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INCLUSIVE AND SUSTAINABLE GROWTH ASSESSMENT 
 
A. Background 
 
1. Nepal is a landlocked, mountainous country located between the large and fast-growing 
economies of the People’s Republic of China to the north and India to the east, west, and south. 
The country’s gross domestic product (GDP) is about $30.7 billion in FY2019, with GDP per capita 
of $1,036.5. It is classified as a low-income, least-developed country.1 Nepal is rich in natural 
resources, including water, fertile (albeit limited) land in a variety of climatic zones, and 
biodiversity.   
 
2. Nepal comprises a diverse culture with 125 ethnic groups speaking 123 languages.2 Its 
population is young. The working age population (15–64 years old) has been increasing more 
quickly than the total population since 1992 and is expected to do so until 2047, providing a 
demographic window of opportunity for growth and development.3  
 
3. The country has undergone significant political changes since 1990. An absolute 
monarchy was replaced by a multiparty democracy under a constitutional monarchy in 1991. A 
Maoist uprising and civil conflict during 1996–2006 was followed by the abolition of the monarchy 
in 2008. A new constitution promulgated in September 2015 established Nepal as a federal 
democratic republic.4 The federal government structure comprises a federal (central) government, 
7 provincial governments, and 753 local governments (6 metropolitan cities, 11 sub-metropolitan 
cities, 276 urban municipalities, and 460 rural municipalities).  
 
4. Federal, provincial, and local elections were held successfully in 2017. The ruling party’s 
majority in the federal parliament, six of the seven provincial assemblies, and in most municipal 
councils has raised prospects of greater political stability and accelerated economic and social 
development.5  
 
B. Recent Growth, Poverty, Inequality, and Environmental Dynamics 
 
5. Economic structure. Annual GDP growth averaged 4.1% since 1970. The structural 
transformation that economies typically go through as they develop—with a shift from agriculture 
to more productive manufacturing and services—has been gradual in Nepal. Agriculture’s share 

                                                
1  Gross national income per capita of Nepal, calculated using the World Bank Atlas method, was $960 in 2018. For 

FY2020, low-income economies are defined as those with gross national income per capita of $1025 or less in 2018. 
Source: https://datahelpdesk.worldbank.org/knowledgebase/articles/906519, and 
https://data.worldbank.org/indicator/NY.GNP.PCAP.CD?locations=NP (accessed 7 August 2019). The United 
Nations defines least-developed countries as low-income countries confronting severe structural impediments to 
sustainable development. They are highly vulnerable to economic and environmental shocks and have low levels of 
human assets. Source: https://www.un.org/development/desa/dpad/least-developed-country-category.html 
(accessed 15 February 2019). 

2  Government of Nepal, Central Bureau of Statistics. 2012. National Population and Housing Census 2011–Volume 1. 
Kathmandu. 

3  Government of Nepal, National Planning Commission. 2017. Demographic Changes of Nepal—Trends and Policy 
Implications. Kathmandu; and United Nations Population Fund. 2017. Population Situation Analysis of Nepal. 
Kathmandu. 

4  Groups in the southern plains (Terai) bordering India protested some provisions in the constitution, contributing to a 
disruption in trade and supply from September 2015 to February 2016. 

5  In Province 2, the alliance of Rastriya Janata Party Nepal and Federal Socialist Forum Nepal has a majority. 

 

http://www.adb.org/Documents/CPS/?id=NEP-2020
https://datahelpdesk.worldbank.org/knowledgebase/articles/906519
https://data.worldbank.org/indicator/NY.GNP.PCAP.CD?locations=NP
https://www.un.org/development/desa/dpad/least-developed-country-category.html
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in GDP declined from 49.0% in FY1990 to 25.0% in FY2018, but remains large.6 Within the 
industry sector, construction increased its share over the same period. Manufacturing initially rose 
from 5.8% of GDP to a peak of 9.0% of GDP in FY1998, but then declined to 4.9% in FY2018. 
Much of the growth in the past was attributable to services, primarily in the finance, real estate, 
and social sectors. 
  
6. In terms of employment, agriculture still accounted for 70.1% share in FY2018, compared 
with 82.3% in FY1991 (footnote 6). The share of industry in employment rose from 2.8% to 13.0% 
during the same period; services’ share grew from 14.9% to 16.9%. Much of the economy is 
informal. Among the employed in FY2018, 62.2% were in the informal sector, comprising about 
94% of those employed in agriculture and 53% of those employed in non-agriculture.7 Informal 
employment accounted for 84.6% of total employment.8  
 
7. Agriculture relies mostly on subsistence farming: only 4% of farm holdings report selling 
their produce in the market.9 Around 55% of the working age population is involved in subsistence 
food production (footnote 7). Manufacturing production comprises mainly food and beverages 
(34% of manufacturing value added in FY2011), non-metallic mineral products (14%), tobacco 
products (13%), fabricated metal products (9%), and chemicals and chemical products (8%), 
largely catering to the domestic market.10 Some subsectors within manufacturing have shifted, for 
example, away from textiles and garments toward food and beverages. However, overall 
structural shifts have been modest with little diversification. Wholesale and retail trade and real 
estate activities comprised more than half of the services sector in FY2018.  
 
8. The economy is heavily dependent on remittances from Nepal’s workers who have gone 
abroad to work. Reflecting a lack of opportunities at home and higher demand in destination 
countries, the number of workers going abroad (excluding to India) rose to a peak of almost 
527,814 in FY2014 before falling to 362,023 in FY2018 (compared with an average increase in 
the working age population of about 389,000 annually).11 The main destinations were Qatar, 
United Arab Emirates, Saudi Arabia, Kuwait, Bahrain, Oman, Malaysia, and the Republic of 
Korea. Remittances rose from 11.0% of GDP in FY2001 to a record 29.5% in FY2016 before 
declining to 24.9% in FY2018. In 2011, 79% of remittances received by households were spent 
on daily consumption.12   
 

                                                
6 World Development Indicators Online, http://data.worldbank.org/data-catalog/world-development-indicators 

(accessed 1 July 2019). 
7  Government of Nepal, Central Bureau of Statistics. 2019. Report on the Nepal Labor Force Survey 2017/2018. 

Kathmandu. The informal sector comprises enterprises that are neither incorporated nor registered with the relevant 
authorities. The Nepal Labor Force Survey 2017/2018 used a revised definition of employment that excluded 
production of goods and services for own final use; as such, its data are not comparable with those of previous 
surveys. It is referred to in this assessment when providing a snapshot of the labor market in 2017/2018. In addition, 
FY2018 is used instead of 2017/2018 for consistency with other data in this assessment (the survey period was from 
July 2017 to June 2018).  

8  Informal employment takes into account those employed, including in the formal sector, who do not have access to 
basic benefits such as paid annual or sick leave or social security benefits. 

9  Government of Nepal, Central Bureau of Statistics. 2013. National Sample Census of Agriculture: Nepal 2011/2012. 
Kathmandu. Table 22.  

10 Government of Nepal, Central Bureau of Statistics. 2014. Development of Manufacturing Industries in Nepal—
Current State and Future Challenges. Kathmandu. 

