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FOREWORD

After four years of implementation of the new federal structure in the country, a signifi cant 
optimism has been emanated among the Nepalese citizens who were for long stuck in political 
impasse. However, this structure is no panacea to all the problems of the country. Though the 
changed structure gives more power and authority to the local people, which helps address 
their grievances to a larger extent, lack of suffi cient capable human resources pose a serious 
threat to the effi cient administration and activities of federated units. The government’s 
efforts to develop and improve human capital through continued investments in education 
have yielded trivial results. Hence, the government needs to rethink its policies on education. 
The imports, especially of petroleum products, have been skyrocketing. However, exports 
have been meager and limited to low valued primary products. On the other hand, remittance 
incomes, which have been the major source of foreign currency, have started declining. This 
will adversely impact our balance of payments and will have serious implications for the 
economy. The bunching of capital spending in the last quarter of a fi scal year has become a 
norm which severely undermines the quality of infrastructures built in the country. Needless 
to say, the country is lagging far behind its counterparts in terms of infrastructure and its 
quality. While government has been striving to develop policies conducive to the development 
of micro, small and medium enterprises, they still are several issues to be addressed. The 
country needs to shine out through these challenges and bring prosperity and happiness to the 
people of the country. To attain this, the country needs to invest substantially and effi ciently in 
the development of physical and human capital. 

As IIDS marks this year as the 4oth year of its service as a premiere think tank of the country, 
we proudly present our fl agship publication- the Nepal Economic Outlook 2018-19. This book 
provides the review of macroeconomic developments for the fi scal year 2018-19, short term 
forecasts for real gross domestic product growth and consumer price infl ation for the fi scal 
years 2019-20 and 2020-21. This year’s policy reviews focus on enhancing and improving 
micro, small and medium enterprises, services sector and migration status in Nepal. I 
strongly believe that the Outlook will be helpful to the policy makers, academicians, business 
communities, and students in Nepal as well as to many outside Nepal aspiring to understand 
and learn more about the Nepali economy.

Mohan Man Sainju, PhD 
Chairperson 

Institute for Integrated Development Studies
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EXECUTIVE SUMMARY

1. The increase in agricultural production, reliable supply of electricity, expedited post-
earthquake reconstruction as well as other construction activities contributed to real 
gross domestic product (GDP) growth of 6.81 percent for FY2019, higher than 6.3 percent 
of previous fi scal year. The agriculture sector grew by 5.03 percent, signifi cantly higher 
than 2.79 percent recorded the year before. Similarly, the service sector picked up by 7.29 
percent from 7.16 percent in the previous fi scal year. The industrial sector registered a 
growth of 8.15 percent, a slight drop from 9.6 percent in FY2018. The robust growth in 
FY2019 was mostly driven by service sector that grew by 3.64 percentage points, followed 
by agriculture sector with 1.48 percentage points and industrial sector with 1.16 percentage 
points.

2. Government revenue recorded a growth of 41.68 percent, the highest since mid-February 
2017. However, since then, compared to the previous fi scal year, the growth continuously 
declined. In the fi rst three months to mid-March the revenue increased by 6.11 percent. 
However, there was a sharp decline in growth of non-tax revenue to 12.88 percent 
compared to 71.51 percent during corresponding period of 2018.

3. Government expenditure on cash basis increased by 2.57 percent in the fi rst eight months 
of FY2019, a sharp decline from the growth of 35.09 percent in the corresponding period 
of FY2018.  Despite a strong growth of 38.02 percent in fi nancial expenditure and a 
modest growth of 0.68 percent in recurrent expenditure, the decline in capital growth 
of -1.41 percent led to the lowest growth in government expenditure since the fi rst eight 
months of FY2015. The growth of -25.54 percent was registered in three months to mid-
January 2019, lowest in the last fi ve years. This decline in growth in mid-January was 
driven by decline in growth of recurrent spending by 31.97 percent and capital spending 
-13.12 percent, although the fi nancial spending increased by 16.03 percent. Moreover, the 
budget was under spent in the fi rst eight months of FY2019 with only 27.1 percent of 
planned budget being used. The total expenditure in the fi rst eight months of FY2019 
was 41.1 percent of the planned expenditure, marginally lower than the same period of 
previous year.

4. The budget defi cit reduced signifi cantly by 51.06 percent in the three months ending mid-
February, 2019, compared to the same period in the previous fi scal year. A budget surplus 
of NPR 8.9 billion was registered in the fi rst eight months of FY2018 which was supported 
by 17.52 percent increase in revenue growth and 2.57 percent decline in expenditure 
growth. The bunching of spending is expected to cause a budget defi cit on cash basis in 
FY2019.

5. Broad money (M2) rose by 18.66 percent in mid-March 2019, slightly higher than 18 
percent target of monetary policy, also higher than 14.22 percent in mid-March 2018. 
The growth in money supply has been supported by the growth in net domestic assets 
which comprises nearly 70 percent of the money supply. Despite growth in remittances 
and increase in arrival of tourists in this fi scal year compared to last year, growth rate of 
net foreign assets has been on a declining trend.

6. The avergae daily interbank rate slightly rose to 5.17 percent in mid-March 2019 from 4.96 
percent a year ago. It was as low as 0.73 percent on December 24, 2018 and as high as 6.42 
percent on February 8, 2019. The average 91-day treasury bill rate slightly declined to 4.22 
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percent in mid-March 2019 from 4.91 percent last year, it reached as low as 0.1 percent on 
November 6, 2018.

7. Consumer price infl ation stood at 4.2 percent in mid-March 2019, a signifi cant reduction 
from 5.96 percent in the same month the previous year. This level of infl ation is still well 
below the 6.5 percent target of the monetary policy for FY 2018/19.

8. Trade defi cit widened by 23.99 percent to NPR 861.89 billion in the fi rst eight months 
of FY2019, slight increase from 22.78 percent growth of previous fi scal year. In the fi rst 
eight months of FY2019, merchandise exports increased to 17.52 percent compared to 
the growth of 12.41 percent in the same period in FY2018. Merchandise exports (free-
on-board) registered the highest growth of 25.55 percent in three months to mid-July 
2018 since mid-February 2017. In three months ending mid-March 2019, the growth 
picked up by 19.04 percent compared to the same period of the previous year. The growth 
of merchandise imports (free-on-board) has declined slightly to 8.8 percent in three 
months to mid-March 2019. It had been registering a growth in double digits for past 17 
consecutive months. The fi rst eight months of FY2019, merchandise imports increased to 
23.47 percent compared to 21.87 percent growth in the same period of previous fi scal year.

9. During the fi rst eight months of FY2019, offi cially recorded remittances surged by 23.38 
percent to NPR 582.19 billion which was a signifi cant increase from 4.86 percent in the 
corresponding period of the previous year. It was the highest growth recorded in more 
than 5 years and signifi cantly higher than the 5-year historical average of 10.55 percent. 
There was a decline of 43.86 percent in workers migrating out of the country, lowest 
growth recorded since the decline of foreign migrant in three months to mid-July 2015 
after the earthquake of April 2015.

10. The balance of payments defi cit stood at NPR 58.99 billion in the fi rst eight months of 
FY2019, compared to NPR 24.73 billion during the same period in FY2018. The current 
account balance registered a defi cit of NPR 191.13 billion in the fi rst eight months of 
FY2019, higher than the defi cit of NPR 154.99 billion in the same period of previous year.

11. The value of Nepalese rupee signifi cantly depreciated by 7.14 percent (y/y) against US 
dollar in mid-March 2019 compared to the same month of previous year. 

12. From May, 2018 NEPSE index has declined by almost 15 percent. The maximum decline 
of about 30 percent is driven by the hydro sector followed by about 20 percent in micro-
fi nances and 14 percent in commercial banks.

13. The total market capitalization has declined by 1.62 percent relative to the last month of 
the previous fi scal year. Over the eight months of this fi nancial year, the contribution of 
fi nancial institutions towards total market capitalization has seen a slight decline from 
80.5 percent to 79.5 percent yet signifi cantly above other sectors. 

14. Under the baseline scenario (i.e. without policy interventions and shocks), Real GDP 
growth in FY2020 is forecasted to be 6.02 percent and is expected to decline to 5.77 
percent in FY2021. Similarly, consumer price infl ation is forecasted to be 4.76 percent in 
FY2020 and 4.74 percent in FY2021. 

15. With a focus on the current federal structure, a province wise analysis has been undertaken. 
It explores provincial vision and priorities, socio-economic, infrastructural and fi nancial 
scenarios.   
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INTRODUCTION

The global economy performed well in 2017 and until the fi rst half of 2018. However, in the 
second half of 2018, growth declined faster than estimated at 3.1 percent in FY2018. Global 
growth rate has been projected by the World Bank to be moderate from a downwardly revised 
3 percent in 2018 to 2.9 percent in 2019 and 2.8 percent in 2020-2021.

Against this noticeable slowdown in the global economy, the South Asian Region remained 
one of the fastest growing economies of the world. Growth rate in the South Asian region has 
been projected by the Asian Development Bank to edge up by 0.1 percentage point, from 6.7 
percent in FY 2018 to 6.8 percent in 2019 and 6.9 percent in 2020. Meanwhile, the World 
Bank projects the growth rate to rise to 7.1 percent in 2019 from 6.9 percent in the year 2018. 
For 2019, most of the South Asian countries are expected to keep on an upward path (IMF, 
2019).

GDP Growth Rate of South Asia

Country Year

2017 2018 2019 2020
Islamic Republic of Afghanistan 2.7 2.2 2.5 3.0

Bangladesh 7.37.3 7.9 8.0 8.0

Bhutan 6.3 5.5 5.7 6.0

India 7.2 7.0 7.2 7.3

Maldives 6.9 7.6 6.5 6.3

Nepal 7.9 6.3 6.2 6.3

Pakistan 5.4 5.2 3.9 3.6

Sri Lanka 3.4 3.2 3.6 3.8

South Asia 6.9 6.7 6.8 6.9

Source: ADB, 2019

According to the ADB, among South Asian countries, Bhutan had a growth rate of 5.5 percent 
in FY2018, which is less than 6.3 percent of FY2017. Growth in Sri Lanka is also expected to 
decrease. The Nepali economy, on the other hand, has remained solid with 6.3 percent growth 
in FY2017-18, despite unfavorable climate which adversely affected the agricultural sector. 
Nepal's economy was boosted through remittances and a robust industrial sector, especially 
owing to increase in manufacturing activities.

Despite the global downfall of economic growth, improvements were seen among most of the 
least developed nations, and Nepal has been no exception to this. External economic conditions 
have left the growth of the least developed countries largely untouched. According to the World 
Bank, growth among the least developed countries was expected to increase slightly in FY2018 
to 5.6 percent, and is expected to reach 5.9 percent in FY2019, averaging nearly 6.3 percent in 
FY2020-21.

The present edition of Nepal Economic Outlook presents a review of the past fi scal year and 
a medium-term forecast for FY2019-20. This edition consists of two parts. Part 1 details 
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performance of the Nepali economy across the fi ve sectors, along with estimated projections 
for GDP and rate of infl ation. This is followed by brief snapshots of each of the seven provinces. 
Part II consists of four original research essays on topics such as MSMEs, service and 
manufacturing sectors, and migration and development.

References

1. ADB. (2019). Asian Development Outlook (ADO) 2019: Strengthening Disaster Resilience. 
Manila: Asian Development Bank.

2. IMF. (2019). IMF World Economic Outlook, Growth Slowdown, Precarious Recovery.
Washington DC: International Monetary Fund.

3. UN. (2019). World Economic Situation and Prospects 2019. United Nations.

4. World Bank. (2019). Global Economic Prospects -- Darkening Skies. Washington D.C.: 
World Bank.



Part I: Macroeconomic Review and Forecast





3

Nepal Economic Outlook 2018-19

Chapter 1: Recent Macroeconomic Developments

This section disaggregates the economy into fi ve sectors, namely real sector, fi scal sector, 
monetary sector and fi nancial sector, and investigates the performance of each sector. Analysis 
of the real sector looks into the core economic performance (GDP and its component), while 
the analysis of fi scal sector examines performance of revenue collection by the government and 
investigates how well the government spent last fi scal year. Likewise, analysis of the monetary 
sector looks at the state of infl ation, interest rate and money supply. Analysis of external sector 
explores Nepal’s performance in trade, remittances, exchange rates and overall performance 
of balance of payment. Finally, the fi nancial sector analysis looks into the performance of the 
stock market and explores the recent capital market reforms made.

A. Real Sector

I.  FY2019 Performance

1.  Real gross domestic product (GDP) grew by 6.81 percent (y/y) in FY2019, higher than the 
growth of 6.3 percent (y/y) of previous fi scal year (Figure 1.1). For third year in a row, the 
country recorded the growth of more than 6 percent (y/y), supported by the increase in 
agricultural production, reliable supply of electricity and improvements in reconstruction 
as well as other construction activities. The robust growth in FY2019 was mostly driven by 
service sector, with contribution of 3.64 percentage points, followed by agriculture sector 
(1.48 percentage points) and industrial sector (1.16 percentage points) (Figure 1.2).
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2.  The agriculture sector – contributing 28.77 percent to the real GDP – picked up by 5.03 
percent (y/y) in FY2019, noticeably higher than the growth rate of 2.79 percent (y/y) in 
the previous year (Figure 1.1). The higher growth in agriculture was largely supported by 
signifi cant increase in production of paddy (8.89 percent, y/y). The production of other 
cereal crops such as maize (3.48 percent, y/y) and wheat (4.5 percent, y/y) also expanded 
in FY2019 (Figure 1.3). The expansion of agriculture sector can be mainly attributed 
to availability of seed and fertilizers, expansion of irrigation, favorable monsoon, and 
commercialization of agriculture.

 

3.  The service sector, which contributes 50.11 percent to the real GDP, expanded by 7.29 
percent (y/y) in FY2019, marginal increase from 7.16 percent (y/y) in FY2018 (Figure 1.1). 
All the service subsectors registered positive year-on-year growth in FY2019 (Figure 1.4a 
and 1.4b). Among the subsectors, wholesale and retail trade registered the highest growth 
rate of 10.89 percent (y/y) but still lower than previous year’s growth rate of 12.26 percent 
(y/y). The hotel sector also picked up by 8.33 percent (y/y), thanks to strong growth in 
tourist arrivals. 
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4.  Similarly, the industrial sector, accounting 14.36 percent of the real GDP, registered the 
growth of 8.15 percent (y/y) in FY2019, a slight drop from 9.6 percent (y/y) growth of 
previous fi scal year (Figure 1.1).  The growth in industrial sector can be attributed to 
reliable supply of electricity, expansion in mining and quarrying sector, and continued 
acceleration in post-earthquake reconstruction and other construction activities. Bagmati 
Hydropower Project which came into operation in FY2019 – adding a total of 22 megawatts 
in the national grid – partly attributed to the double digit growth (12.4 percent, y/y) 
of electricity, gas and water sector, highest among the industrial subsectors. Similarly, 
signifi cant growth in other subsectors was recorded in FY2019 – mining and quarrying 
(9.8 percent, y/y), construction (8.9 percent, y/y) and manufacturing (5.78 percent, y/y). 
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5. On the demand side, the share of consumption (private + government + non-
profi t institutions serving as households) in the real GDP was highest with 86.21 
percent in FY2019, marginally lower than 86.43 percent of previous fi scal year 
and the lowest since FY2001 (Figure 1.5). However, the share of gross fi xed capital 
formation and inventory investment (including statistical discrepancy) in the real 
GDP expanded from 31.28 percent and 35.22 percent in FY2018 respectively, to 33.39 
percent and 39.78 percent in FY2019 respectively, both highest in the last 18 years.  
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6.  Looking at the contribution to real GDP growth by demand side, inventory investment 
(including statistical discrepancy) provided the largest positive contribution, with 7.36 
percentage points, followed by private consumption (4.76 percentage points), gross fi xed 
capital formation (4.47 percentage points), government consumption (0.98 percentage 
points), and exports (0.94 percentage points). On the other hand, the contribution of 
imports was negative with 11.58 percentage points (Figure 1.6). 
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II. Forecasts for FY2020-FY2021

7.  GDP growth in FY2020 is forecasted to remain at 6.02 percent and is expected to decrease 
to 5.77 percent in FY2021 (Annex Table B4).B. Fiscal Sector

B. Fiscal Sector

I. Government Revenue

8.  Government revenue (in nominal terms) registered the growth of 41.68 percent (y/y) in 
three months1  to mid-October 2018, which was the highest growth recorded since mid-
February 2017. But since then, the growth has continued to decline and in three months 
to mid-March 2019 the revenue increased by 6.11 percent (y/y), compared to the same 
period of previous year(Figure 1.7).

9.  The government revenue mobilization registered a total of NPR 508.59 billion in the fi rst 
eight months of FY2019, which was 61.12 percent of the total revenue target for FY2019 
(NPR 831.32 billion). During this period, the total revenue growth slightly declined to 
17.53 percent (y/y) compared to the growth of 22.19 percent (y/y) in the corresponding 
period of FY2018. This was the lowest revenue growth recorded since the corresponding 
period of FY2017, contributed by sharp decline in growth of non-tax revenue to 12.88 
percent (y/y) compared to 71.51 percent (y/y) during corresponding period of 2018 (Figure 
1.8). The share of components of total revenue has remained relatively similar during the 
fi rst eight months of the last fi ve fi scal years. Value added tax (30.02 percent) accounted 
for the highest share of total revenue followed by income tax (20.75 percent) and customs 
(20.38 percent)in the fi rst eight months of FY2019 (Figure 1.9). 

 

1 This is computed using the three month moving averages. This approach helps to smooth the data so that trends 
can be better understood.
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II. Government Expenditure

10. The government expenditure growth which signifi cantly increased in three months 
to mid-June 2018 (80.68 percent y/y), plunged in the following month reaching -1.79 
percent (y/y) in three months to mid-July 2018, compared to the corresponding period of 
previous year. It was the fi rst negative growth recorded since the decline in government 
expenditure during the Indian blockade in three months to mid-December 2015. The 
growth of -25.54 percent (y/y) was registered in three months to mid-January 2019, lowest 
in the last fi ve years (Figure 1.10). This decline in growth in mid-January was driven by 
decline in growth of recurrent spending (-31.97 percent, y/y) and capital spending (-13.12 
percent, y/y), although the fi nancial spending increased by 16.03 percent (y/y) (Figure 
1.11). 

11. Government expenditure, on cash basis, increased by 2.57 percent (y/y) in the fi rst 
eight months of FY2019, a sharp decline from the growth of 35.09 percent (y/y) in 
the corresponding period of FY2018. Although there was a strong growth in fi nancial 
expenditure (38.02 percent, y/y) and modest growth in recurrent expenditure (0.68 
percent, y/y), the decline in capital growth (-1.41 percent, y/y) led to the lowest growth in 
government expenditure since the fi rst eight months of FY2015 (Figure 1.12). 
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12. Similar to the previous fi scal years, the budget was underspent in the fi rst eight months 
of FY2019. The fi nancing was the most underspent with only 27.1 percent of the planned 
spending being used in the fi rst eight months of the FY2019, followed by capital spending 
(28.8 percent) and recurrent spending (48.3 percent). The total expenditure in the fi rst 
eight months of FY2019 was 41.1 percent of the planned expenditure which was marginally 
lower than the same period of previous year. The hurried nature of capital spending 
continued but slightly improved in FY2018 2 compared to FY2017, with 55.6 percent spent 
in in last quarter, 39.1 percent in last month and 21.9 percent in last seven days (Figure 
1.14). 

2 Data for FY2019 is not available.
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III. Budget Balance

13. The budget defi cit (including foreign grants and other items) signifi cantly contracted by 
51.06 percent (y/y) in three months ending mid-February 2019, compared to the same 
period of previous fi scal year (Figure 1.15). A budget surplus of NRP 8.9 billion (including 
foreign grants and other items) was registered in the fi rst eight months of FY2018 (Figure 
1.16) supported by modest revenue growth (17.52 percent, y/y) and declining expenditure 
growth (2.57 percent, y/y). However, the bunching of spending is more likely to result in 
a budget defi cit (on cash basis) in FY2019. 



13

Nepal Economic Outlook 2018-19

C. Monetary Sector

I. Money Supply

14. Broad money (M2) rose by 18.66 percent (y/y) in mid-March 2019, higher than 14.22 
percent (y/y) in mid-March 2018 (Figure 1.17). This growth was, in fact, slightly higher 
than the 18 percent target of monetary policy. The growth in money supply has been 
primarily fueled by the growth in net domestic assets which comprises nearly 70 percent 
of the money supply. Despite growth in remittances and increase in arrival of tourists 
in this fi scal year compared to last year, growth rate of net foreign assets has been on a 
declining trend. In recent years, the growth in M2 has been supported relatively more by 
net domestic assets and less by net foreign assets (Figure 1.18). 

15. Thanks to the regular supply of electricity and demand for construction materials for 
reconstruction and federal institution setup, credit to private sector has grown by 22 percent 
in the current fi scal as compared to 18 percent last year. Owing to the same construction 
demand, imports have surged without complementary growth in the exports. This has 
led to a deterioration of trade defi cit depleting balance of payments and decreasing net 
foreign assets growth rate.

II. Interest Rate

16. The avergae daily interbank rate slightly rose to 5.17 percent in mid-March 2019 from 4.96 
percent in the previous year (Figure 1.19). During FY2019, it was as low as 0.73 percent 
on December 24, 2018 and as high as 6.42 percent on February 8, 2019. Similarly, the 
average 91-day treasurey bill rate slightly declined to 4.22 percent in mid-March 2019 
from 4.91 percent last year (Figure 1.19), yet this is the highest rate it reached this fi scal 
year. During FY2019, it reached as low as 0.1 percent on November 6, 2018.
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III. Infl ation

17. Consumer price infl ation stood at 4.2 percent (y/y) in mid-March 2019, a signifi cant 
reduction from 5.96 percent (y/y) in the same month the previous year (Figure 1.20). The 
average infl ation of 4.2 percent in the fi rst 8 months of current fi scal year is 0.2 percentage 
points higher than the average infl ation during the same period of the previous year. This 
level of infl ation is still well below the 6.5 percent target of the monetary policy for FY 
2018/19. The infl ation in Nepal – despite increase in global oil prices – seems relatively 
stable, thanks to a stable infl ation rate in India (Figure 1.21).3  The increase in expenditure 
due to rise in remittances, increase in production capacity of domestic industries due to 
regular supply of electricity, and increase in construction demand for setting up the federal 
institutions are expected to raise infl ation in the country. The infl ation wedge between 
Nepal and India has narrowed from 1.72 percent in mid-March 2018 to 1.34 percent in the 
same period this year.

3  Infl ation in Nepal normally depends on infl ation in India due to the pegged nature of exchange rate system be-
tween Nepalese and Indian currency.
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18. Food and beverages infl ation in mid-March 2019 has considerably declined to 2.15 percent 
(y/y) from 5.58 percent (y/y) in the same month of the previous year (Figure 1.20). Food 
and beverages infl ation averaged around 0.9 percent (y/y) in the fi rst 8 months of this 
fi scal compared to 3.83 percent (y/y) during the same period last fi scal year. Similarly, 
non-food and services infl ation has also decreased, albeit by little from 6.28 percent (y/y) 
in mid-March 2018 to 5.83 percent (y/y) in mid-March this fi scal year (Figure 1.20). The 
contribution of non-food and services to the overall infl ation has been signifi cant with 
3.38 percentage points in mid-April 2018 (Figure 1.22).  
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19.  Among the components of food and beverages group, the indexes of pulses and legumes 
rose considerably while the indexes of vegetables fell signifi cantly in mid-March 2019 
compared to the same period of previous year (Figures 23a and 23b). The decrease in 
food and beverages infl ation can be largely attributed to signifi cant decline in vegetable 
indexes. There was moderate increase in the indexes of alcoholic drinks, cereal grains 
and their products, fruit, non-alcoholic drinks, and restaurant and hotels in mid-March 
2019. In contrast to these increases, the indexes of meat and fi sh, milk products and eggs, 
restaurant and hotel decreased in mid-March 2019 compared to the previous fi scal year. 
In non-food and services group, the indexes of transportation, miscellaneous goods and 
services, and furnishing and household equipment increased while indexes of all other 
components declined in mid-March 2019 compared to the previous year (Figures 23a and 
23b).
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IV. Infl ation Forecasts for FY2020-FY2021

20. Consumer price infl ation is forecasted to remain at 4.76 percent in FY2020 and 4.74 
percent in FY2021. (Annex Table B4). The infl ation forecast is slightly higher than the 
average infl ation of 4.2 percent in the fi rst eight month of FY2018/19. 

