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I. PROJECT DESCRIPTION 

A. Rationale  

1. About 95% of the poor in Nepal were in the rural sector. Rural poverty was rooted in 
limited landholding, scarce non-land assets, low agricultural productivity, and lack of access to 
social services and economic infrastructure. The political insurgency and conflict in the past 
decade that occurred largely in rural areas also caused dislocation, disruption of business 
activities, and affected mostly the rural population. 
 
2. Access to reliable and affordable financial services was crucial for the rural poor to 
capture economic opportunities and break the vicious cycle of poverty. While increased financial 
intermediation was envisaged to contribute to political and economic stability in the rural areas, 
access to institutional financial services was severely limited, reaching only 28% of total 
population. The high-risk rural finance profile, repressive environment, and security concerns in 
rural areas made private sector participation in rural finance extremely difficult. Difficult terrain 
and topography inhibited the rapid deployment of private, institutional rural finance services on a 



 2

larger scale. Wider sector reform was required to address the policy and institutional bottlenecks 
to the growth and development of efficient and sustainable services for the poor.   

B. Expected Impact  

3. The envisaged impact of the Rural Finance Sector Development Cluster Program 
(RFSDCP)1 was economic growth and poverty reduction in rural areas through improved rural 
financial intermediation and enhanced access to affordable rural finance services. The 
envisaged reforms in the sector was to allow sustainable rural finance markets to develop, 
enhance the flow of resources to the rural sector, and create significant economic 
opportunities for the rural poor. The impact indicators specified in the program framework were 
reduction in overall poverty incidence to 28% by 2009 (benchmark of 38% in 2000), and 
reduction in rural poverty incidence from 35% in 2006 to 30% in 2009.   

C. Objectives or Expected Outcome  

4. The objective of the RFSDCP was to develop a sustainable rural finance system to 
generate income and reduce poverty of rural households. The expected outcome was 
improved soundness, efficiency, and outreach of rural finance system through policy, legal, 
regulatory, and institutional reforms. The outcome indicators specified in the program 
framework were disaggregated into five categories. The first is a favorable policy environment 
with no government refinancing and direct credit to rural financial institutions (RFIs) by 2009, 
and no government below-cost and priority sector lending to RFIs by 2008. The second is 
institutional restructuring and reforms of RFIs, resulting in the expansion of rural finance client 
outreach by 200,000 and financial self-sustainability ratio of 90% by 2009. The third is 
supportive legal and regulatory framework by 2009, with no instances of the central bank’s 
(Nepal Rastra Bank [NRB]) failure to regulate RFIs per Banks and Financial Institutions 
Ordinance. The fourth is sector capacity building, resulting in at least 20 RFIs following 
international practices on accounting, reporting, and credit operations by 2011. The fifth is 
product and process innovations with at least three RFIs providing insurance, savings, and 
remittance services by 2009 and at least 20,000 rural poor covered by crop insurance by 
2011.  

D. Components and Outputs  

5. The RFSDCP was structured in two sequential subprograms under the cluster program 
modality. Subprogram 1 was to develop an enabling rural finance sector framework through 
policy, legal, regulatory, and institutional reforms. The processing of subprogram 2 was subject 
to the review of the implementation of subprogram 1. Only subprogram 1 is assessed in this 
validation. 
 
6. Subprogram 1 had five components, as follows: (i) policy reforms to create an enabling 
rural finance sector environment, such as dismantling of direct credit by government, and 
below-cost and priority sector lending to RFIs; (ii) institutional restructuring and reforms of 
RFIs that include financial restructuring and divestment of government shares in the 
Agricultural Development Bank Limited (ADBL), institutional strengthening and divestment of 
government shares in the Small Farmers Development Bank (SFDB), and completion of the 
divestment process in the Grameen Bikas Banks (GBB); (iii) establishment of supportive legal 
                                                 
