operations Business Plan: Nepal, 2012–2014. Manila; ADB. 2012. Country Operations 

Business Plan: Nepal, 2013–2015. Manila.  
20 ADB Approved Loans, Grants, Nonsovereign Investment Facilities, and Technical Assistance Operations to Nepal 

(accessible from the list of linked documents in the Appendix). 
21 Ministry of Finance. 2012. Foreign Aid in Nepal (2010–2011). Kathmandu.  
22 Ministry of Finance. 2012. Economic Survey 2011–2012. Kathmandu. 
23 Ministry of Finance. 2012. Foreign Aid in Nepal (2010–2011). Kathmandu; and Official Development Assistance 

and Development Partner Coordination. 2011. Nepal Country Assistance Strategy. Washington, DC. World Bank. 
24 Independent Evaluation Department. 2010. Revised Guidelines for the Preparation of Country Assistance Program 

Evaluations. Manila: ADB. 
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proof.25 The CPS was results-based and supported the mainstreaming of results-based 
management into the government’s planning and budgeting processes. Sector strategies were 
likewise designed to address key sector constraints in ways that were consistent with the 
government’s sector development strategies. 
 
20. This validation has downgraded the strategic positioning rating to satisfactory. The main 
strengths, with respect to strategic positioning, of the CPS were its candid and careful 
diagnostic of the country context; its focus on inclusive growth and social development; use of 
peace building, governance and environmental screening tools to build country-responsiveness 
into operations; and a focus on high-priority issues within each of the core sectors. The main 
reasons for the rating downgrade are (i) inadequate balance in the CPS between investments 
and institutional capacity, and (ii) that at times there was insufficient reliance on partners already 
working in the geographic areas and or in related subsectors. ADB’s focus and selectivity, at the 
sector and subsector levels, could also have been sharper. In the ensuing paras. 21–31, we 
assess strategic positioning across eight subcriteria: (i) relevance to the country’s needs, (ii) 
relevance to government’s strategy, (iii) relevance to ADB’s corporate strategy, (iv) relevance of 
sector strategies, (v) focus and selectivity, (vi) coordination with development partners, (vii) CPS 
coherence and financing modalities, and (viii) design quality of country results framework. 
 
21. Relevance to country’s needs. ADB’s positioning relative to the country’s needs was 
based on a sound and candid diagnostic. The CPS took into consideration the fact that the 
country was undergoing a complex peace process, and that the political transition was 
protracted and was likely to be marked by frequent changes in government and political and 
social unrest. The strategy emphasized the need to integrate peace building into the design of 
ADB strategies and operations—to help address the systematic ethnic, gender, and 
geographical exclusion and widespread disparities that had given rise to conflict and instability. 
 
22. The CPS also built on the lessons and recommendations of the 2009 country assistance 
program evaluation (CAPE), which emphasized the need to focus on infrastructure as a way of 
contributing to more inclusive growth.26 The 2009 CAPE had identified weak implementation 
efficiency, delayed completion, and poor sustainability of project and program outcomes as key 
weaknesses of the Nepal program. As a result, the CAPE’s overall rating for ADB’s support was 
partly successful. The 2010–2012 CPS took on board the CAPEs recommendations. 
 
23. The CPS adopted an approach that combined projects that would have a short-term 
payoff for youth and conflict-affected communities with support aimed at addressing longer-term 
development constraints. A conflict-sensitive, flexible, collaborative, results-oriented, and 
knowledge-based approach was designed to boost development impact. Three risk mitigation 
tools, a peace-building tool, a climate change and disaster risk mitigation tool, and a governance 
risk assessment tool were employed to tailor the projects to a challenging and risk-prone 
development context. These were particularly innovative, and have helped improve the positioning 
of ADB support, particularly with respect to contributing to peace building.27 In addition, annual 
programming exercises were used to adjust the country program to take into consideration the 
evolving country context and project readiness. 

                                                 
25 These tools are checklists used in project preparation and implementation to assess different categories of risks 

and to help in the design of suitable mitigation measures. See ADB. 2012. Note on the Application of the Three 
Project Processing Tools under the Nepal CPS 2010–2012. Manila. Linked document to ADB. Country Operations 
Business Plan: Nepal, 2012–2014. Manila. 

26 ADB. 2009. Country Assistance Program Evaluation: Nepal—Delivering Assistance in a Challenging Environment. 
Manila. 

27 Nepal’s Innovative Peacebuilding Tool (accessible from the list of linked documents in the Appendix). 
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24. While the CPS was sensitive to the volatile political and security situation, it was less 
sensitive to the still fragile nature of the country’s polity and public services. Throughout the 
CPS period, ADB classified Nepal a “transitional” fragile and conflicted-affected state, implying 
that there was a considerable risk that the country could backslide into conflict. Application of 
good practice principles for supporting fragile and post-conflict states would have suggested 
greater selectivity, continuity, harmonization, and a clear emphasis and long-term commitment 
to capacity building in a few well-defined areas. Instead, the focus of the CPS was wide, with 
interventions scattered throughout the country—spread across four pillars, six sectors, 
24 subsectors, and six crosscutting thematic areas. In addition, had the CPS been more mindful 
of the likely preoccupation of policy makers with constitutional reform and the contentious shift 
to a more federal government structure, less emphasis would have been placed on sector policy 
reforms requiring parliamentary approval. Moreover, by the start of the CPS, the large gap 
between power supply and demand, which had been widening for several years, had already 
reached a critical point. While the CPS acknowledged the power supply–demand gap, the 
implications of a growing power shortage on PSD, and indeed on the credibility of the 
government, merited far more attention. This could have included more support, in the form of 
equity stakes or partial guarantees to newly approved hydropower public–private partnerships 
(PPPs), several of which are now stalled. ADB could also have used its honest broker services 
to help bolster short-run power imports from India, to help offset power shortages. 
 
25. Relevance to the government’s strategy. The CPS was closely aligned with the 
government’s two Three-Year Interim Plans (footnote 14). ADB’s four pillars of support were 
defined to respond comprehensively to the priorities outlined in the two Three-Year Interim 
Plans. Operations were aimed at addressing high-priority development constraints identified in 
government plans and strategies, including the country’s infrastructure deficit, agricultural 
stagnation, low employment generation, weak governance, and limited PSD. The CPS 
crosscutting themes also helped to reinforce the responsiveness of ADB’s strategy to the Three-
Year Interim Plan priorities.  
 
26. Relevance to ADB’s corporate strategy. ADB’s positioning relative to applicable 
corporate strategies was highly satisfactory. The CPS was well aligned with ADB’s Strategy 
2020, with its focus on inclusive economic growth, environmentally sustainable growth, and 
regional integration.28 All of the Strategy 2020 drivers were reflected in the CPS, and explicit 
strategies were defined for fostering PSD, encouraging good governance, delivering knowledge 
services, promoting gender equity, and building partnerships, with development support 
providers and civil society. The core areas of operations—infrastructure, education, and 
finance—were directly aligned with Strategy 2020 focus areas of operations. The CPS was also 
fully consistent with ADB’s corporate strategy for the South Asia Subregional Economic 
Cooperation (SASEC) program, with its focus on regional roads, cross-border power trade, 
trade facilitation, regional information and communication technology (ICT), regional tourism 
development, and PSD.29  
 
27. Relevance of sector strategies. ADB’s focus on financing infrastructure projects was 
broadly in line with ADB’s general institutional expertise. The focus and strategic response of 
ADB support was broadly appropriate in ANR, education, energy, transport, water supply and 
other municipal infrastructure and services, but less so in the finance sector.  

(i) Agriculture and natural resources. The focus on transforming agriculture from 

                                                 
28 ADB. 2008. Strategy 2020: The Long-Term Strategic Framework of the Asian Development Bank, 2008–2020. 

Manila. 
29 See ADB. 2012. SASEC. http://www.adb.org/countries/subregional-programs/sasec 
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subsistence to a more commercial orientation was consistent with the need to 
prioritize rural poverty reduction. Likewise, the investments in the ANR sector 
were well balanced between addressing key rural infrastructure development and 
softer side interventions that sought to develop value chains in the sector.  

(ii) Education. Through multi-partner sector-wide approaches (SWAps), ADB 
supported expanded access and equity, improved quality and relevance, and 
strengthened capacity of the basic and secondary education system. The CPS 
also supported measures aimed at developing a market-responsive and inclusive 
technical and vocational education and training (TVET) system. Priorities in the 
education sector were aligned with the need to build human resources and 
improve employment prospects for school leavers. 

(iii) Energy. The CPS focused on improving access to electricity, energy efficiency, 
clean energy development, regional power trade, improved sector governance, 
and private sector participation. While support in the sector was fully consistent 
with Strategy 2020’s emphasis on clean energy development, this was less 
relevant to the immediate need to tackle the severe, protracted power crisis and 
to reduce the mounting subsidy burden by public enterprises in the sector.  

(iv) Finance. There were two distinct sets of objectives in the finance sector. The first 
was to improve access to institutional financial services by promoting private 
participation in rural finance and microfinance. The assumption that private rural 
financial markets will lead to greater access is uncertain, particularly if returns are 
better and risks lower in financing trade and other urban services. The second 
dimension of the financial sector strategy was to develop the capital markets to 
support infrastructure development. Support for capital market development 
appears premature. Of the many constraints hampering private investment 
(i.e., governance concerns, the energy crisis, political instability, and repressed 
tariffs), the lack of a domestic capital market may be considered an important but 
longer-term constraint.  

(v) Transport and information and communication technology. In transport, 
ADB supported the government’s policy of attempting to provide access to basic 
transport for all, through support for expanding the strategic road network, the 
mid-hills highway, and north-south corridors; and establishing subregional trade 
and transit connectivity and links to district headquarters, key economic centers, 
and major urban roads. Airports were upgraded and air safety improved to 
facilitate an increase in tourism. In ICT, the CPS supported cross-border ICT 
connectivity, rural access to information, and human resource development. 
Given the rapid participation of the private sector (both nationally and especially 
regionally) in the ICT sector, which was not envisaged when the ICT project was 
being formulated, the project scope is being redesigned to ensure the project’s 
continuing relevance.  

