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I. Introduction 
 
1. This is the final year of ADB's current Country Strategy and Program for Nepal 
approved in September 2004 (CSP 2005 – 2009). The process of formulating a new Country 
Partnership Strategy (CPS) for 2010-2014 was initiated in October 2008 with stakeholders' 
consultations, followed in January 2009 by the Country Team Retreat, and the stock-taking 
meeting held on 20 February 2009. This CPS Initiating Paper (IP) reviews the current 
development context in Nepal—the political and economic situation, the country's development 
priorities and challenges, the Government's strategy to address them and the assistance 
strategy and plans of other development partners. It also reviews ADB's past operations in 
Nepal, especially the implementation experience, including lessons learned from the current 
CSP and outlines the main drivers of a possible operational strategy for ADB to contribute 
towards achieving the Government's development objectives. In this respect and in line with the 
international agenda on aid effectiveness, the IP presents a skeleton results framework which 
identifies development results that ADB will help the Government achieve as well as outcomes 
expected during the CPS period. The skeleton results framework draws extensively on the 
experience accumulated over the 5 years of implementation of the results-based CSP. It must 
be underlined that the IP must be read against a rapidly evolving and challenging political 
transition of the country, which affects Government's economic development agenda. 
 
II. The Development Context 
 

A. Political Context 
 
2. The current CSP was formulated and implemented (in the initial year) in a very volatile 
political setting marked by a royal 'coup' in February 2005 and the escalating violent insurgency 
launched by the then underground Communist Party of Nepal, Maoist (CPN/M) in 1996. 
However, there has been an improved political environment and hence, expansion of the 
development space since April 2006 when the conflict ended and the peace process began in 
November 2006 with the signing of the Comprehensive Peace Agreement (CPA) between the 
mainstream political parties and CPN/M.  
 
3. Although slower than expected and disruptive at times, the peace process has made 
steady progress. Key achievements in the past three years have been the orderly conduct of 
the Constituent Assembly (CA) elections in April 2008, the declaration of a federal republic 
bringing an end to the centuries-old monarchy, the election of a CPN/M-led coalition 
Government in August 2008, and the initiation of the constitution drafting process by the CA. 
The peace process, which underpins the country's transition to a new political order and lasting 
peace and stability, however, remains complex and challenging.  
 
4. Rehabilitation and/or integration of some 20,000 former CPN/M combatants—now 
housed in several cantonments across the country—into the Nepal Army remains the key 

                                                 
1 In preparing any country program or strategy, financing any project, or by making any designation of, or 

reference to, a particular territory or geographic area in this document, the Asian Development Bank 
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challenge in the peace process. Although some progress has been made with this sensitive 
and difficult task in the recent months after protracted political negotiations, tensions emerged 
between CPN/M and the Army chief over his alleged defiance of the Government's orders. The 
growing tension prompted the Government to dismiss the Army Chief on 3 May, polarizing the 
key political parties and culminating in the resignation of the CPN/M Prime Minister on 4 May. 
While a new coalition Government has been formed led by the United Marxist-Leninist party, 
allocation of ministerial portfolios and appointment of all cabinet members are not yet complete 
with only 22 of the 26 or more expected members appointed so far due to intra and inter-party 
disagreements.  
 
5. The peace process has also been impeded by the continuing and crippling Terai 
movement demanding regional autonomy and proportional representation of the Terai-based 
population in key state institutions. This is indicative of the daunting task of writing a new 
constitution—the core agenda of the peace process—in addressing the deep-rooted and 
divisive issues of ethnicity, regionalism, caste and gender, and more importantly, the form and 
substance of federalism that the country desires. All parties remain committed to advancing the 
peace process, including the CPN/M which has pledged to the drafting of the new constitution 
and the peace process despite having to forego Government's leadership. The recent political 
developments also show how Nepal's fledgling democracy, which had come under serious 
threats during the decade-long conflict, is evolving with the powerful insurgent political force 
being mainstreamed in the democratic political system. Furthermore, the frequent disruptions in 
the political transition have been managed peacefully and democratically within the framework 
of the Interim Constitution, indicating the evolving maturity of Nepal's newfound democracy. 
 
6. The challenging political transition, accompanied by the governance and law and order 
situation will have important implications for the nature and focus of development assistance to 
be provided to Nepal, and what is possible in terms of an agenda for reforms. These 
circumstances suggest that ADB's future assistance will need to clearly focus on helping Nepal 
sustain the hard-won gains and avoid slipping back into conflict. Further, the most recent 
political instability and growing impact of weak governance and deteriorating law and order 
situation on project implementation, including risks to public procurement, points to the need to 
build risk management strategies into ADB operations in the country. ADB's assistance 
strategy and programs will also need to take into account the federal structure that the country 
is expected to have in the near future.  
 
7. The international community has recognized the complexity and risks of the peace 
process and the post-conflict political transition the country is undergoing. While deeply 
concerned about the recent political developments, it remains confident about the political 
parties' commitment to a smooth political settlement and the peace process. With this 
optimism, the international community remains engaged with the Government as well as other 
key stakeholders in support of the country's peace and development process. 
 

B.  Economic Performance 
 
8. Despite the difficult political environment for reforms and development activities, Nepal's 
GDP grew 3.9% annually on average during the first four years (2005-08) of the current CSP 
period, underpinned by overall macroeconomic stability. The improved security situation 
following the restoration of peace in 2006 mainly benefited the services sector, which grew by 
5.1% on average. Agriculture and industry grew more slowly by 2.7% and 3.1%, respectively. 
Erratic weather conditions, indicating the agriculture sector's continued reliance on rainfall for 
irrigation, has caused fluctuating agricultural output, although it picked up markedly with a 
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growth rate of 4.7% in FY2008. Industrial growth has been constrained, especially in the recent 
years, by power and fuel shortages, labor tensions, and disruptions caused by frequent strikes 
and road blocks.  
 
9. On the expenditure side, Nepal's economy remains dominated by remittance-induced 
demand, with private consumption constituting close to 80% of the GDP. Low public domestic 
borrowing limited crowding out of credit flow to the private sector and contributed to a steady 
rise in private investments, although gross domestic investment still constitutes less than one-
third of GDP. The weak performance of the industrial sector, mainly manufacturing, has 
translated into reduced exports, which, coupled with the rising import bill, continued to widen 
the trade gap.   
 
10. Fiscal stability has been maintained despite the pressure for increased public spending, 
especially for the peace process-related activities and increased capital spending following the 
improvement in the project implementation environment since 2006. The delayed sanctioning of 
the budget for FY2009, however, impeded the momentum somewhat. Both the fiscal deficit and 
domestic borrowing were contained at less than 2% of GDP during the four-year period, aided 
by improved domestic revenue mobilization. Important reforms have been introduced for 
strengthening tax administration, resulting in improved domestic revenue mobilization which 
increased by about one percentage point of GDP (from 11.2% to 12.2% of GDP) during the 
four-year period. Continued very significant improvement in revenue collection (nearly 40% 
growth in the first nine months of FY2009) and the Government's commitment to revive the 
implementation of the Medium Term Expenditure Framework for effective prioritization of public 
expenditures are reassuring in terms of sustained fiscal stability.  
 
11. Although average inflation remained moderate at about 7.0% during FY2005-FY2008, it 
rose significantly in the past year due to the increase in fuel and food prices; price 
developments in India; hike in civil service salaries and supply disruptions caused by frequent 
strikes.  At its peak in November 2008, year-on-year inflation was 14.5%. With the declining 
inflation in India and some improvement in fuel supply, inflation has moderated somewhat in 
recent months. Although the monetary policy was tightened in FY2009, average inflation in 
FY2009 is likely to remain at about 10-11% given the continued power shortage and supply 
disruptions, and poor winter crop due to drought.  
 
12. On the external front, Nepal has not yet been significantly affected by the global 
economic downturn given its limited exposure to the global financial system. However, second-
round effects are possible, particularly on Nepal's exports, remittances, and tourism receipts. 
Strong growth in remittances and tourism receipts has helped to offset the widening trade 
deficit and maintain balance-of-payments stability and comfortable international reserves 
equivalent to over seven months of imports. Remittances and tourism receipts will likely remain 
the lifeline of Nepal's economy in the foreseeable future, although the global recession poses a 
significant risk to their sustained growth. While remittance inflow has been strong so far (over 
30% growth as of the first nine months of FY2009), its growth has begun to slow down, 
suggesting the possibility of a more significant impact in future if the global recession is 
prolonged. A decline in remittances, which now constitutes nearly 18% of GDP (or about 25% 
including inflows through unofficial channels), would pose a major risk to the country's BoP and 
overall macroeconomic stability. Further, a decline in overseas employment opportunities will 
have negative implications for the unemployment/ underemployment situation in the country. 
 
13. Although substantially unaffected by the global downturn, Nepal's financial sector has 
become increasingly vulnerable with the entry of large number of banks in the past few years. 
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While Nepal has an adequate supervision and regulatory framework in place, the limited 
institutional capacity of the Nepal Rastra Bank is a key constraint to effectively supervise and 
regulate the financial sector, as a result of which serious issues of financial and corporate 
governance have begun to surface (the management of four commercial and development 
banks have been taken over by NRB in the recent years), suggesting an urgent need to 
strengthen enforcement of supervision and regulation of the financial sector, including bank and 
non-bank financial institutions.      
 
14. Growth prospects in the short-to-medium term will largely depend on the pace and 
stability of the ongoing peace process and political transition. The more disruptive the 
transition, the less focus there will be on the country's pressing reform and development 
priorities dimming the prospects for stronger and sustainable economic growth. An accelerated 
peace process in parallel with renewed structural reform and development efforts to boost rural 
incomes as well as fiscal and monetary prudence are, therefore, vital.  
 
15. Nepal also achieved significant gains in poverty reduction in the past decade—from a 
poverty incidence of 42% in 1996 to 31% in 2004, driven by average per capita income growth 
of 4.5% per annum and supported mainly by increased remittances, as well as by higher 
agricultural wages, greater connectivity and urbanization, and a decline in dependency ratio. 
The Government's Three-Year Interim Plan (TYIP, FY2008-FY2010) aims to reduce the 
poverty incidence to 24% by FY2010. These achievements, however, mask the still widespread 
poverty and widening socioeconomic disparities—a Gini coefficient of 41.1% in 2004, up from 
34.2% in 1996. Further, the 11 percentage point drop in poverty was unevenly distributed 
regionally and across caste and ethnic groups. Poverty is still high in the rural mid-western and 
far-western regions, and among lower castes and ethnic minorities. Poverty reduction and 
addressing the widening socioeconomic disparities, therefore, remain Nepal's key development 
challenge, especially in light of the increasingly difficult global and domestic economic 
environment.  
 