D. External Sector

I. Exports

21. Merchandise exports (free-on-board) registered the highest growth of 25.55 percent (y/y) 
in three months to mid-July 2018 since mid-February 2017. The exports have continued 
to register the double digit growth till mid-March 2019. In three months ending mid-
March 2019, the growth picked up by 19.04 percent (y/y) compared to the same period of 
the previous year (Figure 1.24). In the fi rst eight months of FY2019, merchandise exports 
increased to 17.52 percent (y/y) compared to the growth of 12.41 percent (y/y) in the same 
period in FY2018 (Figure 1.25). 
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II. Imports

22. The growth of merchandise imports (free-on-board) has slightly declined to 8.8 percent 
(y/y) in three months to mid-March 2019, which had been registering a double digit 
growth rate for last 17 months straight (Figure 1.26). In the fi rst eight months of FY2019, 
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merchandise imports increased to 23.47 percent (y/y) compared to 21.87 percent (y/y) 
growth in the same period of previous fi scal year (Figure 1.25). In the FY2019, the growth 
of oil imports which peaked in three months ending mid-September 2018 (84.8 percent, 
y/y), started declining in the following months (Figure 1.27). Similarly, the growth of non-
oil imports which consists mainly of industrial supplies and capital goods has also been in 
a declining trend in FY2019.  

III. Trade Balance

23. Trade defi cit widened by 23.99 percent (y/y) to NPR 861.89 billion (24.88 percent of 
GDP) in the fi rst eight months of FY2019, slight increase from 22.78 percent growth of 
previous fi scal year (Figure 1.25). During the fi rst eight months of FY2019, imports (f.o.b) 
were 13.05 times larger than exports (f.o.b.) which contributed to the widening gap of the 
trade defi cit.

IV. Remittances

24. During the fi rst eight months of FY2019, offi cially recorded remittances surgedby 23.38 
percent (y/y) to NPR 582.19 billion (16.81 percent of GDP), a signifi cant increase from 
4.86 percent (y/y) in the corresponding period of the previous year (Figure 1.25). It was 
the highest growth recorded in more than 5 years and signifi cantly higher than the 5-year 
historical average of 10.55 percent. This increase in remittance receipts can largely be 
attributed to depreciation of Nepalese rupees against US dollar – encouraging migrant 
workers to take advantage of the depreciated Nepalese currency by remitting larger share 
of their savings– in spite of steep decline in the number of workers going abroad for foreign 
employment. The number of foreign migrant workers contracted by 43.86 percent (y/y) in 
three months to mid-November 2019, lowest growth recorded since the decline of foreign 
migrant in three months to mid-July 2015 (-44.31 percent, y/y) after the earthquake of 
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April 2015 (Figure 1.28). The decrease in outfl ows of migrant workers is the result of 
policy actions in destination countries such as Malaysia (largest destination of Nepalese 
migrants), which closed few recruitment agencies due to concerns about overcharging 
migrant workers.  
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V. Balance of Payments

25. The current account balance registered a defi cit of NPR 191.13 billion (5.52 percent of 
GDP) in the fi rst eight months of FY2019, higher than the defi cit of NPR 154.99 billion 
(5.11 percent of GDP) in the same period of previous year (Figure 1.29).The key factor 
infl uencing the defi cit of current account balance can be credited to increase in the trade 
defi cit. Similarly, the defi cit in balance of payments has also widened to NPR 58.99 billion 
(1.7 percent of GDP) in the fi rst eight months of FY2019, compared to NPR 24.73 billion 
(0.82 percent of GDP) during the same period in FY2018 (Figure 1.29).

VI. Exchange Rate

26. The value of Nepalese rupee signifi cantly depreciated by 7.14 percent (y/y) against US 
dollar in mid-March 2019 compared to the same month of previous year4 (Figure 1.30). 
The buying (selling) nominal exchange rate per US dollar peaked as high as 118.73 (119.33) 
on October 10, 2019 and dropped as low as 109.2 (109.8) on August 2, 2018 in FY2019.  

4  The value is based on the selling exchange rate. The corresponding value for buying exchange rate is 7.18 percent 
(y/y).
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E. Capital Market

 

27. Month wise averages based on daily fl uctuations for the fi rst eight months of this fi scal 
year have been used to derive this bar chart. From May, 2018 NEPSE index has declined 
by almost 15 percent. The maximum decline of about 30 percent is driven by the hydro 
sector followed by about 20 percent in micro-fi nances and 14 percent in commercial 
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banks. The only sector which seems to be improving despite the gloomy stock market is 
the trading sector whose index has increased by almost 21 percent. 

28. Over the current fi scal year, the total market capitalization has declined by 1.62 percent 
relative to the last month of the previous fi scal year. Over the eight months of this fi nancial 
year, the contribution of fi nancial institutions towards total market capitalization has seen 
a slight decline from 80.5 percent to 79.5 percent, still signifi cantly above other sectors. 
While all other sectors have an almost consistent contribution, hydropower has increased 
its share towards total market capitalization by almost 41 percent from 4.2 percent to 
5.9 percent. Albeit slowly, investors seem to have built confi dence in a sector other than 
fi nancial institutions. 

29. The increase in hydropower's market capitalization regardless its sharp decline in its 
index indicates investor's optimism towards this sector.  

  

        
             

Commercial 
Banks 1           

Development 
Banks 0.99 1    

-1 0 -0.6 0.6-0.8 0.9 -1 1 
Finance 

Companies 0.98 0.97 1             
Hotel 0.87 0.88 0.84 1        
Hydro 0.98 0.98 0.97 0.89 1       

Manufacturing 0.44 0.44 0.51 0.52 0.54 1      
Microfinance 0.95 0.96 0.94 0.90 0.96 0.50 1     

NEPSE 0.99 0.99 0.98 0.88 0.98 0.47 0.96 1    
Other 0.95 0.96 0.95 0.81 0.93 0.46 0.93 0.96 1   

Trading 0.66 0.68 0.73 0.62 0.71 0.64 0.73 0.69 0.7 1 

  C
om

m
er

ci
al

 B
an

ks
 

D
ev

. B
an

ks
 

Fi
na

nc
e 

C
om

pa
ni

es
 

H
ot

el
 

H
yd

ro
 

M
an

uf
ac

tu
ri

ng
 

M
ic

ro
fin

an
ce

 

N
E

PS
E

 

O
th

er
 

T
ra

di
ng

 

Figure 1.33: Pearson Correlation amongst NEPSE Index 
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30. The matrix shows the Pearson Correlation amongst NEPSE index and other sub-indexes. 
The color-coded values range from -1 to 1 where -1 depicts perfect negative and 1 depicts 
perfect positive correlation. The data used to develop this matrix include daily fl uctuation 
of NEPSE index and the sub-sector indexes from 14th May, 2018 to 14th March, 2019.The 
NEPSE Index and all other sub-indexes so far in this fi scal year are positively correlated. 
While the manufacturing sub-sector has relatively less correlation with NEPSE and 
fi nancial institution indexes, hydro depicts an extremely high correlation with those 
indexes. Because the indexes are fl uctuating in the same direction, investment across these 
sectors would provide no diversifi cation benefi ts. Due to the lower correlation between 
manufacturing and fi nancial institutions, investment across these two sub-sectors would 
make an investor comparatively better off.      

Capital Market Reforms during FY 2018-19

• A full-fl edged online system was introduced in November, 2018 replacing a semi-
automated system

• NEPSE and the KRX intended to create a partnership between the two exchanges for 
enhancing the operational effi ciency and competitiveness of Nepali and Korean Capital 
Market and aim to introduce an effi cient and reliable capital market in Nepal by designing 
new practices and IT system. 

• The Government removed VAT charges on transactions done by the brokers

• Security Board of Nepal's (Sebon) decided to issue licenses to market dealers. Further 
Sebon allowed Citizen Investment Trust to function as a market dealer though it is yet to 
receive the operating license

• A complete demat system was enforced

• Four commercial banks received license to operate as clearing banks- Nepal Investment 
Bank, Global IME Bank, Prabhu Bank and Siddhartha Bank

31. Despite the reforms, NEPSE remained largely affected due to the fl uctuating interest rates 
as a result of the liquidity and credit crunch hence creating a shortage of loanable funds 
with the banks. The fi nancial institutions however constitute close to 80 percent of the 
total market capitalization. Nevertheless with the government's plan to introduce possible 
market instruments, among others – permitting margin trading through stockbrokers, 
allowing brokers to act as underwriters and providing brokering licenses to commercial 
banks, would encourage more savings to be directed towards productive investment. Also, 
Nepal Rastra Bank has decided to divest its share of about 36 percent into NEPSE. If some 
percentage of these could be divested to KRX and/or the other premier exchanges, the 
needed capital, technology and human resources can be furnished to Nepal. All of these 
create probable chances to boost the demand of shares, assuming a bull market in future.  
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Annex A: Key Macroeconomic Indicators
TABLE A1

KEY MACROECONOMIC INDICATORS (IN NPR BILLIONS)

Sector Indicator FY2015 FY2016 FY2017 FY2018 FY2019

A. Real Real GDP 764.336 768.835 832.060 887.455 950.033

 1. Supply side components

 a) Agriculture  240.14 240.68 253.20 260.26 273.35

 b) Industry 109.40 102.44 115.14 126.18 136.46

 c) Services 374.26 383.06 414.04 443.69 476.01

 2. Demand side components

 a) Consumption 718.33 713.27 738.48 767.06 819.02

 b) Gross fi xed capital formation 185.71 162.90 235.04 277.58 317.26

 c) Inventory 128.37 184.79 244.12 312.61 377.97

 d) Net exports -268.08 -292.13 -385.58 -469.80 -564.22

B. Fiscal 1. Government revenue 405.85 481.96 609.18 732.23 508.59

a) Tax revenue 355.94 421.10 547.49 659.49 457.00

b) Non-tax revenue 49.90 60.87 61.69 72.74 51.60

2. Government expenditure 509.21 581.70 815.70 1066.18 519.58

a) Recurrent 334.88 364.47 513.67 693.46 392.35

b) Capital 81.03 115.68 199.19 263.55 85.22

c) Financial 93.30 101.56 102.84 109.17 42.01

3. Budget balance -45.88 -56.68 -188.69 -305.50 8.90

C. Monetary 1. Broad Money supply
(end of period)

1877.80 2244.58 2591.70 3094.47 3354.56

a) Net domestic assets 1130.51 1288.60 1577.07 2040.17 2348.98

b) Net foreign assets 747.29 955.98 1014.63 1054.29 1005.58

2. Interest rate (in percent)

b) Weighted average 91-day 
TB rate

0 0 0.09 3.17 4.22

a) Daily weighted interbank 
rate

4.00 1.12 0.33 2.86 5.07

3. Infl ation (in percent) 7.58 10.45 2.71 4.58 4.20

a) Food and beverages 
infl ation

9.29 10.15 -0.88 3.90 2.15

b) Non-food and services 
infl ation

6.08 10.68 5.61 5.11 5.83

D. External 1. Exports (free-on-board) 98.28 74.87 82.13 93.31 71.56

2. Imports (free-on-board) -761.77 -756.49 -977.95 -1227.87 -933.44
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a) Oil -112.04 -68.72 -121.41 -172.24 -136.00

b) Non-oil -649.73 -687.76 -856.53 -1055.63 -797.44

3. Trade balance -663.50 -681.62 -895.82 -1134.57 -861.89

4. Remittances 617.28 665.06 695.45 755.06 582.19

5. Current account balance 108.32 140.42 -10.13 -245.22 -191.12

6. Balance of payments -145.04 -188.91 -82.11 -0.96 58.99

7. Exchange rate (USDNPR)

 a) Sell 101.74 107.33 103.46 109.94 111.27

 b) Buy 101.14 106.73 102.86 109.34 110.67

E. Capital 1. Stock market index (number) 961.23 1718.15 1582.67 1212.36 1163.26

TABLE A2
KEY MACROECONOMIC INDICATORS (IN PERCENT, Y/Y)

Sector Indicator FY2015 FY2016 FY2017 FY2018 FY2019

A. Real Real GDP 3.32 0.59 8.22 6.66 7.05

 1. Supply side components

 a) Agriculture 1.10 0.23 5.20 2.79 5.03

 b) Industry 1.45 -6.36 12.40 9.59 8.15

 c) Services 4.63 2.35 8.09 7.16 7.29

 2. Demand side components

 a) Consumption 3.38 -0.70 3.53 3.87 6.77

 b) Gross fi xed capital formation 19.57 -12.28 44.28 18.10 14.30

 c) Inventory -2.57 43.95 32.11 28.06 20.91

 d) Net exports 10.69 8.97 31.99 21.84 20.10

B. Fiscal 1. Government revenue 19.05 21.39 22.78 24.16 14.68

a) Tax revenue 16.71 18.69 20.47 21.76 13.19

b) Non-tax revenue 2.34 2.70 2.31 2.40 1.49

2. Government expenditure 22.02 14.24 40.23 30.71 2.57

a) Recurrent 12.92 8.84 40.94 35.00 0.69

b) Capital 32.06 42.76 72.20 32.31 -1.41

c) Financial 57.03 8.85 1.26 6.16 38.02

3. Budget balance 233.65 23.54 232.90 61.90 -116.60

C. Monetary 1. Broad Money supply (end of 
period)

19.91 19.53 15.46 19.40 18.66

a) Net domestic assets 16.94 13.98 22.39 29.37 28.78

b) Net foreign assets 24.71 27.93 6.14 3.91 0.25

2. Interest rate (in percent)

b) Weighted average 91-day 
TB rate
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a) Daily weighted interbank 
rate

3. Infl ation (in percent)

a) Food and beverages 
infl ation

b) Non-food and services 
infl ation

D. External 1. Exports (free-on-board) -2.66 -23.82 9.70 13.61 17.52

2. Imports (free-on-board) 9.39 -0.69 29.27 25.56 23.47

a) Oil -15.74 -38.66 76.67 41.86 35.19

b) Non-oil 15.32 5.85 24.54 23.24 21.67

3. Trade balance 11.43 2.73 31.42 26.65 23.99

4. Remittances 13.62 7.74 4.57 8.57 23.38

5. Current account balance 20.73 29.63 -107.21 2320.55 23.31

6. Balance of payments 14.09 30.25 -56.54 -98.83 138.52

7. Exchange rate (USDNPR)

 a) Sell 5.43 5.49 -3.61 6.26 1.21

 b) Buy 5.46 5.53 -3.63 6.30 1.22

E. Capital 1. Stock market index (number) -7.23 78.74 -7.89 -23.40 -4.05

TABLE A3
KEY MACROECONOMIC INDICATORS 

(IN PERCENT, PERCENT OF NOMINAL GDP)

Sector Indicator FY2015 FY2016 FY2017 FY2018 FY2019

A. Real Real GDP

 1. Supply side components

 a) Agriculture 31.42 31.30 30.43 29.33 28.77

 b) Industry 14.31 13.32 13.84 14.22 14.36

 c) Services 48.96 49.82 49.76 50.00 50.11

 2. Demand side components

 a) Consumption 93.98 92.77 88.75 86.43 86.21

 b) Gross fi xed capital  
        formation

24.30 21.19 28.25 31.28 33.40

 c) Inventory 16.80 24.04 29.34 35.23 39.78

 d) Net exports -35.07 -38.00 -46.34 -52.94 -59.39

B. Fiscal 1. Government revenue 13.73 18.75 26.40 20.20 17.53

a) Tax revenue 14.16 18.30 30.01 20.46 18.08

b) Non-tax revenue 10.79 21.97 1.36 17.91 12.89

2. Government expenditure 23.91 25.82 30.50 35.18 15.00
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a) Recurrent 15.72 16.18 19.21 22.88 11.33

b) Capital 3.80 5.13 7.45 8.69 2.46

c) Financial 4.38 4.51 3.85 3.60 1.21

3. Budget balance -2.15 -2.52 -7.06 -10.08 0.26

C. Monetary 1. Broad Money supply (end of 
period)

88.15 99.62 96.90 102.09 96.83

a) Net domestic assets 53.07 57.19 58.97 67.31 67.80

b) Net foreign assets 35.08 42.43 37.94 34.78 29.03

2. Interest rate (in percent)

b) Weighted average 91-day 
TB rate

a) Daily weighted interbank 
rate

3. Infl ation (in percent)

a) Food and beverages 
infl ation

b) Non-food and services 
infl ation

D. External 1. Exports (free-on-board) 4.61 3.32 3.07 3.08 2.07

2. Imports (free-on-board) -35.76 -33.57 -36.57 -40.51 -26.94

a) Oil -5.26 -3.05 -4.54 -5.68 -3.93

b) Non-oil -30.50 -30.52 -32.03 -34.83 -23.02

3. Trade balance -31.15 -30.25 -33.49 -37.43 -24.88

4. Remittances 28.98 29.52 26.00 24.91 16.81

5. Current account balance 5.09 6.23 -0.38 -8.09 -5.52

6. Balance of payments -6.81 -8.38 -3.07 -0.03 1.70

7. Exchange rate (USDNPR)

 a) Sell

 b) Buy

E. Capital 1. Stock market index 
   (number)

Notes to Tables A1-A3: i) FY2019 data for fi scal, monetary, external, and capital sectors are for the fi rst 
eight months; ii) Blank cells indicate that data are not available or not applicable; iii) Broad money 
supply, interest rate, exchange rate, infl ation, and stock market index are for the end of period; iv) 
Government expenditure and its components are on cash basis; and v) For supply side components or 
real GDP, share in Table A3 is computed as the share of real GDP. Source: Central Bureau of Statistics, 
Nepal Rastra Bank, Department of Foreign Employment, Nepal Stock Exchange, and IIDS staff 
calculations.  
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Annex B: Forecasting Real GDP Growth and Infl ation

B.1. Details 

We obtain the annual data for real gross domestic product (RGDP), broad money supply 
(M2), remittances (REMIT), infl ation rate (INF), government recurrent expenditure (GRE), 
and government capital (GCE) from various offi cial sources: Economic Survey (Ministry of 
Finance [MoF], Government of Nepal [GoN]), Quarterly Economic Bulletin (Nepal Rastra 
Bank [NRB]), A Handbook of Government Finance Statistics (NRB), and Budget Speeches 
(MoF, GoN). All variables are in logarithms except the infl ation rate. INF is calculated as the 
change in the log of annual average national consumer price index.  A more detailed description 
of the defi nitions of these variables is presented in Table B1.

The sample ranges from FY1992 to FY2019. The sample starts in FY1992 because Shrestha 
(2008) shows the presence of a structural break in most macroeconomic variables for early 
1990s and late 1980s. The end period, however, is determined by the availability of data for all 
variables. We use the most recent version of data for all variables. For example, remittances 
data available for FY2019 corresponds to data as available in mid-March, 2019.

Table B1
Variable Defi nitions

Variables Defi nitions
RGDP Real Gross Domestic Product at Producer Prices expressed in terms 

of prices for the base year, FY2001. Sources: NPC Commission (2012) 
for FY1992-FY2010 and CBS for FY2011-FY2018. Data for FY2018 is 
revised estimate, and data for FY2019 is preliminary estimate.

M2 Broad Money Supply in current local currency (millions of NPR). Source: 
Quarterly Economic Bulletin (NRB). See notes to Table for FY2019.

REMIT Remittances in current local currency (millions of NPR). NRB adopted 
Balance of Payment Manual V in FY2001; so, for FY2001-FY2019, 
remittances include workers' remittance and pensions, and for FY1992-
FY2000, when NRB used Balance of Payment Manual IV, remittances 
include private remittances. Sources: Economic Survey, (MoF, GoN), 
Quarterly Economic Bulletin (NRB), and Current Macroeconomic and 
Financial Situation of Nepal (NRB). See notes to Table for FY2019.

INF Infl ation rate computed as the change in the log of annual average national 
consumer price index. National consumer price index is expressed in 
terms of prices for the base year, FY2001. Sources: Quarterly Economic 
Bulletin (NRB) and Current Macroeconomic and Financial Situation of 
Nepal (NRB). See notes to Table for FY2019.
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GRE Government recurrent expenditure in current local currency (millions 
of NPR). Before FY2001, expenditure was classifi ed as regular and 
development expenditure, and principal repayment was considered 
as the component of regular expenditure. So, for FY1992-FY2000, 
recurrent expenditure was defi ned as regular expenditure minus 
principal repayment. Moreover, from FY2010, government started 
reporting its budgetary operation using Government Financial Statistic 
2001. Under this reporting, grants and subsidies that fall under capital 
expenditure are also considered as recurrent expenditure. So, for 
FY2010-FY2019, we subtract grants and subsidies of a capital nature 
from recurrent expenditure. We use the data on grants and subsidies 
from Budget Speeches of MoF (various years) for this purpose. Sources: 
A Handbook of Government Finance Statistics (NRB) and Budget 
Speech (MoF, GoN). See notes to Table for FY2019.

GCE Government capital expenditure in current local currency (millions 
of NPR). Before FY2001, expenditure was classifi ed as regular and 
development expenditure, and so, for FY1992-FY2000, capital 
expenditure was defi ned as development expenditure. Moreover, from 
FY2010, government started reporting its budgetary operation using 
Government Financial Statistic 2001. Under this reporting, grants 
and subsidies that fall under capital expenditure are also considered 
as recurrent expenditure. So, for FY2010-FY2019, we add grants and 
subsidies of a capital nature to capital expenditure. We use the data on 
grants and subsidies from Budget Speeches of MoF (various years) for 
this purpose. Sources: A Handbook of Government Finance Statistics 
(NRB) and Budget Speech (MoF, GoN). See notes to Table for FY2019.

CIVILDUM The civil war dummy takes a value of 1 for FY2001-FY2005 during which 
Maoist insurgency sharply escalated, and 0 otherwise.

EARINDIADUM The earthquake and Indian embargo dummy takes a value of 1 for 
FY2015-FY2016, during which Nepal faced the earthquake and unoffi cial 
Indian embargo, and 0 otherwise.

FEDERAL The federal dummy takes value of one to indicate transition of Nepal 
into federal structure which is FY2015-FY2016 onwards.

Notes: i) All variables except infl ation are log-transformed; ii) Following assumptions have 
been followed for the data relating to FY2019: a)  Remittance is expected to grow at the average 
monthly growth rate (m/m) (computed using fi rst eight months data) of -1.5 percent for the 
remaining four months of  FY2019; b) Money supply would grow at the average monthly growth 
rate (m/m) (computed using fi rst eight months data) of 1.28 percent for the remaining four 
months of FY2019; c) Annual average CPI for FY2019 is expected to be the average monthly 
CPI of fi rst eight months; d) Government  expenditure data for FY2019 is revised and from the 
budget speech of FY2020.