(vi) Water supply and other municipal infrastructure and services. ADB support 
focused on improving access to and enhancing service levels of WSS, improving 
urban infrastructure and services in small and secondary towns, improving 
transport management in Kathmandu, and strengthening the management skills 
of local governments and community-based organizations. Improving bulk water 
supply to Kathmandu, and the unbundling and restructuring of the Kathmandu 
water authority had long been problematic and were subject to serious delays 
and cost overruns, both when the CPS started and throughout the CPS period. 
As these were among ADB’s largest projects in Nepal, it would have been 
appropriate to revisit the strategy for improving water supply services to 
Kathmandu.  
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28. Focus and selectivity. The main effort that the CPS made to encourage selectivity was 
to narrow the sector focus from eight to six sectors in the CPS. However, taking into 
consideration ongoing operations, ADB was involved in more than 24 different subsectors, 
many of which (i.e., higher education, climate change, agribusiness development, and municipal 
governance) were new areas of ADB support in Nepal. Although the CPS espoused the merits 
of simplicity, the strategic framework included four pillars, six sectors, many subsectors, six 
themes, and three risk mitigation tools. This meant that limited project resources were spread 
among a large number of subsector and thematic objectives. There appears to have been a 
tendency to continue working on what ADB had worked on in the past, regardless of whether or 
not ADB had a country-specific comparative advantage in such support areas. For example, all 
of the three governance programs that exited the portfolio shortly before the new CPS came into 
effect were rated, at completion, less than satisfactory. This would imply that governance reform  
did not instigate the best use of limited ADB resources.  
 
29. Coordination with development partners. Against the backdrop of a highly 
fragmented and largely un-harmonized external assistance setting (para. 17), ADB’s strategy 
and program attempted to the extent possible to foster synergies with other partners and 
contribute to improved aid effectiveness. ADB undertook joint consultations with partners during 
the preparation of the CPS, participated actively in sector working groups, jointly reviewed 
portfolio performance, mobilized co-financing for projects and TA, and worked with partners to 
develop a rural transport SWAp. ADB took the lead development partner coordination role in the 
education SWAps, as well as in the Local Governance and Community Development Program. 
ADB also provided advisory and capacity building support to develop sector strategies, policies, 
and programs; and helped build country systems in procurement, safeguards, and financial 
management. ADB played a leading role in supporting results-based planning and budgeting in 
core government agencies. ADB also participated actively in sector and thematic donor 
subgroups and working groups, including co-chairing the agriculture and rural development, and 
urban development groups. ADB could, however, have improved its coordination with other 
development partners by ensuring more synergies and joint work in subsectors in which a large 
number of partners were already involved. For example, ADB’s support program outside 
Kathmandu could have relied more on partnerships with partners already working in the 
geographic areas and/or in related subsectors (e.g., rural roads upgrading linked to health or 
education benefits). Greater specialization in the use of aid resources is essential if aid 
fragmentation is to be addressed.  
 
30. Country partnership strategy coherence and financing modalities. There was a 
high degree of continuity and coherence in ADB’s support in the different sectors. Where 
possible, SWAps were adopted to support well-defined government sector development 
programs. In addition to SWAps and a small number of program loans, project loans and grants 
were the predominant form of support. Project preparatory TA was used to help design the 
projects, and several were complemented by capacity development and policy advisory TA. To 
help create greater scope for private initiative, a project development facility was launched for 
the transport sector. While project financing was appropriate, many operations in transport, 
power, and urban transport financed just a small portion of what will ultimately be required to 
modernize and complete essential infrastructure. More flexible, programmatic approaches could 
have been considered given that many of the sector infrastructure development challenges are 
long-term, and the short-term infrastructure investment requirements are bound to vary given 
rapidly evolving political and security conditions.  
  
31. Design quality of the country results framework. The design quality of the CPS 
results framework is highly satisfactory. This was the second results-based CPS prepared for 
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Nepal. During implementation of the 2005–2009 CPS, an effort was made to refine sectoral and 
thematic road maps and to integrate results tracking into the annual country portfolio review. 
During the CPS, ADB provided support to the government to prepare sector results frameworks 
and business plans. This had a positive spillover effect on the quality of the systems used to 
track the results of ADB support, at both sector and country level. The country-level results 
framework provided a clear articulation of the cause–effect relationship between expected 
outputs, outcomes, and impacts of the CPS, and their causal link to ADB’s objective in the 
pillars, sectors, and themes. Baseline data and targets were clearly identified for the main 
output and outcome indicators. The results framework was updated annually, and revised to 
reflect the requirements of the streamlined CPS preparation processes and changing sector 
conditions.  
 
B. Program Relevance  

32. The CPSFR assessed the relevance of ADB’s program to be highly successful. It 
concluded that the program was in line with the country strategy, with support in agriculture, 
energy, transport, and finance designed to promote broad-based economic growth; and support 
in education and water supply and urban infrastructure and services aimed at inclusive social 
development. Governance, environmental sustainability, regional cooperation and integration, 
and gender equity were advanced through relevant operations and a few stand-alone 
operations and TA. Infrastructure accounted for nearly 70% of total project commitments, and 
annual programming was used to balance allocations among sectors and to ensure that project 
readiness conditions were met. Projects in the key sectors were aimed at achieving the 
objectives set forth in the CPS sector strategies and road maps, and combined support for 
strategic investments with support for improved sector policy and capacity development.  
 
33. This validation has downgraded the relevance rating to relevant. Projects in the key 
sectors were aimed at achieving the objectives set forth in the CPS sector strategies and road 
maps, and combined support for strategic investments with support for improved sector policy 
and capacity development. The project design and monitoring frameworks for projects 
commenced during the CPS period were also generally of high quality. Two weaknesses in 
program quality were noted: (i) a geographically dispersed program that was not adequately 
supported by resources made supervision difficult and (ii) few provisions were made in projects 
to improve sustainable asset management and finance. Another weakness is that at the project 
level designs were at times excessively complex. While within the program it is necessary to 
focus on key crosscutting thematic areas (e.g., gender equity, good governance, and 
environmental sustainability) these needs to be done strategically, working with partners, 
addressing binding constraints through simple project designs commensurate with available 
resources. 
  
34. Consistency between the program and strategy. ADB’s lending program was broadly 
consistent with its country strategy. Support provided for infrastructure and agricultural 
development was consistent with the inclusive economic growth pillar; support for education, 
urban water, and financial inclusion was consistent with the strategic goals set for inclusive 
social development; support provided for local governance was consistent with the governance 
and capacity building pillar; and support for the environment pillar was reflected in support for 
community-based vulnerability mapping and by participating in the Climate Resilience pilot 
program together with the World Bank. Lending and nonlending support were concentrated in 
the core sectors of ADB support. Health and social protection was specifically excluded from the 
CPS, although the CPS included an envisaged outcome under pillar 2 of “increased social 
protection and access to opportunities by women and socially excluded groups” (footnote 1). 
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Capacity development TA on Supporting the Development of a Social Protection Framework for 
Nepal was supported in 2010, supplementary financing to Establish Women and Children 
Service Centers was provided in 2010, and a grant on Reducing Child Malnutrition through 
Social Protection was provided in 2011. All other projects were in the ANR, education, energy, 
finance, transport and ICT, water supply and municipal infrastructure services, public sector 
management, and environmental sectors as planned. From 2010 to mid-2012, project approvals 
included five ANR projects, one education program, three power sector projects, three finance 
sector projects, three transport projects, four projects in water supply and other municipal 
infrastructure and services, two governance programs, one new program in governance, and 
one multi-sectoral operation. In addition to preparing projects, TA was provided to assess the 
scope for PPPs, to build capacities in procurement and other aspects of public sector 
management, and civil society was involved in implementing community-based activities and 
social safeguard activity. 
 
35. Infrastructure dominated the lending program, with close to 70% of total project 
resources allocated to energy, transport, water supply, urban infrastructure, irrigation, and rural 
roads. By the third quarter of 2012, actual loan and grant commitments had reached 
$894 million, and were on track to reach the target of $1.014 billion in project commitments for 
2010–2012. Actual TA commitments for the CPS, at $29.4 million as of third quarter of 2012, 
had already exceeded the target of $21.25 million in planned TA for 2010–2012. A total of 
21 loans and grants were approved between 2010 and the third quarter of 2012, for an average 
project size of just $43 million. During the same period, a total of 32 TA projects were approved, 
with an average TA size of $950,000. ADB mobilized some $87.8 million in cofinancing from 
partners and $187 million in government counterpart financing for its lending and grant 
operations. Likewise, some $4.6 million in partner cofinancing, and $0.8 million in government 
counterpart commitments were mobilized to support TA operations.  
 
36. The approval of 21 new projects, on top of an already large portfolio of many small 
projects at the start of the CPS, added to transaction costs, made supervision more difficult, and 
constituted a heavy implementation burden for capacity-constrained executing and 
implementing agencies. At the end of December 2009, ADB had 32 approved loan and grant 
operations, with a total portfolio size of $1.13 billion. This rose to 40 loans and grants by 
October 2012, with a net portfolio value of $1.31 billion. Program relevance could have been 
improved by restructuring or cancelling projects with substantial delays and by focusing program 
support on a smaller number of priority projects and programs.  
 
37. In terms of grant and lending operations, there were some important differences 
between what had been planned at the start of the CPS and what was delivered. In the energy 
sector, it was anticipated that the West Seti Hydropower project would be launched in 2010 with 
funding from ADB’s ordinary capital resources (OCR), but the project could not be fully 
developed since its feasibility could not be established. This was mainly due to a mismatch 
between cost and expected revenue. Instead, the Tanahu Hydropower Project was prepared in 
2011 and is to be funded, together with the European Investment Bank and Japan International 
Cooperation Agency, in 2013. In the transport sector, the total volume of projects supported was 
just 55% of what had been planned at the start of the CPS, and as a result, transport projects 
accounted for just under 8% of total project commitments. A SASEC transport logistics and 
trade facilitation project, which had been estimated to cost $53 million, was replaced by the 
Subregional Transport Enhancement Project for $24.5 million. A large Road Connectivity 
Project, budgeted at $48 million, was deferred until after the CPS period. Likewise, in the public 
sector management area, actual program commitments, at $33.8 million, were just a third of 
what had been planned ($90 million) when the CPS was launched as a result of weak 
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implementation performance of the Governance Support Program. Compared to what had been 
planned, there were significantly higher approvals in the water supply and other municipal 
infrastructure and services sector ($331 million actual vs. $174 million planned commitments) 
and the ANR sector ($163 million actual vs. $137 million planned commitments). In these two 
sectors, 10 projects were approved between 2010 and the third quarter of 2012.  
 
38. TA operations were broadly divided between project preparatory, capacity development, 
and policy advisory support. TA support was closely aligned with either preparing new lending 
operations, or with building institutional capacity to implement ongoing or expected ADB-
supported projects. Some 16 capacity development and three policy advisory TA projects were 
supported between 2010 and mid-2012—a large number for a government with limited aid 
absorption capacities.  
 