C. Social Development 
 
16. Uneven Progress in Poverty Reduction and Social Development. Despite the great 
achievements in poverty reduction, rural-urban and regional disparities continue to exist with 
rural poverty at 35% compared to 10% in urban areas.2 Similarly, while the Human 
Development Index (HDI) shows an overall slight improvement, the HDI in urban areas (0.581) 
significantly surpasses the one in rural areas (0.452), where the majority of the population lives. 
Across regions the HDI is lowest in the Far-Western (0.404) and Western regions (0.402) 
versus the highest in the Eastern region (0.493). The Human Poverty Index (HPI) is highest in 
the rural areas (42.0) compared to urban areas (25.2), as well as in the mountains (50.2) and 
far and mid-west regions (both at 48.5). The Gender-related Development Index (GDI)3 
increased from 0.312 to 0.511 between 1991 and 2005, showing that while gender disparities 
have been reduced, they still exist.4 The Gender Empowerment Measure (GEM)5 indicates that 
women’s empowerment has increased but that women continue to be less empowered than 

                                                 
2  CBS. 2005. 
3  The GDI is a comparison of male/female HDI indicators, with the greater value of GDI the lower degree of gender 

disparities. 
4  UNDP. 2004. Nepal Human Development Report: Empowerment and Poverty Reduction. Kathmandu. 
5  The GEM is an index of women’s empowerment, which combines the GDI components (life expectancy, education 

and earned income) with women’s representation in decision-making positions.  
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men.6 Significant progress has been made in improving access to healthcare, education and 
drinking water, among other improvements, but the gains have been distributed unequally 
between gender and among various castes/ethnicities, development regions and rural/urban 
areas. Disadvantaged ethnic groups, Dalits and religious minorities rank lower on all human 
development indexes. Life expectancy has increased, child survival has improved dramatically 
and maternal mortality rate has decreased. Yet, considerable variations are seen in health 
outcomes with females, Dalits and the Far and Mid-west regions in a worse situation than other 
groups and regions. Life expectancy is nearly on par between males and females, but 
Brahmans and Newars live up to 11 to 12 years longer than Dalits and Muslims. Dalit children 
have the highest IMR and U5MR. Across regions, the Tarai/Madhesi Other Castes fair worse 
on child survival outcomes than the Hill/Mountain groups.7 Between gender, girls are 1.5 times 
more likely to die between their first and fifth birthdays than boys.  

17. Social exclusion in terms of gender, caste, ethnicity, religion, language or location still 
remains a determining factor for an individual’s access to education, employment, health care, 
political influence and so forth. The exclusion of various groups has been probably the greatest 
challenge for Nepal's development and poverty reduction. It was also one of the underlying 
causes of the 12 year long armed conflict in the country. Historically entrenched caste hierarchy 
and hegemony of certain caste groups in the Nepalese social and institutional structures has 
systematically excluded groups such as Dalits, Janajatis, Muslims and Madhesis, and greatly 
affected some regions. It is among "upper caste" groups like the Brahmans, Chhetris, and 
Newars where poverty reduction occurred most, compared to excluded groups like Dalits, 
Janajatis and Muslims.8 Dalits have a poverty incidence of 46%, Muslims 41% and hill Janajatis 
43% compared to Newars 14% and Brahmans 18%.9 Health and education gains are 
distributed unevenly between women and men and among various caste and ethnic groups, 
ecological regions and urban and rural areas, Tarai and Hill Dalits, the Far and Mid-west 
regions and rural areas doing worse off.  

18. Nepal has demonstrated commitment to good governance and social inclusion in its 
PRSP (10th Five Year Plan 2002/2007) and the ensuing Three Year Interim Development Plan 
(TYIP 2008/10), and has aligned its national planning process with the Millennium Development 
Goals (MDGs). Nepal is on track to achieving its MDG poverty reduction target of 21%, yet it 
faces challenges in reaching the other MDGs such as halving child nourishment, universal 
primary education and environmental sustainability.10 Specific activities and interventions are 
required for attaining gender equality and women’s empowerment.  

19. Serious challenges therefore exist in addressing inequality and exclusion which have 
prevented the equitable distribution of benefits from development efforts. It should be noted that 
it is only since the 10th Plan that social exclusion was identified and acknowledged as one of 
the main aspects of poverty, along with lack of voice and political representation. As the above 
data demonstrates, restricted access by certain groups to services and resources impacts 

                                                 
6 The GEM more than doubled to 0.391 between 1996 and 2001, but these figures are not directly comparable 

because the 1996 GEM used women’s representation in Parliament at the country level, whereas the 2001 GEM 
used the percentage share of representation in local elections in the development regions, ecological regions and 
districts.  

7  Bennett, Lynn, Dilli Ram Dahal and Pav Govindasamy, 2008. Caste, Ethnic and Regional Identity in Nepal: Further 
Analysis of the 2006 Nepal Demographic and Health Survey. Calverton, Maryland, USA: Macro International Inc. 
and DFID and World Bank, 2006. Unequal Citizens: Gender, Caste and Ethnic Exclusion in Nepal - Summary. 
Kathmandu, Nepal. 

8 DFID/World Bank, GSEA, Chapter 4: Social Exclusion and Poverty Outcomes…., final draft, June 2005. 
9 NPC/UNDP. 2005.  
10 NPC/UNDP. 2005. Nepal Millennium Development Goals: Progress Report. Kathmandu. 
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negatively on health and human development outcomes, and ultimately on poverty reduction. 
Women’s access to economic resources remains limited. In terms of purchasing power parity, 
women’s earned income is only half that of men at 949 compared to 1,868 for men.11 Women 
earn less than men in both agricultural and non-agricultural wages, and very few women have 
legal ownership of any property. Legal and political exclusion based on gender, caste and 
ethnicity is evident in the low representation of women, Dalits and Janajatis in political power 
structures. The number of women parliamentarians in the Constituent Assembly increased 
drastically to 33% in 2007 compared to 18% in 2006, thanks to the reservation policy for 
women, however capacity building of women representatives is very much an issue to sustain 
this achievement. The same also applies with Janajatis and Dalits. As there has been no 
election for local governments since last six years, the political representation of women from 
different parties is very less compared to men at VDC and DDC levels where local policy and 
budget allocation decisions are made. Similarly, Janajati, Dalit and Madhesi participation in 
governance is very limited.  

20. Government's Efforts on Poverty Reduction, Gender and Social Inclusion. Much 
effort has been made to strengthen the government’s capacity to address gender issues 
through policy and institutional reforms, yet challenges remain in engendering the development 
process and governance structures. The 2005 amendment of the Civil Service Act includes a 
provision for formulating affirmative action policies for women in government service and has 
exempted the age bar for women staff applying for the Public Service Commission (PSC). In 
2007, the second amendment of the Civil Service Act included a time-bound reservation 
system to allocate 45% of the total posts in the public service to women (33%), Dalit (9%), 
Janajati (27%) and Madhesis (22%). The government has also ensured women’s 
representation in the policy-making bodies and in all structures to 33%.  

21. Although Nepal is party to the CEDAW (1991), which commits to reforming 
discriminatory laws against women, little was achieved in the past. However, the 11th 
Amendment of the Civil Code (commonly referred to as the ‘Women’s Bill’) in 2002 provided 
equal inheritance rights to unmarried daughters as sons, raised the age of consent for 
marriage, sanctioned the right to abortion under certain circumstances and revised changes in 
unequal terms of divorce. The Gender Equality Act (2006), to which ADB contributed 
significantly through policy dialogue, redressed many discriminatory laws against women,.  

 
22. Progress is also being made with a number of changes ushered in with the Interim 
Constitution (2007). The Interim Constitution has ensured the rights to women to confer 
citizenship to children in the name of the mother and has provided equal inheritance rights to 
sons and daughters equally. Women and men are to receive equal pay for equal work. 
Similarly, the Interim Constitution is more inclusive towards Janajatis, Dalits and Madhesis,. It 
refers on a number of occasions to the need for all groups to be included in the state structure, 
including issues such as the right to education in one’s mother tongue. Nepal’s recent signatory 
to the ILO Convention169 (2007) also shows its commitment for the rights of indigenous 
nationalities. The government will review existing laws and policies that contradict with the 
provision of this Convention and amend them as required. The Women's Commission has been 
revitalized in 2007 which however still remains under the jurisdiction of the Ministry of Women, 
Children and Social Welfare, and a Commission on Social Inclusion has been recently (2009) 
formed. 
 

                                                 
11 UNFPA. 2007. Gender Equality and Empowerment of Women in Nepal. Kathmandu. 
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D. Improving Public Financial Management and Procurement and Combating 
corruption for Development Management 

 
23. In line with the requirements of the Second Governance and Anticorruption Action Plan, 
a Governance Risk Assessment has been carried out both at the country level as well as the 
level of the urban development and rural infrastructure sectors, sectors to which the 
Government has asked ADB to give priority during the CPS period. Risks were identified with 
regards to public financial management (PFM), public procurement, and corruption. 
  
24. On PFM, ADB assessment and other studies done by various development partners 
show that: (i) the overall risk related to public expenditure management in Nepal is high; (ii) the 
overall risk of corruption impacting on PFM systems is also judged to be high; and (iii) the 
overall fiduciary risk is, therefore, also high. Some broad mitigation measures that will need to 
be in place during the CPS period include: (i) engaging the political leadership to recommit to 
the Medium-Term Expenditure Framework at the central and local levels; (ii) incentivizing, and 
strengthening the capability of government departments to adhere to PFM standards, including 
strengthening treasury systems at the central and local levels; (iii) reconfiguring the Minimum 
Conditions/Performance Measures system to reward generation of own-source revenues in 
local bodies and delegate greater responsibilities for accountability of funds usage; (iv) 
enhancing the transparency of the budget and of expenditures; and (v) engaging with 
government and other development partners to develop a sector-wide approach (SWAp) in 
urban development and rural infrastructure sectors, under stringent and agreed upon fiduciary 
provisions. 
 