11 The working age population (15 years and older) increased from about 17.7 million in FY2013 to 19.6 million in 
FY2018 (footnote 6).  

12 Government of Nepal, Central Bureau of Statistics. 2011. National Living Standards Survey 2010/2011–Highlights. 
Kathmandu. 
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9. Recent economic developments. Economic growth during FY2014–FY2019 averaged 
5.3% and during FY2017-FY2019, 7.3%, higher than the long-term average of 4.1% (para 5). 
However, growth was volatile, ranging from 0.6% in FY2016 to 8.2% in FY2017, reflecting a weak 
economic base and vulnerability to exogenous shocks. During the 6-year period, economic growth 
was limited by the large earthquakes in 2015, disruptions to trade from September 2015 to 
February 2016 (footnote 4), and periodic floods most recently in August 2017. Factors that 
contributed to growth were good monsoons in FY2014 and FY2017, better management of 
electricity supply and reduction in outages since October 2016, an acceleration of post-
earthquake reconstruction since 2017, and the successful conclusion of the 2017 elections. 
 
10. On the demand side, consumption has been the main contributor to growth, comprising 
79.5% of GDP in FY2019. Fixed investments also rose strongly from 23.5% of GDP in FY2014 to 
36.9% of GDP in FY2019. Public fixed investment increased from 4.8% of GDP in FY2014 to 
8.0% of GDP in FY2019 as post-earthquake reconstruction accelerated and the government 
attempted to quicken the construction of large infrastructure projects. Private fixed investment 
also rose from 18.7% in FY2014 to 29.0% of GDP in FY2019 as the adverse effects of the 
earthquakes and trade disruption tapered off and reflecting continued improvement in the 
electricity supply and expectations of greater political stability after the 2017 elections.13 Most of 
the private investment was domestic. Foreign direct investment remained low at an annual 
average of 0.5% of GDP during FY2016–FY2019.  
 
11. Inflation subsided to 4.6% in FY2019 after reaching 9.9% in FY2016 following the 2015 
earthquakes and trade disruption. The lower inflation rate was more in line with that in India, to 
whose currency the Nepal rupee is pegged. With inflation in previous years, the real effective 
exchange rate appreciated by about 11% as of July 2018.14      
 
12. The fiscal deficit narrowed somewhat to 5.1% of GDP in FY2019 from 6.7% in FY2018 
and compared with 3.2% of GDP in FY2017. This followed 4 years of surpluses until FY2016. The 
return to deficits reflects the acceleration of post-earthquake reconstruction as well as inter-
governmental fiscal transfers. The execution of capital expenditures rose to 81% in FY2018 from 
an average of 72% during FY2013–FY2017, although it fell to 75.9% in FY2019. Capital 
expenditures tend to bunch in the last quarter of the fiscal year, underscoring the need for better 
planning and project management to ensure quality.15 With the rise in the fiscal deficit, public 
debt—much of it external debt (para 13)—increased from 26% of GDP in FY2017 to 30% of GDP 
in FY2018 and FY2019, still low by international standards. The risk of debt distress is assessed 
to be low (footnote 14).  
 
13. The current account balance reversed from a surplus of 6.2% of GDP in FY2016 to a 
deficit of 0.4% of GDP in FY2017 rising to 7.7% of GDP in FY2019. Exports grew more slowly 
than imports except in FY2019, reflecting a lack of competitiveness.16 As imports are 13 times 
larger than exports, the trade deficit remained large at 37.1% of GDP in FY2019. The current 
account recorded a large deficit despite inflows of remittances and tourism receipts of about 2.1% 
of GDP. With insufficient capital inflows, the balance of payments recorded a deficit. Gross foreign 
exchange reserves fell but remained comfortable, sufficient to cover 7.8 months of imports of 
goods and nonfactor services in FY2019. Total external debt was 17.0% of GDP in FY2019, 

                                                
13  Private investment averaged 19.2% of GDP, and public investment 4.7% of GDP, during FY2001–FY2019. 
14  International Monetary Fund. 2019. Nepal – Staff Report for the 2018 Article IV Consultation. Washington D.C. 
15  In FY2018, 56% of capital expenditures was recorded in the last quarter of the fiscal year and 40% in the last month, 

but some of these disbursements could be for work done in previous quarters. 
16  India accounted for 64.6% of merchandise exports and 64.7% of imports in FY2019. The United States and the 

People’s Republic of China accounted for 11.2% of export receipts and 15.1% of import payments, respectively.  
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slightly below 17.3% of GDP in FY2018. External debt is largely long-term at concessional rates 
from multilateral financial institutions and bilateral development partners.  
 
14. Economic prospects. The momentum for economic growth is strong, underpinned by 
expectations of greater political stability, effective management of the electricity supply, and 
higher government spending partly to finance the functions of new provincial and local 
governments formed after the 2017 elections. The government is also focusing more on smoother 
execution of capital spending on infrastructure projects. Monetary policy has been 
accommodative to contain the rise in interest rates. With the peg of the domestic currency to the 
Indian rupee, the deteriorating trend in the external balance of payments suggests that sustaining 
rapid growth will require a combination of (i) increasing the inflow of remittances through the 
banking system;17 (ii) attracting inflows of foreign capital, especially foreign direct investment; (iii) 
adopting measures to increase exports of goods and services; and (iv) restraining domestic 
demand to contain the rise in imports through rationalization of fiscal expenditures and monetary 
measures to keep inflation in line with that of India.   
 
15. Poverty and inequality. Despite political instability and sluggish growth, Nepal reduced 
poverty significantly. The poverty rate fell from 41.8% of the population in 1996 to 30.9% in 2004 
and 25.2% in 2011.18 This sharp decline occurred even with a significant increase in the national 
poverty line from NRs7,696 per capita per year in 2004 to NRs19,261 per capita per year in 2011 
to account for changes in basic needs of the poor as the country’s living standard improved.19 The 
poverty rate is estimated to have fallen to 18.7% in FY2018.20 At $1.90/day (2011 purchasing 
power parity), the poverty rate fell from 62% in 1995 to 15% in 2010 (footnote 6).21 The declining 
poverty rates have been accompanied by a reduction in overall inequality. The Gini coefficient fell 
from 35.2 to 32.8 from 1995 to 2010 (footnote 6). The share of consumption of the richest quintile 
of the population relative to the share of the poorest quintile fell from 5.5 to 5.3 during the same 
period.  
 
16. Non-income poverty. The trends in non-income dimensions of poverty are similar. The 
multidimensional poverty index more than halved from 2006 to 2014, with the proportion of the 
population in multidimensional poverty falling from 59.2% to 28.6%.22 The country also has made 
significant progress in education, health, and basic services (including water supply and 
sanitation), as reflected in the substantial or full achievement of most of the Millennium 
Development Goals.23 For example, the literacy rates for people 15–24 years old rose from 70% 

                                                
17 Remittances flowing through the banking system rose from $5.5 billion in FY2014 to $7.8 billion in FY2019 despite a 

fall in the number of workers going abroad (para. 8), partly reflecting measures to ease transfers and to monitor more 
closely unofficial channels.  