39. Sector support programs were aligned with the main strategic thrusts of the CPS. In 
ANR, five new projects were initiated, in addition to five ongoing projects from the previous 
CPS. These supported agriculture commercialization, rural roads, and irrigation. ADB also 
provided support for a new long-term agriculture strategy, an effort cofinanced by 
10 development partners, and provided support for preparing a new irrigation policy. In the 
education sector, advisory support focused on the design of TVET programs and policy 
reforms, in line with the CPS focus on building the skills base. Ongoing education sector 
support, provided under a series of Education Sector Programs, and thereafter a School Sector 
Reform Program, was aimed at improving quality and access to basic and secondary education. 
Four investment operations were supported in the energy sector, with the main focus on 
developing the Tanahu Hydropower project, expanding electricity transmission and distribution 
capacity, and scaling up renewable energy facilities (i.e., mini-hydropower projects and solar). 
The main objective of energy support was to develop hydropower projects, and enhance 
transmission and distribution capacity. Support was also provided for the operational and 
financial restructuring of Nepal Electricity Authority (NEA), to improve power tariffs and reduce 
system losses. In the finance sector, support was provided for a series of rural financial reform 
programs, aimed at expanding access and fostering private participation in rural financial 
markets, and further developing the capital markets, with an emphasis on bond market 
development, infrastructure finance, and developing a PPP demonstration project. In the 
transport and ICT sector, a subregional transport enhancement project, a Kathmandu 
Sustainable Urban Transport Project, and a Transport Project Preparatory Facility were 
approved. Two projects in air transport became effective, while one project in roads and two in 
ICT, approved during the previous CPS period, were ongoing. Consistent with the transport and 
ICT focus of the CPS, regional roads were strengthened, national and regional airports were 
upgraded, civil aviation facilities improved, and efforts were made to bolster access to high-
speed internet by laying a regional fiber optic cable. In the water supply and other municipal 
infrastructure and services sector, four projects were approved during the CPS period and 
three others were ongoing. These projects focused on improving urban water supplies and 
sanitation, urban transport, and fostering integrated urban development.  
 
40. CPS thematic priorities were mainstreamed in relevant ADB operations. Half of the 
projects approved during the CPS period (mainly in ANR and water supply and other municipal 
infrastructure and services) were classified as effectively mainstreaming gender equity. Good 
governance was mainstreamed into operations by applying a governance risk assessment tool 
and by mitigating project-specific risks. Support was provided to strengthen public procurement 
and development public financial management (PFM) systems, including through a Public 
Management Reform program approved in 2012. Environmental sustainability was fostered 
primarily by climate proofing infrastructure investments, by developing a number of risk-mapping 
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tools, and by developing a pilot program for climate resilience together with the World Bank. 
Regional cooperation was supported mainly through energy, transport, tourism infrastructure, 
and trade facilitation projects that were prioritized under the SASEC initiative. Relatively little 
progress was made in promoting private sector development. However, with no nonsovereign 
operations approved, efforts to develop the bond market and catalyze large-scale PPPs in 
hydropower proved premature.  
 
41. Project quality. The design quality of ADB’s loan projects was generally adequate, but 
there were weaknesses. On the positive side, projects employed thorough consultation with 
stakeholders, integrated sector policy and institutional reforms, identified suitable 
implementation arrangements, and were in line with the government’s sector priorities. Project 
designs were ambitious, as reflected in slow start-up and difficulties in safeguard30 and policy 
covenant compliance. The design of monitoring and evaluation arrangements was weak in the 
majority of projects, and the time required and costs of applying safeguards and land acquisition 
were greater than initially anticipated. Other design weaknesses of ADB projects included: (i) a 
geographically dispersed program made supervision difficult; (ii) few provisions were made in 
projects to improve sustainable asset management and finance;31 and (iii) project designs were 
complex, incorporating a large number of investment, capacity development, and policy support 
components, while attempting to reflect and respond to gender equity, good governance, 
environmental sustainability, peace building, and PSD objectives. In some cases, new projects 
were started before the lessons of ongoing operations could be taken into account. While this 
enhances the continuity of projects and contributes to maintaining long-term partnerships in 
sectors with limited capacity, it also implies that the weaknesses and flaws of ongoing projects 
continue from one project to the next.  
 
42. Quality of design and monitoring frameworks. The design and monitoring 
frameworks (DMFs) for ADB-financed projects were generally of high quality. They included 
adequate performance indicators with baselines and specific targets, and were closely linked to 
performance indicators in the country results framework. There were strong links between 
project DMFs, sector results frameworks, and the country results framework.  
  
C. Efficiency 

43. The CPSFR rated the efficiency of the country program as partly (i.e., less than) 
successful. The program was implemented without major cost overruns, and reasonably high 
rates of returns in projects that exited the portfolio. However, implementation suffered from 
project implementation delays, delays in covenant compliance, procurement problems, and 
weak public sector financial management for sectors in which SWAps were supported. Portfolio 
indicators have progressively improved during the period, as a result of more emphasis on 
project readiness, awareness building at project inception, and quarterly portfolio reviews. The 
most significant delays were in the water supply sector with the Melamchi Water Supply Project, 
Kathmandu Valley Water Supply Service Sector Development Project, and Urban and 
Environmental Improvement Project delayed by several years. Agriculture projects likewise 
suffered from start-up delays, highly complex projects, and weak capacities off NGOs and 
contractors in remote areas. The two ongoing ICT projects were subject to substantial delays as 
were policy and institutional reforms in education, energy, and finance.  

                                                 
30 Lack of a national resettlement policy and higher-than-expected demands by adversely affected persons for land 

compensation have hampered infrastructure projects in several sectors.  
31 An example is the Subregional Transport Enhancement Project, which was expected to add 5% to the Department 

of Road’s maintenance requirements.  
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44. The validation report confirms the CPSFR rating for the country program as less than 
efficient. Rates of return of projects exiting the portfolio have been reasonably high, as have the 
ex-ante returns for projects initiated in the program period. Implementation is improving, but 
continues to be marked by serious start-up delays, frequent changes in project personnel, cost 
overruns in land acquisition, delays in covenant compliance, procurement problems, and 
weaknesses in public sector financial management in sectors in which sector-wide approaches 
were supported. A geographically dispersed program adds to portfolio complexity. Policy reform 
has also been substantially less than expected. Substantially more supervision responsibilities 
were devolved to the resident mission, with little increase in the resident mission staff. Increased 
supervision responsibilities have, in turn, reduced the time that resident mission staff are able to 
spend on economic and sector work, policy dialogue, and aid coordination.  
 
45. Project rates of return. ADB’s public sector loans that exited the portfolio during the 
program period have, with few exceptions, had reasonably high rates of return. All six 
agriculture projects that exited the portfolio since 2006 had economic internal rates of return 
(EIRRs) at completion of more than 12%; the Teacher Education Project completed in 2011 had 
an EIRR of 24%, the subprojects under the Road Network Development Project had EIRRs of 
12% to 120%, and the Small Towns Water Supply and Sanitation Project achieved an EIRR of 
12%. There have also been some high performers among projects that exited the portfolio—a 
good example of this is the Community Livestock Development Project, which had an estimated 
financial internal rate of return at project completion of 48.5% and an estimated EIRR of 47.3%. 
Ex-ante returns for projects started during the program period were also reasonably good. 
 
46. Returns to program lending. Historically, the performance of program lending in Nepal 
has generally been poor, with some notable exceptions. Two governance programs (the 
Governance Reform Program and the Public Sector Management Program) were post-
evaluated just before the start of the CPS period and both were found to have had modest 
results, suggesting far less-than-expected returns to program lending in that thematic area. 
Likewise, the Corporate and Financial Governance Program was rated as unsuccessful upon 
exiting the portfolio in 2010. In contrast, a series of education program loans have generally 
performed well in contributing to sector reform and institutional development. The SWAp 
modality in school education has proven to be a reasonably efficient use of resources, and was 
continued during the current CPS in the form of a School Sector Reform Program in October 
2011. A second subprogram for the Rural Finance Sector Development Cluster Program was 
approved in May 2010. Progress under this loan has been subject to delays, although if 
implemented fully, privatization of the Agriculture Development Bank, Ltd. (ADBL) should pay 
rich returns. 
 
47. Technical assistance and knowledge products. Both actual and expected returns to 
TA and knowledge products generated under the program appear to be reasonably high. In 
addition to being used to prepare new projects, TA has been closely linked to project design, to 
improving country systems, and to strengthening sector policy and planning frameworks. In the 
education, power, finance, and urban sectors, capacity development and policy advisory TA 
was integral to the achievement of the planning, strategy formulation, and policy reform 
objectives of ongoing investment projects and programs. A project development facility was 
used to improve the preparation of transport projects, including the development of PPPs for 
that sector. Stand-alone TA was provided to prepare an agriculture development strategy, 
integrate climate change and climate resilience into the development management process, 
strengthen public procurement, build PPP capacities, and develop a social protection network. 
Several stand-alone TA projects have generated important knowledge products, including an 
agriculture development strategy, a region-based urban development strategy, a TVET policy, a 
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social protection framework, and a study of the political economy of rural finance reform. These 
knowledge products are of high quality, and have served to inform the design of follow-up 
projects and policy reform measures. They have also been drawn on by other development 
partners. Other knowledge products—including reports on gender and social inclusion, a 
country governance assessment, a country environment note, a note on the use of output-
based aid to expand WSS coverage, and a study on the use of the peace-building instrument—
were prepared to inform country programming and to spotlight innovative facets of ADB’s 
support program.  
 