25. Regarding procurement, while specific improvements have been made in the public 
procurement system in the last few years, this area is widely considered to be the most 
susceptible and vulnerable to fraud and corruption. Three noteworthy risks are identified here: 
(i) rising instances of collusion/carteling/intimidation; (ii) low capacity of relevant government 
agencies, including at the local level; and (iii) misuse of specific provisions in the Act, 
particularly related to reliance on user groups for procurement. Assessments done by 
development partners have shown that the following mitigating measures may be effective in 
addressing the risks identified here: (i) putting in place an E-procurement system with E-bidding 
features; (ii) developing, and fully supporting, a comprehensive capacity building plan for the 
Public Procurement Monitoring Office and other relevant agencies, including at the district level; 
(iii) more aggressively engaging stakeholders such as the domestic construction industry; and 
(iv) strengthening the capacity of local bodies to better engage with, and monitor the work of, 
user groups, on whom there has tended to be greater reliance to undertake procurement. 
 
26. Risks and vulnerabilities with regards to corruption include: (i) lack of voice opportunities 
for citizens, including weak whistle-blowing provisions; (ii) low capacity, and heavy workload, of 
relevant anticorruption institutions; (iii) inadequate institutional provisioning at the local level to 
combat corruption; and (iv) unclear and duplicative institutional mandates at the central level. 
The fight against corruption has to be holistic in order for it to be effective. In this regard, the 
following mitigating measures are recommended: (i) developing, and fully supporting, a 
comprehensive capacity building plan for all anticorruption agencies, including at the district 
level; (ii) providing greater voice opportunities for citizens, including through greater 
transparency in the budget process; (iii) emphasizing an anticorruption policy that focuses as 
much on preventive as punitive measures; and (iv) considering development, and 
implementation, of a National Integrity Strategy, that introduces anticorruption measures, 
including a code of ethics in government, and greater partnership with civil society and media. 
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III. Nepal's Development Challenges and Constraints to Growth 
 
27. Reducing the still high poverty and addressing widening disparities—the underlying 
causes of the conflict—remain Nepal's key development challenges. Stronger, sustainable and 
a more inclusive economic growth is critical for overcoming these challenges. A diagnostic 
analysis of Nepal's Critical Development Constraints—conducted jointly by ADB, DFID and ILO 
recently—suggests that the most critical constraints to economic growth include the slow 
recovery in governance from civil conflict, inadequate infrastructure base, poor industrial 
relations and labor market rigidities; and inability to accelerate the slow structural 
transformation of the country, dominated by agriculture and services sectors and with a 
stagnant industry. 
 
28. The most immediate and urgent constraint is a cluster of interrelated governance 
weaknesses brought about by the fragile political situation such as frequent strikes, interruption 
in the supply of essential commodities and industrial raw materials, transport disruptions, and 
industrial insecurity. Both public and private sector development and business activities are 
constrained by a lack of government capacity and authority. In addition, businesses promote 
closed networks (syndicates) to stifle competition. The frequent strikes and continued instability 
pose a significant hurdle to enhance investments for stronger growth. 
 
29. Infrastructure deficit mainly relates to the acute power shortage, poor transport network, 
and inadequate irrigation systems. While electricity supplies are inadequate, unreliable and 
expensive, Nepal's road network remains underdeveloped with insufficient alternate transport 
routes hampering the efficient movement of people and goods and delivery of services and 
increasing transportation costs. An underlying reason for this is the insufficient funding for 
maintaining and rehabilitating the existing network and for constructing new road infrastructure. 
In addition, Nepal's agriculture sector suffers from inadequate coverage of irrigation services 
resulting in low crop productivity. 
 
30. Industrial growth has been stagnant due to the poor industrial relations climate and 
frequent labor-related strikes and lockouts. Poor industrial relations have resulted from complex 
factors including institutional weaknesses and the country's rigid labor laws and regulations. 
Further, Nepal's slow pace of industrialization—although agriculture's share in GDP has 
declined and the services sector have expanded significantly over the past decade or so—also 
due to information and coordination externalities resulting in low technological development 
especially in the manufacturing subsector. 
 
31. In addition, the diagnostic analysis has identified a number of factors that need to be 
addressed in order to make the economic growth inclusive. Most critical of these factors include 
the lack of productive employment opportunities, particularly in rural areas, unequal access to 
economic opportunities (to improve agricultural productivity; to engage in nonagricultural 
activities; and to migrate abroad, due mainly to unequal access to education and skills 
development, and to infrastructure facilities (roads and electricity) and productive assets (land 
and credit); and inadequate social safety nets. 
 
32. A development strategy focusing on these critical constraints to economic growth and 
its inclusiveness can set Nepal on a high growth path - a growth that is sustainable and 
inclusive. 
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IV.  The Government's Development Strategy 
 
33. The current CSP was formulated in close alignment with the Tenth Plan (FY2003-
FY2007). The overarching goal of the Tenth Plan—which was also the Government's Poverty 
Reduction Strategy and formulated and implemented in the conflict setting—was to reduce 
poverty through broad-based economic growth, inclusive social development, good 
governance, and targeted programs and rural infrastructure development. The Tenth Plan was 
succeeded by the TYIP formulated by the Interim Government for the post-conflict transitional 
period. The TYIP is essentially an extension of the Tenth Plan, providing continuity to the Plan's 
long-term objectives of poverty reduction and addressing the root causes of the conflict (deep-
seated social inclusion and wide social, economic and regional disparities). However, given the 
post-conflict scenario, the TYIP was more focused on peace building, and reconstruction, 
rehabilitation and reintegration activities.  
 
34. Delivery on the TYIP objectives has, however, been constrained by the absence of 
elected local bodies (since mid-2002) and the disruptive nature of the political transition. 
Nonetheless, the CSP period saw a number of key landmark legislative reforms to address 
some key social exclusion issues (e.g., allowing women to retain parental property after 
marriage; requirement to maintain one-third representation of women in all state structures; 
equal right of practice to sexual minorities; and more recently, reservation for janajatis, dalits 
and other disadvantaged groups in state institutions). There is also an increased sensitivity 
toward inclusiveness so that the gains of development actually reach disadvantaged 
communities. Significant reforms were also introduced in the areas of banking, rural finance, 
communication and tax administration, during the period.  
 
35. A draft National Development Strategy (NDS) was prepared for the remainder of the 
transitional period (i.e., until FY2012) by the new Maoist-led coalition Government,  building on 
the TYIP which will be concluded in FY2010. The recent political crisis, which has led to the 
resignation of the Maoist Prime Minister, may entail some possible shifts in priority emphasis. 
However, the main drivers and focus of the NDS are expected to be maintained, given the 
continuity of the economic development planning underpinning the Tenth Plan, the TYIP 
(drafted by the Interim Government led by the Congress Party) and the NDS, and given that the 
development agenda has so far been guided by the Common Minimum Program, agreed 
among all key political parties. The draft NDS envisions tangible improvements in the living 
standards of the poor, disadvantaged and socially excluded sections of the population through:   
 
36. Employment-oriented and broad based high economic growth developing key 
infrastructure facilities (hydropower, transport, ICT, and other tourism-related infrastructure 
facilities) and improving agriculture productivity. Given the significant resource requirements for 
infrastructure development, the draft Strategy sees an important role for the private sector, 
especially based on private-public partnership. To promote private sector investments, the 
Strategy seeks to improve the business environment through policy and institutional reforms 
and revamping the Industrial, Trade and Investment, and FDI policies. For enhancing 
agricultural productivity, the Strategy calls for intensive commercialization of agriculture sector, 
cooperative farming, increased investments in irrigation, rural/agriculture roads, rural 
electrification, research and extension services, and efficient rural credit delivery.  
 
37. Improved governance and service delivery systems by introducing far-reaching 
governance (including decentralization, anticorruption and judicial) reforms to empower the 
people, especially the poor and socially excluded, so as to enhance accountability of the public 
as well as the private sector.  
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38. Inclusive social development for ensuring provision of basic social services such as 
education, health, and water supply and sanitation, which would in turn empower the poor and 
disadvantaged sections of the population and enhance their access to better economic 
opportunities. The social development agenda—to be led by the public sector, including local 
authorities—also includes strengthening the social safety net system, particularly for women 
and other disadvantaged groups.  
 
39. Inclusive development and targeted programs for socially and geographically 
discriminated people including women, people of Karnali zone, Dalits, and other marginalized 
indigenous groups. Affirmative actions, targeted programs and reservation policies are 
envisaged in this regard. Social security measures will be strengthened particularly to senior 
citizens, and people with special needs.  
 
40. Sustainable peace building by rehabilitating and restoring the livelihoods of conflict-
affected people, reconstruction of local infrastructures damaged during conflict and promoting 
social harmony and confidence building among the people. 
 
41. The draft NDS, prepared in consultation with a wide range of stakeholders at the local 
level, was intended to be presented the development partners at the Nepal Development 
Forum (NDF) originally scheduled for 12-14 May, which has now been postponed in view of the 
recent political developments. Given the wide recognition of Nepal's development challenges, 
and the high public expectations for peace, stability and better quality of life, the development 
strategy of any incoming government is unlikely to diverge significantly from the key priorities 
set out in the TYIP and the draft NDS. The TYIP and the draft NDS, key components of which 
are consistent with ADB's Strategy 2020 and fall within its comparative advantage, provide an 
adequate framework for conceptualizing the strategic thrusts and priority assistance areas for 
the new CPS.   
 
V. ADB's Development Experience/Lessons Derived from Previous CSP and CAPE 
 
42. The 2005 CSP for Nepal was implemented with challenging objectives and in a very 
difficult operating environment—it adopted the Managing for Development Results (MfDR) 
approach for ensuring effective contribution to the development results sought by the 
Government, i.e., as set out in the PRSP/Tenth Plan. This was challenging given that this is 
ADB's first pilot results-based CSP and that the Government had no experience and little 
capacity for partnering the MfDR approach. In addition, the CSP had to be implemented in a 
conflict environment facing significant risks in designing and implementing projects. In order to 
overcome these challenges, implementation of the CSP involved significant capacity building 
efforts both within ADB and the relevant Government agencies, on the one hand, and on the 
other, adoption of a conflict-sensitive project design and implementation approach for 
enhancing the development impact in the prevailing implementation environment. 
 