B.2. Methodologies

Building a VAR model involves fi ve steps: (a) examine whether data the variables in the model 
are stationary, or integrated of order zero; b) use the information criterion to identify the order 
(lag length) of the VAR model; c) estimate the model using the ordinary least squares method; 
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d) use diagnostic tests with respect to the residuals for model adequacy; and e) if the estimated 
model is adequate, use it to obtain forecasts. In the following subsections, we describe step 1 in 
subsection 1 and steps 2 to 4 in subsection 2. 

B.2.1 Unit Roots

We perform augmented Dickey Fuller (ADF) test to examine the presence of unit roots in the 
series. Table B2 reports the results of ADF test, which has the unit root as the null hypothesis. 
The lag length, k, 883 ADF is chosen by Schwarz Information 8 (SI). The trend and intercept 
are included when the data are in level form, but when the data are in fi rst difference, the 
trend is omitted because the data do not appear to be trending in that case. The results for 
ADF are presented in columns 2 and 3 of Table A2. The second column shows that the levels 
of all variables but INF are non-stationary. However, the third` column shows that the fi rst-
differences of RGDP, M2, REMIT, GRE, and GCE are stationary. In other words, INF is 
integrated of order 0, and all other variables are integrated of order 1.

Table B2
 Unit Roots Tests

Variable ADF
Level First-difference

RGPD -2.26 -5.26*
REMIT -1.56 -5.76*

MM2 -1.21 -3.34*
GRE -0.85 -4.77*
GCE -1.55 -4.00*
INF -4.73*

Notes: 1) RGDP, REMIT, MM2, GRE, and GCE denote, respectively, the logs of real GDP, remittances, 
broad money supply, government recurrent expenditure, and government capital expenditure, and INF 
denotes infl ation rate; ii) ADF denotes the Augmented Dickey Fuller test statistic for the unit root null 
hypothesis; iii) The sample period is 1992-2019; iv) * Indicate rejection of the null at 1 or 5 percent level 
respectively.; v) Critical values for ADF are obtained from Mackinnon (1996); vi)Level test uses intercept 
and deterministic time trend; and vii) First-difference test uses intercept.

B.2.2 VAR Analysis

We estimate the VAR model using only stationary variables. In doing so, we may face model 
misspecifi cation problem since we will lose long-run information if these variables are 
cointegrated. Moreover, if these variables are cointegrated, there must exist an error correction 
representation. However, recent literature suggests that the forecasting performance of error-
correcting models will be poor when there are location shifts, e.g., occasional changes in 
the base year or other methodological changes in the defi nition of the series (Clements and 
Hendry, 2006; Clements and Galvão, 2013). In our case, there are not only changes in the base 
year for RGDP in FY2001 but also methodological changes in the defi nitions of GRE and GCE 
from FY2010. 

In the VAR model, we use INF and the fi rst-differences of RGDP, M2, and REMIT as endogenous 
variables and the fi rst-differences of GRE and GCE, civil war dummy, and earthquake and 
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Indian embargo dummy as exogenous variables.5  We initially estimated the VAR model using 
2 lags (k=2) and then selected a lag length, k, by using the Akaike Information Criteria (AIC), 
SIC, and Hann-Quin Criteria (HQC) the statistics of which are presented in Table B3.

Table B3

Statistics for the VAR model
Lag length (k) AIC (k) SIC (k) HQC(k)
0 -13.54* -12.55* -13.28*
1 -13.37 -11.60 -12.90
2 -13.26 -10.71 -12.59

Notes: VAR model consists of infl ation rate and the fi rst-differences of real gross domestic product, 
broad money supply, and remittances as endogenous variables and the fi rst-differences of government 
recurrent expenditure and government capital expenditure, civil war dummy, and earthquake and Indian 
embargo dummy as exogenous variables. The maximum lag-length is set to 1. The effective sample period 
is 1994-2019. *Indicate minimum values under each statistics.

Table B3 shows that the optimal lag length for AIC, HQC, and SIC information criteria is 
zero. However, we proceed with the use of VAR of lag length 1 as residuals show absences 
of autocorrelation and non-normality when we use the autocorrelation LM test and Jarque-
Bera test, respectively (not reported).6  In addition, the results show that the estimated VAR 
is stable since all inverse roots of the characteristic Autoregressive (AR) polynomial have 
modulus less than one and lie inside the unit circle (not reported). Since the estimated VAR 
model passes the diagnostic tests, we can use it for forecasting endogenous variables from 
FY2020 to FY2021. To do so, it is necessary to know the magnitudes of exogenous variables 
over the forecast period. We fi lled in values of government expenditure related exogenous 
variables for the forecast period using univariate forecasting method (AR(1)). 

Table B4

Forecasts from the VAR model

FY2020 FY2021
Real GDP growth 6.02 5.77
Infl ation 4.76 4.74

Notes: VAR model consists of infl ation rate and the fi rst-differences of real gross domestic product, 
broad money supply, and remittances as endogenous variables and the fi rst-differences of government 
recurrent expenditure and government capital expenditure, civil war dummy, and earthquake and Indian 
embargo dummy as exogenous variables. The maximum lag-length is set to 1. The effective sample period 
is 1994-2019. 

Table B4 shows the forecasted value of growth of real GDP for FY2020 to be 6.02 percent. This 
is lower than the forecasts of World Bank (WB), which was announced in June 2019, and Asian 
Development Bank (ADB) and International Monetary Fund (IMF) both announced in April 

5 The civil war dummy takes a value of 1 for FY2001-FY2005 during which Maoist insurgency sharply escalated, and 
0 otherwise. The earthquake and Indian embargo dummy takes a value of 1 for FY2015-FY2016, during which Nepal 
faced the earthquake and unoffi cial Indian embargo, and 0 otherwise. 

6 Since we use annual data, we do not check for conditional heteroskedasticity, as it is only an issue for the model 
using data with monthly or higher frequency (Luetkepohl, 2011).
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2019 (Table B5). The forecasted value of growth of real GDP for FY2021 is also lower than that 
the WB's forecast but higher than the forecast of IMF (Table B5). Table B4 also depicts that 
infl ation will remain at 4.76 percent in FY2020 and 4.74 percent in FY2021; these are similar 
to that reported by WB but slightly lower than forecasts of ADB and IMF (Table B5).

Table B5 

Forecast comparisons of IIDS with WB, ADB, and IMF

Variables FY2020 FY2021
IIDS WB ADB IMF IIDS WB IMF

Real GDP growth 6.02 6.4 6.3 6.3 5.77 6.5 4.5

Infl ation 4.76 4.7 5.1 6.5 4.74 5.0 6.2

Notes: i) Real GDP growth (in percent); ii) Infl ation computed using consumer price index (in percent); 
iii) Sources: World Bank (2019; p.72); Asian Development Bank (2019, p.5); International Monetary 
Fund (2019, p.7) for WB, ADB, and IMF forecasts, respectively.
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Chapter 2: Province Snapshots

PROVINCE 1

Source:inheadline.com 

1. Introduction

Out of 753 local administration units, there are total 137 units in province one, in which 
there is one metropolitan city, two sub-metropolitan cities, 46 municipalities and 88 rural 
municipalities. Its size is 25,905 sq km with a population of 4.5 million people (CBS, 2011) and 
comprised of 14 districts (Bhojpur, Dhankuta, Ilam, Jhapa, Khotang, Morang, Okhaldhunga, 
Panchthar, Sankhuwasabha, Solukhumbu, Sunsari, Taplejung, Terhathum and Udayapur 
etc. The capital of the province is Biratnagar and occupied 17.1 percent population. Of the 
various Janajati ethnic groups, Rai and Limbu communities are predominant in the province, 
with 11.3 percent and 8 percent of the total population respectively. Other major hill Janajati 
communities of the province are Tamangs, Magars, and Newars. The Khas Aryasmake up 
the second largest group (27.8 percent), followed by Madhesis (7.5 percent), Hill Dalits (6.1 
percent), Tharus(4.2 percent), Madhesi Dalits (3.2 percent), Muslims (3.6 percent) and others 
(0.7 percent).

Source: National Population & Housing Census 2011 (CBS, 2012) 
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Province one is mainly based on agriculture and tourism and mostly engaged in farming and 
animal husbandry for livelihood. Tea, paddy, wheat, maize, potato and millet are main crops in 
this region. Inner terai has fertile land for farming paddy, wheat and sugarcane, maize, millet, 
jute etc. Farmer of this region also produces fruits like mango, litchi and banana. Similarly, 
tea is main crop in hilly region where Ilam and Jhapa mostly produce tea along with new 
regions like Panchtahar, Dhankuta, Bhojpur and Solukhumbu being involved in tea farming. 
Some hilly and mountainous area, chhurpi and yak cheese are produced along with bay leaf, 
cardamom etc in the province one.

Province Area Population Districts
Sq km  Percent Number  Percent Number  Percent

One 25,905 17.6 45,34,943 17.1 14 18.18

Nepal 147,181 100 2,64,94,504 100 77 100

(Source: Economic, social and fi nancial status of Nepal, Nepal Rastra Bank, 2075)

2. Socio-Economic Indicators

Indicators Value
Contribution to Country's GDP ( percent) 17.5 percent
HDI 0.504
HPI 27.2 percent
Per Capita Income $1024
Gender Ratio 91.5

3. Budget allocation

The government announced the budget of province number one is NPR 35.936 billion for the 
FY2018/19. Among the total provincial budget amounting NPR 35.936 billion, NPR 22.887 
billion (63.69 percent) has been contributed by the federal government where NPR 12.2435 
billion (34.07 percent) was arranged from the revenue collection and the remaining NPR 
0.8055 billion (2.24 percent) was supported by the mobilizing internal sources of the province. 
Similarly, the budget sources have been supported under various categories of current 
expenditure, capital expenditure, and inter government transfer. Among the expenditure 
load on the accumulated fund of NPR 0.0052 billion, NPR 0.0031 billion (59.62 percent) 
was contributed by the federal government where the remaining 40.38 percent is yet to be 
decided. The budget has prioritized hydro energy, industrial sector, education, health and 
transportation.

Budget Allocation of Province Number Three (Amount in NPR billions)

Particular Total Budget Federal 
Government

Revenue 
Collection

Total 35.936 22.887 12.244

Total Expenditure 33.431 22.387 10.370

Current Expenditure 14.554 8.292 5.700
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Capital Expenditure 18.878 14.095 4.670

Inter-Governmental Transfer 2.505 0.500 1.874

Expenditure Load on 
Accumulated Fund

0.005 0.003 -

Dissociation from the 
Accumulated Fund

35.931 22.884 12.244

percent of Total Expenditure in 
terms of Total Budget

93.029 66.965 31.018

percent of Current Expenditure in 
Terms of Total Expenditure

43.533 56.973 39.164

percent of Capital Expenditure in 
Terms of Total Expenditure

56.467 74.668 24.738

percent of Inter-Governmental 
Transfer in Terms of Total Budget

6.971 19.960 74.806

(Source: Province Number One Government's Red Book FY 2018/19)

Out of the total provincial budget, NPR 33.451 billion (93.03 percent) has been allocated for 
the expenditure amount, where asNPR 2.505 billion (6.97 percent) is the inter-governmental 
transfer. Furthermore, the expenditure amount has been categorized as capital and current, 
where current expenditure comprises a total of NPR 14.5536 billion (43.5 percent) and capital 
expenditure comprises of NPR 18.8775 billion (56.4 percent). Among the total provincial 
budget, NPR 0.0052 billion is expected to be the additional burden on the accumulated fund 
amount and NPR 35.9309 billion is the distribution from the accumulated fund.

4. Human Development Index

Districts HDI Life 
Expectancy

Adult 
literacy

Mean 
years of 
schooling

Per capita 
income 
(PPP $)

Taplejung 0.494 65.83 65.72 3.89 1313
Panchthar 0.498 68.12 66.91 4.21 1082
Illam 0.526 67.95 73.46 4.74 1260
Jhapa 0.518 67.29 69.92 4.77 1226
Morang 0.513 69.05 64.91 4.39 1251
Sunsari 0.496 68.33 62.88 4.21 1104
Dhankuta 0.517 69.04 68.59 4.36 1257
Terhathum 0.527 68.05 69.36 4.56 1419
Sankhuwasabha 0.488 68.42 63.16 3.6 1193
Bhojpur 0.479 68.33 63.09 3.72 999
Solukhumbu 0.502 68.83 57.51 3.3 1841
Okhaldhunga 0.468 70.56 56.14 3.43 957
Khotang 0.494 70.24 61.98 3.78 1132
Udaypur 0.475 69.29 60.7 3.81 920
Nepal 0.49 68.8 59.57 3.9 1160

Source: Human Development Report (UNDP, 2014)
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Province one is notable for its low variation on each of the key HDI indicator, and for the fact 
that, compared to national average, its districts are as high or higher. 

5. Provincial plan/vision/priorities

With a budgetary allocation of NPR 35.936 billion, the Province one government prioritized 
development in agriculture, tourism and infrastructure development, among other areas. 
Province one allotted high budget for infrastructure sector at NPR 9.50 billion, followed by 
NPR 2.74 billion for forest, environment, sanitation & drinking water, and NPR 1.3 billion for 
industrial development.

6. Access to fi nance

People in province one has access to banking and fi nance since there are banks and fi nance 
companies operating in all the 14 districts. In numbers, there are a total of 557 banks in 
province one which is a mix of commercial banks of 406, development banks of 113, and 
fi nance companies of 38 has been operated in province one.   

7. Remittance contribution

Remittance is one of the key indicators that boost up the GDP of the country. Therefore it plays 
a vital role in the fi nancial sector for the sake of developmental purposes.  The remittance 
infl ow from fi rst 11 months reached from NPR 55.55 billion to NPR 679.7 billion in FY 2017/18 
in Nepal.  

8. State of infrastructure

Transport: The transport sector has been playing a key role in the social and economic 
development of the country. The overall road network has grown from merely 276 km in 1956 
to around 70,474 km in 2017/18. In Province one, based on road length, it reaches 1,383 KM 
(9.0 percent) black topped, 2,813 KM (21.0 percent) graveled and 9,889 KM (70.0 percent) 
earthen so far. 

Education: In province one, there are 6, 721 schools operating out of 35,601 schools in Nepal. 
The literacy rate of this province is 65.3 percent. 

Health: Province one has two medical colleges and there are 43 primary health center and 
648 heath posts situated out of 4009.

Hydropower: Province one has potentiality of hydropower production where 123.5 megawatt 
capacity has been generating out of 1006.8 MW.  

Institutions: Out of 7398 registered industry in Nepal, there are total 737 registered 
industries operating in FY 2017/18 mostly of production based, agriculture and forestry as 
well as energy based in province one. 

9. Our concluding assessment

All the provincial assemblies and governments were also facing shortages of government staffs, 
physical infrastructure and laws required to run the provincial governments. Going through 
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the policies and programs of all the provincial governments, they have laid special emphasis 
on tourism, energy, agriculture, irrigation, compulsory primary education and infrastructure 
development etc.
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PROVINCE 2

Source: inheadline.com 

1. Introduction

Province number Two (Mithila Pradesh, Proposed name) lies in Southeastern part of  Nepal 
holding 8 districts within its territory namely Bara, Parsa, Rautahat, Sarlahi, Mahottari, 
Dhanusa, Siraha and Saptari. It borders Province number One to the east, Province number 
three and one to the North, Province number four to the west and Bihar Province of India 
in South. This province is dominated by terai region. Total area of province number two is 
9661 km2 and considered as smallest province of Nepal by land with highest population 
density. It is also the second most populous province of Nepal following province two and total 
population is 5.4 million (20.40 percent of total population). The Proposed named for capital 
city of province two is Janakpur (Janakpurdham) one of the historical and Religious place of 
Nepal. All the 8 districts in the province-Bara, Parsa, Rautahat, Sarlahi, Mahottari, Dhanusa, 
Siraha and Saptari were linked with the Indian Territory. It has one metropolitan and two sub-
metropolitan. The province also includes Birgunj Metropolitan City which is an economically 
important industrial center and the largest doorway to India border.

2. Infrastructure, Socio-economic and other Indicators

Indicators Value
Contribution to Country's GDP ( percent)- third highest amongst 
all provinces

16.2 percent

Contribution to Agriculture Sector's GDP ( percent) 18 percent

Contribution to Industry Sector's GDP ( percent) 24 percent

Contribution to Service Sector's GDP ( percent) 12.4 percent

Per Capita Income $799 

HDI- lowest amongst all provinces 0.421

HPI- highest amongst all provinces 41.9 percent

Gender Ratio- highest amongst all provinces 101.2
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Literacy Rate (%)- lowest amongst all provinces 40.9 percent

Out of total productive land 89.9 percent of land is cultivated in this province. Parsa and Bara 
districts of province serve as an industrial hub with timber yards, a sugar mill, match factory, 
cement factory, Jagadamba steel factory, medicine and cosmetics manufacturing factory and 
a harsh bus station. Janaki Temple which lies in Dhanusa district and an open border with 
India welcomes huge number of tourist by land in this province. However, this province has 
no hydroelectricity projects.

3. Budget Allocation for the Fiscal Year 2018/19

Particular Amount in NRs billion Percentage (%)
Total budget 29.3885 100

Current 14.427 49.09
Capital 14.961 50.91

4. Allocation of budget in Education

The detailed segregation of this budget under the Ministry has not been revealed by the 
Government of Province number Two. The budget speech of the Province number Two has 
focused on the following educational plans:

• For the enactment of the Mother tongue educational policy, along with the coordination 
of the local government, budget has been allocated to motivate the schools providing 
education in the mother tongue. 

• Yog and Moral Education will be development as an important educational component. 
Budget has been allocated for linking the Madarsa Education to the main streamline 
education of the province.

5. Access to Finance

According to Economic Survey 2017/18, Ministry of Finance) there are 268 commercial bank, 
40 Development bank and 17 Finance Company in province number two. Population per 
branch is 18360 which is highest among all provinces due to dense population.

6. Opportunities and Challenges

Education is the biggest challenge faced by this province evidently because the literacy rate is 
least among all of the seven provinces with minimal awareness to educate women. Further, 
the biggest river of Nepal, Koshi River fl ows through this province and has become a reason 
for agitation for the people in Saptari district as many lives and fertile lands have been ripped 
away in past years. 

All the eight districts have plain terai land and also have direct access to the open border with 
India. Plain land with fertile soil can be appraised for people here hence agriculture can uplift 
the standard of living of people here. Moreover, due to open border to the giant industrial 
hub India, the industrial sector has a huge prospect of fl ourishing. The highest number of 
industries currently are in Bara and Parsa districts. Birgunj-Raxaul borders which lies in Parsa 
district collects the highest amount of custom. The Birgunj customs offi ce revenue collection 
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was 0.60 percent higher than the target set by the government. Similarly, the customs offi ce at 
Sirsiya Dry Port in Birgunj also generates higher than expected revenue. It is safe to anticipate 
that the Nijgadh International Airport (proposed airport development project) in Nijgadh, 
Nepal will defi nitely fl ourish economic contributions from this province.  Agriculture, tourism 
and industry if harnessed properly, will lead to prosperity.
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Source: inheadline.com 

1. Introduction

Province Number Three is surrounded by the Tibet Autonomous Region of China to the north, 
Province number One to the east, Gandaki Pradesh (Province number Four) to the west, 
and the Province number Two and Bihar Province of India to the south. Its total coverage 
is 20,300 square kms, and the population comprises 20.9 percent of total population of the 
country (5.5 million) (CBS 2011). With the capital of the nation Kathmandu, the majority part 
of this province belongs to the hills and mountains. The capital of the province is Hetauda. 
The province possesses rich cultural diversity with castes and communities inhabiting it. 
The districts within this province are Sindhuli, Ramechhap, Dolakha, Bhaktapur, Dhading, 
Kathmandu, Kavrepalanchowk, Lalitpur, Nuwakot, Rashuwa, Sindhupalchowk, Chitwan and 
Makwanpur. It has three metropolitan and one sub-metropolitan city, thirteen districts and 
thirty three constituents. The population of this province is majorly involved in agriculture, 
industry and service. It has thirty eight hydro-electricity projects, the highest number amongst 
all provinces and also a whopping nine hundred and seventy nine industries hence is commonly 
known as the Industrial Province of the country. 

2. Infrastructure, Socio-Economic and Other Indicators: 

Indicators Value Relative Analysis
Contribution to Country's GDP ( percent) 41.36 percent Highest

Contribution to Agriculture Sector's GDP ( percent) 17.68 percent Third Highest

Contribution to Industry Sector's GDP ( percent) 30.36 percent Highest

Contribution to Service Sector's GDP ( percent) 47.11 percent Highest

Per Capita Income $1,534 Highest

HDI 0.543 Highest

PROVINCE 3
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HPI 27.10 percent Second Lowest

Multi-dimensional Poverty Index ( percent) 0.051 Lowest

Gender Ratio 98.8  xx

Literacy Rate ( percent) 69.30 percent Highest

Road Network 17,223 kms Largest

Population in Urban Area ( percent ) 72.57 percent  xx

Population Residing in Foreign Country ( percent) 18.20 percent  xx

Economically Independent Population 42.50 percent  xx

Note: The GDP referred to in this table is the Nominal GDP.

3. Budget Allocation for the Fiscal Year 2018-19

For the fi scal year 2018-19, this Province announced the budget of NPR 35.6156 billion. Out 
of the total provincial budget, NPR 30.3274 billion (85.14 percent) was allocated for the 
expenditure amount, whereas, NPR 5.2882 billion (14.85 percent) for the inter-governmental 
transfer. Furthermore, current expenditure was assigned a total of NPR 8.5743 billion and 
capital expenditure a total of NPR 21.7730 billion. However, this province has not been allotted 
any fi nancing cost for the current fi scal year. The details have been accumulated in the table 
below.

Budget Allocation of Province Number Three (Amount in NPR billion)

Particular Total 
Budget

Federal 
Government

Revenue 
Collection

Total 35.616 17.285 18.330
Total Expenditure 30.327 11.997 18.330
Current Expenditure 8.574 3.163 5.411
Capital Expenditure 21.773 8.834 12.919
Inter-Governmental Transfer 5.288 5.288 0.000
Expenditure Load on Accumulated Fund 0.009 0.000 0.009
Dissociation from the Accumulated Fund 35.607 17.285 18.322
Percent of Total Expenditure in terms of Total 
Budget

85.152 39.559 60.441

Percent of Current Expenditure in Terms of 
Total Expenditure

28.273 36.894 63.105

Percent of Capital Expenditure in Terms of 
Total Expenditure

71.793 40.571 59.337

Percent of Inter-Governmental Transfer in 
Terms of Total Budget

14.848 100.000 0.000

(Source: Province Number Three Government's Red Book FY 2018/19)

Among the total provincial budget of NPR 35.6156 billion, NPR 17.2853 billion (48.53 percent) 
has been contributed by the national budget, whereas, NPR 18.3303 billion (51.47 per) was 
planned to be arranged from the revenue collection. The budget sources have been supported 
under various categories of current expenditure, capital expenditure, and inter-government 
transfer.
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4. Access to Finance

Evidently the highest concentration of banking services is in Province Number 3. It has 
the highest number of branch offi ces of BFIs totaling to 1,263. Not only branch offi ces but 
deposit and loan mobilization also is the highest in this Province. The data shows that deposit 
mobilization here accounts for 72 percent of total deposit along with extension of 57 percent 
of the total credit of BFIs.  

