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ABSTRACT 
 
 

This paper analyzes the Asian Development Bank’s Rural Finance Sector Development 
Cluster Program, particularly the support to the Agriculture Development Bank Nepal 
(ADBN), from a political economy perspective. The success of the program so far, measured 
primarily in terms of relatively smooth transformation of ADBN toward a more viable 
commercial institution, can be attributed to the congruence of the stakeholders’ policies, the 
cluster approach and the strong engagement among the stakeholders led by the project 
staff. While it is too early to make conclusive remarks on the success of the program, a 
number of recommendations are made for more effective ADB interventions in the finance 
sector in Nepal, which can also be applied to a few other sectors and perhaps elsewhere. 
Specifically, ADB should (i) identify and work in an area that is clearly on the government’s 
priority; (ii) engage more proactively with ‘street actors’ including labor unions, while 
remaining within ADB’s mandate; (iii) modify the modality of engaging consultants; and 
(iv) continue with the cluster approach at least until the country’s transition is complete. 
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I. INTRODUCTION 
 

The process of policy making is a subjective process by its very nature, where personal values 
of policy makers, in addition to a rational analysis that features appropriate solutions, manifest 
within the policy (Stone 1997). As such, policymaking is influenced by a group, organization or 
community which has an interest often leading to pervasive influence on the policy; and by an 
information system that is incomplete, strategic and interpretive.1 The dynamism of these factors 
is likely to be more pronounced particularly in a politically fragile country, such as Nepal, where 
different actors struggle with each other to dominate the political and economic arena. Even 
after a sound economic policy is designed ensuring buy-in from stakeholders, the interests of 
these stakeholders—and stakeholders themselves—are likely to evolve over time, thus 
compounding and delaying the reform process—more so in a country undergoing political 
transition.  
 
Nepal opened up to the outside world only in 1960. Following three decades of an active 
monarchial system, Nepal was ushered into a weak but functioning multiparty democracy in 
1990. In 1996, the current Unified Communist Party of Nepal (Maoist) [UCPN(M)] launched an 
underground guerilla war with a view to overthrow the monarchy. Between 1996 and 2005, 
Nepal experienced frequent changes in government, the royal massacre and a direct rule by the 
king. The joint struggle launched by UCPN(M) and other political parties against the king in April 
2006 culminated in the signing of the Comprehensive Peace Accord by UCPN(M) and the ruling 
parties, election to the Constituent Assembly to write a new constitution, and subsequent 
declaration of the country a secular republic. 
 
Amidst these developments, in November 2006, Asian Development Bank (ADB) and the 
Government of Nepal (GoN) signed the Loan Agreement for the Rural Finance Sector 
Development Cluster Program (RFSDCP), an ambitious program designed to transform Nepal’s 
rural finance sector from a traditional sector plagued by rampant inefficiencies to a more 
commercial one (see Box 1). The ultimate goal was poverty reduction through enhanced access 
of rural population to formal financial services. The program was a part of the Government’s 
broader Finance Sector Reform. At the core of RFSDCP was the commercialization and 
subsequent privatization of Agricultural Development Bank of Nepal (ADBN)—a very ambitious 
agenda given the political context marked by burgeoning unionization and the rise to power of 
UCPN(M) which had throughout the conflict years galvanized the populace around a 
redistributive socialist agenda (which, by corollary, meant a widened role of the government and 
hence reduced role of the private sector).2  
 
Despite the challenging political transition, many of the key targets planned under the program 
continue to be achieved so far, including the privatization of ADBN—the last block on the 
reform—approved by the Privatization Committee formed by GoN. The steady progress of the 
reform, especially in terms of the rapid financial strengthening and organizational reform of 
ADBL even as the country continues through a massive upheaval provides the motivation for 
this research. 
 

                                                 
1 Stone, Debora. (1997). Policy Paradox: The Art of Political Policy Making. Norton & Company: New York. p. 33. 

According to Stone, the characteristic of policy making featured here—based on what is known as the polis 
model—is different from the rational model in which policymaking is driven by economic theories.  

2 The terms Agriculture Development Bank of Nepal (ADBN) and Agriculture Development Bank Limited (ADBL) 
may seem to be used interchangeably. They refer to the same institution, which was called Agriculture 
Development Bank before it was incorporated as a commercial bank in 2005. Following the incorporation, it is now 
called ADBL.  
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Box 1: Intended Institutional Restructuring and Reform of ADBL under RFSDCP  

 
Phase 1 (Subprogram I): The first phase of reform sought to commercialize ADBL. It required ADBL to be 
(i) registered as a limited liability company; (ii) initiate Initial Public Offering of shares; (iii) write-off bad debts; 
(iv) issue voluntary retirement scheme for downsizing, develop and adopt ADBL’s business plan; (v) include 
performance benchmarks for implementing the ADBL restructuring plan; (vi) improve human resources and 
adopt to a code of conduct; and (vii) manage credit to the satisfaction of ADB. 
 
Phase II (Subprogram II): The second phase required (i) the divestment of government stake in ADBL through a 
public issuance of share and eventual privatization; (ii) achievement of performance indicators outlined in the 
business plan; (iii) completion in the restructuring of ADBL in the area of human resource, legal and governance 
side; and (iv) increased outreach to rural women and disadvantaged groups. 
 

 
Using the framework developed by Abonyi (2002) (explained in Annex 1), we analyze RFSDCP, 
particularly the reform of ADBL, from a political economy perspective.3 A political economy 
perspective portrays the central role of politics and institutions in the reform process. Abonyi’s 
model enables us to understand the complexities of a reform process by dissecting political 
developments and corresponding policy reforms at various stages of the process, namely  
(i) when getting the reform on the agenda, (ii) when designing the reform, (iii) when ensuring the 
government’s endorsement, (iv) during implementation, and (v) when ensuring that the reforms 
are sustained even after the program is over. 
 
