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 1. Sector Performance, Problems, and Opportunities 
 
1. The development priorities for Nepal are economic growth and poverty reduction. Nepal 
remains 145th out of 175 countries on the human development index due to weak economic 
growth during the period of conflict. Economic growth comes increasingly from the service 
sector thanks to tourism and wage remittances. A national economic growth rate of 4.8% versus 
growth of 2% in the agriculture sector contributes to urban–rural income disparity. Agriculture 
supplies over 66% of employment, and 70%–80% of the population lives in rural dwellings. 
Without greater rural incomes, gains in national development indicators will be modest.  
 
2. National poverty reduction achievements are offset by growing inequality—poverty rates 
are 10% for urban and 35% for rural communities. The human development indexes for the two 
project regions are the lowest in Nepal. Poverty, on a headcount basis, is 45% in the 
Mid-Western Development Region and 41% in the Far-Western Development Region. 
Underdevelopment of the two regions is reflected in weak infrastructure, inadequate investment, 
and limited access to services. Food insecurity occurs in 1 out of every 2 years, and 65% of 
surveyed households in the two regions have food deficits. 
  
3. Investment in agriculture is constrained by a lack of public funds and although the 
government prioritizes private investment, return on investment is low and business risk is high 
because of conflict, logistics, and the high costs of doing business. Nepal is ranked 121st out of 
181 countries for the cost of doing business (World Bank). In addition, the high transaction costs 
of securing farm output for a large number of smallholders deters private investors. The risk 
profile for agribusiness and farmers is influenced by input supply uncertainty, postharvest risk 
due to weak infrastructure, and increasing impacts of climate change. 1  Accordingly, the 
agriculture sector has not attracted private sector investment and the government is unable to 
invest sufficient capital, resulting in continued underinvestment. 
 
4. Agricultural productivity in Nepal is low by international standards and, in comparison 
with India, Nepal’s relative paddy yield declined from 88% to 82% of Indian yields in the last 
decade. Likewise, maize yields declined from being over 100% of yields in India to only 93%. 
The low yields and the declining relative yields indicate underinvestment in innovation. The 
largely subsistence production system employs low levels of technology, inputs, and managerial 
skills, which diminishes competiveness. Where relative yield advantages exist—for example, in 
vegetables, fruit, and spices (garlic and ginger)—production grew substantially. A key constraint 
is the availability of fertilizers, supplied through the government-to-government procurement 
scheme with India and subsidized by the government. The fiscal cost of the fertilizer subsidy 
limits importation to less than 25% of total fertilizer demand, creating significant distortions and 
incentives for excessive transactions. Other fertilizers are sourced through informal importation, 
but border controls increasingly limit this.  
 
5. Agricultural incomes are constrained by reliance on low-value staple crops (82% of 
planted crop area) to offset household food security risks. Because of the low incomes, farmers 
underinvest, using minimal technology on small, fragmented plots, resulting in only 13% of total 
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output being available for trade. Weak supply chains, limited access to credit, weak husbandry 
practices, poor infrastructure and market chains, and a lack of services and coordination in 
agricultural markets all contribute to low productivity, low incomes, and risk-averse decision 
making. Public sector agricultural services reach only 15% of farm households. Microfinance 
institutions withdrew services during the recent conflict, constraining household purchasing 
power and supply chain development.   
 
6. To improve supply-chain access and the bargaining power of small farmers, the 
Cooperative Act reforms of 1992 enabled registration of cooperatives with 25 members or more. 
A total of 32% of cooperative are engaged in agricultural services, the others being savings and 
credit, or multipurpose, societies. Successful examples of commercialization by cooperatives 
include dairy, tea, coffee, horticulture, and herbs, but those without business and marketing 
skills have been less successful.2 The agriculture sector grew slowly over the past decade; 
however, high-value commodities (HVCs) such as off-season vegetables, fruit, and spices 
performed strongly. Value addition remains low, however, reflecting the dominance of staple 
production. The potential to expand agro-processing is significant3 —reducing postharvest 
losses, extending shelf life, adding value, and using storage to minimize distress selling. 
 
7. Agricultural trade growth has been slow; although trade with India grew at an average 
16% per annum, trade to traditional markets declined. Indian trade growth is dominated by 
imports of HVCs and farm inputs such as fertilizers and agricultural chemicals. The growth in 
HVCs reflects higher disposable incomes for urban residents and increasing tourism volumes. 
As a result of greater demand, farm-gate prices for HVCs have increased by 6%–17% per 
annum. In the case of fruit, increased domestic production merely substitutes for declining 
imports, but for vegetables, both domestic production and imports continue to grow, pointing to 
off-season export opportunities for Nepalese vegetables.   
 