43. Notwithstanding the challenging operating environment, the advancement in achieving 
the CSP's outputs has been generally satisfactory with noticeable progress in the priority 
sectors identified by the CSP. The conflict-sensitive approach has also been useful in 
facilitating effective project implementation and achievement of tangible results—irrigation 
projects have contributed significant expansion of year-round irrigated areas; commercialization 
of agriculture is gradually taking root, and farmers have become increasingly familiar with 
market forces and marketing institutions; rural roads construction has improved connectivity 
especially for excluded groups and regions; access to education, vocational training and water 
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supply and sanitation facilities has increased significantly (although in some cases quality 
aspects require greater attention); and rural/micro finance services are reaching many more 
rural households. However, more limited progress has been made in the energy sector, and 
legal and institutional reforms for greater participation of private sector are yet to be fully 
operationalized.  
 
44. The CSP has also made significant headway in promoting participation and 
empowerment of excluded and disadvantaged sections of the population, in line with its social 
inclusion development strategy. To enhance the social impact, specific criteria are being 
introduced at the operational level. On decentralization, however, devolution of authority to the 
local bodies is yet to materialize, largely due to continued absence of elected local bodies 
(since July 2002) and the overall slow state restructuring process. Nonetheless, progress is 
satisfactory in the strengthening of planning and financial administration of local bodies. 
 
45. It is, however, still too early for the outcome targets, especially longer-term outcomes, to 
materialize. Also, in some cases, full achievement of the desired targets has been limited by 
fragile political situation and the slow progress of the peace process, creating implementation 
difficulties. 
 
46. ADB’s strategy of gender mainstreaming has contributed to gender responsive policy 
reforms and to improving institutional capacity to address gender inequities. The gender action 
plans (GAPs) developed during loan processing and gender related loan assurances 
increasingly helped internalize gender issues among Government agencies, and contributed to 
gender equity actions. ADB’s support has also been instrumental in supporting civil service 
reforms aimed at affirmative action and reservation policies for women. The gender 
mainstreaming inputs through loan projects in various sectors has had significant impact on 
increasing women’s participation in project activities, directly improving their access to project 
benefits.  
 
47. While ADB has been able to demonstrate its commitment for gender equality and to 
translate policies into actions, more efforts are needed to ensure that the disadvantaged and 
excluded groups have access to development opportunities. Under the inclusive development 
pillar ADB continued to support inclusion of disadvantaged caste and vulnerable ethnic groups 
in its projects. However in several cases the lack of specific targeted measures has hindered 
the project benefits to adequately reach the most disadvantaged groups due to structural and 
social barriers. ADB's interventions require further strengthening of policy dialogue and project 
interventions for addressing the serious issues of exclusion in Nepal. Efforts should be 
enhanced to support the removal of structural and institutional barriers that limit access and 
participation, as well as targeted interventions to improve their livelihoods.  
 
48. Fully recognizing the difficult country context and ground realities within which the CSP 
had to be formulated and implemented, IED's evaluation of the CSP (the Country Assistance 
Program Evaluation, CAPE) acknowledges the CSP's appropriateness to the prevailing country 
context, its responsiveness to the Government's development priorities, and the flexibility and 
conflict-sensitive approach in delivering assistance.  In particular, the CSP's strategic focus on 
helping the Government address the underlying causes of the conflict and the fundamental 
problems that had long hindered development in Nepal (e.g., exclusion, lack of connectivity in 
rural areas, limited access to rural financial services, and basic social services) enabled ADB to 
deliver assistance even in the challenging implementation environment. In terms of key 
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lessons, the CAPE12 has pointed out that Nepal faces infrastructure deficits mainly in rural and 
urban roads, and power supply, active involvement of civil society organizations is important for 
continued and effective ADB assistance during conflict situations, community-based projects 
need to be consistent with local-level capacity, and continued policy advice is needed given the 
risks to long-term macroeconomic stability and inclusive development. For formulating and 
implementing future CPS for Nepal, the CAPE recommends continued support for 
infrastructure-led inclusive growth (transport, power, water supply and sanitation, and 
irrigation); promoting good governance and building the capacity of key public institutions for 
improved public service delivery; private sector development by helping to remove policy and 
institutional constraints and promoting public-private partnership and trade; and regional 
cooperation and integration to allow Nepal to benefit from economies of scale and market 
access, trade and tourism.    
 
VI. Donor Partnership 
 
49. ADB, DFID, and WB partnered to undertake the stakeholder consultations for the 
preparation of the country strategy, since the strategies of all three were planned for approval in 
2009. DFID's Country Business Plan for 2009 - 2012 was launched in April 2009 with a focus 
on: (i) support to peace process and help improve public security; (ii) governance and enabling 
environment for the private sector; (iii) growth and jobs; (iv) basic services (health and 
education); and (v) climate change.  The World Bank submitted in May 2009 its Interim 
Strategy Note (FY2010 – 2011) for its Board approval. The proposed strategy of World Bank 
rests on three broad pillars, (i) promoting capable state structures and systems and fostering 
accountable institutions; (ii) laying the foundation for sustainable and inclusive economic 
growth; and (iii) enhancing equitable access to services and social inclusion. The synchronized 
timing for the preparation of new strategies of ADB, DFID, and World Bank allowed close and 
effective coordination in undertaking consultations and background assessments. The work for 
the common peace and development framework being developed by the Government formed a 
basis for alignment and prioritization of assistance strategies and programs of the Government 
and development partners. In addition, as part of the CPS preparation, joint assessments are 
being undertaken in the areas of gender and conflict/peace building. Further, sectoral 
assessments and thematic assessments such as governance and country diagnostic study are 
being done in close collaboration with development partners including the World Bank, DFID, 
JICA, GTZ, SDC, USAID, and the EU. 
 
50. ADB continues to coordinate closely with development partners in the annual country 
programming exercise which explores cofinancing for investment as well as technical 
assistance (TA) projects. ADB has also been part of the SWAp in the education sector. In the 
rural transport sector, ADB, DFID, GTZ, JICA, SDC, World Bank and WFP signed a statement 
of intent with the Government to move toward a SWAp. Several externally financed trust funds 
(such as the Poverty Reduction Fund and Japan Fund for Poverty Reduction) have been 
tapped to provide TA. ADB is also a key partner supporting the Government's Local 
Governance and Community Development Program in close coordination with a consortium of 
development partners including CIDA, Denmark, DFID, Norad, SDC and several UN agencies. 
The Program—essentially a SWAp approach for strengthening decentralization and local good 
governance—is a framework for making local governance more inclusive, responsive and 
accountable to delivery of prioritized public goods and services at the local level and facilitating 
participatory community-led development. ADB has assumed a lead role among the 

                                                 
12 A first draft CAPE was circulated for interdepartmental comments in March 2009, followed by IED Final 

Consultation Mission in Nepal during 30 March-10 April. The final CAPE was circulated on 17 June 2009. 
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participating development partners by actively facilitating and coordinating support of various 
development partners and providing substantial upfront assistance under the ongoing Local 
Governance Support Program I. 
 
51. ADB, the World Bank, and Japan Bank for International Cooperation have been 
conducting joint portfolio reviews led by the Government since 2001 to harmonize efforts to 
strengthen monitoring and reporting systems and improve project implementation. DFID joined 
the country portfolio review mission in 2007 with most other bilateral donors participating as 
observers. ADB is also taking the lead in supporting the Government in institutionalizing 
managing for development results.  
 
52. ADB is an active member of the Nepal Donor Group and thematic donor sub-groups 
and working groups, most of which are co-chaired by the Government. ADB co-chairs the 
agriculture and rural development group. In addition, the Reform and Development Group and 
Donor Harmonization Group, comprising key donor agencies including ADB, coordinate closely 
with the Government on economic reform issues and harmonization of donor practices. These 
groups meet regularly to exchange views on key policy issues, review best practices, and 
coordinate ongoing and future programs.  
 
53. The Government has made continued efforts to enhance aid effectiveness, has actively 
participated in the  Accra High Level Forum held during 2 – 4 September 2008, and is fully 
committed to its outcome and its Agenda. In preparation for the Forum, the Ministry of Finance 
(MOF), with assistance from development partners, undertook a comprehensive survey on aid 
effectiveness in Nepal. The findings of the survey were submitted to Development Assistance 
Committee of the Organization for Economic Cooperation and Development. Recently, MOF 
also carried out a detailed mapping exercise of the external assistance provided in all sectors. 
The outcome of the exercise will enhance information on complementarities and selectivity 
within development partners.   
 
VII. Stakeholder Consultations 
 
54. ADB initiated the preparation for the formulation of the next CPS by organizing 
extensive stakeholder consultations since October 2008. In line with the harmonization spirit of 
Paris Declaration, stakeholders' consultations were held jointly among Nepal's three major 
development partners: DFID, WB and ADB.  
 
55.  More than 400 stakeholders participated in the joint consultations, which gathered views 
from government, NGOs, civil society, political parties, private sector, journalists and youth 
groups, on where and how development partners could be most effective in supporting Nepal’s 
development in order to inform their respective country strategies. Three consultations were 
held in the field, namely in the western region, eastern region, and mid and far western region. 
They were then followed by six focused events in Kathmandu, a joint development partners' 
radio program, and Web-based consultations. The full report and the outcome of the extensive 
stakeholders' consultations were presented and discussed during the CPS CT retreat, and are 
a cornerstone for the preparation of the new CPS.   
 
VIII. ADB's engagement with NGOs in Nepal 

 
56. Non-government organizations (NGOs) in Nepal have been growing fast in the last two 
decades.  According to the Social Welfare Council, there are currently more than 27,000 
officially-registered social organizations in the country.  In addition, there are many grassroots 
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or community-based organizations which are not officially registered.  Many NGOs are making 
a significant contribution to Nepal's social and economic development by engaging in public 
benefit activities such as health, education, environment, social welfare, and services to 
disadvantaged groups such as women, children, orphans and lower caste.  They constitute an 
important part of a vibrant civil society in Nepal.  
  
57. ADB has been engaging NGOs in Nepal in several ways, including:  
 
58. Increasing consultations with NGOs in preparation of CPS: ADB invited NGOs to 
participate and express their views in the consultations for its 2004-2009 CSP, and during the 
mid-term review of the strategy. Similarly, a wide range of stakeholders including NGOs and 
civil society organizations were consulted as the CPS for 2010-2014 is being prepared.  
 