5. District-Wise Analysis

Population and Health:

DISTRICTS
Population

Health
Life Expectancy

Female Male Total Value Index
Sindhuli 154,069 142,123 296,192 70.040 0.751
Ramechhap 109,260 93,386 202,646 72.900 0.798
Dolakha 99,554 87,003 186,557 70.850 0.764
Bhaktapur 149,767 154,884 304,651 70.480 0.758
Dhadhing 178,233 157,834 336,067 70.860 0.764
Kathmandu 831,239 913,001 1,744,240 68.550 0.726
Kavrepalanchowk 199,001 182,936 381,937 70.860 0.764
Lalitpur 230,050 238,082 468,132 70.300 0.755
Nuwakot 144,684 132,787 277,471 70.810 0.763
Rasuwa 21,825 21,475 43,300 70.910 0.765
Sindhupalchowk 149,447 138,351 287,798 69.570 0.743
Chitwan 300,897 279,087 579,984 69.780 0.746
Makwanpur 213,793 206,684 420,477 68.080 0.718

Education, Income and HDI:

DISTRICTS

Education Income HDI
Adult Literacy Mean 

Years of 
Schooling

Per Capita 
Income Arithmetic 

Mean
Geometric 
Mean

Value Index Value Index Value Index
Sindhuli 51.080 0.511 3.080 0.205 822 0.352 0.504 0.440
Ramechhap 52.100 0.521 3.370 0.225 951 0.376 0.532 0.468
Dolakha 53.600 0.536 3.260 0.218 922 0.371 0.522 0.459
Bhaktapur 78.130 0.781 6.190 0.413 1,379 0.438 0.618 0.573
Dhadhing 53.260 0.533 3.200 0.213 982 0.381 0.524 0.461
Kathmandu 84.040 0.840 7.050 0.470 2,764 0.554 0.666 0.632
Kavrepalanchowk 62.770 0.628 4.180 0.279 1,399 0.440 0.572 0.520
Lalitpur 79.680 0.797 6.470 0.431 1,894 0.491 0.640 0.601
Nuwakot 50.590 0.506 3.260 0.218 1,086 0.398 0.524 0.466
Rasuwa 41.320 0.413 2.880 0.192 1,520 0.454 0.520 0.461
Sindhupalchowk 49.510 0.495 3.020 0.201 1,110 0.402 0.514 0.455
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Chitwan 72.230 0.722 5.010 0.334 1,537 0.456 0.598 0.551
Makwanpur 61.790 0.618 3.630 0.242 1,410 0.442 0.551 0.497

6. Challenges:

Migrating to urban areas undoubtedly provides better opportunities and elevates the area's 
development; it simultaneously leaves the left behind places underdeveloped so much 
so that basic facilities like education and health are at a degrading state with extremely 
low and unattractive employment opportunities. Same with this province where seven out 
of thirteen districts including Dolakha, Sindhupalchowk, Ramechap, Rasuwa, Nuwakot, 
Kavrepalanchowk and Dhadhing are left unattended by growth opportunities due to increase 
in local population migration. While about half of the population of this Province is involved in 
agricultural sector, directly or indirectly, the contribution of this sector happens to be no more 
than one third majorly because of the attractive opportunities in other sectors and declining 
involvement of youth population in agriculture.

7. Opportunities:

Almost one third of the total population of the province reside in the urban areas and with 
it, that percent of population are well exposed to proper facilities and better employment 
opportunities. While this province is considered as the industrial hub of the nation and also 
as the maximum contributor to the economy's GDP, needless to say, it holds several revenue 
generating opportunities. With about 18.2 percent of the total population of this province in a 
foreign country, this state has the capability to contribute a good amount of foreign remittance 
into the country. While Nepal plans on making a reasonable brand picture as travel and 
vacationer destination through "Visit Nepal 2020", this province holds abundance opportunity 
to enhance the growth of tourism industry.
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GANDAKI PROVINCE (PROVINCE 4)

 
Source: inheadline.com 

1. Introduction 

Gandaki Province which also is the smallest province among the seven provinces of Nepal, 
recognizes Pokhara as its capital. This province is currently governed by Mr. Baburam Kunwar 
under the rule of Chief Minister Mr. Prithivi Subba Gurung. This province consists of 11 
districts namely Mustang, Manag, Gorkha, Lamjung, Tanahu, Nawal Parasi, Syngja, Parbat, 
Baglung, Myagdi, and Kaski.   

2. Socio-Economic Indicators

Indicators Value
Contribution to Country's GDP ( percent) 8.32 percent

Contribution to Agriculture Sector's GDP ( percent) 10.32 percent

Contribution to Industry Sector's GDP ( percent) 11.14 percent

Contribution to Service Sector's GDP ( percent) 8.35 percent

Per Capita Income $1021 

Multi-dimensional Poverty Index ( percent) 14.2 percent

Road Network 17,223 kms

Total Population 2,403,757

District with highest population 643,508

District with lowest population (also lowest in Nepal) 6538
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3. Budget allocation

Particulars Total 
budget 

Federal 
Government 

Revenue 
Collection 

Internal 
Source 

Total  (Amount in NPR billion) 24.023 16.044 6.576 1.404
Expenditure (Amount in NPR billion) 22.823 N/A N/A N/A
Current (Amount in NPR billion) 6.915 - - -
Capital (Amount in NPR billion) 15.908 - - -
Inter-governmental transfer 1.200 N/A N/A N/A
 percent of Total Budget 100.00 66.783 27.373 5.843
 percent of Total Expenditure in terms 
of total budget

95.00 N/A N/A N/A

 percent of Current expenditure in 
terms of total expenditure

30.299 N/A N/A N/A

 percent of Capital expenditure in terms 
of total Expenditure

69.701 N/A N/A N/A

 percent of Inter-governmental transfer 
in terms of total budget

4.995 N/A N/A N/A

Education Budget 0.5515 - - -
 percent of education  budget 2.30 - - -

(Source: Gandaki Province Government's Red Book FY 2018/19)

With a total budget of Rs 24 billion for FY 2018-19, this province is aiming to achieve eight 
percent rise in provincial income annually and a US$2500 per capita income. Constructions 
of fast tracks from Korala to Pokhara and from Pokhara to Dumkibas are among other key 
projects.

4. Human Development Index

According to the 2014 report Nepal's HDI is 0.490, while that of Gandaki Province is 0.513. 
Gandaki Province and Province 3 are ranked highest in the country. Out of the 11 districts here, 
Kaski is on the top of the HDI list with 0.576, and Baglung is lowest with 0.478.  

District HDI Life 
Expectancy

Adult 
Literacy

Mean 
Years of 

Schooling

Per Capita 
Income 
(PPP $)

Gandaki Province

Gorkha 0.481 71.70 50.17 3.47 1039

Syngja 0.527 69.68 70.37 4.73 1215

Kaski 0.576 70.51 78.57 5.76 1561

Manag 0.568 65.04 0.82 4.79 3166

Mustang 0.508 65.04 61.35 3.86 1922

Myagdi 0.490 70.05 65.16 3.75 1028

Parbat 0.510 70.55 67.57 4.56 1013

Baglung 0.478 68.83 65.54 3.91 868
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Lamjung 0.507 N/A N/A N/A N/A

Tanahu 0.506 N/A N/A N/A N/A

Nawal Parasi 0.493 67.81 63.75 3.92 1157

Gandaki Province 0.513 - - - -

Nepal 0.49 68.8 59.57 3.9 1160

(Source: Human Development Report (UNDP 2014))

5. Provincial Vision and Priorities

Some of the prioritized plans sought by Gandaki Province are related to the Rashtriya Gaurav 
Aayojana, Hydroelectricity generation projects, water-related projects, and road connectivity. 
Under Rashtriya Gaurav Aayojana there are four programmes based on Gandaki Province 
which are i) Pushpalal Madhya Pahadi Lokmarg Aayojan, which covers Gorkha and Burtibhang; 
ii) Kali Gandaki Cross-Road covering Palpa and Bartung; iii) Pokhara International Airport, 
and iv) Budigandaki Jal Vidyut Aayojan for Dhangadi. Whereas under Hydro-electricity 
generation program there are 6 programmes located in Syangja, Tanahu, Lamjung, Parbat, 
and remaining 2 in Kaski. 

There have been various programmes launched for drinking water as well, in total there are 9 
programmes formed in Gandaki Province which is spread all over 11 districts in the province. 
In regards to agriculture and irrigation programmes, there are a total of 7 programmes. 
Gandaki Province has set a vision to increase its per capita income to US$ 1,935 within coming 
fi ve years. 

6. Access to fi nance

People in every district of Gandaki Province have proper access to banking and fi nance since 
there are banks and fi nance institute operating in all the 11 districts of Gandaki Province. In 
numbers, there is a total of 513 banks in Gandaki Province which is a mix of commercial banks, 
development banks, and fi nancial institutes, and a total of 3529 cooperative institutes are been 
operated in the province.    

7. Remittance contribution

Remittance for Nepal is one of the key indicators that boost up the GDP of the country. Nepal 
is marked to be on top 5 lists of the world which are highly benefi ted by the remittances and 
among the SAARC countries, Nepal is marked to be at the top of the list which gains highest 
benefi ts out of remittances. Due to the high number of Nepali migrants' working outside the 
country is the major factor for high remittance; therefore remittance in Nepal plays a vital role 
in the fi nancial sector for the sake of developmental purposes.   

8. State of infrastructure 

There are plenty of options for connectivity for the Gandaki Province as it has the highest share 
of local roads. All the 11 districts located here are connected through roadways making it the 
province along with Province 3 to have the highest roadways. There are four airports here in 
Pokhara, Palungtar, Baglung and Manang, however, only airport in Pokhara is in operating 
state. 
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Gandaki Province has two medical colleges, and almost every district is equipped with medical 
facilities. It also has 14 central government hospitals out of which 11 hospitals have pharmacy 
facilities within, 34 private hospitals. There are currently 40 ambulance facilities within the 
province. 

9. Other Indicators

Indicators Value

Forest Area 32.6 percent

Total Road connectivity 1345.54 km 

Urban Municipalities 27

Rural Municipalities 58

Total Number of Schools 4673 Government Schools 3921

Private Schools 752

Total Number of campuses 129

Central Government Hospitals 14

Private Hospital 34

Access to Ambulance 40 

Multidimensional Poverty Index  0.061

Total Number of Banks 513

Total number of cooperative institutes 3529

Access to safe drinking water 92.58 percent

Access to toilets 100 percent

Safe drinking water programmes 695

Total Number of post offi ces 526

Income Sources
Agriculture 72.4 percent

Non-Agriculture 27.6 percent

Irrigated Land (Percent) 45.88 percent

Number of industries 396

10. Our concluding assessment

This province has a very high potential in hydro-electricity generation because some of the 
richest lakes- Fewa, Rupa, Begnas, Khaste, Dipang and Tilico are located here. Further, Gandaki 
Province has several major mountain peaks like Annapurna, Dhaulagiri, Manaslu, Himalchuli, 
and Machhapuuchhre, serving itself as a gateway to the Himalayas.   Needless to state, this 
province has been a great attraction to tourists also by facilitating various adventurous sports 
like mountaineering, trekking, rafting, paragliding and recently skydiving. 
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Source: inheadline.com 

PROVINCE 5

1. Introduction

This province is the fourth largest amongst the seven provinces. It lies on the lap of hilly 
regions and the plains of Terai. Province 5 shares its border with Gandaki province towards 
the east, Karnali province to its north and province seven towards its west. It also shares 
its border with neighbor India to the south. It constitutes 12 districts namely, Argakhanchi, 
Banke, Bardiya, Dang, Eastern Rukum, Gulmi, Kapilvastu, Nawalparasi West, Palpa, Pyuthan, 
Rolpa and Rupandehi. Within its districts Province 5 includes four sub-metropolitan cities 
with its capital as Butwal.    

2. GDP

Indicators Value
Contribution to Country's GDP ( percent) 13.07 percent

Contribution to Agriculture Sector's GDP ( percent) 16.14 percent

Contribution to Industry Sector's GDP ( percent) 16.26 percent

Contribution to Service Sector's GDP ( percent) 12.54 percent

Per Capita Income $868 

Multi-dimensional Poverty Index ( percent) 14.2 percent

Total Coverage 22,585 kms

Total Population 4,100,000 (15.5 percent)
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 3. Budget allocation

Particulars Total budget Federal 
Government 

Revenue 
Collection 

Total (Amount in NPR billion) 28.090 17.140 10.950

Expenditure (Amount in NPR billion) 26.590 15.640 10.950

Current (Amount in NPR billion) 9.966 5.186 4.780

Capital (Amount in NPR billion) 16.624 10.454 6.170

Inter-governmental transfer (Amount in 
NPR billion)

1.500 1.500 0.000

Financing (Amount in NPR billion) 0.000 0.000 0.000

Expenditure load on the accumulated 
fund (Amount in NPR billion)

0.005 0.005 -

Dissociation from the accumulated fund 28.086 17.135 10.950

(Amount in NPR billion) 100.00 61.018 38.982

Percent of Total Budget 94.660 58.8 41.2

Percent of Total Expenditure in terms of 
total budget

37.479 52.035 47.965

Percent of Current expenditure in terms 
of total expenditure

62.521 62.885 37.115

Percent of Capital expenditure in terms of 
total Expenditure

5.340 100.000 0.000

Percent of Inter-governmental transfer in 
terms of total budget

5.340 100.000 0.000

(Source: Province number Five Government's Red Book FY 2018/19)

4. Human Development Index

With the province-wide HDI of 0.468, among its 12 districts, Palpa has the highest HDI of 0.5, 
while Kapilvastu has the lowest HDI of 0.32.

District HDI Life 
Expectancy

Adult 
Literacy

Mean 
Years of 

Schooling

Per Capita 
Income 
(PPP $)

Gulmi 0.469 68.09 65.58 3.92 752

Palpa 5.00 68.27 70.82 4.35 985

Rupendehi 0.498 68.29 64.39 4.20 1123

Kapilvastu 0.432 67.56 47.10 2.83 990

Arghakhachi 0.483 68.56 65.57 4.01 909

Pyuthan 0.413 64.33 58.01 2.91 681

Rolpa 0.395 66.28 50.74 2.44 643
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Rukum (Eastern 
Rukum falls under 
Province Five)

0.413 68.39 50.81 3.06 782

Dang 0.485 67.33 62.41 3.83 1127

Baanke 0.475 68.35 56.31 3.59 1133

Bardiya 0.466 67.26 56.54 3.40 1086

Province Five 0.468 - - - -

Nepal 0.49 68.8 59.57 3.9 1160

(Source: Human Development Report (UNDP 2014))

5. State of infrastructure

Particulars Units
Districts 12
Sub-Metropolitan City  4
Urban Municipalities 32
Rural Municipalities 73 
Agriculture Production Share 17.63 percent
Total Available Food 1,070,457 Mt
Food Requirement 905,233 Mt
Total Public Health Facilities 670
Non-Public Health Facilities 165

Total number of Financial institutions 624 
Commercial Banks 382
Development Banks 218
Finance 24

Total Primary Schools 5,767
Total Secondary Schools 4,397
Teachers 53,923
Total Students 1,340,571

Literacy Rate 
Male 75.50
Female 58.33

Life expectancy 67.54

Income source of household 
Agriculture 83.47 percent
Non-Agriculture 16.52 percent

Multidimensional Poverty Index 0.133

Further, the largest source of water is through tube well with dependence of 44.32 percent, 
then comes tap/piped with 41.915 percent, 2.44 percent of covered well, 5.23 uncovered well, 
sprout water with 3.19 percent, 1.34 percent river streams and 1.11 percent from miscellaneous 
sources of water.  The main trade centers here are Nepalgunj, Kohlpur, Tulsipur and Gulariya. 
Currently, the operating airports are Gautam Buddha airport, Nepalgunj airport and Tarigaun 
airport.
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6. Other relevant indicators 

Province no 5 has abundant natural resources with fertile land and four rivers namely, Karnali, 
Bheri, Rapti and Babai. About 30 percent of the total provincial population is living under 
multi-dimensional poverty. The major tourist attraction sites here are the Bardiya National 
Park, Banke National Park, Lumbini, Bageshwori, Thakurdwara, Resunga, Swargadwari. 

7. Provincial Vision and Priorities

This province has been working in the formation of a fi ve-year work plan, for which a working 
committee consisting of fi ve members has been formed. The committee aims to focus on 
agriculture, tourism, industry and various other sectors for the growth and development of the 
economy. Among the fi ve members, three are appointed from the provincial government and 
two from the secretariat at the Chief Minister's offi ce. 

Further, this province aims to increase its per capita income to US$ 2000 and reduce its 
poverty by 10 percent within next fi ve years.  With the literacy rate of 59.4 percent, it aims 
to move forward towards becoming a 'Literate Province' by increasing the literacy rate of 
Banke and Kapilvastu districts. Gautam Buddha Airport, an airport serving Siddharthanagar, 
a municipality in the province is currently being upgraded to international standards; 
constructions are scheduled to be completed by 2020.

With four rivers fl owing in province 5 there are two major irrigation projects that are being 
settled- the Sikta Irrigation Project and Babai Irrigation Project; both of which are expected to 
be benefi cial for the agricultural production. 

With a vision to increase the frequency of vehicles, this province aims at investing in electric 
tourist buses which are expected to function on Swargadwari – Thakurdwara and Ramgram 
– Triveni routes. This is expected to be effective once Gautam Buddha International Airport 
comes into operation. Agriculture and tourism are the major sectors contributing to the 
economic development of this province.   
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 KARNALI PROVINCE (PROVINCE 6)

Source: inheadline.com 

1. Introduction

Province 6 or the Karnali Province lies in the western part of Nepal and borders with China to 
the north, Province 4 and 5 to the east, Province 7 to the west and Province 5 to the south. It 
consists of 10 districts namely Dailekh, Dolpa, Humal, Jajarkot, Jumla, Kalikot, Mugu, Salyan, 
Surkhet, and Western Rukum. The capital of the province is Birendranagar. 

With an area of 31,873 sq.km., Province 6 is the largest province in terms of area. However, in 
terms of demography it is the smallest province with only 6.1 percent of the total population 
of the country. Mt. Kanjirowa (6612 m), Mt. Kanti (6859 m), Mt. Gorakh (6088 m) and Mt. 
Changla (6563 m) are some of the remarkable peaks of the province. Rara Lake—the biggest 
lake in Nepal—is located in Mugu district of the province, so is lake Shey-Foksundo. Likewise, 
Badimalika, DeutiBajai, and Chandannath temples are places of religious importance in the 
province. 

2. Social Development Status

Given the largest area and the least population, the density of the province is only 51 person 
per sq. km., which is the lowest among the seven provinces. The majority of population in 
Province 6 belongs to Khas Arya (60.96 percent) followed by Dalit (22.92 percent), Hill Janajati 
(14.76 percent) and others. The gender ratio of Province 6 is 95.5. Around 41.4 percent of the 
population are economically active, however the productivity of the population is signifi cantly 
lower (NPR 76,810) than the national average of NPR 118,108. 

The average life expectancy of Province 6 is 66.8 years, which is the lowest compared to 
other provinces. Similarly, the Human Development Index of the province is 0.427 which is 
considerably lower than the national score of 0.49 and the Human Poverty Index is 41.0—
higher than the national score of 31.1. All districts within Province 6 register lower HDI values 
than the national average. It indicates the overall living standard of the province is lower than 
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the national average. 

The total number of schools—including primary, lower secondary, and secondary schools—in 
Nepal is 59,610, out of which only 7.8 percent (4,652) are located in Province 6. Further, the 
total number of teachers in Province 6 is 17,746 which is only 5.75 percent of the total number 
of teachers in Nepal. Likewise, the literacy rate of the province is 53.0 percent which is slightly 
lower than the national average of 59.6 percent. 

In Province 6, only 64.5 percent households have drinking water pipe facility and 21.7 percent 
households have electricity facility—both lowest amongst the seven provinces. Similarly, only 
50.5 percent households have the toilet facility which is lower than the national average of 61.5 
percent.

3. Economic Status

Indicators Value
Contribution to Country's GDP ( percent) (lowest amongst the provinces) 3.44 percent

Contribution to Agriculture Sector's GDP ( percent) 4.72 percent

Contribution to Industry Sector's GDP ( percent) 3.52 percent

Contribution to Service Sector's GDP ( percent) 3.57 percent

Per Capita Income $677 

According to National Census of Manufacturing Establishments 2011/12, there are 4,076 
industries in Nepal out of which only 44 industries are located in Province 6, which is extremely 
low compared to other provinces. Similarly, the total capacity of hydro power generation in the 
country is 1,006.8 megawatt until Baishak 2075 B.S. (Mid May 2018), out of which Province 6 
produces only 3.8 megawatt. Likewise, Province 6 has the lowest proportion of road network 
(5.2 percent) out of total road network in the country. 

4. Budget and Government Expenditure

The total budget for Province 6 for the fi scal year 2018/19 is NPR 27.283 billion however, the 
estimated expenditure of NPR 28.283 billion exceeds the budget by NPR 1 billion. Out of the 
total expenditure, NPR 7.029 billion (24.85 percent) is estimated for the current expenditure 
and NPR 21.254 billion (75.15 percent) is estimated for the capital expenditure. The federal 
government contributed NPR 21.266 billion to the province and remaining NPR 6.017 billion 
(22.05 percent of the province budget) is expected to be collected through revenue. However, 
during fi scal year 2016/17, Province 6 collected the revenue of NPR 3.173 billion, a mere 0.35 
percent contribution to the total revenue collection of NPR 915.332 billion.

5. Banking and Financial Status

According to the data until Asar 2075 (Mid July 2018) of Nepal Rastra Bank, there are 
4,202 banking and fi nancial institution (BFI) branches in operation within Nepal. Province 
6 comprises of 134 branches which accounts for only 3.19 percent of the total fi nancial 
institution branches—the least amongst the seven provinces. There are 122 commercial banks, 
9 development banks and 3 fi nance company branches in the province. 

Given the low level of presence of banking and fi nancial institutions, the performance of 
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Province 6 is extremely unsatisfactory in terms of deposit and credit mobilization. The 
proportion of deposit collection and credit mobilization is one percent out of total national 
total that is the lowest amongst the seven provinces.   

6. Challenges and Opportunities

Due to the diffi cult terrain and remoteness of the province, Province 6 has been left behind 
in all aspects of development compared to other provinces. Out of the seven provinces, it has 
the lowest life expectancy, lowest proportion of households with water and electricity facility, 
lowest GDP, lowest number of industries and BFI branches, and compares worse than other 
provinces in almost all sectors. There are huge challenges ahead for Province 6 to compete 
with other provinces and improve the living standard of the people that compares with the 
national average. Having said that the province has huge potential to accelerate its socio-
economic scenario. 

As mentioned earlier, it is home to some of the remarkable lakes and mountains such as Rara 
Lake, Shey-Foksundo Lake, Mt. Kanjirowa, Mt Changla, Mt. Gorakh, and places of religious 
importance such as Badimalika, DeutiBajai, and Chandannath temples. These places have huge 
potential to attract tourist from all over the world. In fact, province government has already 
celebrated “Rara-Karnali Visit Year 2018”, a campaign that aimed to create economic and job 
opportunities in the province. However, merely declaring the campaign is not enough to make 
the real impact. Proper infrastructure such as hotels and lodges, road, electricity, hospitals, 
communication etc. should be developed in order to attract the tourists. Development of 
transportation and electricity is particularly important to attract foreign direct investment 
(FDI) as well. Given the limited resources within the province FDI is key to accelerate economic 
growth of any state.