48. Program implementation. Program implementation has been hampered by substantial 
delays. This has occurred in practically all sectors, despite concerted supervision and follow-up 
by ADB staff. Other implementation problems have included slow policy reform (e.g., via 
noncompliance with policy covenants) and cost overruns in land acquisition. Delays have been 
greatest in the WSS sector—the Melamchi Water Supply Project required 8.0 years to achieve 
cumulative contract awards of 25%, the Kathmandu Valley Water Supply Service Sector 
Development Project required 6.0 years, and the Urban and Environmental Improvement 
Project required 4.3 years. Policy reform has generally been slow, although the government has 
made progress in several areas with ADB support. On the positive side, in the energy sector, 
the cabinet approved the financial restructuring plan of NEA and a number of key legislative 
reforms, although the latter are awaiting parliament approval. In the area of climate change and 
water resources, a new climate change policy was finalized and a draft integrated water 
resource management policy was prepared. A number of action plans were also developed with 
ADB involvement, such as those related to PFM at the local level, and public procurement. On 
the less positive side, policy slippage includes delays in the passage of the Education Act, 
TVET sector reforms, power tariff revision reforms, privatization of ADBL and the Far-Western 
Grameen Bank, passage of the Microfinance Act, regular revision of water supply tariffs, and 
restructuring of Kathmandu water supply utility. Delays and policy slippage can be attributed to 
a number of factors, including unrealistic project assumptions, the longer-than-expected time 
required for detailed project designs and land acquisition, weak government ownership, lack of 
NGOs’ and community-based organizations’ familiarity with ADB procedures, frequent transfer 
of project management staff at the center and district levels, inadequate staff (particularly in the 
districts), government reorganizations, and systemic weaknesses in procurement, financial 
reporting, audit, and other aspects of project financial management. Several government staff 
interviewed in Nepal indicated that onerous and lengthy social safeguard requirements had 
caused delays and cost overruns in several infrastructure projects. In particular, the cost of land 
(and land use rights) has been many times more than initially estimated, particularly in the 
power transmission and regional road projects. The government assumed unrealistically low 
land acquisition costs, which contributed to implementation delays and difficulties in meeting 
counterpart finance requirements. ADB has attempted to overcome delays by stepping up 
supervision, selecting stronger implementing agencies, and providing TA to support project 
implementation. An effort has been made to apply a project readiness filter, but its application 
was limited to a small number of new loans. There has not been any cancellation of projects 
that suffered from extensive delays or were poorly designed to begin with, although the 
Melamchi Water Supply Project was restructured after a long implementation delay.32 
 
49. Procurement risks. With a growing and highly dispersed portfolio, weak country 
procurement policies and practices have been a major impediment to delivering ADB support 
efficiently. In August 2010, the World Bank and ADB jointly conducted a procurement review 
mission, which was designed to support the government to implement the Public Procurement 

                                                 
32 ADB. 2010 and 2011. Nepal Portfolio Performance Review: Background Paper. Kathmandu. 
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Act and Public Procurement Regulations effectively—through the strengthened capacity of the 
Public Procurement Monitoring Office. While the joint procurement review has helped improve 
procurement policies, implementation lags as the Public Procurement Monitoring Office 
continues to be hampered by inadequate financial and human resources to oversee public 
procurement effectively. The Nepal Portfolio Performance Review notes that the lack of well-
defined project procurement plans and growing risks of intimidation and collusion among project 
bidders weakens the efficiency of the procurement process. To try and mitigate these risks, 
capacity development support has been provided for procurement planning, and third-party 
monitoring has been introduced for the education SWAp.33 
 
50. Portfolio performance. Nepal’s portfolio performance, although improving, is below 
averages for South Asia, and for ADB as a whole. Contract awards reached $228 million in 
2011 compared with $70 million in 2005, an increase in the contract award ratio from 15% to 
25%. Disbursements improved from $43.7 million in 2005 to $208.8 million in 2011, reflecting an 
increase in the overall disbursement ratio from 8% to 24%. The negative net resource transfer in 
2004 turned positive in 2005 and has been steadily increasing to reach $115.9 million in 2011. 
The number of projects at risk declined from seven in 2005 to three (large projects) at risk in the 
third quarter of 2012. There has, however, been a significant buildup of undisbursed Asian 
Development Fund loans and grants. These reached $919 million at the end of October 2012, 
or 70% of the active portfolio. As noted above, start-up and implementation delays are serious 
concerns, with projects in 2011 requiring an average of 7.1 months to become effective after 
approval and an average of 4 years to reach a 25% contract achievement rate.34 
 
51. Results tracking. Results-tracking systems have been employed in an efficient 
manner. Results were tracked regularly in annual COBPs, with minor modifications made to 
sector performance targets to take into account data availability.  
 
D. Effectiveness 

52.  The CPSFR rated ADB’s program effective on the grounds that CPS outputs and 
outcomes have been substantially achieved as envisaged in the CPS results framework. The 
proportion of projects that were self-evaluated, at completion, to be a success rose from 50% in 
the previous CPS period to 88% during the present CPS period. More recently, independent 
validations undertaken in 2012 of 10 project completion reports indicate a success rate of 70%. 
While the vast majority of outputs and outcomes targeted in the CPS results framework were 
met, there were gaps in achievement in a number of sectors, particularly in ICT, WSS, and in 
terms of fostering PPPs to boost PSD.  
 
53.  This validation accepts the CPSFR findings and concurs with the effective rating. The 
validation agrees that (i) the outcome objectives, as envisaged in the CPS results framework, 
have been broadly achieved; (ii) projects that exited the portfolio have generally achieved their 
objectives; (iii) performance in some sectors was better than others; and (iv) achievements in 
fostering PSD were limited.  
 
54.  The effectiveness of ADB support in ANR was generally good. The goal of increasing 
per capita agricultural GDP by 11% from 2009 to 2012 was exceeded, although this was 
primarily as a result of favorable growing conditions. ADB projects have made a substantial 
contribution to increasing the area under commercial crops, improving year-round irrigation, 

                                                 
33 ADB. 2011. Nepal Portfolio Performance Review: Background Paper. Kathmandu.  
34 Ministry of Finance and ADB. 2012. Third Quarterly Country Portfolio Review Meeting. Kathmandu. 
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increasing the rural road network, and improving access to domestic and regional market 
access. Although not specifically targeted, ADB support has helped close to 100,000 farm 
families in some of the poorest regions of the country make the transition from subsistence to 
commercial agriculture. Moreover, a recent evaluation knowledge study found that selected 
ANR projects in Nepal had adopted good practices that fostered agricultural value chains.35 
Less progress was registered than expected in fostering commercialized agriculture production 
or in improving access to irrigation and rural roads, although this should improve once the 
systems financed under the Community Managed Irrigated Agriculture Sector project come into 
operation.36 
 
55. ADB’s outcome targets in the energy sector were generally met. Electricity coverage 
targets, at 70% in 2011, exceeded the CPS target of 65% in 2012, and total installed energy 
generation capacity at 880 megawatts (MW) in 2011 has met the CPS target of 900 MW by end-
2012. New hydro projects with a capacity of 592 MW are under construction, which is broadly in 
line with what was targeted under the CPS, and a new 400 kilovolt (kV) transmission line to 
India is under construction to contribute to cross-border power trade. At present, the country has 
a capacity deficit of about 850 MW, which is rising by 100–120 MW per annum. ADB support for 
rural electrification has helped the country meet its power access targets, while its contribution 
to power generation is still largely to come in future years when the 140 MW Tanahu 
Hydropower Project recently approved in February 2013 materializes. ADB has made a 
contribution through support for the financial restructuring of NEA. It has also endorsed and 
emphasized the continuation of the selection of independent and professional management of 
NEA.  
 
56. In the finance sector, steady progress was made toward developing a sounder and 
more accessible rural financial system. Progress was registered in bringing down the 
nonperforming assets of ADBL, increasing the number of rural depositor accounts, and 
expanding lending to women borrowers. Progress was also made in reducing government 
holdings in ADBL and the Small Farmers’ Development Bank, privatizing four regional Grameen 
Banks, establishing a National Banking Training Institute, and establishing a supervision and 
regulatory framework for microfinance institutions. 
  
57. In the transport sector, progress toward connecting all district headquarters to the 
strategic roads network and increasing the share of the population serviced by that network has 
lagged behind the targets set in the CPS. Recently completed and ongoing ADB road projects 
will, however, contribute nearly 1,100 kilometers of improvements in the strategic road 
network—a major contribution to connectivity objectives. In civil aviation, passenger numbers 
have exceeded what was planned in the CPS, and ADB support is boosting freight handling 
capacity and improving the safety standards of Tribhuvan International Airport and a number of 
regional airports. The effectiveness of ADB support in the ICT subsector will be less than 
anticipated because of project delays in establishing e-governance systems, and difficulties in 
forging cooperation at a subregional level.  
  
58. Strong development partner support in the education sector has substantially improved 
the quality of and access to school education. Net enrolment levels for basic education, gender 
parity at basic education, net enrolment for secondary education, and the share of out-of-school 
children aged 5–12 have exceeded CPS targets. In addition to its support for SWAps, ADB 

                                                 
35 IED. 2012. Evaluation Knowledge Study: Support for Agricultural Value Chains Development. Manila. 
36 Area under commercial agriculture crops reached 806,000 hectares (ha) in 2011, compared with 771,000 ha in 

2009, while the area under year-round irrigation increased by just 0.3% from 2009 to 2012.  
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support for teacher education and secondary school development has made important 
contributions to secondary school access and quality. There has also been a steady increase in 
the share of skilled workers entering the labor force, attributed in part to ADB projects that 
provided skills training to some 60,000 students, a majority of whom were from disadvantaged 
groups. Solid progress has also been registered in reforming the policy framework for vocational 
education and in preparing the groundwork for a major reform of the vocational and skills 
training system. Delays in amending the Education Act have, however, hampered sector reform 
in providing basic education, although considerable progress in decentralizing school 
management has already occurred.  
 
59. In the water supply and other municipal services sector, performance has generally 
been good, with some notable exceptions. On the positive side, progress has been achieved in 
wastewater treatment and development of sanitary landfill sites although outcome targets set for 
both were modest.37 Solid progress has been registered in improving urban infrastructure in 
nine municipalities and strengthening planning and service delivery capacities in 
12 municipalities. ADB has contributed to formulating and implementing the Rural Water Supply 
and Sanitation Sector Policy and the National Urban Water Supply and Sanitation Sector Policy, 
both of which encourage demand-driven approaches to the design and delivery of water supply 
systems. A recent impact evaluation study found that the Community Groundwater Irrigation 
Sector Project benefitted small farmers in the project areas.38 Progress in extending access to 
basic water supplies, medium and high quality water supplies, and providing access to basic 
sanitation facilities has lagged far behind targets. An important reason for this is slow progress 
registered in bringing clean water to consumers in Kathmandu Valley. The Melamchi project is 
more than a decade behind schedule and its main construction contract was terminated in 2012; 
it is to be re-bid (with cost overruns) in 2013. 
 
60.  Governance. The gulf between what was targeted and what was achieved was widest 
in the good governance pillar. The World Bank’s Governance Indicators suggest that Nepal’s 
percentile rank in terms of effectiveness of government, regulatory quality, rule of law, and 
control of corruption for 2011, compared with 2008, have all deteriorated. Despite some efforts 
to improve procurement and strengthen the accountability of local government bodies, little 
progress was ultimately made in reducing corruption risks or improving public sector financial 
management. Modest progress was made in strengthening the government’s results 
management capacity, with results-based business plans prepared in 13 government agencies, 
minimum service delivery standards developed and used by a number of local bodies, and the 
introduction of performance-based block grants to local bodies.  
 