59. Project Preparation and Project implementation: NGOs have played an important 
role in social mobilization, training and monitoring at the community level in ADB-assisted 
projects.  Community based NGOs have, for example: been consulted during design to ensure 
that project goals reflect beneficiary interests; asked to undertake the implementation of 
community-level project components; received funds to design and implement sub-projects.  
Under the Water Supply, Sanitation and Urban Development Sector project, ADB is engaging 
NGOs in social mobilization, formation of water user committees and feasibility studies. Under 
the Small Towns Water Supply and Sanitation Sector Project, NGOs are engaged in public 
awareness campaigns. Under the Urban Environment and Infrastructure Improvement Project, 
NGOs are engaged in the implementation of community development programs. NGOs are 
also actively engaged under the Road Network Development for implementation of poverty 
reduction and social safeguards activities. Under the Subregional Transport Facilitation Project, 
local NGOs are involved in assisting the project to implement HIV/AIDS, human trafficking and 
gender issues programs.  
 
60. For a more effective partnership with NGOs in the country's operations, under the new 
CPS two areas will be selected for their deeper involvement, covering the design phase or 
projects, through implementation, until monitoring and evaluation: i) water supply and sanitation 
and ii) promotion of social inclusion. Given the importance of NGO participation for the 
sustainability and effectiveness of projects,, innovative and strategic approaches of 
collaboration with NGOs will be piloted under the new CPS, with sector specific focus.  
 
61. In the water supply and sanitation sector, as ADB has already established successful 
and effective cooperation with NGOs, approaches employed under ongoing projects will be 
formalized and, as appropriate, incorporated and mainstreamed in ADB's overall operational 
program in the sector. The strengthened partnership with NGOs will help expand project uptake 
and outreach, facilitate greater awareness, and enhance participation of diverse stakeholders, 
particularly from disadvantaged groups. The role of NGOs will be further expanded to help  
strengthen monitoring and evaluation, by making social audits an inherent part of project 
design.  

 
62. For the promotion of social inclusion ADB and NGO collaboration can support several 
dimensions of inclusion and development – strengthening the voice of the poor and 
marginalized populations such as the dalit, janjatis and other underprivileged groups.  A 
stronger involvement of NGOs will help ADB and the Government of Nepal to ensure that the 
views of the marginalized groups are fully taken into account when taking policy and program 
decisions, and that they are effectively mainstreamed into our projects. During the CPS period,  
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ways of NGO engagement will be tested and piloted, to identify best practices and more 
effective approaches. 
 
IX. ADB's Intended Outcomes and Proposed Strategy  
 
63. Based on the new Government's indicative development priorities, on the outcome of 
the extensive stakeholders' consultations, and on the discussions during the country team 
retreat, the CPS will hinge out following four pillars: (i) inclusive and broad-based economic 
growth; (ii) inclusive social development; (iii) governance and state building; and (iv) climate 
change and environment sustainability. The strategic pillars are much in line with those of the 
CSP 2005 – 2009, with some shift in emphasis to respond to the new environment. 
 
64. The following diagram shows the linkages between the proposed CPS pillars, the 
Government's TYIP (FY2008 – FY2010), and ADB's Long-term Strategic Framework (Strategy 
2020). 
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65. For each of the four pillars proposed, CPS will focus on following areas of interventions: 
 

Broad based and 
Inclusive High 

Economic Growth 

Inclusive Social 
Development 

Governance and 
State Strengthening 

Climate Change and 
Environment 
Sustainability 

• Infrastructure 
development 
(national, urban, 
rural areas) 

• Skills development 
(vocational) 

• Income generation 
for marginalized 
areas 

• Food security, 
nutrition 

• Support and 
promotion of private 
sector development 
and participation 
(including PPPs) 

• Infrastructure for 
tourism 
development 

 

• Access to basic 
services (water, 
sanitation, market, 
electricity) 

• Access to 
education 

• Access to financial 
services 

• Social 
protection/safety 
nets 

• Targeted programs 
for disadvantaged, 
vulnerable groups 
and women 

• Strengthening 
local governance 

• Mainstreaming 
social and 
environment 
safeguard in the 
government 
system 

• Enhanced 
transparency and 
accountability into 
public system 
(including 
regulatory bodies) 

• Strengthening 
monitoring 
(physical and 
financial) 

• Enabling 
environment for 
private 
sector/corporate 
governance 

 

• Clean urban 
development 

• Alternative energies 
(hydro, solar, wind) 

• Climate change 
adaptation and 
disaster 
management  

 

 
66. To maximize concrete results, Regional Cooperation and Integration (RCI) efforts will be 
concentrated on energy, transport and trade, and infrastructure for tourism development (civil 
aviation, national roads). Greater integration of RCI concerns and priorities will be pursued, by 
mainstreaming them into the country's programming exercises. The national sector 
assessments and road maps for the three areas also include regional dimensions of the 
respective sector. RCI priorities have been identified as part of the CPS road maps, which will 
be supported either under the national programs, or under RCI support.  
 
67. The five years to be covered by the new CPS, 2010-2014, will be charged with 
challenges. The post conflict transition is likely to suffer from some drawbacks somewhere in 
the process, and the implementation of the Government's peace and development agenda will 
face some risks. It will require constant monitoring of the country's situation, accompanied by 
the necessary flexibility in ADB operations. ADB's Approach paper on engagement in fragile 
situations – "Achieving Development Effectiveness in Weakly Performing Countries" (May 
2007), as well as OECD-DAC "Principles of Good International Engagement in Fragile States 
and Situations" will provide useful guidance for the further development of the new CPS.  
 
68. Given the challenging situation in Nepal and the risks associated with the ongoing 
political transition, the five-year horizon will be accompanied by a comprehensive mid-term 
review timed with the main milestones of the ongoing political transition: finalization of the 
constitution drafting process, the holding of new elections, and the adoption of a new national 
development plan following the completion of the current TYIP. The mid-term review would also 
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be timed with a stock taking of the status of portfolio management. The CPS would also have to 
be flexible and should be closely monitored for early adjustments, foreseeing a full-fledged, 
stock taking mid-term review. Since ADB is a lead development partner of Nepal, it is important 
that its full assistance continues at this critical moment, and that operations are guided by a 
sound strategy, even in the current political flux and the absence of a clear consensus on a 
more definitive long term strategic vision for the country. The proposed four pillars are 
appropriate for a country in transition. They are based on Nepal's fundamental long-term 
development needs, and reflect what emerged during extensive consultations with a broad 
spectrum of national stakeholders including the civil society, political parties, and the private 
sector.  
 
69. To enhance the conflict sensitive approach adopted under the current CSP, which was 
key to the success of ADB operations during the challenging conflict and post-conflict transition, 
a peace filter has been developed to minimize risks of exacerbating social and political 
tensions, which should be used as an analytical, facilitating tool during project processing, and 
project monitoring and reviews.  
 
70. To respond to the uncertain country scenario, a flexible approach will be adopted, 
according to the evolving political situation. Should the situation keep improving, with the post-
conflict transition coming to a successful end, with improved governance, and a federal system 
clearly defined and underway, in line with its commitment to aid harmonization and the 
implementation of Accra High Level Forum, ADB could respond to the Government's requests 
and move towards more SWAPs. This would be subject to well defined policy and results 
frameworks adopted by the Government and agreed with the donors, as well as sound fiduciary 
measures. To facilitate the transition towards SWAPs, the in-depth governance sector 
assessments for the new CPS were carried out for water supply and sanitation, and rural 
infrastructure, sectors prioritized by the Government for SWAPs. More emphasis would also be 
given to supporting the new federal governance and fiscal structures, as part of the sector 
operations, or as stand alone activities.  
 
71. Should the situation continue to be volatile with slow progress in the completion of the 
post-conflict transition, the conflict-sensitive approach will remain key, and more focus would be 
on community based approaches and state building, and supporting more resilient 
infrastructure development less sensitive to possible political stalemates. In the worst case 
scenario that the peace process gets disrupted and the political infighting prevails, emphasis 
should be on consolidating the development progress achieved so far, ensuring continuation of 
provision of basic social service delivery, focusing on avoiding getting off-track in achieving the 
MDGs, and maintaining the necessary space for development, while at the same time 
maximizing the security of project staff.  
 
72. Building on the experience acquired with the results-based approach inaugurated under 
the current CSP, which allowed for a more focused implementation and monitoring of the 
strategy, a skeleton results framework for the new CPS has been prepared, on the basis of the 
sector road maps and sector results profiles.  
 
73. Given the very fragile context of Nepal, both politically and from an environment/climate 
change and natural disasters' point of view, ADB operations have to ensure maximum attention 
to the related risks. The new CPS therefore proposes to pilot a number of screening/guiding 
tools, to help identify risks and mitigating measures, and maximize the quality of the proposed 
interventions. The tools, (i) a climate change checklist, (ii) a natural disasters management 
checklist, and (iii) a peace filter, shall be piloted during project processing, to ensure that 
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possible concerns are adequately addressed within the projects. They will also be used during 
implementation reviews, to help improve the quality of the portfolio, and to keep monitoring if 
projects are affected, and how well they are able to cope and overcome risks and constraints. 
 
74. A conflict sensitive approach was already adopted under the current CSP, and was a 
key to the success of ADB operations during the challenging conflict and post-conflict transition. 
The peace filter has been developed to facilitate a more consistent approach, and to support 
the process with an analytical checklist. Given the sensitivity of climate change and natural 
disaster risks for Nepal, mainstreaming adaptation and risk mitigation factors in ADB new 
investments is paramount, to meaningfully contribute to the country's efforts in such sense, and 
to avoid possible negative consequences during implementation, and after project completion. 
The three screening and monitoring tools would be piloted and become part of project 
processing upon CPS approval. Annual reviews of the CPS will allow for necessary revisions.  
 