The primary goal of this research is to inform future ADB programs in Nepal, particularly in the 
financial sector, by identifying key factors which have facilitated implementation the reform 
process and those that have impeded it. Various stakeholders involved in RFSDCP were 
interviewed in order to get a clear picture of difficulties that were faced at each stage of the 
process. Recurring themes were then organized to fit them into the broader reform framework 
mentioned above. 
 
The rest of the paper is organized in the following manner. In Section II, we provide the political 
and the economic context in which the RFSDCP was implemented. We also discuss  
the evolution of the financial sector and issues in access to finance, followed by a summary  
of the development partners’ experience in the sector. The analysis of the reform process using 
the framework is presented in Section III. We conclude in Section IV by drawing a number of 
broad lessons and suggesting a few recommendations for future ADB interventions in Nepal, 
particularly those in the financial sector.  
 
 
II. CONTEXT 
 
A. Political Development 
 
In 2006, when RFSDCP went to ADB’s Board for approval, Nepal had just emerged from a 
decade-long conflict. UCPN(M), which had launched underground guerilla warfare in 1996 to 
overthrow the century-long monarchial system, had just joined the mainstream politics,  
following the signing of a peace accord—known as the Comprehensive Peace Agreement 
(CPA). The CPA had paved way for UCPN(M) to join the transitional government. However,  
in 18 September 2007, six months after joining the Government, UCPN(M) pulled out citing the 

                                                 
3 George Abonyi. 2002. Toward a Political Economy Approach to Policy-Based Lending. ERD Working Paper  

No. 14. Economic and Research Department (ERD). Asian Development Bank.  
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failure of the interim legislature to proclaim the country a republic before the Constituent 
Assembly (CA) elections and to agree on a proportional representation election system. Another 
23-point deal was reached in December 2007, which led to the declaration Nepal a federal 
democratic republic by the parliament (subject to endorsement by the first CA meeting). 
Following the declaration, UCPN(M) re-joined the Government.  
 
Elections of the CA were held in April 2008, in which UCPN(M) emerged as the largest political 
party, winning 220 of the 601 seats. Subsequently a UCPN(M)-led Government was formed. 
While the elections and the subsequent declaration of the country as a republic were largely 
peaceful, differences remained among the key political parties on contentious issues related to 
the peace process, including power-sharing in the transitional government; the integration of the 
Maoist combatants, who were placed in cantonments under the supervision of United Nations 
Mission in Nepal (UNMIN) since the CPA; the structure of the federal system; and the 
repatriation of the private land captured by UCPN(M) during the insurgency. The disputes 
culminated in the resignation of Prime Minister Pushpa Kamal Dahal in May 2009 after the 
President repealed the cabinet’s decision to sack the Army Chief. 
 
A new coalition Government representing 22 political parties was formed under the leadership 
of Madhav Kumar Nepal of the CPN(UML). UCPN(M) decided not to join the government and 
vowed to launch a struggle against the President’s move from the street and the CA. 
Proceedings of the CA were disrupted for almost four months, significantly delaying the 
approval of the budget for FY2010.4 The CA was briefly allowed to meet to pass the budget in 
November 2010, after which the disruptions continued for another 13 months with 
accompanying street protests, picketing of government offices and transport blockades. Madhav 
Kumar Nepal resigned in June 2010, citing lack of cooperation from UCPN(M) as the reason.  
 
A climate of political uncertainty ensued for nine months, with the CA unable to elect a PM.  
In February 2011, a new government led by Prime Minister Jhalanath Khanal, also from 
CPN(UML) was formed with UCPN(M) as a coalition partner. The CA failed to draft the 
constitution by May 28, as stipulated, and the deadline was extended to 31 August 2011, 
following a five-point deal between the key political parties. As part of the deal, Prime Minister 
Khanal resigned on August 14, in principle to pave way for a consensus government. The 
parties failed to agree on a consensus candidate, and Dr. Baburam Bhattarai was elected the 
Prime Minister by the CA on August 28, 2011 based on majority vote. The tenure of the CA was 
also extended by another three months.  
 
Following intensive consultations and negotiations, UCPNM and the other major political parties 
entered into an agreement, again, on 1 November 2011 to accelerate the peace and 
constitution drafting process. The main thrust of the agreement is an interparty consensus on 
the numbers and modality for the long-pending and contentious rehabilitation and integration of 
former Maoist combatants. The political parties have agreed to integrate a maximum of 6,500 
ex-combatants (out of about 19,000), provide a compensation package for rehabilitation and 
voluntary retirement, and regroup the ex-combatants to initiate the rehabilitation and integration 
process by 23 November 2011. As of November 17, the special committee has initiated 
necessary preparations including the process of regrouping the UCPNM combatants for 
undertaking the rehabilitation and integration process. Despite these positive developments, 
challenges remain, including financing the substantial rehabilitation and integration costs, 
agreeing on the form and substance of the proposed federal structure, and drafting of a  
new constitution.  
                                                 
4 The Nepalese fiscal year runs from 16 July to 15 June. FY2010 ended on 15 June 2010.  
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B. Macroeconomic Scenario 
 
When the loan agreement for RFSDCP was being signed by GoN and ADB in 2006, Nepal’s 
Gross Domestic Product (GDP) was growing at approximately 3.5%, a rate comparable to 
recent years. Agriculture contributed about 32% of the GDP and employed above two-third of 
the labor force. While some progress was being made in agriculture to reduce food insecurity, 
the subsistence orientation of highland producers limited contribution to income growth and 
poverty reduction, as it does currently. Services were evolving as a major sector, driven by 
expansion in trade, finance, tourism, and transport and communications. The industry sector 
was largely stagnant, as it is today, constrained by the deteriorating security situation, in 
addition to the existing structural challenges such as inadequate infrastructure and energy, 
unfavorable investment climate, and reduced competitiveness. 
 