18 Government of Nepal, Central Bureau of Statistics. 2012. Poverty in Nepal 2010/11. Kathmandu; and Government 
of Nepal, Central Bureau of Statistics. 2005. Poverty Trends in Nepal (1995–96 and 2003–04). Kathmandu.  

19 For example, the poor’s consumption of fruit, meat, fish, and eggs rose substantially in the 15 years to 2011. Using 
a comparable measure of poverty in 2011 to that in 1996 and 2004, the poverty rate in 2011 would have fallen by 
about 30 percentage points from 1996 to about 12% (footnote 18).  

20 Government of Nepal, National Planning Commission. 2019. Fifteenth Plan (FY2020–FY2024): Approach Paper. 
Kathmandu (in Nepali). The actual rate will be available after the new National Living Standard Survey is completed 
in 2020. The last survey was completed in 2011. 

21 The World Bank uses the year when data collection started as the reference year. This assessment uses the year 
when data collection was completed, consistent with the nomenclature for fiscal years for other indicators. 

22 Government of Nepal, National Planning Commission. 2018. Nepal–Multidimensional Poverty Index: Analysis toward 
Action. Kathmandu. The multidimensional poverty index measures the multiple deprivations that poor people face in 
the areas of education, health, and living standards. 

23 Government of Nepal, National Planning Commission. 2016. Nepal and the Millennium Development Goals: Final 
Status Report 2000–2015. Kathmandu. 
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in 2000 to 89% in 2015. During the same period, infant mortality fell from 64 per 1,000 live births 
to 33; maternal mortality dropped from 415 to 258 per 100,000 live births; the proportion of people 
with access to improved drinking water increased from 73% to 84%; and the proportion of people 
using sanitation facilities rose from 30% to 81%.  
 
17. Gender, social, and regional disparities. The poverty rates differ significantly by gender 
and social groups, by rural versus urban areas, by ecological belt, and by provinces. The number 
of economically active women in Nepal has increased, partly reflecting the out-migration of men, 
but they lack equitable access to, and control over, productive resources such as land, credit, and 
technology. Although Nepal has made significant legal reforms, discrimination against women 
and some social groups remains a barrier to their empowerment.24 Some of these groups, such 
as the Dalits, Madhesis, Muslims, and indigenous Janajatis, experience multiple levels of 
exclusion based on income, gender, caste, ethnicity, and location.25  
 
18. In 2017, Nepal ranked 149 of 189 countries in the gender development index.26 In 2017, 
the literacy rate for men, 15 years and older, was 77.8%; for women, it was 57.2%.27 In 2011, the 
incidence of poverty among Dalits was 43.6% in the hill areas and 38.2% in the Terai, higher than 
among Newars (10.3%) and hill Brahmins (10.3%).28 Hill Brahmins have the highest literacy rate 
(75.6% with almost 90.0% for men) followed by Newars at 72%. Terai Dalits have the lowest 
literacy rate at 28% with only 11% for women (footnote 25). Among Terai women, 40% had no 
education, compared with 20% of women in the hills and 36% in the mountains. Of hill Dalits, 45% 
are marginal farmers. More than 60% of hill Chhetri women and Dalit women work without 
receiving any remuneration.  
 
19. The incidence, depth, and severity of poverty in rural areas, where 81% of the population 
lived in 2011, was about twice as high as in urban areas. The poverty rate is highest in the 
mountains (42.3%), followed by the hills (24.3%) and the Terai (23.4%). Since the hills account 
for 44% of the total population and the Terai account for 49%, they have proportionately more 
poor people than in the mountains. Among the provinces, Sudurpaschim in the far west of the 
country, followed by Karnali and Province 2, had higher incidence, depth, and severity of poverty 
than the national average.29 The number of poor was the highest in Province 2, followed by 
Sudurpaschim, Province 5, Province 3, Province 1, Karnali, and Gandaki. The proportion of 
multidimensional poor in rural areas (33.2%) was much higher than in urban areas (7.0%) in 2014 
(footnote 22). Considering the distribution of the population, about 95% of the multidimensional 
poor lived in rural areas. Among the provinces, the headcount ratio of the multidimensional poor 
was the highest in Karnali, followed by Province 2 and Sudurpaschim. 
 
20. Vulnerability to poverty. Despite the sharp decline in overall poverty, a large percentage 
of the population remains vulnerable to poverty. Taking a higher threshold for the international 

                                                
24 Among social groups, Khas Arya comprise 31.0% of the population, hill Janajati 27.0%, Terai Janajati 7.7%, Dalit 

12.9%, Madhesi 15.3%, and Muslims 4.3%. Khas Arya are people of the hills comprising Brahmin, Kshetri, Thakur, 
and Sanyasi (Dashnami), who are considered to be historically privileged. Dalits are the most disadvantaged as they 
are discriminated against based on caste and “untouchability.” Janajatis are indigenous ethnic groups with distinct 
cultures, languages, and belief systems. Madhesis are people of the Terai with their own languages, distinct cultural 
traditions, and family ties with people of India.  

25 ADB. 2019. Nepal: Gender Equality and Social Inclusion Diagnostic of Selected Sectors (Draft). Kathmandu. 
26 Compared with 76 for Sri Lanka, 130 for India, 134 for Bhutan, and 136 for Bangladesh. UNDP. 2018. Human 

Development Indices and Indicators: 2018 Statistical Update. New York. 
27 Government of Nepal, Central Bureau of Statistics. 2018. Annual Household Survey 2016/2017. Kathmandu. 
28 Government of Nepal, Central Bureau of Statistics. 2012. Poverty in Nepal 2010/11. Kathmandu. 
29 Provincial assemblies in provinces 1, 2, 3, and 5 have not yet selected provinces’ names and capitals. 
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poverty line at $3.20 per day (2011 purchasing power parity), the poverty rate was 51% in 2010, 
indicating that about 36% of the population is clustered just above the $1.90 per day poverty line. 
For every two Nepalis who rose out of poverty from 2004 to 2011, about one person slid back into 
poverty, and 45% of the population remained vulnerable to poverty in 2011.30    
 
21. Measures to protect the poor in the event of shocks to income and consumption have not 
been as effective as desired. The budget allotted for social protection increased to NRs39.3 billion 
(1.31% of GDP) in FY2018. The government provides a universal old-age allowance and widow’s 
allowance, allowance for marginalized indigenous groups, disability benefits, child protection 
allowance, scholarships, midday meal programs in schools, maternity incentive schemes, free 
distribution of essential drugs, and medical treatment for the elderly. The government launched a 
contribution-based social security program in 2018. The employer contributes 20% of basic salary 
and the employee 11% into a social security fund. The fund can be used for old age care, medical 
care, motherly care, accident and disability protection, and dependent family benefits. Greater 
coordination among agencies responsible for the programs and better targeting would make the 
social protection measures more effective. 
 