The province also has potential to produce massive amount of hydro-electricity that can serve 
the nation as well as local industries of the province. Currently, a 48 megawatt hydropower 
plant is being constructed through Bheri-Babai diversion project. Investment friendly 
environment should be established in the provincial government in order to speed up the 
construction of hydropower plants such as the 900 megawatt Upper Karnali as well as other 
hydropower projects such as Betankarnali, Tila-1, Tila-2, Jagadulla, Aagekhola, Sharda, 
Nalasingad, Bheri-9 and Bheri-4, Jawa, Humla-1, Humla-2, KawadiKhola etc.
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Source: inheadline.com 

1. Introduction

Nepal has now entered into a three-sphere federal governance system. The elections of all 
three spheres of government were successfully held in 2017 as per the Constitution. The 
elections have confi rmed the establishment of the provincial governments as the new 
structure for political and administrative operations. This chapter includes province 7-specifi c 
data and information along with relevant observations made. These profi les are intended to 
provide decision makers, key stakeholders, and development practitioners with key data and 
information on socio-economic issues of the province 7.

Province Seven is socio-culturally diverse province. Khas Aryas make up the largest social 
group in the province with 60 percent population share, followed by Terai Janajatis including 
Tharus at 17.2 percent. Hill Dalits make up 12.9 percent of the province’s total population. 
Khas Arya and hill Dalit groups together make up 72.9 percent of the total population. Other 
minor social groups are hill Janajati (3.5 percent) and Madhesi (1.6 percent). In total, the 
population of hill origin makes up 76 percent against 19 percent of population of Tarai origin.

Major languages spoken as mother tongue in the province are Khas Nepali, Doteli, Tharu, 
Baitadi, Achhami and Bajhangi Doteli Baitadi, Achhami and Bajhangi are also locally known 
as Khas Kura and they are closely relatedto the linguistic evolution of Khas Nepali. Khas Nepali 
speakers make up 30.2 percentof the total populationaspertheCensusof2011. Speakers of Khas 
Nepali language and its dialects (when enumerated together from Doteli, Baitadi, Acchami, 
and Bajhangiin the last census) together constitute 79 percent of the total population. Doteli 
(30.5 percent), Baitadi (10.6 percent), Achhami (5.6 percent), and Bajhangi (2.6 percent) 
speakers together make up 50.3 percent of the total population. Most of these languages are 
spoken by people of hill origin in the province. Tharu speakers make up 17 percent of the total 
population, which is proportionate to the size of their population in the province.

 SUDURPASHCHIM PROVINCE
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As per the Census of 2011, Province Seven is among the provinces that have witnessed higher 
rates of out-migration. Only three districts— Kanchanpur, Kailali, and Dadeldhura—have a 
net population of people migrating in, and the rest of the districts have a population of people 
moving out. Out-migration rates are higher in hill districts, namely Dadeldhura, Baitadi, 
Achham, and Doti (CBS, 2012). 

The migration into the Tarai districts, namely Kailali and Kanchanpur, follows the north-south 
pattern (ibid.). Province Seven is among the provinces with lower numbers of migrant workers 
departing for foreign employment. A total of 15,707 labour permits were issued by the DoFE 
in the year 2014/15 for workers from Province Seven (MoLE, 2016). The highest numbers of 
recipients of labour permits in 2014/2015 in the province were from Kailali and Kanchanpur, 
while the lowest were from Bajura and Doti districts. Lower numbers of migration for foreign 
employment, however, is related to the seasonal migration for work to India, which is not 
recorded as foreign labour migration.

2. Human capabilities

HDI and its constituent values by district in Province Seven

Districts HDI Life 
Expectancy

Adult literacy Mean years 
of schooling

Per capita 
income (PPP $)

Bajura 0.364 63.92 44.52 2.46 523

Bajhang 0.365 65.22 45.03 2.53 487

Accham 0.378 67.14 45.08 2.52 536

Doti 0.407 66.74 47.68 2.53 774

Kailali 0.46 66.46 58.86 3.62 942

Kanchanpur 0.475 67.08 63.04 3.97 938

Dadeldhura 0.442 67.9 57.26 3.34 764

Baitadi 0.416 68.88 54.85 3.13 573

Darchula 0.436 69.05 58.2 3.48 627

All districts from Province Seven have HDI values less than the national average of 0.49 percent. 
Yet the province demonstrates a high variation on HDI indicators between the hill districts 
and Tarai districts. Bajura, a hill district, has the lowest HDI of 0.36 as compared to 0.48 of 
Kanchanpur, which is a Tarai district. Kanchanpur district is among the Tarai districts that are 
connected by the East-West highway and shares a border with India. Kanchanpur is the only 
district in the province that has values comparable to the national average in some of the HDI 
indicators. The better performance of Kanchanpur also correlates with the pattern also seen 
in other provinces of the link between the values of human capabilities and the population 
share of Khas Aryas. For instance, Kailali is also a Tarai district like Kanchanpur and well 
connected by both road and air network. But it is a district with the highest population of the 
marginalized Tharu communities, and it performs much worse than the national average on 
HDI indicators. Most hill districts lag behind in education, health, and income. Five out of 
the nine hill districts of the province are among the ten least developed in eight independent 
indicators (poverty rate, food security, land ownership, education, child labour, sanitation 
coverage, budget redistribution, and health) of human development (UNCTN, 2011).
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3. National and Provincial Economic and Social Indicators

Economic and Social Status National Province 7
Area Cultivated in Total 79.3 78.6

Irrigated Land (Percent) 45.2 35.7

Number of Registered Industry 7334 107

Hydropower Production(MW) 990.5 38.5

Local Road Network (Km) 58398 3724

Human Development Index 0.49 0.431

Literacy Rate(Percent) 59.6 54.9

Number of Schools 35601 4069

Average Age on Living Birth 68.8 66.9

Multidimensional Poverty Rate 28.6 33.6

Multidimensional Poverty 0.127 0.146

Basic Food Availability –71.4 7.7

Primary Health Center 204 16

Health Post 4009 376

Financial Sector   

Number and Branch of Bank 5164 6.2

Province Wise Total Deposit (Percentage) 100 2

Province Wise Total Debt 100 3

4. Local Road Network

Category (Road Network) Total Road Earthen Gravel Blacktopped
District main road 2,525 1,767 643 115

Urban Road 0 0 0 0

Rural Road 1,199 937 251 11

Total Road Network 3,724 2,704 894 126

Source: Department of Local Infrastructure Development and Agriculture Road (Till fi rst 
eight months of Fiscal Year 2017/18)

5. Budget Details (Amount in NPR billion)

Particular Total 
Budget

Federal 
Government

Revenue 
collection

Internal 
source

Total 25.066 17.002 7.57 0.493

Expenditure 22.891 14.883 7.515 0.493

Current 11.176 6.202 4.534 0.44
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Capital 11.715 8.681 2.981 0.053

Inter-governmental transfer 2.175 2.11 0.055 -

Financing - - - -

Expenditure load on the 
accumulated fund

0.006 - 0.002 0.004

Dissociation from the accumulated 
fund

25.06 17.003 7.538  

Percent of Total budget 100 67.832 30.201 1.967

Percent of Total Expenditure in 
terms of total budget

91.322 65.016 32.83 2.154

Percent of Current expenditure in 
terms of total expenditure

48.822 55.493 40.569 3.937

Percent of Capital expenditure in 
terms of total expenditure

51.178 74.1 25.447 0.452

Percent of total Inter-
governmental transfer in terms of 
total budget

8.678 97.007 2.533 -

Source: Province number Seven Government’s Red Book FY 2018/19

The total budget of the province is NPR 25.0656 billion, out of which NPR 22.8905 billion 
(91.32 percent) has been allocated for the expenses and NPR 2.1751 billion (8.68 percent) for 
the inter-governmental transfer. Furthermore, the expenditure amount has been categorized 
as capital and current, where, current expenditure comprises a total of NPR 11.1757 billion and 
capital expenditure comprises of NPR 11.7148 billion.

Among the total provincial budget of NPR 25.0656 billion, NPR 17.0025 billion (67.83 percent) 
has been contributed by the federal budget, whereas, NPR 7.5702 billion (30.20 percent) will 
be arranged from the revenue collection and the remaining NPR 0.4930 billion (1.97 percent) 
will be supported by the mobilizing internal sources of the province. The budget sources have 
been supported under various categories of current expenditure, capital expenditure, and 
inter-government transfer.

7. Conclusion

Economic development, a long period concept, means higher output with changes in the 
structure of output and inputs, changes in techniques of production, changes in the social 
attitudes of people, cultural set up of the society as well as the institutional framework. 
Provincial economy has tremendous potential for sustainable high level growth based on 
prime foundation such as water resources, tourism, biodiversity, and human capital. It is often 
argued that these resources could be instrumental for the long run, broad based and sustainable 
development. However, inherent structural bottlenecks, poverty and stagnation, rampant 
corruption, lack of commercialization and modernization of agricultural sector absence of 
good governance may be matter of serious concern of provincial economic development. But 
this does not imply that provincial economy is only becoming fragile and vulnerable engulfed 
by various structural constraints. Provincial economic development process can reduced the 
acute poverty and improved social economic indicators.  
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Chapter 3: Agricultural Commercialization and
Price Disparities

This article is based on the report published by Mr. Prabin Dhakal (in Nepali language) on 
Vegetable Prices, Farmers and Consumers in Nepal.

Agriculture sector in Nepal employs 70.1 percent of the workforce (ILO, 2019) and contributes 
28.2 percent to the GDP (MoF, 2018). This sector contributes signifi cantly to poverty alleviation, 
improves standard of living, drives economic growth and nurtures human development.  In 
recent years, the shift from subsistence farming to market oriented production has enabled 
farmers to reach newer and far off markers, and has thereby increased and stabilized income 
for farmers.

In recent years, there seems to be a gap between prices quoted by the farmers and the prices 
paid by the consumers – indicative of the fact that while consumers pay a higher price for the 
crop, the money does not reach the farmer. However, dearth of data hinders the government’s 
ability to explore the causes of the disparity. During 2018, in order to bridge the gap, IIDS 
conducted a survey in 10 districts of Nepal among which eight were from Sudurpashchim 
Pradesh and two from Province 3. Under this study, a total of 103 farmers, engaged in 
production and sales of vegetables, were interviewed. 

The study concluded that the prices paid by the ultimate consumers were almost 65 percent 
higher than the prices in which the producers were selling those products. The retail price of 
Kalimati Vegetable and Fruit Market was taken as the basis for the consumer prices which was 
juxtaposed against the price quoted by the famers. While 18 percent vended their production 
to the merchants at farm gate, most of the farmers sold their crops at a local market near their 
locality. Further, about 25 percent of the farmers interviewed expressed dissatisfaction about 
the prices offered for their products. The major reasons behind it were i) unwillingness of 
the traders to offer anything above the unfairly quoted price; and ii) farmers compromising 
the quality of the crops produced to offer them at lowest possible prices due to increasing 
competition.

According to the survey, 55 percent of the farmers sell their productions from the fi eld itself 
and henceremain unaware about the quoted merchant prices. The ones aware about such 
disparities choose to remain silent due to reasons such as:

i. Excessive production of crops during harvesting season forcing farmers to dispose them 
off at unfair prices;

ii. Markets located at a distant place hence selling it to the merchants at farm gate is more 
convenient; and

iii. Merchants are perceived by the farmers as permanent customers while direct consumers 
are considered as occasional.

Almost 11 percent of the farmers interviewed stated their intention to reduce the proportion 
of their farming land. The reasons behind it were- unavailability of market place for their 
production, shortage of manpower, high chances of wastage and damage of crops and shortage 
of warehouses for storage. 

- Binisha Nepal and Prabin Dhakal



70

Nepal Economic Outlook 2018-19

During the survey, farmers suggested government's intervention in the following ways to help 
them receive fair prices for their production:  

i. To determine the prices;

ii. Arrangements to bring markets closer to the producers; and

iii. Reduction of middlemen transactions

The major suggestions sought out by the study are minimization of the disparity between the 
prices through government intervention and regular monitoring of the pricing system; proper 
access to the market place and provision of warehouses for storage.

Development of agriculture undoubtedly is signifi cant to the development of nation's 
economy. As such, an organized market could serve as a healthy platform for agricultural 
commercialization by protecting the interest of both the farmers and the ultimate consumers. 
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Chapter 4: Micro, Small and Medium Enterprises in 
Nepal— Impediments & Directions

Introduction to MSMEs and their Role in an Economy

Micro, Small and Medium Enterprises (MSMEs) are the spine of a growing economy. They 
play consequential role in generating employment opportunities, sustaining the livelihood, 
mobilization and usage of local resources, expansion of the market, regional development and 
economic growth of the country. As a sector, globally, these enterprises account for 50 percent 
of the jobs with over 35 percent contribution to the Gross Domestic Product (GDP) (World 
Bank, 2017). Even with low requirement of capital and technology, these sectors signifi cantly 
empower the economically weaker sections of the country. 

The lack of standard categorization of these enterprises makes MSMEs an ambiguous concept 
with varying defi nitions in every country. While most countries use three criteria: assets, 
employment and annual turnover, Nepal categorizes industries into fi ve groups based on the 
following (Industrial Enterprises Act, 2016): 

TABLE 1: Categorization of Industries as per the Industrial Enterprises Act, 2016

Enterprise Genre Requirement

Micro Industry • Fixed asset up to NPR 500,000
• Industries run by the proprietor himself
• Not exceeding nine employees including proprietor
• Annual turnover of up to NPR fi ve million
• Maximum application of machinery, equipment and energy of 20 

kilowatts

Cottage Industry • Based on traditional skill and technology 
• Should be labor intensive, using local resources and local 

technology 
• Should relate to culture
• Using machine, equipments with capacity of up to 10 kilowatts

Small Industry • Industries other than micro and cottage industries
• Fixed asset up to NPR 100 million

Medium Industry • Fixed asset more than NPR 100 million and not exceeding NPR 
250 million

Large Industry • Fixed asset of more than NPR 250 million

According to the Federation of Nepal Cottage and Small Industry, the Micro, Cottage and Small 
Industries (MCSIs') contribution to industrial Gross Domestic Product (GDP) is estimated to 
be about 90 percent. Further, they add 70 to 80 percent to total industrial value; constitute 
70 percent of total exports and 80 percent of total employment of the nation. They also play 
a signifi cant role in the nation's economy due to their self-employment generating capability 
in both rural and urban areas. They promote a labor intensive production process, utilization 
of local raw materials and promotion of balanced agro-industrial growth through backward 

-Binisha Nepal 
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and forward integration. In 2017/18, out of cumulative of 575,496 jobs, 75 percent of the 
employment was generated by small and medium industries. Between 2011/12 to 2017/18, 
the jobs created by small and medium enterprises increased by 47 percent and 54 percent, 
respectively (Ministry of Industry, Commerce and Supplies,2005/06-2017/18).

Source: Department of Industries (2005/06 to 2017/18) 
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FIGURE 1: Cummulative Employment Generated by 
Medium and Small Enterprises

Province-Wise Analysis of MSMEs

Based on the data collected from Department of Industry for the fi rst eight months of 2017/18, 
the following province specifi c categorization of registered MSMEs has been done, taking 
capital investment as the basis point.

TABLE 2: Province-wise Registration of Industries

Genre Province 1 Province 2 Province 3
Gandaki 
Province

Province 5
Karnali 

Province 

Sudhur-
Pascchim 
Province 

Province 
category 
unknown

Micro & 
Small

13145 9805 140313 9610 11079 1891 3367 1051

Medium 552 297 4155 247 457 8 54 53

Total 13697 10102 144468 9857 11536 1899 3421 1104
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FIGURE 2: Percentage of Registered MSMEs in Different 
Provinces of Nepal

Source: Department of Industries (2005/06 to 2017/18)

With total registered enterprises of 196084, almost 74 percent (close to three-fourth of the 
total) are registered in Province 3 evidently because this province is the home to country's 
capital with better access to infrastructure like electricity, road and water. Moreover, it has 
the highest concentration of Banks and Financial Institutions (BFIs) hence facilitating the 
residents with an easier access to fi nance. 

Challenges and Recommendations

Despite the frequent discussions about the importance of MSMEs for economic development 
and employment generation by government and related agencies and their efforts to set up 
mechanisms to facilitate fl ow of fi nance, there still exists a lack of concrete commitment to 
promote such enterprises in Nepal.

Few such challenges and their respective recommendations are detailed as follows:

1. Credit Constraints:

Current Scenario and Challenges:

In Nepal, severe credit constraints amongst the MSMEs especially in remote areas, remains 
the toughest challenge which sometimes even outranks electricity shortages. This is majorly 
due to two aspects: inaccessibility of services of BFIs and collateral requirements. About 43 
percent of the small enterprises and 21 percent of the medium enterprises identifi ed access to 
fi nance as their major constraint. Similarly, 25 percent of micro, four percent of small and 16 
percent of medium cite access to fi nance as a severe constraint (World Bank, 2013). 

About 87.3 percent of the small enterprises and 99.4 percent of medium enterprises are required 
to deposit collaterals for loans (World Bank, 2013). These collaterals could be land or building 
with adequate road access and within the bank's catchment area. Thus, MSMEs in several 
areas end up getting an extremely low value for the property to justify the credit requirements 
from BFIs due to their inability to arrange for appropriate and adequate collateral. As per the 
Enabling Environment for Sustainable Enterprise (EESE) Survey (ILO, 2017), 36 percent of 
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the fi rms cite insuffi cient collateral to be the major challenge for access to fi nance.

Because the majority of micro and small entrepreneurs are based in less accessible areas, 
Nepal Rastra Bank (NRB) recently allowed consideration of land and buildings as collaterals, 
despite their road inaccessibility by allotting such assets their local value. However, this 
policy is yet to be effectively enacted by most of the commercial banks and MFIs because 
they consider loans bearing collaterals with limited road access as extremely risky. Even if 
such lands and buildings are considered, the banks and MFIs follow the local value set by 
Government of Nepal (GoN) which is much lower than the real market value. Further, there 
also are situations where the borrowers are unwilling to pledge their road accessible land and 
buildings as collateral because the size of loan demanded is much smaller compared to the 
value of the asset. The Enterprise Survey (World Bank, 2013) states that the value of collateral 
needed for a loan is 391.2 percent of the loan amount for small enterprises and 226.1 percent 
for medium enterprises. Hence, instead of blocking their assets they would rather arrange the 
loan amount through several group loans or informal borrowings even if the latter demand 
huge interest payments. In Nepal the maximum group loan size allowed to an MFI member 
is NPR 300,000. In cases where a micro entrepreneur requires a higher loan amount, they 
become member of more than one MFI and take loans from several such groups simply to 
escape the collateral requirements.
According to the directives of NRB, the Micro Financial Institutions (MFIs) can raise their 
microenterprise loan portfolio up to 33.33 percent. However, as per the Progress Report of 
MFIs till October, 2018, published by NRB, the average loan portfolio is 10.95 percent. This 
clearly indicates the inability of the MFIs to harness their optimal growth potential, as allowed 
by the current policy. Similarly, despite claiming SMEs as priority customers, commercial 
banks are operating on a loan portfolio of less than 10 percent. The concerns faced by BFIs to 
exploit and promote the authorized credit portfolio includes the inability of the borrowers to 
present well maintained books of accounts as required by NRB, lack of well-versed banking 
products to facilitate the needs and obviously the incapacity of potential borrowers to put 
up suffi cient collateral. Consequently, MSMEs lean heavily on informal sources of borrowing 
and trade credit such as relatives, friends and money lenders to fi nance their investment and 
working capital requirements.
As per the EESE Survey (ILO, 2017), 65 percent of small entrepreneurs use their own savings, 
14 percent borrow it from their family and friends, 15 percent receive fi nancing from banks, 
four percent from micro lenders and three percent from other sources. 

 

FIGURE 3: Sources of Capital Investment for 
Small Enterpreneurs

Personal Savings Borrow from Family and Friends

Banks Micro lenders

Other Sources

Source: EESE Survey, ILO 2018
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While BFIs grant SME loans based on variable interest rates, which change with market 
conditions during the loan cycle, the burden of the upward shift of the interest rates are directly 
transferred to the borrowers. As such the entrepreneurs are severely affected. Especially in the 
recent times, the interest rates have been highly volatile due to instable liquidity conditions. 
This has caused the rates to soar up by even 50 percent, which is much beyond the anticipated 
cushion of the entrepreneurs. 

Recommendations:

Considering the viability of the business ideas of MSMEs, an alternative solution for fulfi lling 
the collateral requirements would be for BFIs to shift towards movable assets, cash fl ow and 
entrepreneurship based lending approach without insisting on additional collaterals. Under 
this the fi nancing institutions could lend without exposing themselves to additional risks 
through structured credit products like factoring, ware-house receipt fi nancing and supply 
chain fi nancing. This also allows the BFIs to conduct in-depth monitoring and control of the 
primary collateral surrendered, which could be tangible in form of crops, livestock, vehicles, 
machineries and inventories or intangible in the form of receivables, deposit accounts 
and shares. This not only helps the existing entrepreneurs but also prospective ones with 
reasonably innovative and feasible business ideas with weak fi nancial backups. Likewise, 
in cases of service sectors under MSMEs, lending based on anticipated cash fl ows not only 
encourages and provides access to fi nance to these enterprises but also helps BFIs exploit 
unexplored opportunities. Needless to state, this transition in the lending techniques of 
fi nancial institutions would stimulate economic growth and employment generation without 
compromising on the risk exposure of the BFIs.  

Likewise, in order to enhance accessibility of BFIs nationwide, the government could continue 
encouraging creation and expansion of sound and effective banking and fi nancial system in 
order to increase the reach of fi nance to MSMEs. The Central Bank could also encourage 
competition and incorporation of digital fi nancial services to all delivery channels. Branch-
less-banking (BLB) and agent banking have proven to be effective methods of providing access 
to fi nance even in remote areas. 

Further, while sanctioning loans, the stated interest rates could be assigned within a band, 
with a pre-determined cap and fl oor rates, protecting both the demand and the supply side. 
However under exceptional cases, for instance enterprises beyond a considerable capital, 
collateral and turnover threshold or enterprises beyond a certain age (to be pre-listed), the 
fl uctuations of implied rate beyond the band limit could be allowed.   

2. MSME Registration and Tax Compliance:

Current Scenario and Challenges:

In order to access fi nancial services, MSMEs are required to register either at the company 
registration offi ce or at the cottage and small industries department, or at the local government 
level (urban and rural municipalities). Further, they are required to enroll the enterprise at the 
tax offi ce to obtain a Permanent Account Number (PAN) or Value Added Tax (VAT) number. 
On registration, enterprises need to submit a regular tax return and an annual income 
statement. The lack of adequate knowledge of the taxation system creates uncertainty and 
ambiguity of the tax liability imposed by the tax offi ce. In addition to this, insuffi cient capacity 
of the entrepreneurs to comply with tax requirements also restricts their growth by limiting 
their access to fi nance. 
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At present, the tax compliance requirements do not differentiate between MSMEs and 
large enterprises. As such the micro and small enterprises, due to relatively small volume of 
operations and capacity constraints, cannot afford to maintain a system large enough to meet 
the requirements and regulations of the taxation system aimed at large enterprises. Hence, 
complying with taxes is a cumbersome process and a huge burden for them. While linking tax 
returns to the amount of loans is effective for medium and large enterprises with large volume 
of transactions and with an ability to hire appropriate staffs to help comply with fi nancial and 
taxation policy, it might turn out being equally ineffective for micro, small and lower-medium 
sized enterprises, who have fewer transactions and who cannot afford to hire skilled staff to 
meet all documentary requirements of tax laws. 

As per the recent Monetary Policy, 2018/19, in order to obtain loan from a BFI, (including 
MFI) all enterprises are required to produce documents related to the tax clearance and annual 
turnover. In compliance with the monitory policy requirements, banks have started processing 
the loans based on the sales volume and income shown in the tax returns. The existing practice 
however was to grant loans based on the provisional and projected fi nancial statements with 
no linkage to tax returns; hence to evade taxes, MSMEs displayed extremely low sales and 
profi ts fi gures. Now with this new requirement of the policy, MSMEs are defi nitely facing 
problems in accessing the required loan size, as the tax return may not justify the size of the 
anticipated loan. 