61. Outcome targets related to increased resilience to climate change and disaster risks 
in ADB’s priority sectors have been met. These were primarily aimed at strengthening 
institutional frameworks, rather than reducing (or formally mitigating) climate change or natural 
disaster risks. Given fairly modest objectives, ADB was successful in introducing climate-
screening and disaster risk management tools to help climate proof its infrastructure projects. 
The institutional framework for environmental management was strengthened with the 
establishment of a climate change division established in the Ministry of Environment, 
environmental desks established in all 75 district development committees, and a climate 
change risk screening framework developed and applied by the National Planning Commission. 
                                                 
37 For example, to improve municipal waste management, a target of designing two sanitary landfill sites was set. 

Two were built, in Dhankuta and Tansen with government funding, and three sites are being planned with ADB 
support.  

38 IED. 2012. Impact Evaluation Study: Shallow Tubewell Irrigation in Nepal—Impacts of the Community Groundwater 
Irrigation Sector Project. Manila: ADB. 
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ADB has supported projects in renewable and alternative energy, teamed up with the World 
Bank to pilot test integrating climate resistance into development planning, and contributed to 
the formulation of a number of new environmental policies.39 ADB has also deepened its 
partnerships with NGOs and civil society groups to mobilize and deliver services to poor and 
excluded beneficiaries in ANR and municipal water supply projects, and to support in the 
implementation of social and environmental safeguards.  
 
62. Solid progress has been made in meeting the CPS’ gender equity and empowerment 
objectives. Under ADB projects, women, socially excluded, and vulnerable groups have 
registered progress in improving access to employment and services, to participating in project 
management and design, and toward collecting data disaggregated by gender and ethnic 
groups. With ADB support, progress has also been registered in introducing gender-based 
budgeting and planning in sector departments and ministries. The representation of women in 
the civil service has more than doubled from 8% in 2006 to 18% in 2012, compared with a CPS 
target of 15% for that year.  
 
63. Achievements in ADB support for private sector development were modest. With TA 
and project preparation facility support, frameworks for PPPs in urban utilities, energy, and 
transport were prepared, although very few have been used. Support has been provided to 
privatize small rural financial institutions, improve road and electricity access, improve the 
technical skills base, and foster commercial agriculture, but the positive contribution of these 
measures to private initiative is modest, at best. ADB also supported energy sector reforms 
during the CPS period, including the cabinet’s approval of a financial restructuring plan of NEA 
and a number of key legislative reforms, although this did not alleviate the power crisis which 
continued to hobble the private sector over the same period. ADB support also made little 
contribution to reducing corruption, improving the private sector enabling environment, or 
financing catalytic private sector operations, in part because of weak political will and 
leadership. Solid progress in regional cooperation and economic integration has been made 
through the development of road corridors and a power transmission link between Nepal and 
India, regional tourism infrastructure, and trade facilitation in the SASEC region. By contrast, 
progress in building the SASEC information highway has lagged far behind schedule. Probably 
the program’s greatest contribution to regional economic integration has come through support 
for improvements in the education system, given that nearly half of all school graduates leave 
Nepal for work abroad. Progress on the knowledge products and services front has been 
made through the delivery of a large number of technical, policy-oriented, and good practice 
publications drawn from ADB’s experience in the key sectors and from the use of innovative risk 
management tools in programming and project development.  
 
64. Performance against the country partnership strategy pillars. As reported in the 
CPSFR’s results matrix, more progress has been made in achieving results in pillar 1 (broad-
based inclusive growth) than in achieving results under the other three pillars. ADB has made 
important contributions to improving connectivity, boosting agricultural productivity, and 
developing a sounder and more accessible rural financial system. However, progress in the 
energy sector was disappointing. In terms of inclusive social development, solid progress 
continued to be made in improving the quality of basic and secondary education, but relatively 
little progress was made in bringing clean drinking water to Kathmandu. Governance conditions 
continued to deteriorate, while ADB’s modest support for capacity building at the local 
government level was affected by political instability and constitutional uncertainty. In the 

                                                 
39 These include the National Adaptation Program of Action, 2010; the Climate Change Policy, 2011; and the National 

Disaster Management Strategy, 2009. 
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climate change and environment area, some progress was made in developing new planning 
tools and approaches.  
 
E. Sustainability  

65. The CPSFR rates ADB’s program likely sustainable on the grounds that support for 
policy and operational measures was a key part of the design of ADB operations. Emphasis was 
accorded in infrastructure operations to fostering the sustainability of infrastructure and 
institutions by promoting the establishment of appropriate policies, institutions, and 
management systems in all priority sectors of ADB operations. The CPSFR finds that progress 
was made toward greater operation and maintenance (O&M) sustainability through policy and 
institutional reforms in the energy and transport sectors and through greater community and 
private sector participation in the WSS and ANR sectors.  
  
66. This validation downgrades the sustainability rating to less than likely sustainable. In the 
road transport subsector, the government continues to emphasize capital investment at the 
expense of asset management and maintenance. Meanwhile, utility tariffs are restrained at low 
levels to ensure affordability, and subsidies to state enterprises are large and rising. Close to 
70% of ADB’s commitments to Nepal are for infrastructure; and in each infrastructure subsector, 
financing, institutional arrangements, and public policies—while improving—are far from 
sufficient to ensure that infrastructure will be operated and maintained in a sustainable manner. 
Efforts are being made, with ADB support, to build financial and institutional capacity to maintain 
infrastructure and operate social services, but large inflows of concessionary financing for 
infrastructure and social services reduce the incentives of the government (and community) to 
maintain these assets and services properly. In terms of municipal infrastructure, greater 
municipal authority for mobilizing revenue is needed, which appears unlikely until arrangements 
for transforming the country into a federal structure are concluded.  
  
67. Adequacy of infrastructure operation and maintenance and tariffs. The CPSFR 
declares that sustainability is improving, but provides no hard evidence on the adequacy of 
O&M spending or arrangements for infrastructure or social services. Other sources indicate that 
infrastructure O&M spending is insufficient to keep pace with system expansion, while the 
International Monetary Fund declares that the government’s current spending as a share of total 
public expenditures needs to be reduced.40 Tariffs in the energy and water sectors remain below 
cost recovery levels—discouraging private participation, weakening the capacity of state-owned 
enterprises (SOEs) to maintain assets, and causing the SOEs to rely on large budget transfers. 
The challenges posed by insufficient infrastructure O&M financing and institutional 
arrangements have been well documented by ADB at the project level. For example: 

(i) Power sector. The December 2011 project completion report (PCR) for the 
Rural Electrification, Distribution and Transmission project states that “the 
National Electricity Authority has not been able to increase tariffs since 2001, 
which seriously constrains its operations. The lack of resources arising from a 
stagnant tariff has hampered the NEA’s ability to invest adequately in expanding 
and maintaining its generation and transmission and distribution network. 
Consequently, the NEA is caught in a vicious circle of high transmission and 
distribution losses (28.91% in FY2010) that exacerbate its poor financial 
position.”41 In the case of the petroleum sector, slow reform of Nepal Oil 
Corporation has contributed to fuel shortages and heavy reliance on the 

                                                 
40 International Monetary Fund. 2011. Nepal: Staff Report for the 2011 Article IV Consultation. Washington, DC. 
41 ADB. 2011. Completion Report: Rural Electrification, Distribution, and Transmission Project in Nepal. Manila.  
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government for subsidies. In FY2011, the corporation’s losses reached 
Rs11 billion (0.8% of GDP). There has, however, been some improvement in 
power sector sustainability following a 20% increase in electricity tariffs in May 
2012.  

(ii) Transport. The 2009 ADB Transport Sector Assessment for regional roads 
noted that, although the maintenance budget had substantially increased in 
recent years, there was a need to extend periodic maintenance to more roads as 
the strategic road network was being expanded. Likewise, a 2011 World Bank 
assessment of public expenditures in the roads sector pointed out that the 
proportion of regional roads that are deteriorating had increased to 22.4% in 
FY2011 from 18% in FY2009, and noted that expansion and improvement of 
district and rural roads had been prioritized although few resources were 
allocated for routine maintenance of these roads. That report found that, although 
road maintenance funding is being increased, the likely effectiveness of 
investment in rehabilitation and maintenance is questionable, given that the 
maintenance budget increase is insufficient to cover the rate of road expansion.42 

(iii) Urban water supply. In terms of the Kathmandu water supply system, the 2011 
water supply and urban sector road map declared that “poor maintenance of 
assets and inadequate budget for O&M of assets are important operating 
problems” and “inability to increase tariffs and recover O&M costs and low 
collection efficiency are the key financial problems.” The September 2010 PCR 
for the Small Towns Water Supply and Sanitation Sector Project found that 
municipal repayment for water supply installations to the Town Development 
Fund was below expectations because water tariffs adopted in most towns were 
far below the fund’s recommendations. Delays in constructing town projects, the 
slow rate of tap connections, low water tariffs, the low volume of water drawn 
from the developed wells, and damage to water transmission lines combined to 
threaten the financial viability of municipal water user associations.43 Some 
progress has, however, been registered in moving toward cost recovery tariffs in 
small municipalities and towns.  

(iv) Irrigation. The PCR of the Nepal Second Irrigation Sector project (2008)44 found 
that many water user associations were functioning at a low level and were not 
collecting fees sufficient to maintain their systems. It also found that new systems 
were subject to damage from landslips, limiting their performance and 
sustainability.45  
 

68. Education system expansion is growing far more rapidly than the government’s revenue 
base. The 2011 PCR for the Secondary Education Support Project reported that the 
government has appointed 6,000 secondary teachers and increased the number of lower 
secondary and secondary schools by more than 40% over 2008–2010. The revised total cost for 
the School Sector Reform Program for 2012–2014 was $2.7 billion, which is 57% higher than 
what was originally estimated in 2009 for the same period. Higher costs are attributed to faster-
than-expected enrollment growth, inflation, teacher salary adjustments, an expanded 
scholarship program, and provision of free textbooks up to grade 10.46 As part of ADB support 
for local governance, some 40,000 social mobilization centers were created. Securing sufficient 

                                                 
42 World Bank. 2011. Nepal Public Expenditure Review—Roads. Washington, DC. 
43 ADB. 2010. Completion Report: Small Towns Water Supply and Sanitation Sector Project in Nepal. Manila. 
44 ADB. 2008. Completion Report: Second Irrigation Sector Project in Nepal. Manila.  
45 Recent performance and sustainability of water user associations have reportedly significantly improved, with more 

than a dozen associations showing promising signs of emerging as multifunction organizations. 
46 ADB. 2011. Completion Report: Secondary Education Support Project in Nepal. Manila. 
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funding to operate and maintain these facilities has proven to be a challenge.  
 