22. Migration, remittances, and poverty. The direct and indirect effects on the economy of 
migration and remittances contributed to the fall in overall poverty. The share of households 
receiving remittances (from both external and internal sources) rose from 23.4% to 55.8% from 
1996 to 2011 (footnote 12). The average per capita remittance received rose from NRs625 in 
1996 to NRs9245 in 2011. The share of remittances received from internal sources (urban and 
rural) fell by 22 percentage points to 20% during the period. The source of external remittances 
shifted with India falling by 22 percentage points to 11% of total receipts, and a corresponding 
shift toward the Gulf countries, Malaysia, and other countries, which together accounted for 69% 
of receipts in 2011. 
 
23. The increase in household incomes, including from remittances, raised domestic demand. 
Coupled with out-migration, this contributed to a tighter supply of workers and an increase in 
wages, especially in rural areas. From 1996 to 2011, the labor force participation rate rose from 
70.6% to 80.1% (footnote 12). During the same period, employment increased from 67.2% of the 
population to 78.3%. Female participation and employment rose faster than that for males, 
reflecting a shortage of male workers, especially in rural areas.31 Real wages increased about 
3.8% per year in agriculture and 2.5% per year in non-agriculture sectors. 
 
24. Environmental dynamics. Even with slow economic growth, environmental pressures 
are increasing in Nepal. The country’s natural environment is rich, diverse, and fragile. The 
physiography includes the Terai plains (elevation below 500 meters), the lower hills of Chure or 
Siwalik, middle hills, high mountains, and the high Himalayas (above 5,000 meters).32 The Terai 
occupies about 14% of the total area; the lower hills 15%; the middle hills 29%; high mountains 
19%; and high Himalayas 23%. The climate ranges from tropical in the Terai to alpine and Nival 
or arctic in the Himalayas within a north–south distance of an average 193 kilometers (km). The 
country has 6,000 perennial and seasonal rivers of varying sizes and accounts for 2.27% of the 
world’s freshwater resources.33 The monsoon season from June to September accounts for 80% 
of the yearly rainfall. Forests cover 44% of the country with a carbon stock of about 1.1 billion 

                                                
30 World Bank Group. 2016. Moving Up the Ladder: Poverty Reduction and Social Mobility in Nepal. Kathmandu. 
31 Female labor force participation rose from 66.4% in 1996 to 79.4% in 2011, compared with a rise from 75.2% to 

80.9% for men during the period (footnote 12).  
32 Government of Nepal, Central Bureau of Statistics. 2016. Compendium of Environment Statistics–Nepal 2015. 

Kathmandu. 
33 ADB. 2014. Country Environment Note—Nepal. Manila. 
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tons. Nepal accounts for 0.1% of the world’s land area, but 3.3% of the flora and 1.1% of the 
fauna. 
 
25. The fragile natural environment and the poor’s exposure and vulnerability to natural 
hazards puts them at risk of chronic poverty. A large proportion of the population is at risk of falling 
back into poverty. From 1980 to 2017, disasters in Nepal—caused by floods, landslides, drought, 
and earthquakes—led to about 21,000 deaths, affected the lives and livelihoods of almost 13 
million people, and resulted in about $5.9 billion in direct physical losses.34 The government 
estimates that the 2015 earthquake pushed 2.0%–3.7% of the population below the poverty line.35  
 
26. Nepal contributes only 0.027% to global greenhouse gas emissions but is vulnerable to 
the impacts of climate change caused by such emissions.36 Climate change is expected to bring 
about changing hazard patterns (e.g., more frequent occurrences of extreme weather events). 
Climate change impacts are already being seen through watershed degradation, drying up of 
water sources, droughts, forest fires, and water-induced disasters (footnote 33). The economic 
costs of the impact of climate change in Nepal on agriculture and hydropower, as well as water-
induced disasters, could be equivalent to about 2%–3% GDP per year by 2050 (footnote 36). 
 
27. Urban environmental concerns are growing with (i) air, land, noise pollution; (ii) land use 
incompatibility; (iii) public space encroachment; (iv) growth of squatter settlements and depletion 
of the country’s cultural heritage and aesthetics; and (v) increasing disaster risks. The major 
contributors to air pollution in urban areas are vehicular emissions, exacerbated by inadequate 
traffic management; poor vehicle maintenance and the use of adulterated and substandard fuel; 
brick kilns; and unmanaged construction. Burning of biomass is the major cause of air pollution in 
rural areas. The Environment Performance Index 2018 ranked Nepal last of 180 countries for air 
quality.37  
 
C. Key Impediments to Inclusive and Sustainable Growth 
 
28. Nepal’s prospects for faster, more inclusive, and sustainable growth have improved with 
greater political stability following several decades of significant political changes. The change 
from a unitary to a federal governance system should lead to better governance and public service 
delivery. The economy recovered strongly from the twin shocks of the 2015 earthquakes and the 
2015–2016 trade disruptions, and the momentum has been maintained. The government aims to 
boost growth further with reforms and increased investment. The government’s medium-term plan 
for FY2020-FY2024 aspires for GDP growth of an average 10.1% so that per capita income rises 
to $1,595 by FY2024.38 The plan estimates investment requirements of 39.1% of GDP annually, 
on average. The public sector is expected to provide 39% of the total investments, the private 
sector 56%, and cooperatives 5%.   
 
29. Broader economic base required to sustain growth. In the past, Nepal has not been 
able to capitalize on its inherent strengths, including its favorable location, young population, 

                                                
34 D. Guha-Sapir, R. Below, Ph. Hoyois–EM-DAT: The CRED/OFDA International Disaster Database–www.emdat.be–

Universite’ Catholique de Louvain–Brussels–Belgium.   
35 Government of Nepal, National Planning Commission. 2015. Nepal Earthquake 2015: Post-Disaster Needs 

Assessment, Vol. A–Key Findings. Kathmandu. 
36 Government of Nepal, Ministry of Population and Environment. 2016. Intended Nationally Determined Contributions. 

Kathmandu. 
37 Yale University. Environmental Performance Index. https://epi.envirocenter.yale.edu/2018-epi-report/air-quality, 

(accessed 1 March 2019).  
38 Government of Nepal, National Planning Commission. 2019. Fifteenth Plan (FY2020–FY2024): Approach Paper. 

Kathmandu (in Nepali).  

https://epi.envirocenter.yale.edu/2018-epi-report/air-quality
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plentiful natural resources, and rich cultural heritage. Economic performance depended heavily 
on mostly exogenous factors such as good monsoons, natural hazard-related disasters, and 
remittances (paras 8, 9). Since FY2001, the economy has increasingly relied on remittances from 
workers who left the country in search of employment abroad. Remittances helped sustain 
consumption, finance imports, and alleviate poverty. However, they have also contributed to 
higher domestic wages, partly reflecting out-migration (para. 23); upward pressure on domestic 
prices; and (together with low productivity) weak economic competitiveness.  
 