1  ADB. 2006. Report and Recommendation of the President to the Board of Directors: Proposed Loans, Asian 

Development Fund Grant, and technical Assistance Grant to Nepal for Rural Finance Sector Development Cluster 
Program. Manila.  
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and regulatory framework for RFIs, such as cooperatives and semiformal RFIs that are not 
supervised by NRB; (iv) sector capacity building that supports the establishment of the 
National Banking Training Institute (NBTI); and (v) product and process innovations that 
support savings, microinsurance, remittance services, and pilot-testing of a crop insurance 
scheme. The policy reforms were to deregulate and liberalize RFIs aimed at limiting 
government interventions, and to increase private sector participation. These reforms included 
establishing regulations and processes for the supervision and regulation of RFIs, divesting 
NRB shares in RFIs, phasing out of government ownership of technically insolvent RFIs, and 
discontinuing interest rate ceilings to RFIs. The program supported fundamental reform and 
restructuring of major RFIs, including the ADBL for commercialization and, eventually, 
privatization.  

E. Provision of Inputs  

7. Subprogram 1 of RFSDCP comprised a program loan of $56.0 million and a project 
grant of $8.7 million, supplemented by a technical assistance (TA) grant of $500,000. The 
program loan supported institutional reforms and restructuring of the ADBL to meet adjustment 
costs that included divestment of government shares and reforms to improve its business case 
to strategic investors.2 The loan was fully disbursed without cancellation. It was disbursed in 
two tranches with the first tranche of $40 million disbursed at the time of approval, and the 
second tranche of around $16 million a year later.   
 
8. The project grant supported the procurement of a core banking system (CBS) for 
ADBL, automation of the management information system for the SFDB, vehicles for ADBL 
and the NBTI, and consulting services. Of the $8.7 million approved amount, $8.6 million 
(99%) was disbursed.3  
 
9. The attached TA grant of $500,000 supported the restructuring of the ADBL to 
transform it into a viable RFI for expanded rural finance outreach. On 4 August 2008, an 
additional funding of $600,000 from the Japan Special Fund was provided to supplement the 
TA grant following the request of the government to extend the grant for 1 year to cover 
additional areas identified in the ongoing restructuring of ADBL.4  
 
F. Implementation Arrangements  
 
10. The Ministry of Finance (MOF) was the executing agency of the program. A program 
steering committee was constituted by the MOF to provide policy and technical guidance to 
the program management unit (PMU) and program implementing units, review program 
implementation, monitor the performance of the PMU and implementing units, and ensure 
program coordination. The implementing agencies were the ADBL, NRB, and SFDB. The 
ADBL and SFDB were responsible for the institutional reform and restructuring of their 
respective organizations. The NRB was responsible for the enabling policy environment, 
supportive legal and regulatory framework, and product and process innovations components. 
The implementation arrangements were appropriate. The MOF had the mandate for the 

                                                 
2 These reforms included (i) financial restructuring, (ii) completing a voluntary retirement scheme and organizational 

strengthening, (iii) upgrading the management information system, (iv) attaining viable commercial operations,     
(v) developing a business plan strategy, and (vi) instituting anticorruption measures.  

3  ADB. 2012. Completion Report: Rural Finance Sector Development Cluster Program in Nepal. Manila. 
4 The government’s request comprised (i) extending the TA consultants’ assignments, (ii) fielding additional bank 

reform and operations consultants, and (iii) engaging a rural finance regulation consultant.  
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overall coordination of policy reforms in the rural finance sector. The selection of implementing 
agencies was appropriate in carrying out the needed reforms.  
 