69. Sustainability of policy support. The likelihood that public policies will evolve in ways 
that encourage more sustainable development of infrastructure and social services is uncertain. 
In the near term, given political fragility, it appears unlikely that the government will take firm 
measures to reduce state enterprise subsidies, significantly boost utility tariffs, or enforce strong 
measures to combat corruption. Large-scale privatization may likewise be premature until 
substantial improvements are made in the enabling business environment. Establishment of a 
new federal structure is bound to raise demands (and expectations) for new staff and facilities at 
the local level, throwing into question the degree to which newly empowered local governments 
will devote resources to O&M of existing assets. Political transition also makes it difficult to 
predict if ADB-supported policy reforms will find traction and not be subject to reversals. Getting 
new legislation approved by a Constituent Assembly focused on political reform was 
problematic up to the time it was dissolved in May 2012. Since the dissolution, there is no 
prospect of legislative approval of any of the key policy measures.  
 
70. Environmental sustainability. Although the outcome targets related to increased 
resilience to climate change and disaster risk in ADB’s priority sectors have been met 
(para. 61), policy reforms in environmental safeguards have not taken place. There is a pressing 
need to update the one and half decade old Environment Act (1997) and related regulations to 
capture emerging environmental issues, mainstream international best practices, and make 
provisions appropriate for all types of development activities. ADB’s Safeguard Policy Statement 
(2009) also suggests strengthening the country’s safeguards system.  
 
F. Development Impacts  

71. The CPSFR elaborated the progress made toward achieving country and sector impact 
as (likely) satisfactory. It reports that ADB has contributed to higher rates of economic growth, 
macroeconomic stability, a rapid decline in poverty incidence, and likely achievement of a 
majority of Nepal’s MDGs. ADB’s support contributed to a decline in rural poverty incidence, 
boosted food security and commercial agriculture development, increased the enrollment rate in 
primary and secondary education, improved access to and soundness of the financial system, 
helped improve road connectivity, and made basic WSS services more accessible. Ongoing 
operations in the power sector are expected, in the future, to contribute to a resolution of the 
country’s power crisis. Completed projects that have exited the portfolio have had significant 
impacts and projects at an advanced stage are also expected to have significant impacts.  
 
72. This validation accepts the CSFR findings and rates the impact of past ADB support 
satisfactory. Since most of the operations approved from 2010 to 2012 have barely started, it 
will be many years before their full impacts are felt. Despite this, there is evidence that 
operations that exited the portfolio during this CPS period have had positive impacts, and the 
expected impacts of ongoing operations, with some exceptions, are likely to be substantial. 
 
73. Country-level impacts. Despite a challenging country context, considerable progress 
has been registered, and there are signs that ADB support has made a positive contribution to 
many of these achievements. Macroeconomic performance has been broadly positive. 
Economic growth reached 4.8% in 2010 and 3.9% in 2011, based on strong growth in domestic 
demand and remittances.47 Growth in agriculture, a key determinant of rural welfare, rebounded 
from 1.2% in 2010 to 4.5% in 2011. Inclusion remains a key priority of the government’s 

                                                 
47 This was, however, below the government’s growth target of 5.5% per annum.  
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development strategy and various policies are helping to bridge the gender gap and reach 
ethnic minorities. In the education sector, for example, the Gender Parity Index has reached 
0.99 in net enrollment rate at all levels of school education. As a result of steady economic 
growth, large remittance inflows, pro-poor public spending, and proactive efforts to foster 
inclusion, poverty incidence fell from 31% in 2005 to 25% in 2011, and Nepal is on track to meet 
the majority of its MDGs, although Nepal’s achievement of universal primary education (MDG 2) 
is regressing.48 Since the development partners provide half of development spending (about 
5% of GDP) and since ADB provides a quarter of that, there is reason to believe that ADB’s 
support has contributed to positive macroeconomic and social development performance.  
 
74. In agriculture and natural resources, GDP per capita increased by 12% over the CPS 
period. Agricultural commercialization and access to inputs are improving, although at a slower 
pace than anticipated in the CPS. Much of the growth in agricultural GDP can be attributed to 
the effects of good weather, although ADB has made an important contribution through a series 
of projects that helped boost cropping intensity, raised livestock productivity, increased the 
proportion of high value crops, improved irrigation facilities, augmented rural roads, and 
involved beneficiary organizations in maintaining rural infrastructure. 
 
75. In education, the net enrollment rate targets set in the CPS for access to primary 
education, secondary education, and gender parity in basic education have all been exceeded. 
This has contributed directly to an improvement in Nepal’s Human Development Index score 
from 0.449 in 2009 to 0.458 in 2011. Because of a strong correlation between education levels 
of the household head and poverty, support provided by ADB together with other development 
partners for school education is likely to have positive effects on poverty reduction in the future.  
 
76. In the financial sector, solid progress has been made in helping the banking sector 
cope with overexposure to a bubble in the real estate market. The nonperforming loan ratio of 
commercial banks fell to 3.2% in the first half of 2012, down from 10.6% in 2007. The capital 
adequacy ratio of the banking system improved to 11% at the end of 2011 from 6% in 2009. 
Access to financial services has also improved—the number of rural beneficiaries with access to 
microfinance has almost tripled since 2010. ADB’s main contribution has been to improve 
access to rural financial services, and the number of ADBL rural deposit accounts has increased 
by more than 30% since 2008, with lending to rural women (i.e., women borrower accounts) 
rising more than tenfold from 2008 to 2012.  
 
77. In transport, connectivity is steadily increasing as progress has been made in improving 
basic accessibility to all-weather roads, and with progress being made to connect all district 
offices to all-weather roads. ADB projects have helped reduce vehicle operating costs and 
cargo costs, and have contributed to a reduction in customs clearance times. Improved civil 
aviation facilities have also helped to accommodate a substantial increase in tourist arrivals.  
 
78. The power sector is in a state of crisis, marked by long power outages, fuel shortages, 
and poor financial performance of the power SOEs. Power shortages have adversely affected 

                                                 
48 IED. 2013. Thematic Evaluation Study: ADB’s Support for Achieving the Millennium Development Goals. Manila: 

ADB. 
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PSD, while poor SOE performance has contributed to a waste of scarce budgetary resources.49 
ADB, as the lead development partner to the power sector, is partly responsible for this poor 
state of affairs, since ADB did not lend to the sector from 2001 to 2009 while the demand–
supply gap steadily widened. In the case of the West Seti Project, despite ADB’s efforts, the 
project could not be fully developed since its feasibility could not be established. This was 
mainly due to a mismatch between costs and expected revenue. Starting in 2009, ADB support 
for enhancing generation capacity, strengthening the transmission and distribution system, and 
building capacity for regulatory reforms was designed to help Nepal eventually overcome the 
power crisis and begin to harness its large hydropower resources. In the medium term, the 
Tanahu Hydropower Project approved in February 2013 will boost the country’s generation 
capacity, while ongoing ADB investments in energy conservation are expected to reduce carbon 
dioxide emissions by 4,000–4,500 tons annually.  
 
79. In the water supply and sanitation sector, progress is being made toward improving 
access to clean water and improved sanitation, although far behind the targets set in the CPS. 
ADB’s investments in smaller municipalities has had positive effects—the Community-Based 
Water Supply and Sanitation Project and the Urban and Environment Improvement Project have 
contributed to improving access to clean water to nearly 3% of the country’s population, with 
positive impacts on health and livelihoods.  
 
80. The institutional impacts of ADB support were significant. In transport, there has been 
steady improvement in sector planning, project design, and management and trade logistics 
capacity, with growing attention to developing frameworks and projects suitable for PPPs. New 
capacities have been created in government to promote public transport and progress has been 
registered in bringing the policies, regulations, and management systems of the Civil Aviation 
Authority up to international standards. In the power sector, ADB support has contributed to the 
financial restructuring of NEA, and in the financial sector, to the restructuring and 
commercialization of ADBL. In the education sector, ADB has contributed to improved 
management and planning of the school system. Capacities in climate change, urban planning, 
energy conservation, and small hydropower development have also been developed with ADB 
TA support. In irrigation, ADB has helped build capacities to operationalize the 2006 national 
irrigation plan and its associated sector investment framework, including developing community-
based water user groups. Capacities of hundreds of nongovernment and community-based 
groups to facilitate and deliver project-related services have been developed through 
decentralized, service delivery projects. The establishment of performance-based criteria for 
intergovernment transfers, together with better monitoring and controls on transfers, have also 
improved the quality of local service delivery.  
 
81. Safeguard impacts. ADB’s support to Nepal has had satisfactory environmental 
safeguard impacts. Environmental risks have been mainstreamed in the design of infrastructure 
projects, and completed investments in municipal infrastructure have made an important 
contribution to improving urban living conditions in small towns and cities throughout Nepal. 
ADB support has also contributed to building institutional capacity in applying environmental 
impact assessment, land acquisition, and resettlement policies and procedures. Care has been 
taken in ADB projects to ensure that safeguard procedures have been complied with in a timely 
                                                 
49 Fuel shortages are a direct result of the slow reform of Nepal Oil Corporation. It subsidizes petrol, diesel fuel, and 

liquefied petroleum gas. The corporation’s losses were NRe11 billion (0.8% of GDP) in FY2011. Severe power 
shortages, lasting up to 16 hours a day during the winter months of low hydropower generation, occur because 
demand is twice current supply. Fixing this will require huge public expenditure as well as PPPs. There is an urgent 
need to reform NEA, so that tariffs can be set which induce investment and its arrears and power theft can be 
forcefully addressed.  
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manner, with due regard for public consultation and awareness building, and with a positive 
impact on the involvement of civil society in the safeguarding of natural and cultural resources.  
 
G. ADB and Borrower Performance 

82.  ADB performance. The CPSFR assessed ADB’s performance as highly successful. It 
concluded that ADB effectively led aid coordination with development partners in key sectors, 
provided support for improved sector policies and strategies, and helped meet critical financial 
and capacity constraints. Substantially more cofinancing was mobilized during the CPS period 
than was initially planned, and steady progress was registered toward delivering aid in a more 
harmonized and effective manner. The portfolio was actively and effectively supervised, and 
there was increased delegation of project administration responsibility to the resident mission.  
 