8. Nepal is a rapidly urbanizing country that consumes increasing volumes of HVCs. 
Domestic urban demand per annum is estimated at 105,000 tons for fruit; 92,000 tons for 
vegetables; and 7,400 tons for spices. Annual export demand is estimated at 736,100 tons for 
fruit; 683,954 tons for vegetables; and 119,000 tons for spices.4 While there is unsatisfied 
domestic demand, local production can also create local selling risks, especially during peak 
production season.5 
 
9. Significant agriculture opportunities include (i) greater demand for HVCs as urban 
incomes increase, (ii) added demand for HVCs from continued growth in the tourism sector, and 
(iii) the reorientation of Nepalese trade to high-growth neighboring Asian countries. The current 
strategy seeks import substitution for HVCs such as fruit and vegetables, and targets India and 
regional markets for products with comparative advantage. A recent study of 14 products, 
including nine agricultural products, found four to have high export potential, three with 
moderate potential, and two with low potential.6 For regions participating in the project, pulses 
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have high potential, while ginger and mandarins have moderate and low potentials. One export 
hurdle is the growing number of border compliance requirements, which Nepal is unable to 
support at this point.7  
 
 2. Government’s Sector Strategy 
 
10. The Agriculture Perspective Plan (APP), prepared in 1995, outlines the government’s 
20-year vision of sustainable agricultural development as the ―engine of growth‖ and remains a 
key policy document.8 The APP focuses on the need to diversify agricultural production on the 
basis of geographic location and the commercialization of agro products. Policy relating 
specifically to the agriculture sector is enshrined in the National Agriculture Policy (NAP), 2004, 
which sets out the long-term vision for the sector of ―bringing about improvements in the 
standard of living through sustainable agricultural development by transforming the current 
system of subsistence oriented farming systems into a commercial and competitive farming 
system.‖  
 
11. The NAP aims to contribute toward food security and poverty alleviation by achieving 
high and sustainable economic growth through a commercial and competitive farming system 
that boosts agricultural production and productivity. Achieving more competitive agriculture is 
increasingly the priority. The objectives of the current policy are to (i) increase productivity, 
(ii) expand commercial agricultural production, and (iii) promote sustainable natural resource 
management. Key strategies are (i) development of suitable production technologies, 
(ii) advancement of scientific land-use systems, (iii) development of APP priority input sectors, 
(iv) involvement of nongovernment organizations and the private sector in agricultural research 
and extension, (v) promotion of high-value, low-volume commodity production in remote areas, 
(vi) more participation by women (at least 50% wherever possible) in training and skill 
development activities, and (vii) implementation of incentives for poor and deprived families. 
 

12. To achieve the commercial agricultural objectives, the NAP proposes: (i) development of 
market-based, large-production pockets to achieve economies of scale in production and 
marketing, (ii) promotion of market-based, high-value commercial agricultural production along 
major highways and north–south road corridors, (iii) provision of incentives for educated youths 
to engage in agribusinesses, (iv) advancement of export-based organic farming, (v) protection 
of indigenous knowledge and technologies in agriculture, and (vi) support for cooperative 
farming and marketing of agricultural products. 
 

 3. ADB Sector Experience and Assistance Program 
 
13. Sector objectives require greater investment to create commercially competitive 
agricultural production. Investors seek higher profitability and lower risk in the production of 
outputs. Attracting investment from the private sector requires significant changes to the cost of 
doing business, as defined by inappropriate policy, legal, regulatory, and World Trade 
Organization readiness parameters. Without sector-wide reforms that (i) reduce the cost of 
doing business, (ii) cut production and marketing risks, and (iii) support greater competitiveness 
in regional markets, the probability of achieving rural poverty and food security objectives is low. 
 
14. The country partnership strategy (2010–2012) of the Asian Development Bank (ADB) 
has four pillars: (i) broad-based and inclusive economic growth, (ii) inclusive social development, 
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(iii) governance and capacity building, and (iv) climate change adaptation and environmental 
sustainability.9 The agriculture and natural resources sector is a priority sector, and the project 
will help augment food security and reduce the rural–urban poverty gap by increasing 
diversification and commercialization of agricultural production, and easing access to inputs, 
which will lead to higher incomes for the rural poor and socially excluded groups. 
 
15. Donor support for agriculture and the rural poor is substantial, and coordination with key 
sector donors has occurred during the preparation of the project through meetings, and sharing 
of data and survey findings. ADB, the Department for International Development of the United 
Kingdom, and the World Bank worked together on reviewing development strategies, priorities, 
and various crosscutting themes. Project design includes substantive input from the 
International Fund for Agricultural Development and the Netherlands Development Organisation 
(SNV) as well as input from the Food and Agriculture Organization of the United Nations and the 
Swiss Agency for Development and Cooperation, all of which have sector programs. 
Cooperation is planned to continue through knowledge management activities in the wider 
sector with SNV involvement.  
 