30. The country’s landlocked and mountainous topography raises production, trade, and 
transaction costs and contributes to generally low levels of productivity and competitiveness. In 
agriculture, for example, cereal yield was 2,693 kilograms per hectare on average in 2013–2017, 
lower than in other South Asian countries (footnote 6).39 In the industrial performance index for 
2015, Nepal ranked 128 of 148 countries.40 In the broader measure of global competitiveness, 
Nepal ranked 109 of 140 countries in 2018.41  
 
31. The lack of competitiveness is evident in the weak performance of exports. Merchandise 
exports fell from a high of 15.8% of GDP in FY2001 to 3.3% of GDP in FY2019, while imports 
rose from 28.6% to 40.3% during that period. Services exports were more stable, declining from 
6.8% of GDP in FY2001 to 5.4% in FY2019; imports rose from 4.6% to 5.9% during that period. 
With the government’s priority to boost infrastructure and other investment, imports are likely to 
remain strong. Apart from remittances, more external financing, including foreign direct 
investment, and stronger exports will be necessary to finance the required increase in imports.   
 
32. Nepal has significant potential for higher production and exports of goods and services. 
The country has potential commercially exploitable hydropower generation of about 40,000 
megawatts, compared with the installed capacity of 1,021 megawatts in FY2018.42 The country’s 
diverse natural environment and rich cultural heritage offers significant opportunities for tourism. 
Tourist arrivals increased to a record 1.17 million in 2018, but tourism receipts lag those of peer 
countries, suggesting substantial room for improvement.43 The country’s fertile land in different 
ecological zones affords considerable scope for high-value agriculture and agro-processing. 
Manufacturing of textiles and garments, footwear, works of art and antiques; vegetable products; 
and prepared foodstuffs and beverages show strong comparative advantage in trade.44 With its 
growing young, English-speaking population, information and communication technology (e.g., 

                                                
39 Cereal yields were 3,259 kilogram per hectare in Bhutan, 4,524 in Bangladesh, 2,994 in India, and 3,282 in Sri Lanka 

on average in 2013–2017. 
40 Compared with 39 for India, 75 for Sri Lanka, and 77 for Bangladesh. United Nations Industrial Development 

Organization, 2017. Industrial Development Report 2018—Demand for Manufacturing: Driving Inclusive and 
Sustainable Industrial Development. Vienna.  

41 Compared with 58 for India, 85 for Sri Lanka, and 103 for Bangladesh. World Economic Forum. 2018. The Global 
Competitiveness Report 2018. Geneva.  

42 ADB. 2017. Nepal Energy Sector Assessment, Strategy, and Roadmap. Manila; and Nepal Electricity Authority. 2018. 
Annual Report FY2018. Kathmandu, Nepal. p. 180. 

43 In 2014–2017, international tourism receipts were 2.5% of GDP in Nepal, higher than in Bangladesh (0.1% of GDP) 
and India (1.0%), but substantially lower than in Bhutan (5.6%), Sri Lanka (5.1%), and Cambodia (18.5%) (footnote 
6).  

44 These were the top five items with revealed comparative advantage ranging from 2–4 for prepared foodstuffs and 
footwear to well over 5 for textiles and garments, footwear, works of art and antiques, and vegetable products in each 
year during 2009–2015. An index greater than 1 for a product denotes comparative advantage in the product. Source: 
G. Henley et al. 2017. Pathways to Prosperity and Inclusive Job Creation in Nepal. Overseas Development Institute. 
UK. 
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software and business process outsourcing) also suggests scope for growth.45 All of these sectors 
have the potential to create substantially more productive jobs for the young and growing labor 
force.  
 
33. To realize this potential, an increase in the quality and quantity of investment will be 
required to (i) improve connectivity within the country and with regional and global markets, (ii) 
reduce trade and transaction costs, and (iii) raise productivity and competitiveness that would 
enable a quicker rise in exports of goods and services, faster economic growth, and better jobs. 
Although investment rates rose recently, the business environment will have to be improved to 
attract the necessary domestic and foreign capital to sustain the increase. High-performing 
economies in the past invested (both public and private) about 25% of GDP a year in physical 
capital (infrastructure, plant, machinery) and an additional 7%–8% of GDP in education, skills, 
and health.46 Improving the quality of investments entails better planning and implementation of 
public projects and programs, attracting domestic and foreign investment, and ensuring healthy 
competition in the private sector so that the country’s scarce resources are allocated to more 
productive activities and utilized more efficiently.  
 
34. Inadequate infrastructure. The lack of quality infrastructure is one of the main 
impediments to attracting private investment and improving public service delivery.47 Despite 
notable improvement in the electricity supply since 2016, Nepal has not realized its hydropower 
potential for domestic energy security and exports. Access to electricity has increased, but per 
capita consumption is low at 146.5 kilowatt-hours in 2014.48 Domestic demand for electricity in 
2018 peaked at about 1,508 megawatts (MW), compared with total installed generation capacity 
of 1,021 MW.49 The gap between demand and supply of electricity is wider during the dry season 
because of the dominance of run-of-river hydropower projects and insufficient storage-based 
hydropower plants. To minimize the gap resulting from lower generation and growing demand for 
electricity, Nepal imported up to 521 MW of power from India in FY2018 (footnote 49).  

 
35. The lack of adequate transmission infrastructure hinders electricity supply, cross-border 
trade, and investment in the development of new hydropower generation capacity, including by 
independent power producers. The delay in acquisition of land along the right-of-way, lengthy 
forest clearance procedures and inadequate project management during implementation 
contribute to slow construction. Distribution infrastructure is also inadequate to reliably deliver 
power to consumers. Nepal Electricity Authority (NEA) is strengthening the distribution 

                                                
45 Mobile cellular subscriptions rose sharply since 2005 to 123 per 100 people in 2017, compared with 87–92 in India, 

Bhutan, and Bangladesh and 135 in Sri Lanka (footnote 6). The percent of the population using the internet was 21% 
in 2017, compared with around 34% in Sri Lanka and India, 48% in Bhutan, and 18% in Bangladesh. Although 
services enabled by information and communication technologies are a small segment, several firms, many of which 
are local affiliates of foreign companies, are involved in business process outsourcing and software development in 
Nepal. C. Hollweg. 2016. Diversifying Nepal’s Economy through a Dynamic Services Sector: Assessment of Trade 
Potential in Services. World Bank. Washington, DC. 

46 Commission on Growth and Development. 2008. The Growth Report: Strategies for Sustained Growth and Inclusive 
Development. The World Bank, Washington DC. 

47 Nepal ranked 117 of 140 countries in the provision of infrastructure (footnote 41). Nepal’s public and private 
investment in infrastructure (construction excluding buildings) was estimated at 4% of GDP in 2011 (Source: ADB. 
2017. Meeting Asia’s Infrastructure Needs. Manila.). Nepal needs annual infrastructure investment of about 8%–12% 
of GDP during 2011–2020 (Source: L. Andres et al. 2014. Infrastructure Gaps in South Asia: Prioritization, Needs, 
Financing. Washington DC). ADB further estimates that infrastructure requirements in landlocked countries could 
rise by an additional 1% of GDP per year in 2011–2030 because of climate change.  

48 World Development Indicators online (accessed 1 July 2019). Electricity consumption per capita was 320 kilowatt-
hours in Bhutan, 531 in Sri Lanka, and 805 in India. 