 A. Thematic Assessments 
 

(i) Disaster Risk Assessment  
 
75. Nepal is vulnerable to disasters and their adverse impacts. It is internationally ranked as 
11th most at-risk country to earthquake, and 30th most at-risk to floods. Foods and landslides 
occur annually during the monsoon season, causing hundreds of deaths, disrupting the lives of 
tens of thousands of people, and losses of assets amounting several million dollars. For 
example, in August 2008 about 50,000 people were displaced/affected by the foods due to 
break of Koshi river embankment in eastern Nepal. Earthquakes are also big threats as most of 
Nepal lies in a high seismic risk zones. The disaster risks are further exacerbated by continued 
geo-environmental fragility and climate change. 
 
76. Nepal's capacity to cope with and manage such risks is limited. Some activities have 
been initiated with the help of Nepal's development partners. The government has recently 
drafted a National Strategy for Disaster Risk Management with the help of UNDP, but it is yet to 
be approved. The government is also implementing flood rehabilitation activities financed by 
ADB and other development partners to rehabilitate people and infrastructure damaged by the 
2008 Koshi flood. In order to integrate the disaster risk reduction into sectoral programs, 'focal 
units/desks' have been set up at nine key ministries. 
 
77. Under the new CPS, ADB will (i) introduce disaster screening into its operations in 
Nepal to ensure that new investments factor in disaster risks, and maximize mitigation 
measures; (ii) assist the government to strengthen the capacity of relevant agencies in 
managing disaster risks; and (iii) assist the government to implement the ongoing interventions 
on flood damage rehabilitation.  
 

(ii) Environment and Climate Change 
 

78. Nepal’s natural environment and ecosystems are increasingly threatened by a rapidly-
growing population that is putting pressure on the country’s fragile natural resource base and 
anthropogenic climate change. Analysis of national temperatures since 1962 shows high inter-
annual variability and maximum temperatures progressively increasing, in line with global and 
regional records. From 1977 and 1994, the mean annual temperature is estimated to have 
increased by 0.06°C, and is projected to increase by another 1.2°C by 2030, 1.7°C by 2050, 
and 3.0°C by 2100. Days and nights are becoming warmer and cool days and nights are 
becoming less frequent. Precipitation extremes show an increasing trend in intense 



 19

precipitation events at most recording stations. The assessment indicates that more weather-
related disasters such as floods and landslides can be expected in future.  
 
79. Climate variability and change are projected to impact different sectors in Nepal. The 
expected impact on water resources includes water shortages in dry seasons, while rising 
temperatures will cause faster melt and retreat among Nepal’s 3,252 glaciers, with an attendant 
increase in sudden flooding following glacial lake outbursts. Increases in seasonal 
temperatures are likely to affect agricultural production and yield. Rising temperatures, glacial 
retreat, and changes in water availability and quality will also lead to changes in natural 
biodiversity affecting Nepal’s high number of unique wild animals and plant species. Global 
warming is anticipated to affect forest ecosystems through the migration of forests towards the 
polar region, changes in composition, and extinction of species. Communities are likely to 
suffer increased loss of infrastructure and shelter from flooding events, decreased productivity 
from more incidents of malnutrition and disease, social disruption and displacement from 
extreme events (e.g., floods, droughts, and  disease outbreaks), and losses in earning capacity.        
 
80. ADB's LTSF calls for environmentally sustainable, low-carbon growth through 
supporting the use of environmentally friendly technologies, adoption of environmental 
safeguard measures, and establishment of institutional capacities to strengthen their 
enforcement. ADB is committed to helping its DMCs adapt to the unavoidable impacts of 
climate change through national and municipal planning, investments in risk reduction 
measures, support for insurance and other risk-sharing instruments, and “climate-proofing” 
projects. ADB will work with the Government to screen development projects for climate risk, 
and ensure climate impacts are addressed in the design of future investments. Sustainable 
management of forests, water, and other natural resources for provision of clean water 
supplies, protection of biological diversity, and sequestration of carbon from the atmosphere to 
offset greenhouse gas emissions will be part of ADB’s assistance to address climate change. 
ADB will also promote alternative energy and energy efficiency. 
 
81. Climate change and environmental issues are given inadequate priority in the national 
development agenda, and environmental governance is weak. Evaluations conducted under 
the National Capacity Needs Self-Assessment process (2008) confirm that the nature and 
gravity of climate change risks are not fully appreciated, there is inadequate public pressure for 
change, and more pressing national agendas overshadow effective environmental protection 
and climate change risk management. The Government has just initiated the preparation of its 
National Adaptation Programme of Action to Climate Change (NAPA). ADB's assistance is 
being provided for capacity strengthening, with the expected output of an improved, sustainable 
institutional framework for managing climate change and the environment. ADB will also join 
forces with the World Bank to integrate climate risks and resilience into core development 
planning through the Strategic Program on Climate Resilience. 
 

(iii) Gender and Social Inclusion 

82. Despite the government’s landmark legislative reforms to address social exclusion and 
promote increased sensitivity toward inclusiveness, rising inequality remains a key 
development challenge for the future13, and the most disadvantaged communities have not 
been fully reached by development yet.  ADB, in alignment with the government’s TYIP and 

                                                 
13 Legislative reforms include, for example, allowing women to retain parental property after marriage; 33% 

representation of women in all state structures; reservation for Janajatis, Dalits, Madhesis and other 
disadvantaged groups in state organs. 



 20

NDS development priorities, will give emphasis on inclusive and broad-based economic growth 
and inclusive social development. The CPS will include a Gender Equality and Social Inclusion 
(GESI) Strategy that aims to guide and ensure that in all ADB operations and sectoral 
assistance, gender and social inclusion concerns are adequately addressed. 

83. ADB’s GESI Strategy builds on the progress made in gender mainstreaming and the 
new policy commitments on social inclusion, and recognizes that structural and policy changes 
will need to be at the forefront for the time being, as attitudinal changes takes time. The GESI 
Strategy will provide guidance on GESI responsive policy reforms, and on how to improve the 
Government institutional capacity to promote more equitable and sustainable economic and 
social growth. Gender and social inequities will be addressed through strategic and multi-
faceted solutions at the policy, institutional and sector/program and project levels. 

(iv) Private Sector 
 

84. Private sector development is challenging in the prevailing political environment, but 
remains key to achieving stronger economic growth. The draft National Development Strategy 
clearly recognizes the important role that the private sector has to play in helping to develop 
key infrastructure facilities essential to put the country on a high growth path and in generating 
the much needed employment opportunities for the burgeoning labor force. The Government 
also recognizes the critical need to improve the investment climate for attracting private 
investments, particularly foreign direct investments which have stagnated since the conflict 
began. Given these needs, which entail significant capital resource requirements, it will be 
important for ADB to continue to assist the Government promote private sector investments by 
fostering a conducive policy and enabling environment, addressing key impediments to private 
sector development, and catalyzing private sector investments, including FDI. While private 
sector development will be a strategic thrust of the new CPS, an area of special focus will the 
financial sector where the role of the public sector will be reoriented to regulatory and 
supervision functions and that of the private sector in the delivery of efficient and innovative 
banking and non-banking financial services. ADB will also pay special attention to promoting 
public-private partnerships by improving the policy and institutional regime and technical 
capacity, as well as supporting leveraging direct investments.  

(v) Regional Cooperation and Integration 
 
85. As a country with a unique geography, being small and land-locked between two of the 
largest and most rapidly growing economies, Nepal has much to gain from RCI centered on 
these neighbors. RCI can potentially unlock the development of Nepal by promoting its 
geographical transformations – bringing economic agents closer to higher economic density 
14of the large neighboring countries by reducing distance15 and division16 in the region.17 RCI 
                                                 
14 A high level of economic density implies "thick markets" in the exchange of goods and services, as well as in the 

informal exchange of ideas.  
15 Distance here to be interpreted as an economic and social concept, rather than a purely physical concept. As 

such, a location which is physically close to the region of a high density can, in principle, still be economically 
distant.  

16 Divisions refer to factors like transport costs and both formal and informal barriers to trade that separate economic 
agents in one country from the advantage of economic density in other countries. 

17 RCI allows economic agents to interact across spatial scales: local, regional and international. The extent to which 
economic agents take advantage of RCI is impacted positively be density, but negatively by both distance and 
division (See Fujita, M., P. Krugman, and A. J. Venables, 1999, The Spatial Economy: Cities, Regions and 
International Trade, Cambridge, Mass:MIT Press; The World Development Report). By reducing distance and 
division, RCI brings economic agents in lagging regions such as Nepal closer to density of leading regions such 
People's Republic of China and India, promoting positive spillover effects which enhance spatial multipliers. RCI 
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would also help Nepal to overcome the disadvantage of size: small population, small markets, 
and inability to take the advantage of agglomeration and scale economies. A review of history 
in fact suggests that Nepal prospered in the 18th and 19th centuries on the basis of free trade 
and commerce with neighbors including Indian sub-continent and PRC.18 

 
86. Nepal is attempting to foster unilateral, bilateral, subregional, regional, inter-regional 
and global economic integration to tap its locational advantage.  These include:  unilateral 
economic liberalization in the early 1990s, accession to WTO in 2004, membership to the 
South Asian Association for Regional Cooperation and Bay of Bengal Initiative to Multisectoral 
Technical and Economic Cooperation (BIMSTEC), participation in the South Asia Free Trade 
Agreement (SAFTA) and signing of bilateral trade and transit treaties with India. Nepal has also 
assumed an active role in ADB's South Asia Subregional Economic Cooperation (SASEC), 
which is designed to foster cooperation among Bangladesh, Bhutan, India and Nepal.  

 
87. ADB has played a major catalytic role in several regional initiatives in South Asia 
including SAARC19, BIMSTEC20 and SASEC21 by supporting background studies, capacity 
development, and investment projects. ADB has also assisted the process of RCI between 
Nepal, Bangladesh, Bhutan, People's Republic of China, and India by supporting the 
development of Nepal as a regional trade corridor, through the establishment of better transport 
and cross-border connections with neighboring countries. RCI support in Nepal covers trade 
and investment facilitation, energy, tourism, and communications.  

 
88. ADB's support for RCI covering Nepal brought a number important investment projects 
under processing and implementation. In 2008, ADB has approved the SASEC Information 
Highway, the first subregional cooperation investment project to be participated by Nepal. ADB 
plans to support Improving Connectivity and Destination Infrastructure for Subregional Tourism 
Development in SASEC Countries, which is expected to be approved in third quarter of 2009.  