16. The project design responds to key lessons:10 (i) greater coordination with other sectors 
is vital, (ii) supply-driven projects provide little benefit, (iii) partnerships with nongovernment 
organizations and the private sector are necessary, (iv) project planning needs to involve local 
stakeholders, and (v) effective social mobilization is essential. The design also uses lessons 
from the successful ADB-financed Crop Diversification Project: (i) working through farmer 
groups, (ii) supporting farm production technology, (iii) giving postharvest assistance, and (iv) 
providing detailed terms of reference to implementation partners.11  
 
17. Based on these lessons, the project design adopts a market-led approach, whereby 
market buyers are backward-linked to producers through producer cooperatives, which in turn 
are linked to farmer groups. The use of a backward-link model overcomes the market risk that 
small farmers face in diversifying into new or off-season crops, while project support to farmers 
lowers the initial business risk of investing into new technology and helps develop accessible 
supply chains for inputs. Decentralized and participatory project implementation, using private 
service providers to work with farmer groups and existing agribusiness structures, will minimize 
political risks. 
 
18. The project supports these outcomes by supporting farmer groups with HVC market 
supply agreements and providing credit to producers and value chain stakeholders to deliver 
against the supply agreements. The project will help group members to develop marketing skills, 
integrate into value chains and link up with farmer cooperatives. Private service providers will 
develop marketing agreements with supply-chain and marketing cooperatives, and help build 
postharvest infrastructure. The project will widen access to market intelligence and information 
to support marketing strategies. 
 
19. Future investment can develop support for integrated value chain investment through 
public–private partnerships that may involve regional agribusiness using seasonal production 
from both India and Nepal. The assessment of these investments to HVCs diversification, 
irrigation, and rural infrastructure investments should be a high priority to address government 
plans for greater depth in donor interventions.
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Problem Tree for High Value Commodities Agriculture 
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                 Source: ADB fact finding mission.  
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Sector Results Framework (Agriculture and Natural Resources, 2010–2012) 
 

Country Sector Outcome Country Sector Outputs ADB Sector Operations 

Sector Outcomes with 
ADB Contributions 

Indicators with Targets 
and Baselines 

Sector Outputs with 
ADB Contributions 

Indicators with 
Incremental Targets 

(Baselines Zero) 

Planned and Ongoing 
ADB Interventions 

Main Outputs Expected 
from ADB Contributions 

Increased agricultural 
income and employment 
opportunities with an 
emphasis on poor and 
socially excluded groups 
 
Diversified and 
commercialized agricultural 
production 
 
Greater access to 
agricultural inputs 
 
Less risk to development 
investments and livelihoods 
from negative impacts of 
disasters and climate change 
 
Social, political, and 
economic empowerment of 
women and other socially 
excluded groups 

Agricultural GDP per 
capita increased by 11% 
by 2012 from a base of 
NRs8,505 
 
Greater number of 
market centers 
 
By 2012, at least 25% of 
farmers with direct 
access to extension 
services and agricultural 
inputs are women or 
socially excluded groups 
 
Climate change and 
disaster concerns are 
integrated in project 
design 

Increased agricultural 
productivity, crop 
diversification, and 
commercialization with a 
focus on generating jobs 
and income opportunities 
in rural areas 
 
Improved access to 
agricultural inputs and 
markets by investing in 
the expansion of rural 
transport infrastructure 
and irrigation facilities 
 
Addressed the special 
needs of women and 
socially excluded groups 
 
Widened rural access to 
inputs, services, and 
markets 
 
Higher agricultural 
productivity 
 
Sustainable rural 
infrastructure in rural 
areas 
 
Agricultural practices 
adopted to mitigate and 
adapt to impacts of 
climate change 

Expansion of area used 
for commercial crops 
increased by 11% from 
baseline of 771,481 ha 
 

Cropping intensity 
increased by 12% from 
193% 
 
Increased agriculture 
GDP per capita by 11% 
by 2012 from baseline 
of NRs8,505 

Planned key activity 
areas 

Increased market-linked 
crop diversification and 
commercialization of 
agriculture 
 
Increased production from 
irrigated agriculture 
 
Pipeline projects with 
estimated amounts 

Community Irrigation 
Project ($30.3 million) 

Raising Small and 
Medium Farmer Incomes 
Project (33.7 million) 

High Mountain 
Agribusiness and 
Livelihood Improvement 
Project ($30.3 million) 

Decentralized rural 
infrastructure project 
($25 million) 

Ongoing projects with 
approved amounts 

Community-managed 
irrigated agriculture 
project ($36.4 million) 
 
Commercial Agriculture 
Development Project 
($18 million) 

Planned key activity areas 
 

29,000 ha of new and 
improved irrigation 
command areas 
 
Establishment of HVC 
agribusiness value chains in 
22 districts 
 
Incomes of beneficiaries 
increased by 20% in real 
terms 
 
Pipeline projects 

 
17,000 ha of new and 
improved irrigation 
command area 
 
8,000 ha of new HVC 
production from 10 districts 
18,900 households with an 
additional $500 income per 
annum 
 
8,000 full-time jobs 
equivalent in rural districts 
 
Ongoing projects 

13,700 ha of improved 
irrigation command area 

Export of HVCs increased 
by 16% 

ADB = Asian Development Bank, GDP = gross domestic product, ha = hectare, HVC = high-value commodities.  
Source: Asian Development Bank estimates.  

 