Although the GDP growth was below the expectation of the people, particularly in light of the 
market-oriented reforms and the restoration of multiparty democracy in the early 1990s, both of 
which were expected to boost growth and substantially benefit the poor, other macroeconomic 
factors were generally sound. Inflation was in the proximity of 4%, and fiscal deficit was 
approximately 1.5% of GDP (although the low deficit was partly due to reduced development 
spending caused by the poor security situation, lingering political uncertainty and absence of 
elected local governments since 2002). Nepal’s external payments position was also sound, 
buoyed by a sustained increase in migrant workers’ remittances.5 
 
The generally sound macroeconomic indicators, however, masked some important adverse 
economic impacts of the conflict, mainly the cumulative loss of potential output—the overall 
economic growth rate had been significantly lower than what it could have been since 1996. In 
the 1990s, for example, GDP growth averaged 5%. However, since 2001, GDP growth had 
dropped to an annual average of 2.6% against a population growth of 2.3%. The investment 
climate for domestic and foreign private sectors was deteriorating, and the micro level adverse 
impacts were evident in conflict-affected areas. Labor mobility, financial services, and 
commodity markets were disrupted in many areas during the conflict, adversely affecting rural 
livelihoods and the delivery of basic public services. This, together with rising rural insecurity, 
had led to an upsurge in rural-urban migration, putting pressure on delivery of drinking water, 
sanitation, and other essential services in urban areas. 
 
The macroeconomic scenario has not changed significantly since 2006 except for a modest 
improvement in GDP growth. On average, GDP grew by approximately 4% between FY2006 
and FY2011, supported mainly by a respectable growth in services sector. The performance of 
the agriculture and industrial sectors remains sluggish because of the excessive dependence of 
the former on rain-fed irrigation and the influence of power cuts, fuel shortages and political 
strikes on the latter. Slow domestic job creation has led to a rapid outflow of migrant workers, 
making the economy increasingly dependent on remittances from abroad and private 
consumption. Private consumption now constitutes almost 90% of GDP. 
 
The poor performance of the industrial sector, particularly of manufacturing, has translated into 
weak exports, which, coupled with the rising import bill, continue to widen the trade gap. 
However, remittances and tourism receipts offset the trade gap leading to a current account 
surplus until FY2010 when decelerating remittances were unable to keep up with the rapid 
surge in exports, and imports took time to adjust to decelerating remittances—resulting in a 
current account deficit. The current account deficit persisted in FY2011.  
                                                 
5 Remittances reached close to $3 billion in FY2011, or above 20% of GDP. 
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Fiscal stability has been maintained despite pressures for more public spending, especially for 
activities related to the peace process, and greater capital spending following the improvement 
in the project implementation environment since 2006. Both the fiscal deficit and domestic 
borrowing were contained at an average of 2% of GDP during FY2006–FY2011, aided by 
improved domestic revenue mobilization. Important reforms have been introduced to strengthen 
tax administration, which have improved domestic tax revenue by almost three percentage 
points of GDP (from 11.7% to 14.4% of GDP) during that period. Continued improvements in 
revenue collection and the government’s commitment to revive the implementation of the 
Medium-Term Expenditure Framework (MTEF) to prioritize public expenditures are reassuring 
in terms of sustained fiscal stability. 
 
Although average inflation remained moderate at about 7% during FY2005–FY2008, it rose to 
double-digits in FY2009 and remained near that territory until FY2011 because of increases in 
fuel and food prices; inflation in India; a hike in civil service salaries; and supply disruptions 
caused by frequent strikes. As of mid-November 2011, inflation is recognized as one of the 
major short-term challenges to macroeconomic stability—a view shared by the International 
Monetary Fund.6 
 
C. Banking Sector7 
 
Paucity of data makes it difficult to get an in-depth understanding of the financial sector in Nepal 
when RFSDCP was being designed. In general, the sector was largely traditional with very little 
innovation, although the scenario was changing gradually with greater competition between 
private financial institutions. In 2005, there were 17 commercial banks and 26 development 
banks. The number of institutions of the banking sector in Nepal has grown considerably since 
then (Table 1). Currently, Nepal’s financial sector comprises over 300 banks and non-bank 
financial institutions licensed by Nepal Rastra Bank (NRB), including 31 commercial banks (or 
class A financial institutions under the Banks and Financial Institutions Act (BAFIA) 2006 
definition), and 88 development banks (class B institutions). 

 
Table 1: Number of Financial Institutions, 2006–2010 

 Commercial Banks Development Banks Finance Companies Cooperatives
2006 18 28 70   9,979 
2007 20 38 74 11,504 
2008 25 58 78 14,624 
2009 26 63 77 16,989 
2010 31 87 79 18,694 

Source: Nepal Rastra Bank (2011). 
 

                                                 
6 See summary of the IMF’s 2011 Article IV Consultation Report. Accessed 16 November 2011. http://www.imf.org/ 

external/np/sec/pn/2011/pn11134.htm 
7 ADB. 2010. Report and Recommendation of the President to the Board of Directors Proposed Loan, Grant, and 

Technical Assistance Grant Nepal: Rural Finance Sector Development Cluster Program (Subprogram 2). Manila.  
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Along with the increase in the number of institutions, the volume of transactions, assets and 
liabilities of the financial system has also experienced considerable growth between 2006 and 
2010.8 At present, nearly 80% of the total assets are held by commercial banks followed by 
finance companies (13%), development banks (6%), and microcredit development banks (2%). 
For deposit, commercial banks are also predominant institutions accounting for 86% of the total 
deposit in the system. Some of the growth reflects a natural deepening of the financial system.  
 