49  Nepal Electricity Authority. 2018. Annual Report FY2018. Kathmandu, Nepal. 
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infrastructure, including by installing smart meters and penalizing errant users to reduce system 
losses (20.5% in FY2018). Coupled with insufficient tariffs, system losses contribute to NEA’s 
financial stress and inadequate resources for future investment. NEA is also responsible for rural 
electrification, which tends to be more expensive. The Alternative Energy Promotion Centre 
implements rural electrification projects in remote locations through off-grid, decentralized 
renewable energy systems.  

 
36. For a small, landlocked country with difficult terrain, poor domestic and regional 
connectivity raises transport costs, impedes trade, discourages competitive industries, reduces 
the potential of Nepal to benefit from strong growth in neighboring countries. Roads are the 
predominant mode of transport for more than 90% of goods and passengers. However, Nepal 
has low road density with 479 km of road per km2 in 2017.50 About 85% of the major or “strategic” 
roads are in good to fair condition; most of the local road network is unsuitable for all-weather 
transport. The low density of all-weather roads highlights the need for significant investments to 
provide effective links in rural areas to markets and services.  

 
37. Nepal’s budget for maintenance of strategic roads increased, but expansion of the road 
network and insufficient oversight of overloading by freight vehicles have led to the deterioration 
of roads.51 The move toward performance-based maintenance and stricter enforcement of freight 
load limits should lengthen the durability of roads. Maintenance of secondary and tertiary roads 
by local governments is likely to prove a challenge considering the planned expansion and their 
limited capacity. Deterioration of roads and an increase in vehicles contribute to higher fatalities.52 
The traffic fatality rate, estimated at 15.9 per 100,000 people, is high.53  

 
38. Air transport services are limited. Nepal has 49 airports in operation, of which Tribhuvan 
International Airport in Kathmandu is the only international airport.54 Its capacity was already 
stretched with 4.3 million international and 2.8 million domestic passengers in 2016. The Civil 
Aviation Act 1959 provides the legal framework for the operations and regulation of aircraft 
movements; both are managed by the Civil Aviation Authority of Nepal. A revised civil aviation 
act, which is awaiting parliamentary approval, aims to provide for a separate regulator and 
operator. The safety of airlines and airport operations requires stronger legal, management, and 
operational procedures.  

 
39. Trade facilitation is improving gradually but requires further progress for goods and 
services to be competitive in international markets. Among the components of logistics, the ease 
of arranging competitively priced international shipments is the weakest relative to other countries, 
followed by the quality of trade- and transport-related infrastructure (roads, access to ports, 

                                                
50 ADB staff estimates. Road density was 256 km per km2 in Bhutan, 1,664 in India, 1,739 in Sri Lanka, and 1,836 in 

Bangladesh. 
51 The annual maintenance budget for strategic roads increased from NRs2,661 million in FY2011 to NRs8,000 million 

in FY2020.  
52 Reported traffic fatalities increased from 879 in FY2002 to 2,385 in FY2017, an annual increase of 6.8%. Government 

of Nepal, Department of Roads. December 2013. Status Paper on Road Safety in Nepal, Europe-Asia Road Safety 
Forum, New Delhi. 

53 World Health Organization. 2018. Global Status Report on Road Safety 2018. Geneva. This compares to 15.3 
    fatalities per 100,000 people in Bangladesh, 22.6 in India, and 7.8 in ADB developed member countries. 
54 The Gautam Buddha and Pokhara airports are also being upgraded to international airports after completion. 
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railroads, information and communication technology), and the efficiency of border clearance 
processes, including customs.55     

 
40. Improving, yet weak, environment for businesses. Apart from inadequate 
infrastructure, the regulatory framework for businesses, although improving, is not favorable 
relative to other countries. The private sector expanded since the government adopted liberal 
economic policies in the early 1990s. The number of state-owned enterprises was reduced from 
67 in 1990 to 16 in 2016, concentrated now mostly in finance and utilities.56 Small- and medium-
sized enterprises comprise more than 99% of the formal private sector; only 18% of the firms 
employ more than 20 people. Anticompetitive practices in transport and other sectors dampen 
the vibrancy and potential contribution of the private sector to the economy.57  
 
41. Among the factors comprising the ease of doing business index, Nepal ranked 148 on 
“dealing with construction permits,” 137 on “getting electricity,” 158 on “paying taxes,” and 137 on 
“enforcing contracts”—worse than its overall rank of 110 for ease of doing business.58 The 
regulatory challenges for foreign investors are particularly onerous. These include (i) limits on 
foreign ownership; (ii) difficulties with providing collateral for loans required by domestic banks in 
the form of land and buildings; (iii) interest rate caps on foreign currency loans, which dissuade 
foreign lenders; and (iv) complicated procedures for capital repatriation (footnote 56).  
 
42. With political stability in the country, the government is reforming the legal and regulatory 
framework to attract domestic and foreign private investment. The reforms include passage in 
March 2019 of (i) a new foreign investment and technology transfer law that included a “single 
window” for the clearances to establish foreign companies,59 (ii) a public–private partnership and 
investment promotion law that clarifies the roles and responsibilities of various agencies to 
facilitate domestic and foreign investment through such partnerships, and (iii) regulatory 
guidelines to address the hedging of foreign-currency risks in infrastructure projects. In July 2019, 
Nepal Rastra Bank, the central bank, increased the cap on interest rate margin for external 
commercial borrowing by domestic banks to 4% from 3%, thus increasing the domestic banks’ 
scope for external borrowing. 
 
43. Despite a relatively deep finance sector, access to finance is limited for medium-sized, 
small, and micro enterprises, especially in rural areas.60 As of April 2019, Nepal’s finance sector 
comprised 28 commercial banks, 32 development banks, 24 finance companies, 91 microfinance 
companies, and one infrastructure development bank that was opened in 2018.61 Domestic credit 

                                                
55 In the 2018 Logistics Performance Index, Nepal ranked 114 out of 160 countries, better than Mongolia (130) and 

Bhutan (149), but worse than Lao PDR (82) among landlocked Asian countries. 
https://lpi.worldbank.org/international/global, accessed 11 March 2019. 

56 The World Bank Group. 2018. Creating Markets in Nepal: Country Private Sector Diagnostic. Washington, D.C. 
57 In April 2018, the government dissolved a practice of registering transport operator committees and associations as 

non-governmental organization (which enabled them to collude to prevent entry of new firms) and required them to 
incorporate as a company. In 2017, it stepped up its monitoring of retail trade units and acted against firms that were 
operating against the 2007 competition promotion law.  

58 Nepal’s rank in the ease of doing business was 108 of 185 countries in 2013. The rank in the 2019 report was 110 
of 190 countries, suggesting that the business environment did not improve much relative to other countries during 
the period. www.doingbusiness.org (accessed 24 February 2019). 

59 The single window became effective in May 2019. 
60 In the 2013 World Bank enterprise survey, 40% of firms cited access to finance as a major constraint, compared with 

23% in Bangladesh and 15% in India (footnote 56). 
61  Nepal Rastra Bank. May 2019. Current Macroeconomic and Financial Situation of Nepal. Kathmandu.  