83. The validation finds that ADB’s performance was satisfactory. ADB was confronted with 
a volatile country context, pervasive capacity gaps, and the need to bring the benefits of 
development to groups historically excluded from the economic mainstream. In response, ADB 
crafted a CPS that was appropriately designed to foster inclusion, encourage sustainability, and 
build a more competitive and better-governed economy. The CPS called for simple designs, 
flexibility, partnering, and highly consultative approaches, all of which were well suited to the 
country context. Sector strategies were crafted which, appropriately, tackled policy, institutional, 
and strategic investments in a holistic approach. Lessons from past support, including those 
from the 2009 CAPE, were taken on board in the design of the CPS. A good mix of project, 
program, TA, and pilot projects was then used to present a cohesive approach to tackle 
important sector challenges.  
 
84. ADB also played a lead role in adopting and promoting results-based management. The 
results frameworks used to track sector performance were well defined and were updated 
regularly. Sector and thematic results were reviewed on an annual basis as part of the country 
portfolio review process. Likewise, solid efforts were made to build the government’s capacity in 
results-based management.  
 
85. There were, however, areas in which ADB’s performance could have been better. For 
example, insufficient attention was devoted to tackling the power crisis; inadequate attention 
was paid to infrastructure O&M; and project deadlines sometimes did not take into account the 
difficult country context.  
 
86. Stakeholder perceptions.50 Stakeholders felt that ADB’s main value added was as a 
financier, partner, source of policy advice, problem solver, and developer of critical projects. 
ADB was described as caring, responsive, sensitive to country and government constraints, and 
committed to the long-term development of the country. ADB’s financial influence, its ability to 
help the government prepare major projects, the competence of resident mission staff, and 
support for regional cooperation were identified as among its strongest points. Stakeholders 
expressed concern that (i) ADB resources were too widely dispersed over too many different 
activities, regions, and subsectors; (ii) the application of ADB safeguard policies was ill-suited to 
the contentious decision making process at the grassroots level; (iii) procurement processes, 
particularly for small contracts, were lengthy and burdensome; (iv) some TA projects were 

                                                 
50 A stakeholder survey was conducted among a sample of 52 government officials, development partners, and 

NGOs familiar with ADB’s support to Nepal. Just four stakeholders responded to the written survey. Consequently, 
the results reported above reflect the views of stakeholders interviewed directly by the IEM and the small number of 
stakeholders who responded in writing to the survey.  
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supply-driven and of limited effectiveness; and (v) the policy reforms supported by ADB were 
overly ambitious, given the prevailing political environment.  
 
87. Borrower performance. The CPSFR rated the government’s performance as  
successful. The government has focused on achieving the MDGs and has assumed a 
leadership role in aid coordination and development effectiveness. The government exhibited a 
strong commitment to ADB projects by categorizing them as part of its core program and by 
securing sufficient budget resources. Although progress was mixed, efforts were made to 
implement projects effectively and to adopt policy, regulatory, and institutional reforms in various 
sectors, despite a challenging security and political environment.  
 
88. The validation report concurs with the CPSFR’s ratings and assesses the government’s 
performance satisfactory. The government has provided broad strategic directions through its 
national development plans, and through a number of sector plans and thematic strategies. The 
government has firmly adopted the MDGs, and by mobilizing support from a number of 
development partners, it has managed to steadily increase financing and access to a broad 
range of economic and social services. Despite a challenging fiscal situation, counterpart 
financing for ADB projects has generally been sufficient, and the government’s revenue 
mobilization effort has been improving. Project implementation has, however, been adversely by 
weak ownership of a number of agriculture projects, and by delays in passing major legislation 
in the education and power sectors. Finally, low and compressed civil service salaries continue 
to weaken public sector incentives to perform efficiently and with integrity. 
 
H. Overall Assessment 

89. The CPSFR rated the overall performance of the CPS as successful. The validation 
report confirms an overall successful rating. This overall rating was based on individual ratings 
of six criteria. Four of the six criteria were rated positively (second highest rating on a four-point 
scale), while two of the criteria were rated lower (third highest rating). The criteria, together with 
justifications for the different ratings, are in Table 1. 
 
90. This represents an improvement over the 2009 CAPE recommendation of partly 
successful, primarily because of good performance registered in delivering results in key 
sectors. However, the principle weaknesses identified in the 2009 CAPE—excessive spread of 
support activities, weak implementation, and less than likely sustainability of project and 
program benefits—continue to hamper performance in 2012.51 
 
  

                                                 
51 See the 2009 Nepal Country Assistance Program Evaluation Recommendations and the 2010–2012 CPS 

Response (Supplementary Appendix B) for how the 2009 CAPE’s recommendations were incorporated into the 
2010–2012 CPS. 
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Table 1: Rating Comparison between CPSFR and CPSFR Validation 
 

Evaluation 
Criteria  

CPSFR 
Ratings 

Validation 
Ratings Reasons for Rating Deviations 

Strategic 
Positioning 
 

Highly 
successful 

Satisfactory  Compared to other CPSs, the Nepal CPS had many strong points, and 
a few (albeit important) weak points in terms of strategic 
positioning. The strong points include that ADB support was based on a 
good analytic diagnostic; closely aligned with government and ADB 
corporate strategies; prepared in an open and consultative manner; and 
made a special effort to incorporate post-conflict, environmental, and 
governance risks into the strategy. Moreover, the CPS had a strong 
results focus. The weak points include inadequate balance between 
investments and institutional capacity, and at times not relying on 
partners already working in the geographic areas and/or in related 
subsectors. 

Program 
Relevance 

Highly 
successful 

Relevant The program was in line with the priorities outlined in the country 
strategy. Infrastructure accounted for nearly 70% of total project 
commitments, and annual programming was used to balance 
allocations among sectors and to ensure that project readiness 
conditions were met. Projects in the key sectors were aimed at 
achieving the objectives set forth in the CPS sector strategies and road 
maps, and combined support for strategic investments with support for 
improved sector policy and capacity development. The project design 
and monitoring frameworks for projects commenced during the CPS 
period were also generally of high quality. Two weaknesses in program 
quality were noted: (i) a geographically dispersed program that was not 
adequately supported by resources made supervision difficult and 
(ii) few provisions were made in projects to improve sustainable asset 
management and finance. Another weakness is that at the project level 
designs were at times excessively complex. While within the program it 
is necessary to focus on key crosscutting thematic areas (e.g., gender 
equity, good governance, and environmental sustainability) these needs 
to be done strategically working with partners, addressing binding 
constraints through simple project designs commensurate with 
available resources.  

Efficiency Partly 
successful 

Less than 
efficient 

Same (just different rating terminology) 

Effectiveness Likely 
Effective 

Effective Same (just different rating terminology) 

Sustainability Likely Less than 
likely  

Recurrent spending on operation and maintenance for roads is still far 
less than what is required, and is not keeping pace with the 
construction of new roads; subsidies to state-owned enterprises 
reached 18% of public expenditures in 2011 because of tariffs set 
below the costs of operation; higher development spending and 
extending free education to more years of schooling is putting 
enormous burdens on an already overstretched current budget; and the 
tightening of prudential standards on microfinance institutions, coming 
after a period of double-digit lending growth by these organizations, 
could lead to failure of a large number of these institutions. Water 
supply capacity is being expanded rapidly while tariffs are insufficient to 
cover costs. Political instability makes it difficult to know if there will be 
continued support for ADB policy reforms. On the positive side, some 
progress has been made in moving toward cost recovery tariffs in small 
municipalities and towns. 

Development 
Impacts 

Likely Satisfactory Same (just different rating terminology) 

Overall 
Rating 

Successful Successful   

ADB 
Performance 

Highly 
Successful 

Satisfactory  On the positive side, ADB made important contributions to improve aid 
effectiveness (para. 82), played a lead role in adopting and promoting 
results-based management (para. 84), and adopted a cohesive 
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Evaluation 
Criteria  

CPSFR 
Ratings 

Validation 
Ratings Reasons for Rating Deviations 

approach to tackle sector challenges (para. 84). On the less positive 
side, insufficient attention was paid to the power crisis. Projects were 
geographically scattered, complex and difficult to supervise properly. 
The response to implementation delays was to tighten supervision and 
extend closing dates, rather than restructure nonperforming projects 
and components expeditiously.  

Borrower 
Performance 

Successful Satisfactory Same (just different rating terminology) 

CPSFR 
Quality 
 

 Satisfactory   

ADB = Asian Development Bank, CPS = country partnership strategy, CPSFR = country partnership strategy final 
review. 
Note: From May 2012, the Independent Evaluation Department views the CPSFR’s rating terminology of “partly” or “less” 
as equivalent to “less than” and uses this terminology for its own rating categories to improve clarity. 
Source: Independent Evaluation Department. 
 
I. Lessons, Issues, and Recommendations 

1. Lessons 

91. The CPSFR draws a number of key lessons, including: (i) ADB operations need to be 
more selective and prioritized; (ii) CPS results frameworks were an effective tool to maintain a 
results orientation; (iii) improving efficiency is challenging, but a combination of training, close 
monitoring, project delegation to the resident mission, the use of a transport project preparatory 
facility, and application of project readiness filters have proven to be effective; and (iv) stronger 
efforts are required to foster infrastructure sustainability.  
 
92. The validation concurs with these lessons. Additional lessons include: 

(i) Simplicity needs to be balanced with a strategic focus on development 
results. One of the principles the CPS espoused was to keep things simple, yet it 
included a strategic architecture with four pillars, six sectors, 24 subsectors, six 
themes, and three screening tools. This apparent inconsistency was not a 
weakness, as simplicity is not an end in itself. What is more important is that 
future efforts need to address binding constraints to achieve desired development 
outcomes. 

(ii) Insufficient power sector response. The power crisis has disrupted the 
workings of the government, when the population needed to see that the 
government could perform to rebuild confidence. The CPS declared that ADB 
would be flexible in its response to the country’s needs but there was no 
emergency response to the crippling power situation.  

(iii) Policy reform overload. While reforms were needed, political volatility and a 
focus on more fundamental political issues crowded out attention to the more 
developmental reforms. In retrospect, this could have been anticipated and a 
more focused policy agenda supported.  

(iv) Program implementation. The solution to improving portfolio performance has 
generally been to intensify supervision. There does not seem to have been any 
restructuring (or cancellation) of projects that were not working or were 
excessively complex to begin with.  
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2. Issues 

93. Planning is challenging in an era of political uncertainty. Preparation for a new ADB 
CPS is taking place as the term of the current Parliament has expired, and when the timing for 
Constitutional Reform and new national elections are uncertain. The current Three-Year Interim 
Plan expires in 2013, and a new three-year plan is currently under preparation. It is uncertain 
when a new national plan will be prepared, much less how it will be vetted and approved. 
Restructuring of Nepal into a federation will change the government’s roles and responsibilities, 
but the timing and implication of a shift to a federal structure is uncertain. Aligning ADB support 
with national strategic priorities will be difficult to accomplish until a new government is in place, 
roles are assigned to different levels of government services, and plans and priorities are 
established. Despite these uncertainties, there has been a high degree of continuity in the 
government’s strategy for poverty reduction, including a strong emphasis placed by the 
authorities on drawing on international financial institution resources for infrastructure 
development.  
 