11. Of the 19 conditions under the program loan, 14 were fully complied with, 1 
substantially complied with, and 4 partially complied with.5 Among those fully complied with 
were the phase out of priority sector lending requirements, dismantling of interest rate ceiling, 
and divesting of NRB and government shares in RFIs. The four partially complied with 
conditions pertained to the development and implementation of an appropriate supervisory 
and regulatory framework for RFIs, conditions relating to the NBTI, and developing a crop 
insurance product. The partial compliance was due to the delay in the passage of supporting 
laws and regulations, and in product and process innovations, caused mainly by the low 
implementation capacity of the NRB, the implementing agency for the component.  In view of 
the substantial progress made in implementing subprogram 1 and the overall progress of the 
financial sector reform agenda, a waiver of full compliance with four tranche release conditions 
that were partially complied with, was approved by the Asian Development Bank (ADB). The 
second tranche was released in December 2007.  
 
12. The TA project to assist the restructuring of ADBL was rated by the completion report 
successful. The vital reform activities that were carried out included increasing private sector 
ownership of ADBL to legally defined levels, sale of shares, organizational restructuring, 
adoption of voluntary retirement scheme, and improvements in financial and operational 
performance. 6  At TA completion, the capital adequacy of ADBL was at a healthy 20% 
compared with the 12% required by the NRB while the number of deposit accounts increased 
to 714,510 or by 40%. In view of the critical reforms that were carried out and improvement in 
the financial performance of ADBL, this validation rates the TA project successful.  
 
13. The performance of contractors and consultants was rated by the program completion 
report (PCR) satisfactory. Consulting inputs were instrumental in several successes achieved 
by the program, which included the restructuring and capacity building of the ADBL and SFDB. 
In addition, consulting inputs were provided for developing manuals for risk assessment, 
operations, training, and technical packages.  

II. EVALUATION OF PERFORMANCE AND RATINGS 

A. Relevance of Design and Formulation 

14. The PCR rated the program highly relevant. The design of subprogram 1 was 
consistent with the strategy of the government and ADB for financial sector reform and pro-
poor development as reflected in the Government of Nepal’s 10th Five-Year Plan (2002–2007) 
and Three-Year Interim Plan, 2008–2010 and ADB’s Country Strategy and Program, 2005–
2009. The program was also consistent with the United Nations Millennium Development 
Goals of reducing poverty incidence by 50%.  
 
15. The program cluster approach of providing assistance for sequenced reforms was 
appropriate in the context of Nepal’s rural finance sector, which was hampered by lack of 
favorable policy, legal and regulatory environment, weak institutional capacity, and a politically 

                                                 
5 ADB. 2007. Progress Report on Tranche Release. Nepal: Rural Finance Sector Development Cluster Program. 

Manila.  
6 ADB. 2012. Technical Assistance Completion Report. Nepal: Capacity Building in Rural Finance Institutions. Manila.  
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challenging environment. The program cluster approach provided flexibility to refine policy 
actions for the succeeding subprogram.  
 
16. Subprogram 1 facilitated major institutional reforms in rural finance. Significant 
progress was achieved in restructuring the ADBL, which was a key reform action in this 
subprogram, with government approving the divestment plan in November 2007. The 
restructuring of the SFDB and GBB, according to the plans, were also on track. In addition, the 
NRB made progress toward establishing a legal and regulatory framework by developing the 
Microfinance Policy 2007. However, the Microfinance Act that was to establish the rules, 
regulations, and processes for supervision and regulation of RFIs has yet to be approved by 
Parliament. On actions relating to sector capacity building and product and process 
innovations that were partially complied with, the government has shown definitive direction 
and progress with the establishment of the NBTI. The outputs at subprogram completion were 
relevant to the objective of achieving a sustainable rural finance system to generate income 
and reduce poverty of rural households.  
 