The commercial banking sector comprises three public commercial banks, as it did in 2003—
Nepal Bank Limited (NBL), Rastriya Banijya Bank (RBB), and the Agricultural Development 
Bank Limited (ADBL)—and 31 private banks. 9  ADBL was established as a specialized 
development bank under the Agricultural Development Bank Act 1967, but was incorporated 
and licensed by NRB as a class A commercial bank in 2005, as part of RFSDCP. In spite of the 
rapid entry of new private banks, the three public banks still continue to dominate the country’s 
banking system and account for more than 30% of total banking sector assets. The public banks 
also have the largest branch networks, representing more than half of total bank branches in the 
country. 
 
The overall performance of commercial banks has been steadily improving as a result of the 
Financial Sector Reform Program of the Government. Until 2007, the commercial banking 
sector as a whole had a negative net worth due to the huge negative capital of the public banks. 
Currently, most commercial banks maintain capital in excess of the minimum statutory capital 
adequacy ratio (CAR) of 11% with the exception of NBL and RBB, and two other public 
commercial banks. As a result, CAR of the commercial banking sector rose to 4.04% in 2008 
(Table 2). The ratio of nonperforming loans (NPL) to total loans has been reduced by more than 
half since 2003 due to the aggressive write-downs and rescheduling of bad loans and improved 
supervision during recent years’ rapid credit expansion. NPLs of the entire commercial banking 
sector decreased to 6% in 2008 from 29% in 2001. 
 

Table 2: Selected Indicators of the Commercial Banking Sector 

 
 

 Year
Indicators   2001  2002 2003 2004 2005 2006 2007 2008
Gross Profit (NRs million) –7,843 –9,428 –3,317 3,707 5,205 7,983 8,798 11,912 
CAR (%) –5.49 –9.88 –12.00 –9.07 –6.33 –5.30 –1.71     4.04 
NPL (%) 29.30 30.40   28.80   22.8 18.94 14.22 9.65     6.08 

CAR = capital adequacy ratio, NPL = nonperforming loans. 
Source: Nepal Rastra Bank. 
 
The performance of NBL and RBB is still sobering, however. NBL and RBB currently have 
NRs5.7 billion and NRs17.2 billion negative net worth, respectively, and are technically 
insolvent. Considering the fact that those two banks hold 25% of the total assets in the 
commercial banking sector, or 20% of the whole financial sector, their poor financial health 
poses a serious concern. NBL and RBB are going through the restructuring program since 2002 
under the World Bank’s Financial Sector Restructuring Project. The earlier plan was to privatize 
those two banks, but the Government dropped the idea and instead placed external 
management teams in the two banks. The external management contract yielded some positive 

                                                 
8 Complete data for 2011 are not available.  
9 Nepal Bank Limited (NBL) was established as a fully state-owned bank in 1938. Currently, the Government owns 

41% of NBL share. While NBL is a majority private owned bank, due to its history and strong Government 
influence in its management, in this document, it is referred as a public bank.  
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results. Yet, they still have significant negative net worth and NPLs (22% for RBB and 9% for 
NBL), higher than the commercial banking sector average.10 
 
Overall, public banks are characterized with weak governance and management, ineffective 
business processes, poor information systems, inefficient accounting and record keeping 
practices, limited business planning and budgeting, and human resource issues. 
 
To address the issue of deteriorating financial sector performance, during the Tenth-Five-Year-
Plan (2002–2007), the Government initiated the financial sector reform program with 
assistances from the International Monetary Fund (IMF), WB and ADB. The focus areas of the 
reform program included: (i) strengthening the central bank, (ii) improving the health of the 
banking and non-banking sector, (iii) initiating more focused interventions to uplift the poor, and 
(iv) re-orienting the role of the Government and NRB from the active participants and owner  
of financial institutions to regulatory authorities. Subsequently, the Government’s priority reform 
areas involved: (i) reform of financial sector legislations and regulations, (ii) strengthening  
bank supervision and inspection, (iii) restructuring and privatization of RBB and NBL,  
(iv) strengthening the regional GBBs, (v) initiating the restructuring process of ADBL and the 
Nepal Industrial Development Corporation, and (vi) establishing a bankers’ training institute, an 
assets management corporation, and a credit rating agency. 
 
In line with the strategy, various progresses were made especially in the reforms of legislation 
and supervision until 2006. In the legislative reform, the Debt Recovery Act was approved in 
2002 to make loan recovery more effective and the Banks and Financial Institutions Act was 
prepared in 2006 consolidating various fragmented acts. On the regulation side, NRB issued 
various prudent regulations including capital adequacy, loan classification and provisioning, 
accounting policies, and financial reporting to increase the transparency and soundness of 
financial institutions. With the assistance from WB, NRB also strengthened its capacity of 
supervisors. Some of the initiatives are ongoing with noticeable results.  
 
D. Access to Finance 
 
Nepal’s rural and microfinance sector comprises formal, semi-formal, and informal institutions. 
Formal institutions are those which are licensed and supervised by NRB; semi-formal 
institutions include institutions which are registered under non-financial legislations such as a 
cooperative act; and informal sources include relatives, friends, money lenders, and traders. 
 
Despite the recent expansion of the credit supply and number of institutions in the banking 
sector, access to finance is still limited in many parts of Nepal. The findings of the 2006 Access 
to Financial Services Survey conducted by WB confirm that the use of banks is limited; financial 
NGOs and cooperatives play a large role in providing both deposit accounts and loans; and 
informal borrowing far exceeded formal borrowing. The report shows that merely 26% of 
Nepalese households have a bank account and the procedures in banks are perceived to be 
very cumbersome. The majority of banks are in urban centers. Less than 1% of households 
receive their income through the formal payment system.11 The access and use of formal 
financial institutions are even more limited for small businesses and low-income households.  
                                                 
10 ADBL’s NPL ratio is 9% as of 2011. ADBL was recapitalized with the ADB financing and its capital adequacy is 

deemed to be sufficient. 
11 Ferrari Aurora, Guillemette Jafrin, and Sabin Raj Shrestha. World Bank. 2006. Access to Financial  

