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1. Sector Performance, Problems, and Opportunities 
 
1. Nepal is one of the world’s least urbanized countries, but its rate of urbanization is 
increasing. In 1961, only 3.6% of the population (less than 340,000 people) was classified as 
urban, but by 2011 17% of the population (about 4.5 million people) was estimated to reside in 
urban areas. By 2031 it is estimated that over a third of Nepal’s population will live in urban areas. 

The annual urban population growth rate during 2001–2011 was 3.4%, over two percentage 

points higher than the population growth rate for the country as a whole. The trend toward 
greater urbanization increases pressure on urban sanitation and environmental management.  
   
2. Urban growth has resulted from the emergence of new towns, the expansion of existing 
urban areas, and migration.1 The rate of migration increased rapidly as a result of the political 
unrest and insurgence in the country. Haphazard development in the municipalities and 
emerging towns of Nepal is caused by the absence of stringent policies that regulate and 
manage growth. Unplanned growth has created numerous problems, including deficiencies in 
basic urban services; lack of sanitation and solid waste management (SWM) systems; 
environmental degradation; encroachment of settlements on public lands, forests and rivers; and 
sprawling settlement development. The development of municipal infrastructure has not kept 
pace with rapid urbanization, causing an acute shortage in urban services. The key challenge 
facing the sector is to increase access by the urban population, including the poor, to urban 
infrastructure and ensure sustainable and quality service delivery. There are concerns that 
climate change impacts may create additional challenges for the sector. 
 

3. ADB’s sector outcomes for water supply and other municipal infrastructure and services 
are (i) increased access to water supply and sanitation services, and (ii) an improved urban 
environment. There has been a gradual increase in water and sanitation coverage. Existing 
basic water supply services in Nepal cover approximately 80% of the population, and sanitation 
services about 43%.2 A significantly larger proportion of households in urban areas (94%) have 
access to improved water supply than in rural areas (78%). However, the service level of urban 
water supply is generally poor and there are significant disparities in access to services 
geographically, and by income and ethnicity. From 1990 to 2009, the sanitation coverage 
(household-level latrines) gradually increased from 6% to 43%.3 Access to sanitation facilities in 
urban areas, at 78%, is higher than that in rural areas (37%), exceeding the Millennium 
Development Goal target of 67%.  
 
4. In urban areas, development of the stormwater drainage and sewerage system with 
wastewater treatment has lagged behind the development of water supply facilities. The 
drainage network generally consists of roadside drains in most municipalities, but capacity is 
inadequate. Poorly built, maintained, and poorly functioning drains have contributed to 
waterlogging and unhygienic conditions in many municipalities. The waterlogging problem is 

                                                 
1
 The Local Self Government Act (1999) defines urban settlements as those with a population greater than 20,000. The 

National Urban Policy redefines urban to include settlements with a minimum population of 5,000.  
2
 The 3-Year Plan Approach Paper (FY2011–FY2013) sets targets of 85% water supply coverage and 60% sanitation 

coverage. The national target is for universal access to water and sanitation by 2017.    
3
 Government of Nepal. 2011. Sanitation and Hygiene Master Plan. Kathmandu. 
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severe in the Terai,4 particularly in the monsoon season. 
 
5. None of the municipalities has a proper SWM system and waste management is often 
limited to sweeping streets and dumping the collected waste on nearby river banks or open lands. 
There is a gap between the need for and capacity to deliver adequate SWM services. Elements 
of modern SWM (e.g., waste segregation at source; door-to-door primary collection; application 
of waste reduction, reuse, and recycling; and operation of sanitary landfills) have yet to be 
applied in municipalities in Nepal. There is lack of public awareness regarding SWM and wastes 
are often dumped on roadside drains.   
  

2. Government’s Sector Strategy 
 
6. Local Self Governance Act and national plans. The Local Self Governance Act (1999) 
forms the overarching legal platform that (i) establishes a decentralized governance structure; (ii) 
sets out the powers, functions and duties of the municipalities in relation to urban service 
delivery; (iii) delineates the ownership of natural resources as assets of local bodies and 
empowers local bodies to levy a natural resource tax; and (iv) allows local bodies to transfer 
assets to consumer groups. The Local Self Governance Regulation (1999) and the Local 
Governance Financial Rules (2000) have further established municipalities as self-governing 
autonomous urban local bodies with a central role in urban development.5 The Three-Year Plan 
Approach Paper (FY2011–FY2013) of the government provides guidance on urban sector 
priorities, highlighting the need to address the effects of rapid urbanization on service levels, 
water quality, and system maintenance. It proposes the full integration of sewerage, onsite 
sanitation, and solid waste management in all urban schemes and specifically endorses cost 
recovery from consumers. Local authorities are responsible for overseeing project 
implementation, under which private sector organizations may play important roles.  
 