 
89. Despite these positive developments, Nepal has yet to gain fully from RCI., and Nepal's 
integration with the region in general and particularly with other South Asian countries (with the 
exception of India) and PRC is still very low.22 Some of the main reasons for Nepal's low 
integration with region are: weak connectivity within the country and with the region, higher 
border barriers to trade and services and increasing divisions with countries in the region. 
Nepal also suffers from a cooperation deficit in infrastructure. Despite being an immensely 

                                                                                                                                                         
can pull weak and landlocked countries like Nepal towards income level that they would be unable to achieve in 
isolation by benefiting from cross-country growth spillovers and neighborhood effects (S. Ahmed and E. Ghani, 
2008, Making Regional Cooperation Work for South Asia's Poor, Policy Research Working Paper 4736, The World 
Bank). 

18 Over the years conflict and border restrictions removed this key source of growth. 
19 Under SAARC, ADB has assisted in undertaking many priority studies including the SAARC Regional Multimodal 

Transport Study (SRMTS), the SAARC Energy Trade Study, and the SAARC Development Fund.  An MOU has 
also been signed between the ADB and the SAARC Secretariat to support other priority activities including 
capacity building.   

20 Under BIMSTEC, ADB has undertaken the BIMSTEC Transport Infrastructure and Logistics Study (BTILS). 
21 Under SASEC, ADB has undertaken background studies and project identification in key identified sectors such as 

tourism, energy, transport and trade, environment, and ICT.    
22 Following the signing of bilateral trade treaty with India in 1996, Nepal's export share to India increased from 30 % 

in 1997 to 67% in 2005, import share from India increased from 31% in 1997 to 57 % in 2005, India's share to total 
FDI in Nepal was 40 % in 2005. However, Nepal's trade and FDI share with the rest of South Asia in 2005 were as 
follows: export (1 %), import (0.3 %), and FDI (1%). Likewise, Nepal's trade and FDI share with PRC in 2005 were 
as follows: export ( 3 %), import (9 %), FDI (11 %).  
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energy rich country and the energy export potential, there is very little exploitation of Nepal's 
hydropower.23  

 
90. Nepal has significant scope and opportunities to benefit from RCI initiatives with 
countries in the region. Building on past experiences, ADB will focus its RCI assistance to 
Nepal particularly in the areas of trade and investment, tourism, transport and energy. ADB will 
continue to support the establishment of better road and border-trade connections with 
neighboring countries, and will promote cooperation in energy, trade and investment facilitation. 
The Bank will also assist developing the trade and transport corridor that would connect India 
and PRC through Nepal. A SASEC Transport Logistics and Trade Facilitation Project is 
planned for approval in 2010, and several other RCI projects are under preparation, on the 
basis of earlier regional sector studies. In addition, various national projects were identified in 
the sector road maps to contribute to regional networks beyond Nepal, and thus have regional 
implications. Finally, ADB will also continue assisting the SAARC Secretariat and support its 
activities, as well as Nepal's participation to BIMSTEC. 
 
 B. Sector Assessments 

 
  (i) Agriculture and Rural Development 
 
91. Agriculture's contribution to GDP has been declining, but it still contributes about one-
third of GDP, and employs more than two-thirds of the population. As such, it remains the 
largest sector of the economy. During the Tenth Plan period (2002-2007), agricultural growth 
rates averaged only 2.7% (against a normal scenario target of 4.1%), but with large variations 
from year to year. Agriculture in Nepal is characterized by low productivity, with the per capita 
contribution of agriculture to GDP being only about half that of other sectors. It has significant 
potential, but remains vulnerable to varying rainfall because of low irrigation coverage. 
Agriculture is largely based on low-value crops (such as cereals) and on subsistence 
production, with only about 13% of output traded in markets. During the Tenth Plan period, 
cereal crops declined from 41% to 36% of agricultural GDP and horticultural crops increased 
from 17% to 21%, while livestock's contribution remained at around 25%.  
 
92. The Agriculture Perspective Plan (APP)24 has been the guiding strategy for agriculture 
development since the beginning of the Ninth Plan. In the absence of economic opportunities in 
rural areas, it considers agricultural growth as the key to poverty reduction, and this approach 
remains relevant. The overall objective of the APP Implementation Action Plan 200625 is to 
achieve broad-based and equitable agricultural growth with direct and indirect impacts on 
poverty reduction, although it proposes adding greater flexibility to the APP framework of 
priority inputs and outputs, and an equitable growth model based on sustainable livelihoods.  
 
93. ADB has been the main development partner in the agriculture sector, and the sector 
has been the largest component of ADB's assistance to Nepal. The CSP (2005-2009) 
supported (i) increased agricultural production (crops and livestock), agriculture income, and 
employment opportunities for rural people; and (ii) increased commercialization of agriculture. 
This support included constructing and rehabilitating agricultural roads, linking farms to 
markets. 

                                                 
23 Some believe that Nepal can almost double its per capita income in  a few years with appropriate investments in 

hydropower along with trading arrangements with neighbors, especially India (The World Bank) 
24  Prepared with ADB support in 1995 
25  Formulated under the DFID-funded APP Support Programme 
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94. The Sector Assistance Program Evaluation recommends to  (i) reduce subsector spread 
of assistance to the Sector to achieve optimal efficiency in resource allocation and use, and (ii) 
increase strategic focus in supporting the agriculture and natural resources by increasing 
investment in rural infrastructure such as irrigation, rural roads, and market infrastructure.  
 
95. Nepal has been identified as one of the countries particularly vulnerable to the effects of 
climate change26, and therefore in need of mitigation and adaptation strategies. Adaptation to 
climate change will require policy reforms, targeted investments in agriculture, and reallocation 
of investment within agriculture. Areas identified for increased investment include agricultural 
research, irrigation, rural roads, information technologies, market support, and extension 
services. Location-specific analyses, programs and policy measures will be needed to support 
flexible adaptation by farmers. Higher incomes from productive agricultural resources, used in a 
sustainable manner, will also provide resilience to climate change. Agricultural mitigation 
measures may include cost-effective options such as changing crop mixes; using cultivation 
systems that leave residues; and shifting land use from annual crops to perennial crops, 
pasture and agro-forestry. Mitigation measures are also supported by best management 
practices in agriculture that raise soil organic carbon, such as rotating crop and forage, 
practicing low-till agriculture, and improving pastures and grazing land. 
   

(ii) Education 
 
96. Participation in education has expanded at all levels. Between 2001 and 2008, the Net 
Enrolment Rate (NER) for primary education rose from 81% to 92%, for lower secondary 
education from 42.9% to 52.3% and for secondary education from 29.5% to 34.7%. The 
increase in primary enrollment, liberal promotion policy at the primary grades and the 
government’s policy thrust towards making education up to secondary level free and 
compulsory will eventually result in increasing pressure to expand secondary education 
facilities. Nepal has been successful in steadily improving access to education at all levels 
while simultaneously narrowing gender and social disparities in enrollment. Gender parity has 
improved, with girls representing 47.0% of primary enrollment, 45.0% of lower secondary 
enrollment, and 46.0% of secondary enrollment in 2008. However, several studies have 
indicated low student achievement. The comparison between a national assessment conducted 
in 2008 and a previous assessment in 1999 shows continued weakness in Mathematics and 
English, relative strength in Social Studies, and a decline in Nepali mean scores. Excluding the 
universities, there is an estimated national total training capacity of about 50,000 trainees 
annually from various sources. Key issues in technical education and vocational (TEVT) are: (i) 
poor quality of training and lack of relevance to labor market's needs; (ii) public budget 
constraint, (iii) limited private sector capacity, and (iv) highly fragmented and uncoordinated 
organizational structure. 
 
97. Improving internal efficiency of the public school system, especially in the early grades 
of primary education, remains a challenge. High gross intake, repetition and dropout rates 
contribute to overall low efficiency of education delivery. Furthermore, teacher shortages 
negatively affect the quality of secondary education and create a barrier to expansion of 
access. Higher secondary education suffers from poor coordination with secondary, and 
integration of higher secondary education with the school system has been slow for institutional 
reasons. 

 
                                                 
26  TA-6479-REG: Addressing Climate Change in the Asia and Pacific Region  
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98. Building on its Education For All program, the Government has initiated the School 
Sector Reform (SSR) program from 2009 onwards. SSR aims to restructure the primary and 
secondary school system into an integrated grade 1–12 system in a phased manner. Key 
challenges of the SSR program include: (i) budget constraints necessitating the need for 
prioritization and sequencing of reforms; (ii) potential delay in education governance reforms 
pending clarity on the transition process from a unitary state to a federal state; (iii) the need to 
develop an accountability mechanism involving the key stakeholders, and (iv) the challenge to 
provide free secondary education. In the TEVT area, although CTEVT is the apex agency for 
TEVT policy coordination, the expansion of the number of training institutions under its 
administration has resulted in its focusing on training delivery rather than on its role as an apex 
organization. It has been unable to provide an integrating role for the whole system of TEVT 
provision. 

 
99. Government capacity for education planning and management has improved as 
development assistance in education has shifted from a project approach to a sector-wide 
approach. Government leadership and ownership have also considerably improved. However, 
system readiness to embark on such an extensive reform program such as the SSR needs to 
be built in a phased manner. Particularly, capacity at local level needs to be further developed 
to improve the quality of service provision and the system's internal efficiency through carefully 
targeted interventions.  
 
100. Indicative areas for future interventions to support school education include: (i) provision 
of basic and secondary education services that meet minimum quality standards; (ii) provision 
of free and compulsory basic education in a phased manner; (iii) provision of an appropriate 
regulatory framework, operational guidelines, and norms and standards for the expansion of 
basic education and secondary education; (v) targeted interventions to improve retention and 
performance of the most disadvantaged children; (vii) strengthening teacher recruitment, 
deployment and management system; (viii) development of a regulatory framework and 
institutional mechanism that regulate and coordinate the provision of various types of TEVT 
programs and service providers into one integrated national system; (viii) development of 
national vocational qualification system in a phased manner; and (ix) broad capacity 
development for system readiness to expand and sustain quality school education and TEVT 
institutions.  

 
(iii) Energy 

 
101. Nepal’s power sector is characterized by a very large hydropower potential, but poor 
exploitation of the same for the benefit of the country's economy. In the context of a South 
Asian region with a net power deficit, a significant economic opportunity for Nepal exists in the 
form of electricity exports, particularly to its large power starved neighbour, India. However, the 
potential remains largely untapped, and Nepal is a net importer of electricity from India.  
Presently the country experiences significant electricity shortages during the dry winter months.  
In 2007/08 the average power shedding at the peak was 23.42% of the peak-demand.  
 