Services in Nepal. http://siteresources.worldbank.org/NEPALEXTN/Resources/publications/415830-117432711 
2210/complete.pdf. The report recommended various measures to improve the financial system in Nepal such as:  
(i) create a technical assistance fund to help banks with the potential to develop appropriate products and 
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Limited branch network of formal financial institutions and relative inefficiencies of those 
institutions are contributing factors to the limited access to finance. Semi-formal financial 
institutions such as microfinance NGOs have filled a part of the gap. However, like in many 
other countries, microfinance NGOs in Nepal also suffer from weak capacity, limited scale of 
operations, and insufficient skills to attain viability and outreach. Most NGOs in Nepal do not 
have proper accounting, reporting, and management information systems. They are also facing 
issues such as lack of technically qualified staff, weak internal control systems, lack of external 
audit, and low capacity of financial management and business development. 
 
The topographical conditions in the hills and mountains make it difficult to organize group 
members and the transaction cost of delivering microcredit is proportionally higher in those 
areas than in the plains. Savings and credit cooperatives, which are run and managed by 
members themselves, are considered more suitable channels in the hills and mountains. 
However, the savings and credit cooperatives are also limited in their ability to mobilize 
resources, expand credit, and improve the efficiency of microcredit operations.  
 
Like in other financial subsectors, the government has been heavily involved in rural 
microfinance. Still, the extension of microcredit through the public sector in Nepal has not been 
satisfactory. Many public microfinance institutions including a few regional development banks 
called Grameen Bikash Banks (GBBs) are insolvent. Other government sponsored microfinance 
programs demonstrate poor performance and limited outreach. The government’s deprived 
sector lending scheme, which requires banks to invest 3% of their total loan portfolios in the 
deprived sector (i.e., microfinance), is a significant disincentive for microfinance institutions to 
extend outreach through efficiency improvement and innovation.  
 
On the regulation side, NRB is the licensing and supervisory authority for all categories of 
institutions defined in the BAFIA. The Ministry of Finance (MoF) is the legislator and policy 
maker of the finance sector, but at the same time, the owner of various financial institutions.  
It also owns and Nepal Industrial Development Corporation (NIDC), insurance companies, 
pension and provident funds, regional rural development banks, and is heavily involved in 
microfinance institutions. Excessive presence of MoF in the ownership and management of the 
financial institutions has been a cause of weak performances of those institutions. Government 
ownership has led to poor internal governance, weak management, fragile financial health, and 
an unhealthy politicization. While the financial sector reform partially reduced this excessive 
government ownership, there is still a need to divest its ownership from most of those financial 
institutions and induce further private sector participation. 
 
E. Experience of the World Bank and the International Monetary Fund 
 
In October 1992, the IMF approved a three-year Enhanced Structural Adjustment Facility 
(ESAF) of $33.57 million, the policy framework of which included financial sector reforms. 
Specific reforms covered the restructuring of RBB and NBL, with the goal of eventually 
privatizing them, strengthening the supervision capacity as well as its monetary control and 
management functions of the NRB, and capital market development. Due to the escalation in 
political instability after the fall of the Nepali Congress-led majority government in November 
1994, reform measures stalled and the ESAF arrangement expired in October 1995 after  
only $16.79 million was disbursed. However, IMF assistance helped strengthen the monetary 

                                                                                                                                                          
procedures for profitable lending to small businesses; (ii) develop an enabling environment that makes small 
business lending safer, cheaper, and faster; (iii) promote the microfinance industry; (iv) create a conducive legal 
and regulatory environment; (v) enhance the financial literacy; and (vi) promote a viable loan scheme for migrants. 
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operations of NRB, including compilation and reporting of monetary statistics, and establishing  
a secondary window for the government securities at the central bank. ADB joined IMF’s 
consultation missions in 1999 and 2000 to discuss a possible Poverty Reduction and Growth 
Facility (PRGF), and worked out the division of labor between ADB and IMF in reforming 
Nepal’s finance sector.12 
 
The main thrust of the structural reform agenda under PRGF was focused on (i) financial sector 
reform; (ii) public sector reform; and (iii) improving governance. These reform programs were 
expected to be supported by the World Bank through financial sector technical assistance 
program and poverty reduction support credit (PRSC) and by ADB under governance reform 
program (GRP) and public sector management program (PSMP). Under the Financial Sector 
Technical Assistance Program, strengthening NRB, improving the banking environment, and 
restructuring of NBL and RBB were envisioned. The three year arrangement of PRGF was 
completed in November 2007.  
 
WB supported the Financial Sector Restructuring Project to develop a healthier financial sector 
with emphasis on private sector participation. The key component of the project was the reform 
of RBB and NBL. The reform of RBB and NBL progress has been very slow. During the 
interviews for this study, the responded pointed at the remarkable changes in the internal 
management introduced by foreign managers, but lamented at the slow progress in improving 
the balance sheet. Following a protracted reform process which has yet to yield meaningful 
results, WB has pulled out of the two banks and they are now under the direct management of 
NRB. In view of RBBs continued weak performance, in November 2011, a Financial Sector 
Coordination Committee headed by the Finance Minister has decided to merge RBB and Nepal 
Industrial Development Corporation (NIDC).13 
 
F. Experience of the Asian Development Bank 
 
ADB has a long and substantial engagement in the financial sector in Nepal, going back to as 
early as 1972 when the first line of agriculture credit was offered. Six subsequent credit lines 
were provided, with limited positive results. More recently, ADB funded the Rural Microfinance 
Project (RMP) which was approved on 16 November 1998, to improve the socioeconomic status 
of women and increase their employment by enhancing their access to financial services.14 
RMP supported the provision of a revolving line of credit in assisting rural microenterprise and 
agricultural activities through a microfinance apex – the Rural Microfinance Development Centre 
(RMDC). RMDC’s lending is mainly targeted to poor women. RMDC currently has 52 active 
borrowing partner microfinance NGOs. The poverty impact of RMP was real and visible as 
many women sub-borrowers turned themselves from daily laborers into successful micro-
entrepreneurs. The project completion report of RMP rated the project as successful.15 
 