7. Urban sector policies. The National Urban Policy (2007) highlights the historical 
imbalances and haphazard nature of urban development in Nepal. It views urban centers as 
catalysts for economic development linked to north–south and east–west access corridors and 
highlights poor sanitation, environmental degradation and lack of access to basic services by the 
urban poor as issues requiring urgent attention. It identifies Nepalgunj (the midwestern region) 
among other towns as a possible regional economic center in addition to the existing centers of 
Pokhara and Kathmandu Valley. It also proposes developing north–south links from the market 
centers of the mountain and hill zones to the core towns of the Terai. It further proposes directing 
public and private investment into urban centers along these corridors, which include 
Siddharthanagar and Dharan. It proposes building the capacity of municipalities to plan and 
manage integrated local development activities, including through preparation of urban master 
plans, to be moderated by central and regional authorities. The National Urban Water Supply 
and Sanitation Sector Policy (2009) provides targets and guidelines for achieving equity in 
service delivery of urban water supply and wastewater services by ensuring that financially 
marginalized households are supported through design and implementation of financial incentive 
schemes. The policy discourages central subsidies for operation, encourages private sector 
participation and involvement of users, and provides directions for achieving full cost recovery for 
operation and maintenance and part of the capital cost in the water sector. 
 
8. Water sector reforms. The Nepal Water Supply Corporation Act (Amendment, 2007) 

                                                 
4
 The Terai is the southern plain area bordering India. 

5
 The Local Governance Financial Rules (2000) were replaced by the Local Bodies Financial Administration Regulation 

(2007). 
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provides the legal basis for transfer of ownership of water supply and wastewater service 
systems of any urban center operated by the Nepal Water Supply Corporation (NWSC) to any 
other appropriate organization, as determined by the government. It also allowed NWSC to 
engage the private sector to operate and manage water supply and wastewater systems under 
management contracts. The Water Supply Management Board Act (2006) emphasizes the 
involvement of local bodies and institutions in urban water supply and wastewater sector 
development. It allows for the establishment of autonomous and independent water supply 
management boards for single or multiple local-level municipalities to provide water supply and 
wastewater services. It also allows for private sector involvement in the management of the 
systems.   
 
9. Town Development Fund. The Town Development Fund (TDF) is a government-owned 
autonomous body established under the TDF Act (1997) that provides financial, technical, and 
institutional support to urban institutions, and is the only institution in the country presently 
providing debt financing to local governments. The government aims to strengthen the TDF to be 
a proactive financial institution capable of mobilizing, financing and recovering capital invested in 
urban infrastructure in line with the TDF Act. The TDF developed its loan and grant policy and 
5-year business plan, including a time-bound business restructuring action plan, with support 
from the World Bank and German development cooperation through the German Agency for 
International Cooperation, in consultation with ADB.  

 
3. ADB Sector Experience and Assistance Program 

 
10. ADB has been the largest development partner in the water supply and other municipal 
infrastructure and services sector. ADB lending operations in the sector began in 1982 with the 
approval of technical assistance (TA) for preparation of a water supply and sanitation sector 
profile of Nepal. As of 31 August 2011, 14 projects have been approved, with $395 million in loans 
and $45 million in grants, accounting for 35% of total ADB lending in Nepal. In addition to physical 
investments, ADB has supported improvement of the technical and managerial capabilities of 
sector institutions. 
  
11. Some of the key lessons from ADB’s past involvement in the sector include: (i) effective 
social mobilization is essential; (ii) upfront consultations with key stakeholders should be made to 
ensure effective communication and to avoid startup delays; (iii) poor functional relationships, 
collaboration, and unclear roles and responsibilities of sector agencies can lead to inefficient use 
of resources and suboptimal outcomes; (iv) weak institutional capacity of key stakeholders can 
have a direct and adverse impact on the implementation and success of urban projects; (v) 
larger physical works packages should generally be used to attract qualified contractors; 
(vi) projects involving municipalities and rural communities should take into account potential 
delays in the project design and implementation; and (vii) project quality should be carefully 
monitored at all stages of project execution. 
 