94. Project quality needs attention. New projects tend to be designed before existing ones 
have been completed. While this enhances continuity, it also implies that the weaknesses and 
flaws of ongoing projects continue from one project to the next. Improving the quality of projects 
is a challenge given a demanding and volatile country context, a legacy of weaknesses in 
project implementation, and limited country capacity to comply with agreed policy reforms, 
implement involuntary land acquisition, or manage procurement processes effectively. Resident 
mission staffing will need to be enhanced to meet increased supervision responsibilities and to 
ensure that sufficient on-the-ground resources are available for economic reporting, policy 
dialogue, and aid coordination.  
 

3. ADB’s Role Looking Forward 

95. Nepal continues to face formidable development challenges. Tens of billions of dollars of 
infrastructure investment will be required if the power crisis is to be resolved, regional and 
domestic connectivity improved, and access to drinking water and sanitation provided to all. 
Little of this investment will provide sustained benefits unless sufficient resources and 
arrangements for operating and maintaining economic infrastructure and social services are 
established. Environmental conditions continue to deteriorate and governance indicators show 
few signs of improvement. Private sector development continues to be constrained by weak 
infrastructure, poor governance, control-oriented public policies, heavily subsidized state 
enterprises, and challenging law and order conditions. 
  
96. ADB can play an important role in helping Nepal meet the financing gap required to 
tackle binding development constraints and transform its economy. This will require focusing on 
those issues that hold back performance, such as the power crisis and Kathmandu’s water 
crisis, and areas in which experience suggests that ADB support is likely to be reasonably 
effective. Nepal faces a large number of development challenges, but numerous development 
partners are providing support. Focusing on those areas in which ADB—through a coherent mix 
of financing, policy advice, capacity building, and knowledge product support—is likely to be 
effective in assisting Nepal ease constraints and move closer to its socioeconomic potential, is 
critical to improving ADB’s contribution to delivering results in Nepal. At the same time, a better 
balance must be struck between support for new investments and the financing, policies, and 
institutional capacity required to sustain those that have been developed. Otherwise, the 
benefits of external support may not be sustained. Likewise, more emphasis should be 
accorded to improving the enabling environment for private sector development, if Nepal is to 
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generate sufficient productive employment opportunities and reduce its dependence on aid and 
remittances. ADB can help Nepal connect the dots by delivering critical infrastructure, building 
robust institutions, and helping to reform policies and practices in ways that foster private sector 
participation, contribute to more sustainable use of natural resources, accelerate social 
development, and bolster incentives for good governance.  
 

4. Recommendations 

97. The CPSFR included nine recommendations: (i) further enhance sector and subsector 
selectivity, focusing on key infrastructures (energy, transport, and urban and rural infrastructure 
including irrigation) and sectors where substantial value addition can be delivered, through 
policy reforms and introduction of best practices; (ii) consolidate the achievements made in 
gender, climate change, and NGO partnering and institutionalize this at the sector and policy 
level; (iii) sector links to regional cooperation and integration should be clearly established, 
PPPs fostered, and TA and policy loan support provided to improve the investment climate; 
(iv) suitable results indicators should be selected for the new CPS results framework, and this 
should also be established as a common framework for the government and partners; 
(v) project readiness should devote more attention to PFM risks, and support should be 
provided for procurement and broader PFM reforms; (vi) the peace building and climate change 
and disaster risk screening tools should be improved and continue to be applied; (vii) utmost 
efforts should be made to improve Nepal’s portfolio performance; (viii) there should be long-term 
engagement in priority sector and thematic operations, with programs that are systematically 
sequenced, with clear monitoring and evaluation mechanisms; and (ix) policy dialogue should 
be undertaken at the outset when CPS priority sector selection is undertaken, with clear 
establishment of a road map to sustain infrastructure and institutions in the sector result 
frameworks.  
 
98. The IED validation suggests the following four recommendations for South Asia 
Department’s consideration for framing the next CPS. 
 
99. The new CPS needs to be adjusted to link to development effectiveness more 
clearly by better balancing investments and institutional capacity. ADB should continue to 
support inclusive growth and social development and focus on critical needs in these areas. 
Energy and transport (and to a lesser extent education) are sectors where large investments are 
urgently required, and where ADB has a long and successful track record. These are also the 
sectors that will play an in integral role in integrating Nepal into larger regional markets. 
Strategic partnering in sectors where other development partners are active could be seriously 
considered, even though ADB has been involved for decades in these sectors. For example, in 
some sectors ADB can contribute through joint knowledge work with development partners, 
rather than traditional project work.  
 
100. More attention should be devoted to foster private sector development through 
improvements in the enabling environment. The current model of growth driven by 
remittances and/or consumption is risky and is unlikely to generate the employment required to 
meet the needs of the large number of new job seekers each year. As indicated in para. 63, 
much more emphasis should be accorded to improving the enabling environment for PSD if 
Nepal is to boost exports, productivity, and employment. Tackling the power crisis has to be the 
top priority, and this will require a concerted effort to reform tariff setting and improve 
institutional arrangements. A more systemic approach is required to improve the private sector 
enabling environment, including strong support for anticorruption measures. Education has 
been the main driver to overseas migration, and remittance inflows have been the single most 
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powerful instrument for poverty reduction. Education policies and programs must plan for the 
needs of a global labor force and look beyond domestic markets. ADB should also help the 
government identify instruments for channeling large and growing remittance inflows into 
productive investments. 
 
101. Sustainability must be prioritized in all infrastructure investments. Much more 
attention should be accorded to ensuring that (i) tariffs cover costs for public utilities, (ii) 
financing and management systems are sufficient to maintain public assets, and (iii) that social 
services are not expanded more rapidly than the budget (and the country) can afford. A 
quarterly review of the adequacy of O&M funding and institutional arrangements in the core 
sectors could be a useful approach. In the roads subsector, the development of a 
comprehensive asset management system that is linked to O&M financing and tracking merits 
support. 
 
102. Innovative tools introduced in this country partnership strategy merit wider 
application in post-conflict, fragile developing member countries. The CPS introduced two 
innovative tools: (i) a peace filter for project design and implementation of projects, and (ii) a 
disaster and climate change risk screening tool. These have been applied at relatively low cost, 
and have been effective in making project designs more inclusive and ensuring that climate 
change and disaster risks are taken into account. Consideration should be given to applying 
these tools, modified to country-specific circumstances, in post-conflict developing member 
countries and in those with a high disaster and climate change risk. 
 

III. ASSESSMENT OF THE QUALITY OF THE FINAL REVIEW 

103. This validation assessed the overall quality of the CPSFR based on the following sub-
criteria: (i) whether it is evidence-based; (ii) whether it is candid; (iii) whether it understands and 
applies the evaluation criteria well; and (iv) whether it is well analyzed, with logical sequences 
and coherent story lines. The validation finds that the CPSFR is candid, particularly with respect 
to identifying the shortcomings in the efficiency of project implementation. Coverage of the 
CPSFR went beyond that of most self-evaluations. It included a meticulous comparison of the 
actual and expected results of ADB support, at both a sector and a thematic level. A detailed 
discussion of efforts made to improve portfolio performance was included, as was a listing of the 
cofinancing mobilized and knowledge products generated during the program period.  
 
104. The CPSFR applied the evaluation criteria provided by the IED guidelines and was 
generally evidence-based. The CPSFR was candid about the slippages in program 
implementation, reform and in the achievement of outcome and impact targets, but often without 
explaining why slippages occurred. The final review did not discuss the energy crisis and ADB’s 
role explicitly, which is a notable omission. It refers to efforts to support NEA, improve 
regulation, and allow greater freedom of tariff setting but did not link these with the short-term 
problems. There was also no discussion about the relevance and effectiveness of governance 
support in the face of mounting governance concerns and lingering uncertainty about the 
country’s transition to a federal form of government. The CPSFR declared that sustainability is 
improving, but provided no hard evidence on the adequacy of O&M spending or arrangements 
for maintaining infrastructure. Given insufficient financing and weak institutional arrangements to 
operate and maintain infrastructure, the ratings assigned in the CPSFR for sustainability were 
not fully consistent with the available evidence. The CPSFR was essentially silent on the 
problems affecting the largest project in the portfolio (Melamchi) or on the reasons that the West 
Seti Hydropower Project was cancelled. Taking both its strengths and weaknesses into account, 
the validation report rates the CPSFR satisfactory. 
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LIST OF LINKED DOCUMENTS 
 
1.  Country Partnership Strategy Final Review: Nepal, 2010-2012 

http://www.adb.org/sites/default/files/linked-documents/Nepal-CPS-2010-2012-Final-
Review.pdf 

 
2.  Country Economic Indicators 

http://www.adb.org/sites/default/files/linked-documents/Nepal-Country-Economic-
Indicators.pdf 

 
3.  ADB Approved Loans, Grants, and Nonsovereign Investment Facilities to Nepal 

http://www.adb.org/sites/default/files/linked-documents/ADB-Approved-Loans-Grants-
Nonsovereign.pdf 

 
4.  ADB Approved Technical Assistance Operations to Nepal 

http://www.adb.org/sites/default/files/linked-documents/ADB-Approved-TA.pdf 
 
5.  Nepal’s Innovative Peacebuilding Tool 

http://www.adb.org/sites/default/files/linked-documents/Nepal-Innovative-Peacebuilding-
Tool.pdf  

http://www.adb.org/sites/default/files/linked-documents/Nepal-CPS-2010-2012-Final-Review.pdf
http://www.adb.org/sites/default/files/linked-documents/Nepal-CPS-2010-2012-Final-Review.pdf
http://www.adb.org/sites/default/files/linked-documents/Nepal-Country-Economic-Indicators.pdf
http://www.adb.org/sites/default/files/linked-documents/Nepal-Country-Economic-Indicators.pdf
http://www.adb.org/sites/default/files/linked-documents/ADB-Approved-Loans-Grants-Nonsovereign.pdf
http://www.adb.org/sites/default/files/linked-documents/ADB-Approved-Loans-Grants-Nonsovereign.pdf
http://www.adb.org/sites/default/files/linked-documents/ADB-Approved-TA.pdf
http://www.adb.org/sites/default/files/linked-documents/Nepal-Innovative-Peacebuilding-Tool.pdf
http://www.adb.org/sites/default/files/linked-documents/Nepal-Innovative-Peacebuilding-Tool.pdf
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