ADB funded the Corporate and Financial Governance Project in 2000 to facilitate financial 
sector reform and increase the efficiency of financial intermediation for equitable economic 
growth.16 Specific activities included (i) a diagnostic study of corporate laws and legislations;  

                                                 
12 ADB. 2000. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 

Technical Assistance Grant to the Kingdom of Nepal for the Corporate and Financial Governance Project. Manila. 
13 The Himalayan Times, 16 November 2011.  
14 ADB. 1998. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to Nepal 

for the Rural Microfinance Project. Manila. 
15 ADB. 2008. Project Completion Report on the Rural Microfinance Project in Nepal. Manila. 
16 ADB. 2000. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 

Technical Assistance Grant to Nepal for the Corporate and Financial Governance Project. Manila. 
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(ii) establishment of an independent accounting and auditing standards board; (iii) developing 
prudential norms and rules for rural finance institution legislation; (iv) developing a plan to 
establish a payment association; (v) diagnostic study of ADBL and the Nepal Industrial 
Development Corporation; and (vi) developing recommendations for regulating insurance, 
pension, and other forms of contractual savings. The project resulted in the promulgation of four 
pieces of legislation: Company Ordinance (2005), Insolvency Ordinance (2005), Secured 
Transactions Ordinance (2005), and Securities Ordinance (2005). However, the project was 
rated unsuccessful by ADB’s own internal review. The review stated that the “project design was 
only partly relevant, and it was not effective or efficient in achieving its outcome and outputs 
because of weak design, capacity constraints, political uncertainties, and limited government 
ownership. Sustainability is less likely in the absence of further assistance from development 
partners.”17 
 
In September 2003, ADB commissioned Price Waterhouse Coopers (PWC) to conduct an audit 
of NIDC and ADBL. The audit identified the need to reform ADBL for its sustainability. It 
proposed three strategic options for the bank, namely maintaining the status quo, privatization 
or commercialization. Out of these three, the report identified commercialization to be the best 
suited for the current need of the bank and thus suggested strategies for commercialization 
(Box 2). 
 
With these recommendations in reference, when ADB formed the Country Partnership Strategy 
(CSP) 2005-2009, one of its key strategies to reduce poverty was through financial sector 
reform. The ADB strategy was to assist the government to improve access to sound and 
sustainable financial services in rural areas via restructuring of ADBL and by helping strengthen 
community-based microfinance institutions. In light of the important role that small and  
medium-sized enterprises play in generating employment for the poor, ADB would continue  
to help the government in providing financial, regulatory, and complementary business 
development support for such enterprises. RFSDCP was designed against this background.18 
 

                                                 
17 ADB. 2010. Project Completion Report on Corporate and Financial Governance Project. Manila. 
18 The Country Partnership Strategy (2010–2012) renewed its support for the financial sector reform, and expanding 

access to financial services to the poor, women, and rural areas through institutional strengthening and capacity 
development of key formal and semiformal rural finance institutions. ADB would also provide assistance to 
develop finance sub sectors such as the insurance and securities market, which are still underdeveloped in Nepal. 
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Box 2: Summary of the Audit Report, Price Waterhouse Coopers 

 
In September 2003, Price Waterhouse Coopers (PWC) conducted the audit for NIDC and ADBL. The audit 
identified the need to reform ADBL if this institution was to be able to sustain. It proposed three strategic 
options, namely maintaining status quo, privatization and commercialization. Out of these three, the report 
identified commercialization to be the most appropriate and thus developed strategies for commercialization. 
Commercialization is a transitional phase in the move toward privatization. To achieve the quality performance 
that would make the bank attractive to private investors for delivering services in areas of lesser accessibility, 
the bank would need to reduce the level of nonperforming loans through a write off plan. Other 
recommendations for ADBL included: (i) market driven marketing strategy to provide full service to the 
customers, (iii) transfer of business autonomy to profit centers, and (iii) revision of the organizational structure to 
change the organizational philosophy from control to management. 
 
A change in organizational structure would be required to change the role of head office from controlling activity 
in detail to providing direction and support of activities managed by the branches. The report advised to reduce 
the six departments at head office to three—an operation department, a supporting services department, and a 
training department. The outlets of the bank were to be the subject of assessment every six months. The report 
recommended the bank to retain outlets in the remote areas for the restructuring period, but to assess the cost 
of retention and to retain them thereafter, if the owners so require, on a cost recovery (from the owners) basis. 
With the view to right-size the bank, the report proposed to put more staff at the point of contact, to take point of 
contact closer to client domicile and to speed the delivery of service without losing sight to manage cost. It 
proposed natural reduction through early retirement scheme, but recommended to increase the number of 
credit officers by retraining those who lose their job in the re-organization. The re-organization focused to 
reduce the staff levels to an establishment of 3,300 by the end of the restructuring period. The human resource 
reform has to be based on the need of the establishment. Staff would be motivated via incentives, rewards and 
performance appraisal. 
 
In order to change the governance of the bank, the report proposed the new board of directors of the bank to be 
professionals who had no personnel or professional ties to the ADBN, its management, majority shareholders. 
The directors would be required to have backgrounds in industry, company, functional area and governance 
and they would seek to formulate and implement policy governing ADBN’s relations with its internal and 
external stakeholders.  
 
The internal audit division of the bank would remain completely independent of the management and 
unrestricted in its functions. The report proposed to create Loan Portfolio Management Committees (LPMC) for 
performance monitoring and measurement. Profit centers were to monitor their loan portfolios and the LPMC 
would watch the exposures and concentration in the portfolios of the profit centers.  
 