In comparison to 60 other countries, Nepal requires the highest number of documents to 
borrow money from BFIs. Further, it takes 10 days to process business loan and 11 days to 
process SME loan applications(World Bank, 2007).

Recommendations:

Tax policy is currently the same for all enterprises irrespective of their size and location. But 
complying with the tax system is cumbersome for small and micro enterprises since they 
cannot afford to hire accountants and tax advisors. Furthermore, the sales and profi ts of these 
enterprises vary signifi cantly. The current system of requiring tax clearance certifi cate and 
sales volume by bank to obtain necessary loans is diffi cult for small and micro enterprises. 
Therefore, to bring the micro and small enterprise into the ambit of tax, simplifying tax 
compliances, example enrolment in PAN rather than in VAT irrespective of their sales, is 
strongly recommended so that these enterprises can afford to improve their internal capacity 
to manage the required tax compliance. 

Certain classes of fi rms (especially micro) in specifi c (or priority) sectors with high employment 
elasticity could be declared tax haven (levying low or nil tax rate) in order to motivate them 
operationally, assist them to build a good fi nancial health in the initial years and enhance their 
productivity. Such provisions however should have sunset clauses based on the age of the 
enterprises considering the growth in their level of productivity. This helps ensure that they 
are availed only by targeted entrepreneurs and not exploited by undeserving fi rms. Further, a 
mechanism could be established to place a limit on the number of enterprises established by 
the same owner, availing such provisions within the same industry.

3. Gender Issues

Current Scenario and Challenges:

As per the Enterprise Survey, 20.3 percent of small enterprises and 23.4 percent of medium 
enterprises have female participation which is better than the average in South Asia (15.7 and 
18.4 percent, respectively). 
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The importance of women empowerment through MSMEs has been identifi ed time and again 
in Nepal. Despite this recognition, no appropriate legislation focusing on the role of women in 
this sector has been commenced and no dedicated study on gender issues in the MSME sector 
in the context of Nepal has been conducted. Nevertheless, there are some initiatives that are 
worth cherishing. The new Industrial Enterprise Act of 2016 reinforces the vision of Industrial 
Policy 2010 by provisioning additional incentives to women entrepreneurs, among others. 
On businesses and industrial property registration, women entrepreneurs are entitled to a 35 
percent and 20 percent discount, respectively. They are also eligible to receive export loans and 
are to be given priority to establish in industrial zones. Under the Monetary Policy of 2018/19, 
a provision was made to extend collateral free loan up to NPR 1.5 million to the projects run 
by women against group guarantee under deprived sector lending for the acknowledgement 
and development of women entrepreneurship potential. GoN has provisioned 6 percent 
interest subsidy on such loans. Since this policy happens to be a recent addition, till date 
however, only few banks have started disbursing such product while other commercial banks 
still lack adequate skills, tools, documents and proper regulation for promotion of such non-
collateralized loans. On the demand side, the lack of awareness of such products, limits its 
demand. 

Another signifi cant challenge faced by women entrepreneurs is the unavailability of collateral 
with them. As per the EESE Survey (ILO, 2017) 46.1 percent of the women entrepreneurs 
interviewed cited access to fi nance as a signifi cant concern because the property and assets 
were mostly held by men. Traditionally, following the regressive and patriarchal societal norms, 
most of the land and buildings are registered under the name of male members of the family 
and as such aspiring women entrepreneurs would require consent from her husband, father 
or father-in-law to pledge assets as collateral. Though under a transitional phase, our cultural 
and societal practices (especially in rural areas where most of the MSME entrepreneurs are 
located) are yet to broad-mindedly accept a woman as an equal and acknowledge her potentials 
as substantial, which again acts as yet another strong constraint for credit availability to them. 

Nevertheless, GoN has been making commendable efforts to support this relatively new but 
evolving concept of women entrepreneurship in both rural and urban areas through the Civil 
Code Bill. This entitles equal property rights to both daughters and sons, 15 percent income tax 
exemption for enterprises with more 50 percent native women employees through programs 
like Women Entrepreneurship Development Fund (WEDF) initiated in 2015. Further, as per 
the recent Monetary Policy, collateral free loan up to NPR 1.5 million (as stated above) is 
targeted only towards women entrepreneurs which probably is the fi rst of its type in South 
Asia. 

As per the EESE Survey (ILO, 2017), 45.1 percent of the interviewed women entrepreneurs 
perceived that the overall business environment was conducive to promoting women 
entrepreneurs. This perception has likely been shaped by the government policies of tax 
exemptions for the women-owned enterprises or property and the special programs targeting 
women entrepreneurs.

Recommendations:

However, as mentioned earlier, these products have not displayed an impact as substantial 
as anticipated. In order to enhance the effectiveness of these products, NRB could circulate 
detailed guidelines and appropriate appraisal tools with a strict timeline. This could translate 
to effi cacious mass awareness by fi nancial institutions and successful development, launch 
and implementation of the loan product type. Furthermore, NRB could supplement these with 



78

Nepal Economic Outlook 2018-19

recommendations to back up loan products of this genre through a guarantee mechanism to 
motivate women entrepreneurs. For example, in India, Credit Guarantee Fund Trust for Micro 
and Small Enterprises (CGFTMSE) was established by Ministry of Micro, Small and Medium 
Enterprises, Government of India (GoI) and Small Industries Development Bank of India 
(SIDBI). The trust has been supporting Micro and Small Enterprises' (MSEs’) access to credit.  
It was launched to make available collateral-free credit to the micro and small enterprise 
sector, covering both the existing and the new enterprises as eligible under the scheme.

It is never enough to stress the need of literacy about the appropriate policies directed and 
products offered to women entrepreneurs by various governmental organizations and BFIs. 
Additionally, non-governmental organizations and development agencies could conduct 
various educational and training campaigns focusing on locally viable technical sectors.  

While women are being recognized as the emerging market forces in different parts of the 
world, in a patriarchal country like Nepal, most of them are constantly denied an access to 
credit due to inability to meet the collateral requirements. As such, an improvised collateral 
registry regime (as suggested above), post assessment of the riskiness and potential of the 
business, could help ease out the collateral burden and motivate women entrepreneurs. 

4. Policy and Regulatory Framework

Current Scenario and Challenges:

MSME fi nancing comes under the purview of NRB. Several directives and laws mention about 
MSME fi nancing, including the Bank and Financial Institutions Act (BAFIA), Directives 
2018/19 for Microfi nance Institutions, Unifi ed Directive 2018/19 (Policy directives for BFI), 
Monetary Policy 2018/19 yet lacks specifi c directives to fundamentally promote it. There 
also is a separate department called Cottage and Small Industries under Ministry of Industry 
albeit with a limited role to support such enterprises. Despite an increasing recognition of the 
importance of MSMEs by GoN, there is no dedicated development policy or framework at the 
national level. Moreover, no comprehensive study on MSMEs has been done in Nepal which 
explicitly quantifi es its contribution to economic development so far. Most of the studies cover 
SMEs and not MSMEs, majorly based on desk reviews and supply side information. Meanwhile 
in other countries, there are several laws and policies for promotion of MSMEs including 
our neighboring country, India, which has a separate MSME Development Act, 2006, and a 
Ministry of MSMEs overlooking the entire ecosystem of such enterprises and promoting their 
growth. Likewise a comprehensive ecosystem for MSME fi nancing is signifi cant to improve 
fi nancing opportunities for MSMEs in Nepal. While BFIs have a huge potential to grow their 
MSMEs portfolio through it, no support through policy or priority has been explicitly provided 
by Government of Nepal (GoN) to develop such ecosystem.

Recommendations:

In order to improve the health of MSMEs in Nepal and facilitate them, like in case of India, an 
Act could be developed with an intention to have a detailed downright dedication towards the 
oversight, regulation, policy direction and revision. 

Additionally, a common credit reporting framework must be developed amongst the BFIs 
which is strong enough to appropriately and adequately bridge the information asymmetries 
between borrowers and lenders. The framework should be convenient enough to facilitate 
the lenders with the borrower's information, their past behavior, debt exposure till date and 
history of repayment. This could help the lenders assess their risk comprehensively and not 
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just be dependent on soft information of their prospective credit customers. This framework 
by granting hard information of the borrowers could enhance lenders' confi dence and increase 
lending at a lower credit risk. Consequently, it eases out access to fi nance to the MSMEs. 

Further while developing an ecosystem for MSMEs fi nancing, it is important to establish 
effective institutional arrangements, including specifi c schemes such as a credit guarantee 
system, micro or regular insurance schemes to reduce exposure to the risks, avenues for 
MSMEs to seek information, advice and assistance through debt resolution and management 
programs (Bank Negara Malaysia, 2013).

5. Financial and Business Literacy

Current Scenario and Challenges

Entrepreneurs of MSMEs in Nepal have limited business and fi nancial knowledge especially 
in terms of business plan preparation, documentation, analysis and presentation for a loan 
application, updated policies and provisions, maintenance of books of accounts and records, 
preparation of fi nancial statements as per the accounting standards, procedure of compliance 
with tax requirements and adequate business development skills relating to pricing, packaging, 
and marketing. All of these not just affect the effective operation of the business but also shrink 
its growth avenues by compromising its competitiveness in the industry and of course acts 
as a big hurdle for granting them access to fi nance due to their inability to produce adequate 
documents for processing loan applications. 

NRB however is proactively putting in efforts toward fi nancial literacy through development of 
a curriculum. It however is in its initial stages and is yet to reach out to the masses particularly 
in the rural areas. Further, Sakchyam- Access to Finance, is currently helping several MFIs to 
implement fi nancial literacy through Interactive Voice Recording (IVR) technology(which is in 
Pilot Testing Phase) where each member of the MFI would receive voice messages with useful 
information relating to fi nancial management and business operation in their cell phones. 

Recommendations:

While various public and private agencies are directing efforts towards enhancing fi nancial 
literacy amongst the entrepreneurs, the extent of its effectiveness still remains questionable. 
When people are approached in person, they tend to relate, understand and implement better. 
As such, conducting fi nancial literacy and inclusion campaigns and awareness programs 
through workshops, inspirational documentary, presentations, movies, shows, rallies, and 
fl ash mobs could help understand the effi caciousness of these efforts better. Moreover, as a 
part of the mandatory Corporate Social Responsibility (CSR) activities, BFIs could invest in 
fi nancial literacy for MSMEs and potential entrepreneurs. These institutions could develop a 
framework to sustain and improve the fi nancial literacy of the owners and managers of such 
enterprises and of potential entrepreneurs for initiating, running and expanding businesses 
and also by getting them acquainted with various requirements, policies and products 
introduced to promote such enterprises and provide them with trainings for fundamental 
issues. However, in order to have a sustained impact, efforts like these need to be continuous 
and adaptive.

Conclusion

The whole of South Asia is progressing towards becoming fi nancially inclusive which unarguably 
is imperative for a sustainable socio-economic development. Our neighboring country India, 
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through efforts like Prime Minister's Jan Dhan Yojana (PMJDY) and Digital India has gone 
a long way. Efforts like these help foster both the existing and the potential MSMEs. These 
enterprises carry the very potential to create employment and income generating opportunities 
hence decreasing poverty, reducing vulnerability and escalating investment in human capital 
in the economy. They signifi cantly empower and motivate both women and the poor. Despite 
playing a consequential role in the economy, MSME face several challenges most of which 
dwells around limited access to fi nance despite the innovative efforts from government. This is 
due to lack of widespread fi nancial services, severe information asymmetries and unavailability 
of required collateral. These are further supplemented by- inadequate skills and capacities 
at the entrepreneur’s end, challenges faced by women in particular and regulatory hurdles. 
All of these have accumulatively starved MSMEs of the capital needed to grow and improve 
productivity, thereby affecting the majority of the workforce that MSMEs employ. Such 
problems have also deterred fi nancial institutions from tapping into this market, impeding 
optimal exploitation of their lending capacity as a source of long-term business value.
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Chapter 5: Services Sector in Nepal – Status, 
Potential and Challenges

- Abyaya Neopane

Background 

Services sector has emerged to become one of the key drivers of growth in the global economy. 
In 2017, services sector contributed 65 percent to world GDP and employed half of the world 
population (World Bank, 2017).Even in Asia, the growth of services has risen from 45 percent 
in 1990 to more than 48 percent of GDP in recent years. Moreover, in South Asia, the share 
of services in GDP amplifi ed by 15-20 percentage points; between 2000 and 2010, services 
attributed to 60 percent of growth in India, Maldives and Sri-Lanka (Park & Noland, 2013).

Despite this, the world has a rather parochial view of services. People tend to misinterpret 
services only as intangible ‘products’ such as banking, hotels, entertainment, restaurants, 
among others, that can be consumed directly. Services are often characterized by fi ve I’s – i) 
intangible – cannot be touched (such as insurance), ii) inconsistent – unlike goods, services 
are not identical (the taxi that took you to work could be different than the one that takes you 
back home from work), iii) inseparable – the service cannot be separated from the service 
provider (you have to go to a hair dresser to render its services), iv) sans-Inventory– services 
are one-time consumption (meal at a restaurant) v) involvement – it requires the buyer of the 
service to directly interact with the seller (asking the hairdresser to trim your hair in a certain 
way). However, this traditional view can be contended against the IT revolution, globalization 
and innovative entrepreneurship. For example, music streaming is not perishable, you don't 
have to go to a shop to buy music, the music one listens to is consistent and there need not be 
direct involvement between supplier and buyer. 

In addition to this, the implicit role of services in the economy is often neglected. Services 
sector does not only entail providing direct products such as meal at a restaurant, but also 
entails implicit services that are used by agriculture and manufacturing sector in terms of 
increased effi ciency and higher productivity (for instance, IT adoption in business operations). 

Services Sector in Nepal

Nepal has predominately been an agrarian economy with the agriculture sector dominating 
majority of the GDP historically. In 1980, the primary sector contributed to 57 percent of the 
GDP, and continued to have the majority share until the early 90s. Towards the end of that 
decade, agriculture share shrank down to 38 percent, with manufacturing and services sectors 
gaining share.

Figure 1 illustrates the composition of the three sectors across time. The manufacturing sector 
reached its zenith in 1996, however, in the recent decade the share has hovered around fi ve to 
six percent. 

From a mere share of 30 percent in 1990, services today comprise 57 percent of GDP. Figure 1 
illustrates how services have dominated GDP contribution in the recent decade.



82

Nepal Economic Outlook 2018-19

 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 

Year

FIGURE 1: Composition of GDP (in percentage) 2008/09-2017/18  

Primary sector Secondary sector Tertiary Sector 

Source: Ministry of Finance (2018)

In addition to this, even in terms of the growth rate of three sectors, services sector has become 
the key driver of growth in the recent years. 
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In 2008, services grew at a rate of six percent while the agriculture grew at three percent, 
meanwhile the manufacturing sector fell down to -0.63 percent. Apart from the year 2015/16, 
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the year of the earthquake, services growth has hovered around 3.5 percent and 6.6 percent 
annually, while the other two sectors have seen much more volatility. Dissection of growth rate 
of sectors within agriculture, manufacturing and services gives a better understanding of the 
growth in services, as shown in Table 1.  

Table 1.1: Annual Growth Rate of GDP by Industrial Classifi cation 

(At constant price; in percentage) 

Industrial 
classifi cation

Fiscal Year

2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 

Agriculture and 
forestry

2.98 1.99 4.49 4.58 1.07 4.54 1.00 0.01 5.14 2.72 

Fishing 5.31 3.55 5.88 7.53 2.71 4.90 7.09 11.76 8.02 7.42 

Mining and 
quarrying

0.72 2.14 2.01 5.03 1.98 11.85 2.34 -2.79 13.74 10.46 

Industry -1.05 2.96 4.05 3.63 3.72 6.28 0.37 -8.00 9.70 8.04 

Electricity, Gas and 
Water

-3.44 1.87 4.43 8.30 0.28 3.27 0.78 -7.59 20.52 5.82 

Construction 0.99 6.17 4.79 0.22 2.45 9.08 2.85 -4.36 12.43 10.64 

Wholesale and 
retail trade

5.25 6.75 1.41 3.50 7.25 10.89 2.42 -2.16 9.61 9.06 

Hotels and 
Restaurants

2.31 6.52 6.20 7.38 5.50 6.77 3.33 -9.68 7.33 9.77 

Transportation, 
ommunication and 

storage

6.97 5.95 5.21 8.10 7.65 5.24 6.23 2.02 6.64 5.41 

Financial 
intermediation

2.03 2.82 3.30 3.47 -0.91 3.70 2.91 8.55 9.09 6.38 

Real estate, renting 
and business 

services

1.93 3.01 2.25 2.97 5.19 3.64 0.77 3.72 5.67 5.24 

Public 
administration and 

defense

7.43 3.93 3.85 3.67 5.53 5.04 8.84 2.52 9.06 9.57 

Education 10.75 6.64 3.01 5.58 5.92 4.81 5.09 7.33 6.55 4.83 

Health and social 
work

9.59 4.77 5.02 6.43 4.48 4.50 11.37 3.25 7.34 6.32 

Other community, 
social and personal 

service

12.72 11.92 7.11 6.36 4.79 4.77 12.52 5.55 5.58 5.54 

Financial 
intermediation 

services indirectly 
measured (FISIM)

2.96 2.54 6.14 3.50 0.72 7.10 2.41 3.27 7.67 1.57 

Source: Central Bureau of Statistics. Estimation of the fi scal year 2017/18. 

The composition of various sub-sectors to the GDP is illustrated in Figure 3. Wholesale and 
retail (10 percent), real estate and transportation (10 percent), communication and storage 
(eight percent) are the three sectors that contribute the most to the GDP. While other sectors, 
such as fi nancial (fi ve percent), education (six percent), hotel and restaurant (four percent) 
have relatively lower contribution. 
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Nepal’s exports is arguably poor, however given the increasing role of services in the domestic 
economy, services exports have performed better than goods exports. This is not a recent trend 
as even between 1980s till the early1990s, services exports were greater than goods exports. 
The Maoist insurgency between 1996 and 2006 reduced the services exports by 64 percent but 
it gained momentum after 2006, and ultimately surpassed goods exports in 2012. In 2018, 
services exports contributed to 65 percent of Nepal’s total goods and services export, with 
growth driven by labor, tourism, telecommunication and a nascent IT sector.   
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Source: International Monetary Fund (2018)

In addition to this, Nepal is a net importer of goods, while it is a net exporter of services. Goods 
exports have always been in defi cit, whereas the services exports have been in surplus, apart 
from2005 to 2011 (Figure 5) when Nepal was a net importer because of the travel component 
of the trade in services. In other words, more Nepalese went abroad for leisure and medical 
purpose than tourists that came to Nepal.  
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A feature of Nepal’s services sector is that, while it contributes signifi cantly to the GDP, it is 
not the major employer. As illustrated in Figure 6, even today, agriculture sector is the major 
employer. In 2018 it employed 70 percent workers, as compared to13 percent by manufacturing 
and 17 percent by services sector. Nevertheless, the share of employment in services has 
grown overtime. In 1991 services contributed to 12 percent of employment, in 2000 the share 
increased to 14 percent and today it has grown to 17 percent of workforce.
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ICT

Nepal’s ICT sector is nascent with heterogeneous set of players ranging from small software 
companies that operate from a small offi ce with few employees, to big companies that employ 
more than 100 workers. A study conducted by Computer Association Nepal (CAN) Federation 
(2017) identifi ed that 41 percent of IT fi rms hired one to three staffs, while merely 10 percent 
of the fi rms employed more than 10 staff. 

Clients of the fi rms are also heterogeneous. Some cater to domestic needs, some exclusively 
have clients in foreign countries, some are subsidiaries of foreign companies and some offer 
services both that home and abroad. CAN estimated in 2014 that there were more than 6000 
IT companies, which were mostly unregistered. 

Since internet is the backbone of IT industry, the cost and quality of internet plays a crucial role 
in success of the sector. Nepal’s internet coverage has been increasing over time and currently, 
the numbers are encouraging. According to the MIS report of NTA, as of December 2018, 
the subscribers as a percentage of population indicates subscription rate of fi xed broadband 
(wired) at 11.49 percent, fi xed broadband (wireless) at 1.26 percent, mobile broadband at 
43.66 percent and total broadband at 56.4 percent.

However, the reliability of internet connection could be argued to be not up to the mark. 
IT companies face erratic and unreliable internet connection, which has compelled them to 
install more than one internet connection from different ISPs (Overseas Develoment Institute, 
2017). Similarly, internet is slow and the cost is higher than other countries. Internet is four 
time more expensive than in India, which also is the main source of internet(International 
Telecommunication Authority (ITA), 2015).
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An important factor hindering the IT sector growth is the workforce. ODI (2017) identifi es 
several issues related to workforce and IT growth. First, although there are a number of IT 
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colleges that provide degree programs, the quality of graduates is poor. IT fi rms have to 
provide on-the-job training for at least six month before workers can be put to work. Second, 
even when those workers are trained, they leave their job to pursue studies abroad. Likewise, 
brain drain is another reason that has stemmed IT growth since other countries offer higher 
wages for the same work (SAWTEE, 2013).  While the salary of an IT graduate with fi ve years 
of experience is $6000-$8000 USD, it is 10 times less than in the US. 
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Similarly, there are some policy related challenges as well. First, due to the foreign exchange 
controls set up by the central bank, IT fi rms, especially that serve foreign clients fi nd it 
challenging to promote their businesses abroad. The foreign exchange available from banks 
is capped at $2000. To overcome this, Nepali fi rms work as a subsidiary of a foreign company 
located in a foreign country. This might work for larger fi rms, but it does network for home 
grown smaller fi rms. Second, while the government launched the National Intellectual Property 
Policy in 2017, the implementational capacity is still poor. The ability to implement that policy 
would be pivotal to fostering growth of IT sector in Nepal. Third, the two ministries that 
regulate this sector – Ministry of Communication and Information Technology and Ministry 
of Education, Science and Technology, have a blanket policy approach for regulating ICT. 
However, IT sector includes internet companies, online social media, software companies, 
among others, and therefore a blanket policy could be argued not to be an ideal approach 
(Pandey et al., 2017). 

Tourism

The World Travel and Tourism Council(2018)estimated that the direct contribution of travel 
and tourism industry was four percent of world GDP in 2017, and total contribution (direct 
and indirect) was estimated to be 7.8 percent of world GDP in the same year. Similarly, this 
sector directly employed 497,000 jobs (3.2 percent of total employment) and also indirectly 
supported 1,027,000 jobs (6.6 percent of total employment). These numbers are not just 
refl ective of 2017, but also represents past trend.
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The Tourism Statistics 2017 provides an overview of the tourism industry in Nepal. In 2017, 
tourists stayed for merely 12.6 days and spent US $54 per day, which amounted to 658,092 
thousand dollars in total earnings. Among the 940,218 tourists that arrived in Nepal, 80 
percent came by air and the remaining 20 percent came by land. Similarly, 70 percent of 
the tourist visited Nepal for holiday/pleasure while15 percent for pilgrimage. The top three 
country of nationality of tourists were India, China and USA. Additionally, about 54 percent of 
the tourists were male.