12. ADB is supporting the government in (i) improving urban infrastructure, including water 
supply, sanitation, and urban transport; and (ii) institutional strengthening and capacity building 
of local governments and water user and sanitation committees, in accordance with the 
government policy on decentralization and devolution.  
 

13. In 2010, ADB approved the Secondary Towns Integrated Urban Environmental 
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Improvement Project,6 which is the second major urban environmental improvement project 
financed by ADB. This project will take a similar approach, but in different key urban areas. 

                                                 
6
 ADB. 2010. Report and Recommendation of the President to the Board of Directors: Proposed Loan and 
Administration of Loan to Nepal for the Secondary Towns Integrated Urban Environmental Improvement Project. 
Manila.  
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 Sector Results Framework (Water Supply and Other Municipal Infrastructure Services, 2010–2012)  

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Sector Outcomes 
with ADB 

Contribution 

Indicators with Targets 
and Baselines 

Sector Outputs with ADB 
Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing 
ADB Interventions 

Main Outputs Expected 
from ADB Interventions 

Better access to and 
services for water 
supply and sanitation 
and improved urban 
environment 

 
 
 
 
 
 
 
 
 
 
 

Indicator 1: Basic water 
supply coverage increased  
Baseline: 80.4% (2009) 
Target: 85.0% (2013) 
 
 
Indicator 2: Basic sanitation 
facility coverage increased  
Baseline: 43% (2009) 
Target: 60% (2013) 
 
 

Rural water supply 
subprojects constructed 
 
Water supply subprojects 
with treatment systems 
constructed 
 
 
Household latrines 
constructed 
 
 
Distribution network system 
improved 
 
 
Health and hygiene 
awareness campaign 
conducted  
 
Wastewater management 
facilities constructed 
 
 
Integrated urban 
development projects 
completed 

No. of rural water 
schemes (1,000) 
 
No. small towns and 
municipal water supply 
subprojects with 
treatment system (14) 
 
No. household latrine 
constructed (721,000) 
 
 
Length of network for 
water supply pipes 
installed (1,200 km) 
 
No. of awareness 
campaign (1,221) 
 
 
No. of wastewater 
management facilities 
(2) 
 
No. of small and 
mid-sized towns (10)  
 

Planned key activity areas  

(i) Improving urban 
infrastructure (61%) 

(ii) Improving access to and 
services for water supply 
and sanitation (29%) 

(iii) Institutional 
strengthening (10%) 
 
Pipeline projects 
(2010–2013): 

(i)  IUDP, 2011, $56.8 
million 

(ii) TSTWSSSP, 2013, $40 
million 

(iii) CBWSSP II, 2014,$30 
million 
 

Ongoing projects: 

(i)  MWSP, $142 million  
(ii)  KVWSSSDP, $11 

million 
(iii)  KVWSSP, $80 million 
(iv) SSTWSSP, $45.1 

million.  
(v) STIUEIP, 2010, $60 

million. 
(vi)  KSUTP, 2010, $20 

million. 
(vii)  UEIP, $32.4 million.   
 

Planned key activity areas 

Improved urban 
infrastructure in 12 
municipalities 

Improved access to water 
supply and sanitation in 400 
rural communities and 14 
towns 

Capacity of 12 municipalities 
strengthened    

Pipeline projects 

No outputs by 2012 

Ongoing projects  

Service standard to monitor 
performance of urban water 
supply system established  

Water extraction, treatment, 
storage, transmission, and 
distribution facility 
construction 50% completed 
in 12 towns 

Health and hygiene 
awareness campaign 
conducted in 20 small towns 
and 3 municipalities 

400 rural water subprojects 
completed 

9 wastewater management 
facilities constructed 

Design of 2 landfill site 
prepared 

CBWSSP II = Community Based Water Supply and Sanitation Sector Project II; IUDP = Integrated Urban Development Project; KVWSSSDP = Kathmandu Valley Water 
Supply Services Sector Development Project; KVWSSIP = Kathmandu Valley Water Supply Service Improvement Project; KSUTP = Kathmandu Sustainable Urban 
Transport Project; MWSP = Melamchi Water Supply Project; STIUEIP = Secondary Towns Integrated Urban Environmental Improvement Project; TSTWSSSP = Third 
Small Towns Water Supply and Sanitation Sector Project; UEIP = Urban and Environmental Improvement Project.  
Source: Asian Development Bank.  