In order for ADBL to improve information flow, quality and timeliness, the bank would need to make bank-wide 
improvements in the hardware and software used within the bank for communication and design of the reports 
needed. The bank would have to ensure that finalization of accounts and audit is completed in time so that the 
annual report is prepared and presented to the shareholders within the time stipulated in the bank’s statutes. 
 
 
Source: ADB. 2003. Nepal TA Cluster: Strengthening Corporate and Financial Governance Financial and Operational Review 
of ADBN and NIDC. Manila. 

 
 

III. REFORM MANAGEMENT 
 
In this section, RFSDCP, particularly the reform of ADBL, is analyzed from the perspective of 
five different stages of a reform process identified by Abonyi (2002): (a) when getting the reform 
on the agenda, (b) when designing the reform, (c) when ensuring the government’s 
endorsement, (d) during implementation, and (e) when ensuring that the reforms are sustained 
even after the program is over. A quick mapping of various needs and processes into the policy 
characteristics matrix reveals that there were numerous complicating factors and only a few 
simplifying factors even at the onset of the reform process (Figure 1). The manifestation of 
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some of the complicating factors during the reform and how they were addressed are also 
discussed. 

 
Figure 1: Policy Characteristics Matrix for Reform of ADBL 

 
 Simplifying factor Complicating factor 

Where did the impetus for the 
policy come from?  

Tenth Five Year Plan, IMF’s 
PRGF report, Audit by Price 
Waterhouse Coopers 

 

Who decided the policy and 
how?  

ADB and government 
bureaucrats largely committed to 
the liberalization agenda 

The decision makers in government, 
including the finance minister, changed 
frequently 

What is the nature of the 
costs and who bears them?  

Financing for recapitalization 
provided by ADB, obviating the 
need for MOF to allocate 
resources separately during 
annual budgets 

ADBL workers who lose job during 
restructuring 

What is the nature of the 
benefits and to whom do they 
accrue?  

Government/ADBL management/
Shareholders in the short-term 
and to borrowing farmers in the 
long-term 

Gains to farmers are not visible in the 
near-term 

How complex are the 
changes? 

 Many changes that needed to be managed 
in a sequential manner 

 Many decision-makers 
 Large departure from current practices, 

roles and behaviors 
 Large discretion on many issues, including 

compensation to the losers, mainly retirees 
through VRS  

 High technical sophistication, especially in 
light of ADBL’s different focus in the past  

 High administrative complexity 
 Permanent changes needed 

 
A. Getting the Reform on the Agenda 
 
A close inspection of the ongoing reform process suggests that reforming the financial sector 
had a significant congruence with the government policy agenda (the Tenth Five Year Plan and 
the subsequent Three Year Interim Plan) to reform the financial sector and the donors’ 
diagnosis (mainly the review by Price Waterhouse Coopers) of the dysfunctional financial health 
of the government-run ADBL. The blueprint of the future course of development of Nepal – the 
Tenth Five-Year Plan (also the country’s Poverty Reduction Strategy Paper) – had exclusively 
stated the need to reform the financial sector. Thus, the issue was a key part of the 
government’s broader agenda during the design of RFSDCP. The supplementary role that 
donors played was essential for the necessary expertise and funds needed to push the reform 
forward. Bolstering the relevance of the reform further was the poor performance of the financial 
sector on which ADB and other donors appropriately capitalized. The nature of the ‘crisis’, 
including the continued weak performance of ADBL, and the congruence of policies of various 
stakeholders are discussed in more detail below.    

 
i. Crisis as a Window of Opportunity 
 
The problems within the state-run banks and the rationale for reform were quite clear from the 
weak financial indicators of the banks prior to 2006. However, an existence of a problem does 
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not always lead to a policy response. A strong political will is needed to initiate changes. Since 
the reform of any state-owned enterprise produces both “winners” and “losers”, there can be an 
unusual reluctance for such reform. Often in policy world crises are seen to be providing 
“Windows of Opportunities” for such reforms. In the case of ADBL, the crisis manifested in terms 
of its losses, non-performing loans, and other deteriorating financial indicators.  
 
By the time ADBL reform was envisioned, the Nepal government was already improving its legal 
framework for banks, strengthening NRB, and partially restructuring NBL, RBB, and ADBL, 
including the appointment of new management teams for the first two.19 Such reforms helped 
the sector become more stable, but the financial picture still remained bleak. In 2005 
commercial banks (public and private) had an average capital adequacy ratio of –6.3% and 
nonperforming loans of 19%—mainly due to the large accumulated losses of NBL and RBB 
(Table 3).20  
 

Table 3: Financial Indicators for RBB and NBL, FY2001–2005 

Indicator FY2001 FY2002 FY2003 FY2004 FY2005
Profitability (millions of NRS) –7,843 –9,428 –3,317  3,707 5,205 
NBL –2,178 –3,071    –252     710 1,730 
RBB –7,083 –7,068 –4,839  1,040 1,323 
Nonperforming loans (% of total)     29.3    30.4     28.8    22.8   18.9 
NBL     50.8    56.3     60.5    53.7   49.6 
RBB     48.2    55.1     60.2    57.6   53.0 
Capital adequacy ratio    –5.5    –9.9    –12.0    –9.1   –6.3 
NBL      n.a.      n.a.    –28.3  –25.0 –19.5 
RBB      n.a.      n.a.    –44.3 –42.12 –40.5 

Source: Ferrari Aurora, Guillemette Jafrin, and Sabin Raj Shrestha. 2006. Access to Financial Services in Nepal. World Bank. 
 

ii. Continued Weak Performance of ADBL 
 
The government established ADBL in 1968 with a mandate to extend credit to cooperatives, 
individuals, and enterprises engaged in agriculture. 300 branches were set up, covering all  
75 districts of Nepal. Under the pre-2005 structure, the Government owned 93% of the equity  
of ADBL, with the remaining balance primarily owned by individuals. ADBL provided short-, 
medium-, and long-term loans to individual farmers, farmer groups, cooperatives, and village 
committees. In addition, ADBL trained its beneficiaries on animal husbandry, poultry and crop 
plantation. ADBL was deemed essential to rural finance service delivery in Nepal, mainly given 
the generally weak performance of agriculture and absence of credit market in rural areas. 
While private banks were emerging, they mostly focused on the “top end” of the market. ADBL 
was perceived as being closer to the general population and low-income households. 
 