 

https://lpi.worldbank.org/international/global
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12  
 

 

to the private sector in Nepal was about 80% of GDP in 2017, higher than in neighboring countries, 
with almost all of it provided by banks.62  
 
44. A lack of an adequate and reliable credit information system has meant that financial 
institutions rely on collateral, mainly land, for lending.63 This excludes medium-sized, small, and 
micro enterprises, which mostly have moveable assets. Rural enterprises’ access to finance is 
also constrained because of limited outreach of banks. The access of women to finance is 
particularly limited. As of April 2019, only 26% of women had an active savings account, compared 
with 48% for men. To increase financial outreach, the government mandated commercial banks 
to open at least one branch in each of the newly established 753 municipalities. By May 2019, 
banks had opened branches in 725 of them (footnote 61). 
 
45. Weak institutional capacity. In all levels of government, weak institutional capacity and 
governance challenges are pervasive. Institutional capacity is likely weaker in subnational 
governments, which were formed only recently. The 2015 constitution devolved several functions, 
such as provision of services related to primary and secondary education, agriculture, rural 
development, natural resource management, irrigation, water supply and sanitation, urban 
infrastructure, to provincial and local governments.64 Some of these are shared among federal, 
provincial, and local governments depending mainly on whether they cross jurisdictions and on 
the size of the project or program.  
 
46. The challenges to transitioning smoothly to a federal structure include (i) the need for 
greater clarity in the mandates and responsibilities of different levels of government, especially 
for concurrent (shared) functions; (ii) the need for more resources to facilitate the functions of the 
new governments; (iii) limited capacity for planning, designing, and effectively implementing 
policies, programs, and projects; and (iv) the need for greater coordination among the 
governments for effective delivery of development programs. To clarify responsibilities of the three 
levels of government and ensure consistency among them, existing acts and regulations are 
being amended and new ones are being enacted. Necessary staff in the subnational governments 
(including deployment of staff from the federal government) are being recruited to carry out these 
functions, but this process has not been concluded. The subnational governments rely on sharing 
of revenues (about 3% of GDP in FY2019) and fiscal transfers (about 7.9% of GDP in FY2019) 
from the federal government to fulfill their mandates until they can further develop their own 
sources of revenues. 
 
47. Weak institutional capacity contributes to fiduciary risks and potential misuse of scarce 
public resources, and compromises service delivery.65 Key measures needed to improve the use 
of resources and service delivery include (i) a stronger link between planning and budgeting, 
credible accounting and reporting, and better internal controls of expenditures; (ii) more robust 
procurement; and (iii) more effective project management (footnote 64). 
 

                                                
62 Domestic credit to the private sector ranged from 48% to 50% for Sri Lanka, Bangladesh, India, and Bhutan (footnote 

6). 
63  Private credit bureau coverage was only 2.7% of population in Nepal in 2018 compared with 35.9% in Bhutan, 55.9% 

in India, and 46.5% in Sri Lanka (footnote 6). Private credit bureau coverage reports the number of individuals or 
firms listed by a private credit bureau with current information on repayment history, unpaid debts, or credit 
outstanding. The number is expressed as a percentage of the adult population. 

64 ADB. 2019. Country Situational Analysis of Governance and Institutional Challenges and Risks in the Federal 
Context. Kathmandu. 

65 Nepal is ranked 124 of 180 countries with a score of 31 (100 is the least corrupt) in Transparency International’s 
Corruption Perception Index 2018 (footnote 64).  
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48. Lack of urban services. The urban population increased from 13.4% of the population in 
2000 to 19.7% in 2017 as people moved to cities in search of opportunities. With the 
establishment of 293 urban centers, 59.9% of the total population (based on the administrative 
classification of municipalities) was living in urban areas in FY2018 (footnote 38). Unplanned 
growth and deficiencies in basic urban services compromise the livability of cities and impede the 
country’s ability to maximize the economic opportunities offered by urbanization and 
agglomeration while ensuring environmental sustainability and equity across geographic regions. 
Initiatives to tackle growing congestion resulting from increasing urbanization and motorization 
have been limited. Urban transport planning remains insufficiently coordinated and requires 
stronger institutional arrangements. 
 
49. Access to basic water supply has increased, but the quantity, quality, and reliability are 
inadequate.66 Only 34% of water supply is estimated to be safely managed.67 The poor water 
supply disproportionately affects women who have to spend more time fetching and treating water 
(or arranging for delivery), while caring for those who fall ill from contaminated water. These duties 
take away time from income-generating activities for women and studying for school-aged girls. 
The operational and financial sustainability of Water supply operators is weak because of low 
tariffs, poor asset management, and inadequate institutional capacity.  
 
50. Sanitation facilities are poor, which has adverse impacts especially on women and 
marginalized groups. About 52% of urban households have septic tanks and only 15% have 
sewer connections. Much of the waste seeps into the ground or is discharged into rivers. 
Stormwater drainage and sewerage system development in urban areas, along with wastewater 
treatment, lags the development of water supply facilities. Poorly constructed and maintained 
drains contribute to waterlogging and unhygienic conditions in many municipalities. Waterlogging 
is most severe in the Terai, particularly during the monsoon season. Inadequate solid waste 
management systems also contribute to the clogging of drains with garbage. Public awareness 
on sanitation and related environmental and health risks is generally lacking. 
 
51. Inadequate access to quality education and skills. The schooling and technical and 
vocational education and training (TVET) systems need to expand access further, upgrade 
facilities and equipment, increase availability of qualified subject and technical specialists in 
science and technology, use interactive teaching methods supported by appropriate teaching-
learning materials, and strengthen school-based management. TVET curricula are outdated with 
low relevance to current labor force needs and limited employer involvement.  
 
52. While gender parity has been achieved in student enrollments at all levels of school 
education, enrollments drop off by 50% after each level.68 Because of the poor quality of public 
schools, enrollments in private schools have been rising.69 In 2018, only 4.3% of students in public 
schools achieved grades of 3.2 or better (out of a maximum of 4.0) in Secondary Education 
Examination compared with 40.8% in private schools. 70 Such low grades in public schools have 
serious impacts on students from lower-income families who have often made many sacrifices to 

                                                
66 In 2017, water supply coverage in urban areas included piped water (51.7%), covered well (2.4%), handpump and/or 

tube well (36.5%), and open well (2.5%). 
67 World Health Organization and United Nations Children's Fund. 2017. Progress on Drinking Water, Sanitation and 

Hygiene: 2017 Update and SDG Baselines. Geneva. Safely managed means that drinking water from an improved 
water source is located on premises, available when needed, and free from fecal and chemical contamination. 

68 In 2016, the net enrollment ratio was 97% in primary education (grades 1–5), dropping to just 18% in higher secondary 
education (grades 11–12).  

69 For example, enrollments in primary education in private schools rose from 14.0% in 2012 to 17.6% in 2017. Source: 
UNESCO Institute of Statistics. http://data.uis.unesco.org/# (accessed 7 August 2019).  