102. A recent study concluded that power sector in Nepal presents the most severe 
infrastructure constraint for economic growth.  The main issue in the power sector at present is 
the unreliable and inadequate supply, resulting from poor investment both in terms of timing 
and quantity, in all the sub-sectors: generation, transmission and distribution. Many 
fundamental issues in the sector have resulted in both private sector and donor community 
being reluctant to invest in the past few years. These key issues, some of which are 
interrelated, include; (i) poor governance and institutional structure; (ii) lack of institutional 
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arrangements to mobilize the private sector; (iii) limited availability of domestic funds; (iv) non-
cost reflective consumer tariffs; (v) high level of technical and commercial losses coupled with 
inadequate attention to operation and maintenance and (vi) Inadequate human resource 
capacity. 
 
103. ADB has been the leading development partner in the power sector, and its assistance 
in the past focused on generation, transmission, distribution, rural electrification, and mini-
hydropower projects. To help the GON achieve its power sector goals, ADB's future assistance 
will focus on; i) improving access to electricity in rural areas; ii) increased energy efficiency (iii) 
clean power development; iv) regional cooperation; v) strengthening sector governance; and vi) 
promoting private sector participation. 
 
104. ADB will continue to support strengthening the transmission network across the country 
in order to facilitate development of hydropower and improving energy access.  Also, 
assistance will be focused on clean energy development, cross-border transmission and 
energy efficiency improvement both supply side and demand side.  PPP-based financing for 
the hydropower and distribution sub-sectors will be explored to promote private sector 
investment to supplement the scarce public sector resources.  
 

(iv) Finance 
 
105. While Nepal's financial sector has expanded significantly in the past decade, 
approximately half of the population, especially in the rural areas, is still without access to 
reliable and efficient financial services, imposing a critical constraint to inclusive economic 
growth. The financial sector has also remained vulnerable due to insufficient supervision and 
regulatory enforcement, lack of conducive sector policies, the public sector's direct involvement 
in the management and ownership of financial institutions, and the resulting poor performance, 
undermining the development and efficiency of the sector. The sector is also lagging in terms of 
diversification, innovation and supportive infrastructure development, which are critical for the 
sector's growth and efficiency.  
 
106. The Government has undertaken some significant financial sector reforms including 
revamping the regulatory framework, restructuring and divestment of key publicly-owned 
financial institutions, and efforts to strengthen supervision and inspection by reorienting the role 
of the public sector. Financial sector reforms continue to be high on the Government's 
development agenda, given its importance to achieve high sustainable and broad-based 
economic growth and the long-term goal of poverty reduction. 
 
107. In coordination with other development partners, ADB's support has focused on 
enhancing the access of the poor and disadvantaged to reliable and efficient financial services 
through promotion and strengthening of microfinance, building conducive rural finance sector 
regulatory framework, restructuring of key rural financial institutions for eventual privatization, 
and institutional capacity building. In line with the Government policies and priorities, ADB will 
continue to support improving the access to financial services of the poor and rural areas 
through institutional strengthening and capacity development of key formal and semi-formal 
rural financial institutions, conducive sector environment development and legal and regulatory 
support for microfinance.  
 
108. ADB will also continue to be engaged in the Government's financial sector reform by 
restructuring the Agriculture Development Bank Ltd. and other key institutions combined with 
efforts to enhance supporting financial sector infrastructure. ADB will also provide support for 
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developing other financial subsectors such as the insurance and securities market, and 
technology innovation and product diversification in the financial system to achieve greater 
financial service outreach and inclusiveness.        
 

(v) Transport and Communication 
  
109. Nepal’s transport sector is dominated by roads, which accounts for almost all domestic 
passengers and freight movements within the country, while air transport is the main transport 
mode of the international tourists entering Nepal. Nepal’s economy is open and depends 
heavily on foreign trade as reflected in a trade-GDP ratio of 40%. Trade logistics, however, are 
affected by high cost of transport and inefficient transit services. The poor quality of road 
infrastructure and lack of sufficient alternative routes have led to increased transport cost.  
 
110. The weaknesses in the transport system constraint not only the economic growth but 
also hamper efforts aimed at poverty reduction. More than 15% of the population have to walk 
(2 hours walks in terai and 4 hours walk in hills) to reach road network. Six district headquarters 
are not road connected. Only about 70% of strategic road network are sealed, and about 39% 
of them are in a poor and bad state of repair and reconstruction. Available resources are far 
from adequate to maintain the network, causing a gradual deterioration of road conditions.  
 
111. Domestic air transport helps connecting some isolated hilly areas, reducing remoteness 
essential for inclusive economic growth and poverty alleviation. The development of airport 
facilities and infrastructure, however, is not keeping up with growing needs in terms of capacity, 
safety, and security.  Development of information and communication technology also helps 
removing isolation and remoteness, however, the existing activities are scattered and 
implementation arrangements need to be streamlined.  
 
112. ADB will continue its support to Nepal aiming at accelerating broad based and inclusive 
economic growth and reducing poverty. Weak infrastructure, poor connectivity and access, and 
an ineffective policy and institutional environment stand in the way of achieving these goals. 
The intended sector outcomes will be: (i) improved connectivity; (ii) strengthened sector 
governance; and (iii) promoted private sector participation.  
 

(vi) Water Supply, Sanitation, and Urban Development 
 
113. Until recently, Nepal had a relatively low urbanization level, with approximately 14% of 
its total population living in 58 municipalities according to the National Census 2001. However, 
the pace of urbanization has increased markedly in the last two decades, with the urban 
population growing at nearly 7% per annum, or approximately three times higher than the 
national average population growth rate of 2.2% per annum. This is attributed to rapid migration 
from rural areas, caused by inadequate economic opportunities and services/facilities in rural 
areas, and to the recent conflict.  It is estimated that the urban population will reach 24% by 
201727, and 32% by 2027.28  

114. The urban sector is growing fast, particularly in Kathmandu valley. Deficiencies of urban 
and environmental infrastructure and services pose a serious threat to the health of the urban 
population. A key challenge is to increase the access of the urban population to urban 
infrastructure, and to ensure sustainable and quality service delivery.  

                                                 
27 Government of Nepal. 2007. Three Year Interim Plan. Kathmandu.  
28 New Era. 2006, Nepal Population Perspective Plan 2002-2027. Kathmandu.  
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115. ADB has been the largest development partner in the urban water supply and sanitation 
sector, and has been chairing the development partners' group for urban development. Some 
of the key lessons from ADB’s past involvement in the sector include: (i) complex and costly 
projects should be avoided if the executing agencies have limited experience; (ii) all 
stakeholders should be fully involved in project identification and design from an early stage 
especially if water user committees are expected to operate and maintain the systems; 
(iii) larger physical works packages should generally be used to attract qualified contractors; 
(iv) projects involving municipalities and rural communities should take into account potential 
delays in the project design; and (v) project quality should be carefully monitored at all stages 
of project execution.  
 
116. ADB will continue to support the Government in (i) improving urban infrastructure 
including water supply and sanitation and urban transport; (ii) improving access to and service 
level of water supply and sanitation; and (iii) institutional strengthening and capacity building to 
strengthen operation and management skills of local governments and WUSCs in accordance 
with the Government's policy on decentralization and devolution. This will be supported by ADB 
financial and technical assistances to the Government through programmed new loans and 
TAs for water supply and sanitation in Kathmandu Valley, integrated urban services 
improvement including water supply and sanitation in small towns and secondary towns, 
development of boarder towns, urban institutions strengthening program, as well as through 
ongoing projects for water supply and sanitation in Kathmandu Valley, community-based water 
supply in small towns, and urban environment improvement works in secondary towns. 
 
X. Further Processing Steps 
 
117. The growing impact of weak governance and deteriorating law and order situation on 
project implementation, including risks to public procurement, points to the need to strengthen 
the integrity of Government's management of ADB financial resources and of procurement 
processes, and to mainstream risk management strategies into ADB operations in the country. 
Under the proposed CPS, governance will feature as one of the four pillars, as it will be 
essential to ensure that planned outputs and outcomes of ADB operations actually reach the 
intended beneficiaries. Also, continued attention will be given to pursue the current coordinated 
efforts among all major development partners to support and strengthen Government's 
management and procurement systems and accountability. Strengthening staff resources will 
be needed to ensure the necessary attention and supervision,. More in general, to be able to 
adequately respond to the challenging situation of the country, and effectively implement the 
strategy and its approaches proposed, some strengthening of NRM resources would be 
required. This would be in line with the CAPE recommendations. The significant expansion in 
the size of the ADF resources available to Nepal and the challenging implementation 
environment, will require increased NRM staff resources to deal with governance issues 
particularly relating to procurement and financial management. This will be further explored 
during CPS processing. 
 
118. The Government requested to maintain the current cost sharing ratio, allowing for a 
maximum ADB contribution of up to 80% for lending portfolio and up to 85% for the grant 
portfolio. The request is supported by the country team. 
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119. After the successful completion of ADF X negotiations, the size of Nepal's program has 
increased to around $215 million per year.29 A similar program is envisaged for the full 2010-
2014 period, subject to results of the PBA exercises, as well as the outcome of next ADF XI 
(2013-2016) replenishment. 
 
120. The CPS is currently scheduled for approval on 29 October 2009, with the following 
processing schedule.  
 

Nepal CPS further processing schedule Timeframe 
CPS Initiating meeting, chaired by Operations VP (MRM) 6 July 2009  
(DEC Meeting on Nepal's CAPE) 15 July 2009 
Meeting with Board Members/Informal Board Seminar 20 July 2009 
CPS Formulation Mission (CPM conducted) 17 – 21 August 2009 
MRM Chaired by the President (Discussion on the Draft CPS) 8 September 2009 
Management Approval of CPS for Circulation I October 2009 
Board Circulation I October 2009 
Board Discussion 29 October 2009 

 
 
 
 
 

                                                 
29 This figure does not include the additional ADF of $130 million which have been allocated for 2009 – 2010 as a 

result of approval of R-paper Crisis Response of Asian Development Fund —Allocation of Additional Liquidity. 
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