17. This validation notes that adequate assessment of the political and economic situation 
and the capacity of institutions for crop insurance should have been made at appraisal and 
addressed in the program design. Specifically, the condition on the implementation of the 
supervisory and regulatory framework for RFIs was not realized during the program period 
because the Microfinance Act has been awaiting approval by Parliament. During 
implementation, the political situation transitioned from monarchial to parliamentary system, 
delaying legislative actions that need to be taken under the subprogram. The program design 
did not anticipate this difficult process of passing a piece of legislation that was critical for 
implementing the rules and processes for the supervision and regulation of RFIs. Extra effort 
could have been exerted during program preparation stage to consider the timing of passing of 
such legislation and the time needed for it to take full effect. Notwithstanding this shortfall, 
substantial progress in meeting the program loan conditions and facilitating major institutional 
reforms was achieved (paras. 11 and 16). On the crop insurance for small and marginal 
farmers, the scheme could not be implemented due to the absence of basic institutions that 
could capably implement it. In view of these constraints that were not clearly identified at 
appraisal and addressed in the program design, this validation rates the program relevant.  

B. Effectiveness in Achieving Project Outcome  

18. The PCR rated the program effective in achieving expected outcomes (para. 4). The 
policy, legal, institutional reforms, and capacity building undertaken under the subprogram 
improved the soundness, efficiency, and outreach of the rural finance system (para. 20). A more 
favorable policy environment was realized as the government, since 2007, veered away from 
directly intervening in the market by stopping refinancing and direct credit to RFIs, below-cost 
lending, and priority sector lending. Institutional restructuring and reforms of RFIs resulted in the 
increase of rural finance client outreach by 700,000, exceeding the target increase of 200,000 
clients. RFIs that underwent restructuring have achieved operational self-sufficiency and a 
financial self-sufficiency ratio of at least 90%. The NRB has been regulating banks and financial 
institutions, including RFIs, based on the Banks and Financial Institutions Act (BAFIA). RFIs 
have followed international best practices on accounting, reporting, and credit operations since 
the enactment of BAFIA in 2006. However, the envisaged supervisory and regulatory 
mechanism and system for RFIs that operate outside BAFIA, such as cooperatives and 
microfinance nongovernment organizations, were not realized because the Microfinance Act has 
yet to be approved by Parliament. Although most of the RFIs have provided savings, credit 
services, and remittance services, none have yet provided insurance services. Further, the 
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envisaged pilot crop insurance program could not be implemented due to lack of institutions that 
could capably pilot-test it. Hence, the envisaged implementation of a pilot insurance scheme was 
not realized. On the whole, the validation rates the program effective in achieving the expected 
outcome of an improved rural financial system. 

C. Efficiency of Resource Use in Achieving Outcome and Outputs  

19. The PCR rated the program less efficient. While the program loan was completed on 
schedule, the implementation of the project grant was delayed by 2.5 years due to (i) revision 
in consultancy inputs from 344 to 84 person-months, (ii) change in the methodology of hiring 
consultants from quality- and cost-based selection to individual consultant selection, (iii) delay 
in the procurement of the CBS for ADBL, and (iv) poor awareness of ADB procurement 
procedures. The slow disbursement of the project grant subsequently delayed the provision of 
consultancy inputs needed to support restructuring efforts and the installation of the CBS. The 
latter was required for ADBL to function as a full commercial bank through procurement and 
installation of the CBS facilities.  

20. Nonetheless, key reform actions taken in the program loan improved the policy 
environment for the rural finance sector. Significant progress was attained in restructuring the 
ADBL, SFDB, and GBB. The ADBL was recapitalized, a restructuring plan was adopted, and 
the government divested 30% of its shares. The SFDB has been fully privatized with 
government completely divesting its share in the bank. NRB’s share in insolvent GBBs was 
divested to the legally required level and divestment was completed in 2009. Second-tier 
institutions were established and supported setting in motion the process of putting in place 
supervisory and regulatory mechanisms for RFIs that are not under the supervisory authority 
of the NRB. The loan amount was adequate in addressing the scope of subprogram 1 to 
develop an enabling rural finance sector through policy, legal, regulatory, and institutional 
reforms. Taking into account the delay in the implementation of the project grant that was 
integral to the subprogram, this validation also rates the program less than efficient.  