70 Government of Nepal, Ministry of Education, Science and Technology. 
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reach this level. Nepal has inadequate capacity to provide school education, TVET, and higher 
education. This means that many young people, especially from disadvantaged groups, are 
unable to equip themselves adequately for the future.   
 
53. The transition to a federal governance system offers new challenges and opportunities. 
The strong system of school- and community-based management in schools will help sustain 
education services at the municipal level. The decentralization of TVET services to the provincial 
level offers the chance to establish more market-led and inclusive TVET systems tied to local 
labor markets. The development of robust policy and regulatory frameworks at the center and 
improved institutional capacity at the subnational levels will be necessary to realize these 
opportunities. 
 
54. Low agriculture productivity, nascent commercialization, and weak rural 
development. With most of the people, including the poor, living in rural areas and engaged in 
agriculture, higher agriculture productivity is required to increase farm (and nonfarm) incomes, 
food security, and competitiveness of agriculture and agribusinesses. Factors affecting agriculture 
productivity include (i) lack of year-round irrigation, (ii) land fragmentation, and (iii) lack of quality 
inputs. Of the 2.64 million hectares (ha) of arable land in the country, 1.77 million ha (67%) is 
deemed irrigable. About 1.47 million ha (54% of arable land) is irrigated.71 Only about one-third 
of the irrigated area has year-round irrigation.72 About 87% of the total water withdrawal in Nepal 
is used to provide irrigation. Irrigation efficiency (the ratio of the amount of water used for crop 
production to the amount of water supplied through irrigation) is estimated to be between 30%–
40% overall. Increased irrigation efficiency will depend on infrastructure development to improve 
water distribution, institutional reforms to improve operation and maintenance (including by 
enhancing participatory irrigation management), scaling up water conservation technologies, and 
better farming practices. 
 
55. Land fragmentation is high, resulting in farms holding on average only 0.68 hectares. 
Nepal’s farmers are predominantly small-holder farmers. Low productivity is also the result of (i) 
the lack of quality seed and fertilizer; (ii) weak extension services; and (iii) the inability to apply 
research, development, and technology in farming practices. Inefficient land-use policies, poor 
connectivity, and limited access to finance constrain commercial farming (paras. 43–44). Weak 
understanding of international markets and prices, along with nontariff barriers (sanitary and 
phytosanitary compliance), remain key constraints on agricultural exports.  
 
56. Unsustainable use of natural capital. Unplanned growth is exerting pressure on the 
country’s natural environment. Urban areas are characterized by high population density, 
excessive groundwater extraction, air and water pollution, and conversion of fertile arable land 
and groundwater recharge areas into built-up areas. With the designation of new urban areas in 
the federal system, these challenges could be exacerbated without adequate planning. In rural 
areas, unplanned construction of roads contributes to deforestation, soil erosion, and landslides. 
Vulnerability to natural hazards has increased because of weak coordination among sector 
agencies; rudimentary early warning systems; insufficient preparedness for disaster risk; and 
inadequate relief, recovery, and reconstruction capacity.  
 

                                                
71  This includes about 813,037 ha under surface irrigation, 443,365 ha under groundwater irrigation, and 167,925 ha 

under farmer-managed irrigation systems. 
72 Government of Nepal, Ministry of Energy, Water Resources and Irrigation. 2018. Current Status of Energy, Water 

Resources and Irrigation Sector and Roadmap. White Paper presented by the Minister for Energy, Water Resources 
and Irrigation on 8 May 2018. Kathmandu.  
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57. Risks from climate change and natural hazards. Nepal’s monsoon climate and 
mountainous topography leave the country highly prone to weather-induced hazards such as 
landslides, floods, and droughts. Climate change and extreme weather events may reduce water 
availability. Water availability in Nepal is unevenly distributed temporally and spatially, and only a 
small percentage is currently tapped for domestic water supply, irrigation, and hydropower. 
Appropriate institutional and legal arrangements are needed to operationalize a new integrated 
water resources management policy. 
 
58. Following the 2015 earthquakes, the government enacted the Disaster Risk Reduction 
and Management Act, which covers disaster risk reduction, preparedness, relief, recovery, and 
reconstruction. Focal points for disaster risk reduction and climate change adaptation have been 
placed in key ministries and agencies. Some of the remaining challenges are (i) incomplete 
disaster risk information and early warning systems; (ii) lack of appropriate risk assessments to 
support planning; (iii) inadequate capacity to mainstream disaster risk management in 
development planning, policies, and programs, especially at the subnational levels; (iv) 
fragmented approaches to disaster risk management considering the intersections and 
interconnectedness of strategies and actions to build resilience; and (v) inadequate financial 
preparedness for disaster relief, early recovery, and reconstruction.73 
  
D. Implications for ADB Country Engagement 
 
59. The government’s 15th plan for FY2020–FY2024 is consistent with its long-term vision of 
“prosperous Nepal, happy Nepali” and achievement of the Sustainable Development Goals.74 The 
plan’s objectives include high and equitable national income; human capital development; 
universal and modern infrastructure; high and sustainable production and productivity; healthy 
and balanced ecosystem; and good governance. ADB’s consultations for this CPS with 
subnational governments, civil society, and the private sector revealed their preferences for ADB 
support in agriculture, transport connectivity, tourism development, irrigation and flood 
management, reliable energy, quality education, skills development, and urban development. 
 
60. In line with the government’s priorities, the operational priorities of ADB’s Strategy 2030,75 
lessons from the current CPS,76 and activities of other development partners, ADB proposes to 
focus its assistance to Nepal during 2020–2024, through sovereign and nonsovereign operations, 
on (i) improved infrastructure for private sector-led growth; (ii) improved access to devolved 
services; and (iii) environmental sustainability and resilience.  
 

 

                                                
73 Government of Nepal, Ministry of Home Affairs. 2017. Nepal Disaster Report 2017: The Road to Sendai (Draft). 

Kathmandu; and Practical Action. 2017. Developing National Disaster Risk Reduction Policy and Strategic Action 
Plan in Nepal 2016–2030: Lessons Learned from Implementation of National Strategy for Disaster Risk Management 
(NSDRM) 2009. Kathmandu. 

74 Government of Nepal, National Planning Commission. 2018. Approach Paper for the Fifteenth Plan FY2019–FY2024. 
Kathmandu (in Nepali). The government’s preliminary road map to achieve the Sustainable Development Goals is in 
Government of Nepal, National Planning Commission. 2017. Nepal: Sustainable Development Goals–Status and 
Roadmap: 2016–2030. Kathmandu. 

75 ADB. 2018. Strategy 2030: Achieving a Prosperous, Inclusive, Resilient, and Sustainable Asia and the Pacific. 
Manila. 

76 ADB. 2018. Country Partnership Final Review: Nepal, 2013–mid-2018. Manila; and ADB. 2019. Validation Report: 
Nepal: Validation of the Country Partnership Strategy Final Review, 2013–mid-2018.  Manila. The validation report 
rated ADB’s operations during the CPS period “successful on the borderline”. 