TABLE 2: Tourism Statistics (2017)

Average length of stay 12.6

Average money spent per day 54

Total earning (USD '000) 658,092

Mode of arrival 

Air 760,577

Land 179,641

Total 940,218

Sex 

Male 509,598

Female 430,620

By Age Group 

0-15 35,332

16-30 217,143

31-45 292,827

45-60 244,342

61+ 141,316

Top 3 Country of Nationality  

1 India 

2 China

3 USA

Purpose of Visit  

Holiday/Pleasure 658,153

Pilgrimage 141,033

Trekking and Mountaineering 75,217

Others 65,815

Source: Tourism Statistics (2017)

An important policy document is the National Tourism Strategy Plan (NTSP) 2016-2025 which 
envisages an increase in arrivals of tourists to 2.52 million annually by the year 2025 as well as 
an increase in the average length of stay to 15 days and amount spent to $90 a day. However, 
there are a number of challenges Nepal’s tourism industry has to overcome. 
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Inadequate advertisement, restriction on currency movement, slow and complicated visa 
processing and compliance time are the reasons for low movement of tourists within SAARC 
(World Bank, 2004; CEDA, 2007). These reasons can be argued to be not just valid within 
SAARC but also with other countries. 

Vibrant advertisement is the key to grab attention to experiences including tourism. There are 
a number of Asian countries that have branded themselves – Incredible India, Malaysia, Truly 
Asia to name a few, in order to attract tourists into their country. While Nepal has come up 
with such slogans in the past, it has not been able to attract tourist as per its potential. With 
a population of 2.6 billion in India and China, Nepal has tremendous opportunities in this 
sector. While the Tourism Board was established in 1998 to promote tourism, branding efforts 
of the board have arguably been ineffi cacious. 

Inadequate infrastructure is another problem. Despite the fact that 80 percent of the tourist 
come by air, Tribhuvan International Airport in Kathmandu is the only international airport as 
of now. In addition to this, dilapidated runway, inadequate bay areas and no direct connectivity 
to Western countries are other reasons hindering Nepal’s tourism growth potential (Pandey et. 
al., 2017).  Similarly, even though 73 districts of Nepal are connected by road, the route quality 
is poor. 

While the number of hotels, both star and tourist standard hotels, are on the rise, gaps still 
exist. Currently, there are about 1,101 hotels with 39,833 beds in Nepal. With October being 
the month with the highest tourist fl ow, a simple estimation shows that if the 2.52 million 
target is attained, it would mean hosting 277,200 tourists in October. If tourists stay for 15 
days, in the fi rst two weeks of the month, Nepal will be hosting 138,600 tourists. With the 
current capacity of 39,833 beds, Nepal will need to have additional 98,000 beds, an increase 
of 247 percent.1

With regards to the quality of workforce, a recent report points out that despite the proliferation 
of hospitality and tourism management courses, both degree and vocational, employers have 
to train workers for at least 6 months after hiring. In addition to this, migration of workers 
from smaller hotels to foreign countries for tourism related job was also found to be another 
constraint. Low wages in Nepal’s tourism industry was cited as one of the major reasons for 
migration to other countries. The same report found that the salary of low level, middle level 
and high level employees were Rs.15,000, Rs.15,000-Rs.20,000 and Rs.20,000-Rs.50,000 
per month, respectively (Overseas Develoment Institute, 2017).

Finally, lack of tourist spots is also a constraint as pointed out in public discourses. Today, 
tourists are taken to the same place they were taken decades ago. Increasing tourist spots 
would allow Nepal to bring second timers and actually live by the spirit of the tourism motto 
– Nepal, once is not enough.  

Recommendation 

ICT

1. Incentives and promotion from government: While the NTIS 2015 lists ICT as a 
sector with growth and export potential, government policies do not yet refl ect the spirit 
of NTIS. The IT Park in Banepa was established in 2003 but due to lack of power supply 
and poor internet connectivity, it was not able to generate revenue and was thus closed 

1 Based on a methodology adopted by Swarnim Wagle, Ashutosh Mani Dixit, Abyaya Neopane and Aditya Todi for 
Infrastructure – The Big Picture, Infrastructure Summit, 2016.
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down. IT parks can be revived in order to incentivize foreign and homegrown companies 
to operate their businesses in Nepal. This also has the added benefi t of anchor investment 
as it signals prospective fi rms that the government is promoting in the IT sector. Similarly, 
as majority of IT companies cater to foreign clients, concessions on foreign exchange 
restrictions put up by the central bank can also lead to positive results. 

2. Investment in IT infrastructure: Reliability of internet connection is one of the major 
hindrances for IT fi rms. Before 2018, India used to be the sole-supplier of internet to 
Nepal, however, Nepal started importing internet connectivity from China through the 
Geelong (Keyrong)- Rasuwagadhi border. Yet, majority of the bandwidth still comes 
from India. Diversifying internet connectivity from multiple sources should lead to better 
reliability of internet. 

3. Integrate education and workforce skills: Integrating workforce education and 
vocational training with the skills needed in the job reduces sunk cost that is typical in 
this industry as workers leave for further studies and employment abroad. This should not 
necessarily be a government side action. For example, DeerWalk, an IT fi rm with over 100 
employees has established an institute in order to bridge this gap. Students get enrolled in 
the institute but not all get employment at DeerWalk after graduation. Instead those who 
don’t get employed at DeerWalk, get employed elsewhere(Overseas Develoment Institute, 
2017). 

Tourism 

1. Promote High-End Tourism: High rate of growth is expected globally in business 
travel, wellness travel, adventure tourism and nature based tourism(IFC, 2018). Nepal 
can take advantage of this. However, Nepal needs to diversify the tourism sector towards 
higher-end products through effective management of protected areas, build connective 
infrastructure and intensify destination management. 

 There are couple of places apart from Kathmandu Valley, Chitwan and Pokhara that have 
the potential to help Nepal diversify its tourist offerings, namely Upper Mustang, Bardiya 
and Banke. These areas provide ecotourism opportunity, and can cater high-end tourists 
by establishing high-end resorts, managed by international brands that circle nature and 
wildlife.

 There are a number of benefi ts for increasing high-end tourism segment. First, increasing 
the number of high-end hotels and premium experiences is likely to spill over technical 
know-how and improve quality of middle range hotels and tourist activities. Second, as 
high end hotels need skilled hotel staffs, this translates to higher wages as well as transfer 
of skills from high-level to mid-level hotel employees. Third, reference is one of the major 
ways how tourism can be advertised. Since high end tourism is a tailored experience, 
tourists are more likely to enjoy their stay, spend higher and provide better feedback to 
their friends and family back home.

 Promoting hotels for high-end tourists does not mean losing focus on mid-level tourists, 
but instead entails identifying different market segments and maximizing benefi ts from 
tourism. For example in Costa Rica, high-end eco-lodges charge up to $1000 a night.  At 
the same time, there are other hotels in the same area that charge less than $100.

 Additionally, high-end tourism can also be sold in bundle. Even adventure tourism does 
not just entail the adventure activity, but also how it leads up to that activity. Transporting 
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tourist to a particular place such as bungee jumping station in luxurious vehicles, and 
offering services such as queue jumps, among others can also make adventure tourism 
more exclusive.

2. Investment in infrastructure: While there are two international airports in the pipeline, 
investment in transportation should be kept as apriority by the government. In addition, 
fi lling the gaps in accommodation capacity (hotels and number of beds) is imperative to 
meet the goal set by NTSP. This can be expedited through foreign direct investment. A 
recent positive development in this regard is the opening of international hotels such as 
Marriot, Sheraton, Taj, Aloft,etc.

3. Advertisement: Foreigners will not know what Nepal offers unless it is shown to them. 
Effective targeting of the audience, based on age group could be one way to advertise 
Nepal. Advertisement is not only a government side responsibility as private sector 
equally has a role to play. Finally, as shown by experiences from Malaysia, an aggressive 
promotion strategy, instead of a general one can be benefi cial to Nepal. 

4. Exposure to workforce: Given the gap in what the universities teach and what is required 
in the job, incorporating internships, trainings and more practical courses in hospitality 
and tourism management degrees would lead to skilled workforce required by the tourism 
industry.
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Chapter 6: Migration and Development: A Theoretical 
Perspective with Special Reference to Nepal

- Saurab Man Shrestha

Introduction

Humans have been migrating for ages in pursuit of a better livelihood. This type of migration 
is called voluntary migration whereby people migrate in search of greener pastures. Likewise, 
people have also been forced to migrate due to natural calamities, wars and diseases. This 
forced (involuntary) migration, however, does not form a content in this discourse. Neither 
does the internal migration (within the national boundary of the country) features in the paper. 
Rather we shall focus on voluntary migration of people from one place to another, externally, 
to improve their income and hence, living conditions. However, it is worth mentioning here 
that the hypotheses of internal (rural-urban) migration and international migration are, in 
essence, same with similar patterns and implications. Further, in this age of globalization with 
relatively free movement of goods and labor, the line of demarcation between national and 
international migration becomes blurred.

It goes without saying, that the raison d’etre for migration is the remittances that the migrants 
earn and send back home from abroad. The remittances not only help migrants and their families 
cope with poverty back home but also forms assets which can be sourced into investments 
in real estate and housing, small enterprises, education and health. Hence, remittances have 
both direct and indirect (through multiplier) economic effects at household and community 
level. Migration is not just one of the powerful mechanisms for the redistribution of income 
from rich to poor areas, but also an indispensable means whereby poor households are able 
to diversify their incomes and ensure their survival ((Harris, 2003; Ellis & Harris, 2004). At 
national level too, for many developing countries, migrant remittances have been a major 
factor to stabilize the otherwise shaky balance of payments and fi scal positions.

Migration entails both the acquisition and disposal of human capital. Migration erodes both 
the labor power causing “brawn drain” as well as skills and knowledge they have acquired 
causing “brain drain”, thus negatively affecting economic activities and its expansion at the 
source countries. On the fl ip side, migrants can gain new skills, knowledge, ideas, and capital 
which they can utilize in the source country through engagement in entrepreneurial other 
productivity enhancing and income generating activities.

The signifi cance of migrant remittances to sending economies is well documented and there 
is little debate over the value of these fl ows (see Russel & Teitelbaum, 1992). However, there 
have been unending debates over how best to approach and study migrant remittances, and 
how to judge the value of remittances to national budgets and local economies. Narrowing the 
discussion down to country specifi c scenario is even more daunting as the migration profi le 
of each country is unique. This paper is an attempt to explore this discourse and present the 
migration and remittances scenario of Nepal and its impact on the economic development 
of the country. For the purpose of discussion, I categorize the migration and remittance 
outcomes into two groups – micro-level approaches and macro-level approaches. Micro-level 
approaches focus on the impact at the household and community level through direct and 
indirect benefi ts of remittances. Similarly, macro-level approaches focus largely on national 
outcomes.
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Followed by this introduction, I review, chronologically, international migration theories that 
have dominated the migration-development discourse over the past 50 years. These theories 
will give an idea of how migration and the subsequent remittances affect economic situation 
of the migrant sending nations, both at micro-level and macro-level. Then I delve into the 
migration and remittance context of Nepal and identify the various types of migration based 
on the social strata. Broadly, the Nepalese migrants can be divided into 3 sub-groups on the 
basis of class hierarchy – High skilled rich migrants, middle class medium skilled migrants, 
and low-skilled poor migrants. The rationale for this classifi cation of migrants is that these 
sub-groups show different patterns of migration and remittances. I argue, hence, that each 
migration sub-group needs to be targeted specifi cally in order to realize maximum benefi ts 
from migration and the incoming remittances. A blanket policy aproach that is practiced by 
the Nepal Government may not be appropriate for tackling the problems associated with each 
types of migrants. I follow this up with the policy prescriptions for the government for each 
sub-group of migrants. I end the paper with a brief conclusion that emanates from arguments 
throughout the paper.

Migration Theories

a. Microeconomic Theory

The micro-level theories help us to understand the signifi cance of remittances to local 
communities, migrant-sending households, and the migrants. In fact, individual household 
itself is the starting point in theorizing the relationship between migrant and local development. 
The direct effects of international migration on development are primarily concentrated in 
household itself and hence it is important to contextualize remittance use in terms of local 
socio-cultural and economic patterns (see discussions in Jones, 1998b; Keely & Tran, 1989).

The fi rst major effort towards migration analysis can be traced back to Lewis (1954)  which 
was later formalized by Ranis & Fei (1961). The model was not developed explicitly with 
international or developmental focus, but on internal migration as a mechanism to equilibrate 
rural and urban labor markets and support the development of modern industrial sector 
through mobilization of surplus labor from rural to urban sector. However, the model provides 
a starting point for understanding the migration-development nexus at the household and 
community level. In fact, if one substitutes “origin country” for “rural sector” and “destination 
country” for “urban sector”, the Lewis model easily fi t into the analysis of international 
migration.

This classical model is based on the assumption that there is surplus labor in the rural sector 
with the marginal product of near to zero. Hence, they can be siphoned off from the rural 
sector and channeled into an expanding urban sector where the marginal product is positive. 
This expands the urban sector and increases demand for labor without infl ating the urban 
wages. Hence, profi ts and scale rise in the urban sector which can further be invested into 
new urban sector leading to increased demand and wages for migrant labors. This process 
continues until there is surplus labor in the rural area. However, once the marginal product of 
labor in rural sector equals that in the urban sector, this model fails to explain the impact of 
migration on these individuals. Hence, drawing a parallel for international migration, it can 
be safely inferred that international migration will continue till there is surplus labor in the 
source country and opportunity cost of migration becomes positive.

Moving beyond the Lewis’ proposition, the neoclassical model predicts that further migration 



95

Nepal Economic Outlook 2018-19

causes the wages to increase in the source country and decrease in the destination country.  
Migration will persist until wages in both the countries are equal (with accounting for 
migration costs). Hence, this view puts forward that the microeconomic effects on the sending 
areas will be labor-supply effects in the short run, and changes in production technologies in 
response to rising wages in the long run. As more people migrate, wages in the source country 
increases forcing the producers to, in the long run, shift to labor saving technologies. Further, 
if capital too moves with migration of workers, loss of capital further decreases the demand for 
labor at source country. However, the neoclassical model could not explain the phenomenon 
of persistent migration even with high level of unemployment in the destination country. 
Further, it ruled out the possibility of a gain for non-migrants as it assumes migrants to be 
individualistic utility maximizing entities.

Todaro (1969) and Harris and Todaro (1970) provides a theoretical explanation to this 
phenomenon of continued migration even in the face of decreasing wages in destination 
countries. Though the model was built in the context of rural urban migration, it can be aptly 
applied to international migration as well. They argue that migration is induced by expected 
wage differentials rather than the actual wage differential between the sending and receiving 
countries. The theoretical idea of the model, though widely accepted, did not conform with the 
empirical research on the effects of out-migration in source areas. 

In the absence of a sound theoretical model that could explain the complex migration-
development nexus, empirically inclined researchers tried to explain this relationship and 
quantify remittances and their uses through village surveys. These were largely infl uenced 
by the dependency theory ( (Frank, 1967; Kearney, 1986) and found negative fi ndings, often 
corroborating the pessimistic view of the theory – remittances distort local socio-economic 
systems and creates the perpetual vicious cycle of migration.

All these models that transpired from the remittance-use studies, failed to incorporate the 
complex interactions between migration and remittances. Findings from these studies, 
whether optimistic or pessimistic, do not constitute a test for a full range of effects that 
remittances have on economic behavior within families and communities (Taylor et al., 1996). 
Understanding this complex relationship between migration and development requires new 
theories about the numerous ways remittances interact with households and communities and 
and impact their economic status.

The research on international migration and development received a new lease of life with the 
pioneering work of Stark (1978) who forwarded that migration needs to be seen in the larger 
context of household and community economic relationships. It was argued that migration in 
and from developing countries needs to be studied by placing family or household, and not 
individual migrant as the central decision making unit. This approach increases the scope 
for integrating additional factors other than individual utility maximization as affecting 
migration decision making. This new veiw was called to be known as the New Economics of 
Labor Migration (NELM). The NELM views migration as originating of the desire to overcome 
market failures that constraints local production. Hence, migration of an individual is a means 
of household to overcome various market constraints (imperfect credit) and spread and insure 
themselves against risks by diversifying their resources, here labor. Most of the developing 
countries are characterized by weakly developed markets with constraints to access for the 
underprivileged. Hence, migration can be a household strategy to overcome such market 
constraints by enabling households to invest in productive activities and improve their welfare 
(Stark, 1980).
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Other views that have transpired lately are the livelihood approach and transnational 
perspective. However, much of these views adopt a household-oriented approach and 
have conceptual parallels with the NELM. As a livelihood strategy is a strategic choice of a 
combination of activities by households and their individual members to maintain, secure, and 
improve their livelihoods, migration is one of the main elements of the strategy households 
adopt to diversify, secure, and potentially, durably improve, their livelihoods (Haas, 2010). 
Similarly, the transnational perspective views the migrants and their families as a part of 
global entity with the growing recognition of the increased possibilities for migrants and their 
families to live transnationally and adop transnational identities. This implies that integration 
in destination societies and commitment to sending societies are not substitutes, rather 
complements.

b. Macroeconomic Theory

While the micro-theories on migration and development focused on the local (household and 
community level) effects migration outcomes, it seems imperative too to look at the national 
patterns and outcomes, particularly in terms of foreign exchange and labor patterns, to 
understand how the whole of political, social and economic structures partly infl uences the 
local development context. The macro-level context, for instance public infrastructure, policies, 
social facilities, taxation, legislature, market access or regional development programs (Haas, 
2010) have a major bearing on the local development situation.

Most theoretical work has focused on the indirect effects of migration rather than its direct 
effects. While the effects of migration through labor market changes have been widely factored 
into, its effects through remittances have been little emphasized (Taylor et al., 1996). The model 
presented by Lewis (1954) hypothesize that the sending countries have a perfectly elastic labor 
supply and hence, outmigration of labor does not affect the production of the country; nor 
does it put an upward pressure on wages. In fact, as more and more surplus labor migrates, 
the average product of labor starts to increase till it is equal to the marginal product of labor.

The neoclassical model assumes that labors are paid the value of marginal product they 
produce. Hence, there would be no effect of migration on the economic condition of the non-
migrants. The decrease in production due to migration is in a way offset by the decrease in 
costs incurred on wages of migrants prior to their migration. However, this would not hold 
at non-marginal levels of migration as the reduction in labor at sending country reduces the 
productivity of complementary inputs such as land and capital. Hence, while on one hand, 
wages of labor would rise, on the other, the owners of capital would see decline in income – net 
effect of migration on the economy is determined by the difference between the two.

Johnson (1967) and Berry &Soligo (1969) argue that the effect of migration on sending countries 
depends on the changes in capital stock created by emigration. If migrants carry with them the 
capital they own too to the destination country, local capital stock will be negatively affected. 
This decline in capital stock, while on one hand, increases local rental rate on capital increasing 
marginal profi ts, on the other, decreases the productivity of complementary inputs. Further, 
out-migration of human capital, popularly termed “brain drain” decreases productivity and 
hence wages of non-migrant labors. Hence, the effects of labor migration depend on the impact 
of migration on the capital-labor ratio.

Remittances sent by the migrants has a huge impact on the economic welfare of a sending 
country, especially developing, since they are a major source of income, saving and foreign 
exchange. Migrant sending economy benefi ts from remittances in at least two ways: directly 
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increasing national income through positive net remittances; and indirectly adding to national 
income as saving and foreign exchange. For an undeveloped country, where marginal product 
of labor in source country is very low and their income is relatively much higher in the 
destination country than that they would have earned at home if not migrated, the benefi ts 
outweigh the costs. Djajic (1986) argues that even non-migrants benefi t from migration – even 
if they do not receive remittances themselves – if the value of migrant remittances is greater 
than the value of production had they not migrated. 

Similarly, remittances provide foreign exchange and saving that are scarce at sending developing 
countries and acts as a substitute for foreign investments and development assistance. Hence, 
a consideration of both direct and indirect effects of migration is imperative for understanding 
the migration-development nexus. One needs to look at the magnitude of remittances, the 
economic effect of foreign exchange contributed by remittances, the selectivity of international 
migration, and the effects of remittances on domestic savings and investment and, in turn, 
their impact on economic development for a clear understanding of the relationship between 
the two.

International Evidences: Optimistic Vs. Pessimistic Outcomes

The discourse on the migration-development nexus has been unending and two opposing 
views have been contesting for supremacy, without much of success. The developmentalists 
optimism dominated the 1950s and 1960s followed by the neo-Marxist pessimism in 1970s 
and 1980s. The debate has, thence, swung back to optimism during the 1990s and 2000s and 
has generated renewed interest in the issue of migration and development. 

Those holding the pessimistic views argue that remittances distort local socio-economic 
systems and literally addict migrants to continued movement, to the detriment and decline 
of traditional social and cultural practices (Reichert, 1981). Most of the pessimists’ arguments 
rest on the premises that incoming remittances lead to rise in conspicuous consumption 
distorting local economies and intensify inequality and social confl ict, and sending households 
fi nd themselves trapped into the never ending cycle of circular migration distorting local labor 
markets and production. 

Specifi c village level regional surveys fi nd that a large chunk of remittances is spent on 
consumption – particularly on housing, purchasing real estate and family maintenance. This 
leaves them with very grim prospects for investment. Rempel & Lobdell (1978) conducting 
a survey of 50 remittance-use studies conclude that “most of the money remitted is used 
for increased consumption, education and better housing”. Similarly, Lipton (1980) and 
Chandavarkar (1980) too fi nd that consumption prevails over investment of remittance.

Community and village studies in Africa and Middle East – Egypt (Adams, 1991a, 1991b; 
Amin and Awny, 1985), Turkey (Abadan-Unat et al., 1975; Kaysar, 1972; Toepfer, 1985), 
Yemen (Swanson, 1979a, 1979b), Sub-Saharan Africa (Adepoju, 1988; Bohning, 1981; Russell, 
Jacobson, and Stanley, 1990) – all fi nd that international remittances are spent on consumption 
rather than investment. Similar pattern were observed in Europe and Asia – Spanish town 
Alcudia (Rhoades, 1978, 1979), Western Samoa (Shankman, 1976, p. 63), Thailand (Mills, 
1993), India (Helweg, 1983), the Philippines (MacArthur, 1979, p. 93).

Similar fi ndings were observed in country level studies. Paine (1974), Gokdere (1978), Keydar 
and Aksu-Koc (1988), Martin (1991a), Keles (1976, 1985), Gitmez (1984), and Penninx and 
Van Renselaar (1978) from the national study in Turkey found that remittances are spent 
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primarily on consumption. Even if investments are made, they are channeled into real estate 
or in micro enterprises with very little impact on employment and income. Though some 
studies like Gilani (1988) and UN Economic and Social Commission for Asia and the Pacifi c 
(UNESCAP, 1987), and Burney (1989) in Pakistan and Stahl (1986) and Tingsabadh (1989) in 
Thailand found some evidence of remittances positively impacting investment and economic 
growth, a majority of studies have found discouraging results.

The fi ndings that remittances are majorly spent on food, clothing, consumer goods and housing 
and a very small proportion is invested paints a rosy picture of developmental outcomes of 
migration affi rming the views of dependency proponents. Similarly, aggregate case studies of 
individual sending countries present pessimistic conclusions about the role of migration in 
promoting productive investment. 

Brain drain caused by emigration depletes sending countries’ skilled and entrepreneurial 
individuals who could have contributed signifi cantly to their home economies (Adams, 2003; 
Rivera-Batiz; 1982; Stinner et al., 1982). Hence, migration deprives poor countries of their 
scarce skilled and professional resources in which these countries have invested for years (in 
education). Similarly, brawn drain – large scale migration of low-skilled able bodied labor – 
has been causing a shortage of agricultural labor (Taylor, 1984) and decreasing agricultural 
productivity (Rubenstein, 1992).