D. Preliminary Assessment of Sustainability  
 
21. This validation also considers the program likely sustainable. Significant progress was 
made in laying the foundation for further developing the rural finance sector. With the 
dismantling of the government’s direct and subsidized credit to RFIs, a favorable policy 
environment for developing the rural finance sector was set in place. Institutional restructuring 
and reforms at the ADBL, SFDB, and GBB has resulted in increased outreach and improved 
financial sustainability and performance. The formulation of the Microfinance Policy has 
provided the overall framework for developing the sector. The main objective of this policy was 
to support poverty reduction through sustained, simplified, and accessible microfinance 
services. It also envisaged the establishment of a separate institution for the regulation and 
supervision of microfinance providers outside the scope of BAFIA. However, the Microfinance 
Act that would establish an appropriate supervisory authority and set the rules, regulations, 
and processes for supervising these RFIs has yet to be approved by Parliament. The 
establishment of the NBTI will help strengthen the capacity of RFIs in delivering financial 
services in rural areas. On 18 June 2010, RFSDCP subprogram 2 was approved by ADB to 
continue the policy and institutional reform actions begun under subprogram 1. 7  As a 

                                                 
7 ADB. 2010. Report and Recommendation of the president to the Board of Directors: Proposed Loan, Grant and 

Technical Assistance Grant to Nepal for Rural Finance Sector Development Cluster Program (Subprogram 2). 
Manila.  
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continuation of subprogram 1, this follow-up program aims to promote a more conducive 
sector environment, expand sound rural finance outreach, and enhance private sector 
participation in rural finance. Subprogram 2 is expected to enhance further the outcomes 
realized in subprogram 1.   

E. Impact  

22. The expected impact of the program as specified in the program framework was 
economic growth and reduction in poverty incidence (para. 3). The Nepal Living Standard 
Survey of 2010/2011 conducted by the Nepal Planning Commission showed that overall 
poverty incidence was reduced to 25% in 2010 from the 38% benchmark in 2000. The target 
of reducing rural poverty incidence from 35% in 2006 to 30% in 2010 was achieved. Based on 
these data from the Nepal Living Standard Survey, it appears that the program may have 
some significant impact on poverty incidence. In view of this, the validation rates the impact of 
the program significant.  

III. OTHER PERFORMANCE ASSESSMENTS  

A. Performance of the Borrower and Executing Agency 

23. The PCR rated the performance of the executing agency satisfactory. Significant 
progress was achieved in the sector reform agenda and key outputs delivered despite a 
difficult political and policy environment. The program steering committee and PMU functioned 
effectively in meeting the targets and expected outputs. With guidance from the executing 
agency and close coordination with the PMU, the implementing agencies were able to 
effectively carry out their responsibilities under the subprogram. The executing agency was 
effective in leading the implementation of the program and coordinating with the implementing 
agencies to achieve the envisaged outcome under subprogram 1. This validation also rates 
the performance of the executing agency satisfactory.  

B. Performance of the Asian Development Bank  

24. The PCR rated ADB’s performance satisfactory. ADB fielded 1 inception mission, 4 
review missions, and 1 program completion review mission. Adequate supervision and guidance 
was provided to the executing agency and implementing agencies.  ADB organized training on 
procurement policy and guidelines for the staff of implementing agencies, and provided support in 
bid document preparation and in the tender evaluation process. ADB played a key role in guiding 
the divestment of the ADBL and putting the implementation process on track despite the 
challenging political environment. This validation also rates ADB’s performance satisfactory. 

C. Others  

25. The program had no adverse effects on the environment, resettlement, and indigenous 
peoples. No issues on safeguards, governance, and corruption were identified.  

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS  

A. Overall Assessment and Ratings  

26. Overall, the RFSDCP subprogram 1 is rated successful (see table). The expected 
outcome of improved soundness, efficiency, and outreach of the rural finance system through 
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policy, legal, regulatory, and institutional reforms was realized. NRB shares in RFIs have been 
divested to a legally defined level, government ownership in technically insolvent RFIs was 
phased out, interest rate ceilings and priority sector lending were discontinued, and private 
ownership of the ADBL and SFDB was increased. The establishment of the NBTI was a boost to 
sector capacity building. However, further progress on the implementation of a supervisory and 
regulatory framework for RFIs was constrained due to delay in the enactment of the 
Microfinance Act. Also, the crop insurance scheme for marginal and small farmers was not 
implemented due to lack of basic infrastructure.  

Overall Ratings 
Criteria PCR IED Review Reason for Disagreement  

and/or Comments 
Relevance Highly relevant 

 
 

Relevant 
 

Some program design weaknesses were 
identified. The long process of enacting a 
vital legislation, such as the Microfinance 
Act, should have been anticipated during 
program design. Also, the program design 
did not adequately take into account the 
lack of institutional capacity to carry out a 
crop insurance scheme (para. 17). 

Effectiveness in 
achieving outcome 

Effective 
 

Effective  
 

 

Efficiency in achieving 
outcome and outputs 

Less efficient  Less than 
efficient  

 

Preliminary 
assessment of 
sustainability 

Likely  Likely   

Overall assessment Successful  Successful   
Borrower and 
executing agency 

Satisfactory Satisfactory  

Performance of ADB Satisfactory Satisfactory  
Impact Not rated Significant Based on available data, it appears that 

the program may have significant impact 
on reducing poverty incidence (para. 22). 

Quality of PCR  Satisfactory  
ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = program completion report. 
Note: From May 2012, IED views the PCR'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: ADB Independent Evaluation Department.  

B. Lessons  

27. The lessons stated in the PCR on the timing of the program and on the release of loan 
tranches are sound. The program was implemented during a challenging political transition from 
monarchial to parliamentary system. Thus, certain legislative actions, such as the Microfinance 
Act, could not be achieved. The release of the loan tranches could have been back loaded to 
give more incentive for authorities to obtain the necessary legislative approvals. These lessons 
could have been anticipated and incorporated in the program design.  

C. Recommendations for Follow-Up  
 
28. The recommendations of the PCR were based on the findings and are considered 
sound by this validation. There is a need to expedite the procurement, installation, and 
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operation of the CBS and setting up of a mechanism to divest remaining government and NRB 
shares in GBBs. Since the program has substantial institution-building features, ownership of 
consultants’ outputs is also imperative. Implementing agencies should exert efforts to fully own 
the outputs produced by the consultants, which could help them in improving their capacity 
and technical know-how. 

V. OTHER CONSIDERATIONS AND FOLLOW-UP 

A. Monitoring and Evaluation Design, Implementation, and Utilization 

29. The PMU established and maintained a performance management system for the 
monitoring and evaluation of the program that included database on the status of policy 
measures and program indicators. Also, the ADBL and SFDB established and maintained a 
project performance system that included financial reports, outreach data, and annual financial 
statements, among others. These systems provided the necessary information for monitoring 
and evaluating program performance.  

B. Comments on Project Completion Report Quality 

30. The quality of the PCR is satisfactory. It is clear, concise, and consistent with Project 
Administration Instructions 6.07A guidelines. Adequate evidence and analysis were provided 
to substantiate the ratings. The lessons identified were drawn from the findings of the report 
and the recommendations are sound. The presentations on the status of the program at 
completion in Appendix 1 and the status of compliance with the covenants in Appendix 3 were 
helpful and informative.  

C. Data Sources for Validation 
 
31. The data sources for validation were back-to-office reports, PCR, report and 
recommendation of the President, minutes of the management review meeting on the program, 
program processing documents, and progress report on the program.  

D. Recommendation for Independent Evaluation Department Follow-Up 

32. Program performance evaluation may be considered after the completion of 
subprogram 2 to assess performance, outcomes, and impact of the RFSDCP as a cluster 
program.  
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