On the other hand, the optimists view remittance as having a developmental impact for 
origin communities by helping them overcome capital and insurance risks constraining 
local production. They argue that remittance bring in the much needed capital to sending 
households thus removing credit constraint and providing safety net. Further, remittances, 
in the form of savings foster local investments and catalyze economic growth. They fi nd that 
migration and remittances impact the community and the country favorably with its direct and 
indirect effects. While through its direct fi rst round effects of additional income for the migrant 
households, remittances improve their livelihood conditions, through its second round effects 
– the expenditure by remittance receiving households – it stimulates economic activities in 
other (non-remittance receiving) households and the community. Similarly, migration, on one 
hand, increases marginal productivity and wage levels of labors in labor abundant sending 
countries by absorbing unemployed/underemployed workers, and on the other, brings in 
capital from the destination countries to these capital scarce sending countries.  

The income multiplier model developed by Adelman, Taylor, and Vogel (1988) was able to 
estimate the income and investment multipliers for a migrant sending community in rural 
Mexico village found that a dollar of international remittances generated dollar 1.78 additional 
income into the village. Similarly, Taylor and Adelman (1996), adding to the above model and 
incorporating local wage and price effects, developed a new generation of village models using 
computable general equilibrium (CGE) method Mexico, Java (Indonesia) and Kenya. The 
study fi nds that the general equilibrium effects of remittances on income from local production 
are positive in the cases of Mexico and Kenya but negative in case of Java. While subsistence, 
medium holder, and nonfarm households benefi t from remittances in Mexico and Kenya, in 
Java the benefi ts accrue to large-holder households. Similarly, a two-period community CGE 
model fi nds that long run investment effects of remittances raise the income elasticity by 10 
percent in Mexico, by one-third in Java, and by two-third in Kenya. The conclusion of the 
study is that when the losses of human resources from migration is low, when the maximum 
benefi t of migration accrues to the households facing the greatest initial constraints to local 
production, and when remittance receiving households’ expenditure patterns produce the 
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largest local income multipliers, migration is likely to have larger positive effects on household 
income and production.

International migration has a mixed result on income distribution. Stark, Taylor, and Yitzhaki 
(1986) from the fi ndings on their study on income distribution in a Mexican village argue that 
while international migration increases income inequality in the short run, in the longer run, 
migration becomes an income equalizer. This fi nding has also been corroborated by Taylor 
(1992) and Taylor and Wyatt (1996).  Hence, while impact of migration seems pessimistic in 
the short run, in the long run more optimistic results on income distribution can be seen.

Remittances have been a major source of foreign exchange in most of the under-developed 
countries. It plays a signifi cant role in fi nancing the imports of these countries (Amjad, 1989; 
Arnold, 1992; Rist, 1978; Stahl and Habib, 1991). Thus, it provides them with the necessary 
foreign exchange to purchase foreign capital goods that can help stimulate industrial 
development and growth. Similarly, it has been an important source of stabilizing the balance 
of payments in most of the poor countries, thus, signifi cantly complementing the reserves and 
foreign investments. 

Nepal Migration Context

The scale and signifi cance of migration for Nepal does not need much explanation. Migration 
from Nepal that was limited to India gained impetus after the oil boom in the Gulf region and 
was fueled further by the Maoist revolution. The oil boom in 1980s and 90s in the Gulf region 
expanded demand for foreign labor, especially unskilled and low-skilled Nepalese along with 
other South Asian countries’ labor, was aptly suitable to fi ll in the demand (Seddon, 2005). 
According to DoFE’s (2014) classifi cation of Nepalese migrant workers, 74 percent of the 
migrants are unskilled, 12 percent semi-skilled, 14 percent skilled and less than 1 percent highly 
skilled. This pull factor coupled with the push factors like lack of employment opportunities 
in the country and low income insuffi cient to meet consumption expenditure attracted the 
desperate Nepalese workers to Gulf countries (Adhikari and Gurung, 2009; Hollema, Pahari, 
Regmi and Adhikari, 2008; Thieme and Wyss, 2005; World Bank, 2011). 

The process has continued to grow henceforth. In fact, the ratio of absentee population that 
was 1.4 percent in 1991, increase to 3.3 percent in 2001 and soared to 7.2 percent in 2011 
(CBS, 2011). According to the latest population census 2011, the total number of international 
migrants (including migrants to India) is 1.92 million. Similarly, the percentage of households 
receiving remittances increased from 23 percent in 1995 to 56 percent in 2011 (CBS, 2011).

With growing international migration, the remittance received by the country has also seen 
exponential growth. While remittances received by Nepal in 1995 was 1.3 percent of the GDP, 
it increased to 17 percent in 2007, and surged to 32 percent in 2016 making it the world’s 
highest recipient of international remittances as a percentage of GDP.1 Further, the volume 
of inward remittances in Nepal is fi ve times higher than the total of offi cial development 
assistance (ODA) and foreign investments the country receives (Dahal, 2014). In the fi rst 8 
months of the FY 2016/17, Nepal has received a total of USD 4.56 billion in remittances.2

Careful observation of migration pattern in Nepal reveals that Nepalese migrants can be 
categorized into 3 types depending upon their choice of country of migration, socio-economic 

1  https://www.nepalisansar.com/business/remittances-migrants-make-32-nepals-gdp/

2  Economic Survey 2018 
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status and skills level. The poorest migrants from Nepal are the most unskilled ones and choose 
India for employment, by choice or their helplessness. Those in the middle economic strata 
have a very low to medium level skills and tend to migrate to Malaysia and the Gulf region. 
Similarly, the migrants who are richer are relatively high skilled and they can afford to migrate 
to the developed countries like the US, Canada, Australia, and others. 

Results from the Nepal Migration Survey (2009) illustrated in World Bank (2011), highlight 
that poorer households have a higher probability of having a migrant in India. For other 
countries (i.e., countries other than India, Malaysia and the Gulf), the converse is true. Richer 
the household, higher the probability of it having international migrants (CESLAM, 2014). This 
is evident primarily due to the differences in costs – recruitment fees, travel costs, and related 
expenses – and migration network that affect the choice of destination for the migrants. NLSS 
(2011) shows that 16 percent of the poorest quintile have migrated abroad highlighting the fact 
that the poorest have very little access to fi nancial resources and migration network needed 
to afford international migration. Hence, the migration trend for this group seems be towards 
India where they have better network and need lesser amount of money to fi nance migration. 
Those on the top quintile (the richest 20 percent), clearly have better access to migration with 
25 percent migration rate for the group. Similarly, those in the middle quintile (second, third, 
and fourth) have an average of around 20 percent of the population in migration.

Hence, unsurprisingly, international labor migration also has a geographical dimension to it. 
Migration rates to the Gulf countries and Malaysia are the lowest for the Mid-Western and 
Far-Western Development Regions—two of the most remote and impoverished regions. They 
generally practice seasonal migration. Similarly, the marginalized groups such as Muslims and 
other minorities along with Hill Dalits show the highest probability of having a labor migrant 
in their household. While the participation of female in migration is increasing, still male 
dominate the migration scenario constituting nearly 96 percent of the total migrants.

(Faznzylber& Lopez, 2008) have identifi ed different consumption patterns between the 
three types of migrants. The household expenditure of the poor households is mainly on 
non-durable consumption, with little effects on durable consumption, and very limited on 
housing and human capital. Similarly, those in the middle strata of income and assets exhibit 
a changed pattern in consumption with sizeable investment in human capital and health. 
The rich households, however, spend remittances signifi cantly on non-durables with limited 
expenditure for housing and education. Though there is dearth of studies to validate this 
proposition for the country, nevertheless, similar patterns can be observed to large extent.

Economic Impact of Migration at HH, Community and National level

As has been evident from international literature and experiences, the economic impact of 
migration and remittances are ambiguous. In the case of Nepal too, similar conclusions can be 
drawn. There is a dearth of data and empirical literature on the economic impact of remittances 
in Nepal. Most of the studies have focused on the macroeconomic impact of remittances on the 
growth of the country without much of focus on the various other factors that account to the 
multidimensional relationship between migration and development. Further, there are limited 
literature that shows the microeconomic discourse on the migration-development nexus. This 
paper too, is not intended at presenting empirical evidences on the migration and the various 
ways it impacts the growth and development scenario of the country. However, with the data 
and literature available, the study tries to sieve through the various developmental aspects of 
migration.
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At microeconomic level, we can see a positive impact of migration on individual migrants 
and their remittance receiving households. First and foremost, the incoming remittances have 
improved the livelihood of people. This is evident from the fact that poverty in the country 
has decreased drastically over the years of migration boom. With an annual poverty reduction 
rate of 3.2 percent, poverty in Nepal has reduced from 41.8 percent in 1996 to 21.2 percent in 
2016 (Source). Similarly, according to NLSS (2011), 71.6 percent of the migrants are from rural 
areas, where poverty rate is higher. Hence, corroborating the NELM view that migration is a 
household decision to insure themselves against fi nancial constraints and income risks.

Acharya & Leon-Gonzalez (2012) estimating a household consumption function using two 
rounds of the nationally representative panel of living standard measurement survey on Nepal 
simulate the impacts of remittance on poverty and inequality. They fi nd that migration and 
remittances has decreased the headcount poverty along with severity and depth of poverty. 
Similarly, Lokshin, Bontch-Osmolovski, &Glinskaya (2010) observe that one-fi fth of the 
poverty reduction in Nepal between 1995 and 2004 can be attributed to higher levels of 
migration and inward remittances.However, though remittance has helped reduce the poverty 
in absolute terms, it has done little to improve the economic well being of the poor (Wagle, 
2012). 

Wagle (2012) fi nds that smaller families, particularly with low asset-holding and disadvantaged 
socioeconomic background are likely to receive less remittance. While the overall Gini 
coeffi cient has not changed much over the years, suggesting migration may have not impacted 
on income inequality, disaggregated data show that migration has increased inequality 
between urban and rural recipients and between the already better-off and the poor before 
migration. Here, already better-off households can also be interpreted as those households 
who belong to the castes and ethnicities who have monopolistic control over the political and 
economic resources in the country, leaving other groups marginalized and deprived.

Similarly, according to World Bank (2008), inequality in the country has exacerbated with the 
income share held by the lower 20 percent rather decreasing from an average of 7.5 percent 
between 1995-99 to an average of 6 percent between 2000-04. During this period, when the 
international migration boomed, the overall economic growth rate however has remained 
stagnant (Morton, Panday, & Kula, 2010). This fi nding is consistent with Stark, Taylor, and 
Yitzhaki (1986), Taylor (1992) and Taylor and Wyatt (1996) that migration increases inequality 
in the short run. Whether or not the convergence of income in the long run materializes as 
suggested by them is a potential area of research as there are lack of studies to show this 
relationship.

Agriculture in Nepal is largely for subsistence with very little progress towards 
commercialization. Agricultural growth rates averaged only 1.5 percent per annum 
uring 1990–95 and three percent per annum during 1996–2002, compared with over 4.5 
percent during the 1980s (Deraniyagala, 2006). Tuladhar, Sapkota and Adhikari (2014) fi nd 
that the direct impact of migration on paddy yield is negative; an additional migration from 
the agriculture household is refl ected into a decline of about 163 kg per hectare of paddy. 
Additionally, though income of remittance receiving agricultural households has increased, 
they fi nd that it has not refl ected into improvements in agricultural productivity. Supporting 
this outcome, Maharjan, Bauer and Knerr (2012) fi nd that in western Mid-Hills of Nepal, 
migration has caused negative impact on cereal production with increase in hired farm labor. 
Migration has not contributed to shift from subsistence farming towards more profi table 
commercial farming. 
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At macro level, the foremost contribution of migration and remittances, as a source of foreign 
currency has been maintaining the balance of payments. With increase in consumption 
and demand for construction materials due to inward remittances, and poorly developed 
local manufacturing sector, the demand for imports too has skyrocketed exerting enormous 
pressure on the balance of trade. Remittances, however, have been the major savior to the 
economy by easing this pressure to some extent. Remittances have also helped to absorb 
macroeconomic shocks and smooth consumption. This is quite evident from the fact that 
increase in remittances during the earthquake and the political embargo in the south plains 
reduced their adverse effects to a large extent. Had it not been for remittances, food scarcity 
and lack of other essentials could have led to a surge in casualties during the 2015 mega 
earthquake. Similarly, the government could prevail from the Terai embargo largely due to 
remittances that did not affect the consumption in the hills much, thus avoiding political 
pressure against the government. 

Most of the international remittances fl owing into the country have enhanced the income 
and expenditure capability of households. However, a huge chunk of remittances received is 
spent on consumption (at many times conspicuous consumption).According to CBS (2011) 
data, nearly 80 percent of remittances received is expended on consumption and only 0.6 
percent and 2.4 percent is allocated for savings and investment respectively. This is quite in 
contrast to the international experience of remittances increasing saving and investment in 
the source country (Guilano and Ruiz-Arranz, 2009; Senbeta, 2013; Lartey, 2013). Increase 
in consumption is itself should have been good for the economy as it can create employment 
opportunities for the people. 

However, surge in consumption has not helped much in local production as a large amount 
of consumption comes from imports of goods and services from other countries. The trade 
defi cit of the country has ballooned in the last decade. According to the Nepal Foreign Trade 
Statistics, while the total value of imports in 2007 was NPR 219 billion, it has increased 4.5 
times over ten years in 2017. However, in the same period, Exports have grown only 1.2 times. 
Similarly, in 2007 imports were 3.8 times the imports. However, in a decade in 2017, the ratio 
has increased to 13.5 times. This has resulted in a 3-fold increase in trade defi cit between 
2017 and 2011. This rise in consumption through increase in imports has resulted in the 
Dutch disease effect in the country (Sapkota, 2013). This has led to an appreciation in the real 
exchange rate thus reducing the competitiveness of domestic goods in international markets.

While remittances have been surging, both manufacturing value added and exports as a 
percentage of GDP are steadily declining (World Bank, 2011). While the remittance to GDP 
ratio has been surging, the manufacturing to GDP ratio has seen a drastic decline – from 9.5 
percent in 1995 to 6.4 percent in 2011 (World Bank, 2013). Similarly, export to GDP ratio 
has signifi cantly declined from 17.7 percent in 2002 to 8.9 percent in 2011. While the gross 
national savings in Nepal is high (43 percent of GDP) in 2016, thanks to the large infl ow of 
remittances, it has not refl ected into an increase in Gross Fixed Capital Formation (GFCF). Both 
the components of GFCF – private and government investments – have remained constant at 
15 percent and fi ve percent respectively over the last 15 years. Most of the investment activities 
from remittances have been on real estate and housing thus causing infl ationary pressure on 
the economy. Remittances is hardly refl ected into investment and entrepreneurship. Though 
migration has some positive impact on entrepreneurship, the likelihood of return migrants 
becoming an entrepreneur is very low and only 4.44 percent of remittances is used for business 
investment (Devkota, 2016). 

Migration pattern in Nepal exhibit not only brain drain but brawn drain too. According to 
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theories, there are both positive and negative impacts of both brain-drain and brawn-drain, 
and the actual effect on the economy depends upon the net of these two effects. In case of Nepal, 
those on the higher echelon of social hierarchy are highly skilled and migrate to developed 
countries as professionals as they have better access to education, funding for migration 
and network on destination countries. However, they tend to migrate permanently, only 
maintaining social linkages through kinship in the source country. Hence, this has caused a 
problem of brain drain in the country. On the other hand, the migration of physical manpower 
has created shortage of labor, especially in farm. Theories suggest that migration of this type 
of labor has positive impact in the domestic country as they return with new knowledge, 
skills, and technology learned from their stay abroad which they can apply in source country 
resulting into increased productivity. However, evidence from Nepal suggest that though the 
returnee migrants have acquired new skills and knowledge, they have been unable to harness 
its benefi ts in Nepal due to lack of credit and capital, political turbulence, corruption and red-
tapism in the government bureaucracy, and lack of support in value chain.  

Migration has caused decrease in labor in the country, especially in the agriculture sector. 
Migration has exacerbated the problem of labor availability in the agriculture sector with most 
of the returnee migrants shifting from agriculture before migration to non-agriculture sector 
after return. Migration, mostly of the male, has resulted in feminization in the rural sector. 
Maharjan et al. (2012) have found that due to labor shortage, feminization and hiring of labor 
has increased. Though the wages of the hired labor have increased, their productivity is lower 
than the family labor.

Policy Implications

By far and large, policy implication from the world literature on migration converge into 
following arguments – improve credit and insurance access to the poor and rural areas, 
decrease cost of migration, enhance human capital and channelize remittances into saving 
and productive investments. The suggestions I put forward, hence, would be no different. I, 
however, add to that and argue that a blanket policy needs to be complemented by customized 
policies for the households and migrants with different levels of income as they show different 
patterns of migration destination, remittances, consumption and investment. At the macro 
level, however, policies need to focus on increasing productivity of domestic labor, and effective 
utilization of remittances to bolster the faltering manufacturing sector in the country. Further, 
adjustments in fi scal measures need to be taken to manage real exchange rate and infl ation. 

I strongly believe that, while actively promoting international migration of labor and devising 
remittance based economic policies should not be the long-term objective of the country, 
migration is largely fueled by incentive structures created by existing economic scenario and 
will continue to exist in the middle run, if not the long run, given the current economic realities 
of the country. Hence, the current priority of the government should be to maximize the benefi t 
impact of migration and remittances in the country, combining it with the policies that would 
result in no need for migration for Nepalese.

The poor, primarily, as postulated by the NELM model, migrate to release credit constraints 
and income insurance. Hence, specifi c government policies are needed to target at these 
constraints. The fi rst and foremost thing that motivates migration is lack of income suffi cient 
to meet the daily requirements of households. Government should devise policies that make 
the local economy more vibrant. The rural economy is characterized by ineffi cient markets 
due to which economy is unable fl ourish. Hence, government expenditure should focus on 
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developing infrastructure in these areas that can attract and encourage private investments. 
Rural livelihood is primarily based on agriculture and if government can create structures 
that increase productivity in the sector and assist in developing the agriculture value chain, 
income of these people would increase, dampening the need for migration. Further, lack of 
credit and insurance against income risk in agricultural sector have been major hindrances 
to improving the livelihood of the rural poor. So, increasing access of poor households to 
fi nancial institutions and fi nancial products, and fi nancial literacy programs targeted at them 
will go a long way. Provision of right information and helping the poor migrants in accessing 
the migration networks in countries with higher income potential can also improve the income 
of the poor. Access to better health and education facilities will enhance their potential to 
earn higher incomes, both at home and abroad. Further, policies focused at reducing their 
migration costs can signifi cantly increase their net income.

Target policies for those on the middle strata can be similar to those targeting the poor. 
Additionally, government should make efforts to expand manufacturing and utilize the skills 
of this group of migrants so that their skills before migration as well as after return could be 
aptly utilized increasing productivity. This will also curb the need for circular migration. 

Migration of the rich primarily causes “brain drain” which can have both positive and negative 
impacts to the domestic economy. Hence, policies targeting the rich should focus on maximizing 
the net positive impact of migration. Policy options should majorly include two things. First, 
rich migrants should be provided transnational identity by the government, rather than 
despising their residence choices. Since rich migrants tend to earn higher income but migrate 
permanently, efforts should be made to encourage them and make them feel comfortable in 
investing in their parent country. Secondly, incentives structures to their investments should 
be devised in such a way that they would be willing to continue investment in Nepal and not 
repatriate incomes in their country of domicile. Additionally, government should ensure 
enough job, growth, and recognition prospects for them so that they are encouraged to return 
permanently, and their professional skills can be harnessed for the betterment of the country. 
Policies of retentionthrough building educational institutions and assisting in economic 
development are the most suitable long-run response to a brain drain.

Morton, Panday, & Kula (2010) upon examining country specifi c factors fi nd traditional 
resources of economic growth – physical capital, human capital and good governance – to be 
important complementary ingredients along with remittances in the growth and development 
process of a country. Hence, skilling of migrants, especially those from the lower and middle 
strata is paramount. Skilling not only increases income prospective for migrants in destination 
countries, but also at home.

Hence, it can be concluded that policy options should be focused on alleviating the various 
bottlenecks in the economy and improving policy areas that may complement remittances. 
These policy complementarities include education, institutions, fi nancial sector, and 
macroeconomic distortions. 

Conclusion

Migration, while itself is a complex process, understanding the impact of migration and 
remittances on the economy of the sending country is far too simple. Empirical evidences further 
exacerbate the prospect of convergence to a unifi ed approach to maximizing the benefi ts of 
migration and remittances. The view on the migration-development nexus has oscillated back 
and forth without a concrete solution. While some see migration as a development inducer 
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and one of the most suitable development fi nance options for the capital strapped developing 
countries, their counterparts believe that migration worsens the economic condition of the 
developing countries trapping them into the vicious cycle of migration and impoverishment. 

In this paper, I attempt to show the various perspectives on migration, both from the theoretical 
as well as evidential perspectives. I make a brief review of migration literature that have 
dominated the migration-development discourse over the past 50 years. Though there have 
been differing views about the effect of migration on development among the researchers, all 
converge on the point that for having a real developmental impact of migration, the positives 
should be maximized, and the negatives needs to be minimized. Next, I provide empirical 
evidences from international studies, that too corroborate to the views presented above.

Then I enter into the migration issue of Nepal – its migration context and scenario, trends, 
destinations and characteristics. There is abundant literature that have contextualized Nepal’s 
migration scenario. Hence, I have made an attempt to keep this section to the largest possible 
extent concise. Then I swiftly move on to show the migration-development nexus of the 
country with empirical evidences as far as possible, to the extent available literature permits. 
At places where there is a dearth of literature, I have taken the liberty of applying anecdotal 
evidences, refl ecting personal experiences that I have collected throughout my years of study 
on migration in the country. I have shown the economic impact of migration at the household, 
community and national level, with focus on key socio-economic variables. I have tried to show 
both the effects of outgoing labor that affects the labor dynamics and the resultant incoming 
remittances that affect the income dynamics of the country.

Lastly, I proceed to the policy suggestions founded on the premise of these fi ndings. I have 
argued that policies at both micro and macro levels should go together and complement each 
other so that they can create synergetic effects. Similarly, I have proposed customized target 
policies for particular households in different income groups as they exhibit different patterns 
of migration rationale, country of destination, and remittance size and expenditure.

The economic impact of migration is multi-dimensional. Hence, it is, as I see it, to a large 
part not possible, though not impossible, to include all the aspects of migration-development 
dynamics. The relationship between the two is established through different channels and have 
the short, medium and long run implications. Through the income and employment multiplier 
effects, migration and remittances impact growth and development in multiple rounds, with 
benefi ts accruing to the remittance receiving households in the fi rst round and then to the 
non-remittance recipients and the larger community in the later rounds. In case of Nepal 
too, it would have been interesting to know the income and employment multiplier effects 
of remittances on the receiving households and the community, which could have generated 
profound conclusions on the migration-development impact. This, however, is not available in 
the literature to date and can be an interesting area for future research.

Though there have been differing views, all tend to agree that there is no one way impact of 
remittances on the economy and benefi ts can only be optimized by maximizing its positive 
impacts and minimizing the negative impacts. In a developing country (like Nepal), there 
are various constraints and bottlenecks that have been hindering its growth perspective. 
Removing these constraints so that the positive impact of remittances could seep into the 
various aspects of the economy has been a major headache for most of the development 
countries. Maximum benefi ts from migration can be extracted if a very large income multiplier 
effect of remittances could be created in the economy. Further, how migration and remittances 
affect the economy also depends upon the quality and situation of complementary factors 
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like education, institutions, fi nancial sector, and macroeconomic distortions. Even sound 
migration policies will not result in maximum benefi t to the economy in the presence of snags 
in these complementarities.  Further, in the presence of weak and extractive institutions, which 
generally are the case in many developing countries including Nepal, harnessing benefi ts from 
migration seems elusive. Sound policies are just half of the story; effective implementation of 
the same is what determines the optimum benefi t that can be derived out of migration and the 
incoming remittances.
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