However, despite its significance to rural development and the fact that it had expanded its rural 
and agricultural credit extensively, its performance remained very weak (Table 4). Profitability 
and sustainability remained low due to weak governance and internal control, limited staff 
capacity, unhealthy politicization and involvement of the government in the management, and 
lack of appropriate risk management. Nonperforming loans had reached to 47% in 2003. ADBL 
portfolio quality had deteriorated due to (i) weak loan appraisal, (ii) absence of appropriate credit 
risk management, (iii) inadequate internal audit control, and (iv) political interference in loan 
                                                 
19 World Bank. 2006. The Supply of Financial Services in Nepal. Accessed 15 September 2011. http://siteresources 

.worldbank.org/NEPALEXTN/Resources/publications/415830-1174327112210/ch1.pdf 
20 Ibid. 
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collections. The lack of adequate supervision by a financial regulatory authority further deterred 
the performance improvement at ADBL. Poor operational performance impeded ADBL outreach 
expansion and constrained credit flow to the rural sector. ADBL had eroded its entire capital and 
has had negative net worth since 2004 up until the reform. 
 

Table 4: ADBL’s Key Financial Indicators, FY2001–FY2005 (% except stated otherwise) 

Item FY2001 FY2002 FY2003 FY2004 FY2005
Return on Average Assets     0.3     0.3     0.1 (23.0)     (0.3) 
Return on Average Equity     5.4     5.1     0.8 — — 
Gross Yield on Assets   13.3   13.1   12.4   9.0   13.7 
Cost of Funding     7.3     6.7     6.9   6.5     4.2 
Net Interest Margin     6.0     6.3     5.5   2.5     7.8 
Operating Cost: Total Income   59.3 63.4   66.1   89.6   41.8 
Other Income: Total Income   9.2     8.6   11.3   30.7   14.8 
Yield on Loans   15.1   14.5   13.6     9.9   17.3 
Cost of Deposits     9.9     8.9     8.8     8.3     3.8 
Credit to Deposit Ratio 120.3 118.9 117.3 117.0 120.2 
Earning Assets: Total Assets   80.9   82.5   84.4   94.1   88.6 
Net Profit, NRs millions 93 94 16 (8,000) (79) 

( ) = negative, — = not available. 
Sources: Agricultural Development Bank Limited. Various publications.  
 
In addition to its agriculture and commercial banking divisions, in 1975 the ADBL established 
the Small Farmers Development Program (SFDP) to provide credit to small groups of farmers 
on a group guarantee basis. With support from the then German Agency for Technical 
Cooperation (GTZ) in 1992, Nepal introduced the Cooperative Act and the program was 
reorganized into the Small Farmers Cooperatives Limited—a federation of autonomous 
cooperatives. In 2001, the SFDB was established to provide wholesale funds to these 
cooperatives. By July 2004 there were 161 such cooperatives, with 90,000 members and about 
4.0 million dollars in deposits and $18.3 million in outstanding loans. The performance of SFDB 
was also worrisome, with NPAs touching 40% in 2003.  
 
iii. Congruence of Stakeholders’ Strategies 
 
At the time when the technical audit by PWC proposed reform of ADBL, privatization of  
State Owned Enterprises (SOEs) was already on the agenda of the government. As noted 
earlier, the Tenth Five Year plan had identified a need to restructure and privatize state-owned 
banks; improve auditing and accounting standards; strengthen monitoring and regulatory 
functions; strengthen legislative and institutional framework for effective loan recovery;  
and improve loan quality and banking discipline. These priorities were acknowledged and 
implemented by the WB CAS (2004–2007) for Nepal and the ADB CSP (2005–2009). Since the 
priority agenda of the government overlapped with those of ADB and World Bank, the 
government took an active ownership of the reform from the very beginning. 

 
B. Managing Complexities 
 
Policy reforms are complex as the nature of reform is political and involves various institutions 
with vested interest. The time of the design of the reform is when many complexities anticipated 
within the reform could be addressed. Nevertheless, irrespective of the quality of the design, 
new complexity can emerge during the approval and implementation phases. Such complexities 
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are a regular feature in a politically unstable country, where ideology, populist agenda, and party 
priorities supersede the reform agenda. 
 
In the case of RFSDCP, the program was designed and approved in the middle of a deepening 
political crisis. King Gyanendra, who was subsequently deposed after the country was declared 
a republic, had suspended the Parliament and taken full control of the country, thus aligning the 
political parties against himself. The political parties formed an agreement with the Maoists 
leadership to fight against the monarchy, and they eventually succeeded in dethroning the king. 
Such a systemic change in government structure, however, did not impede, halt or reverse the 
reform agenda.  
 
Nevertheless, various issues, both political and institutional emerged during the implementation 
phases. The scope of the first three phases of the retirement scheme, which were complicated 
by the presence of four unions in ADBL, was managed quite successfully. However, the loan 
waiver scheme initiated by the UCPN(M) government was in conflict with the agreement 
between the government and ADB, thus creating a situation which could have undermined the 
key objectives of the reform. During the course of the reform, ADB was cautious with its 
communication strategy. The government bureaucrats, ADBL staffs, and the politicians were 
engaged on a regular basis for information exchange to update each other on the status of the 
reform. The frequent changes in the government brought politicians with their own advisers and 
prejudice for market economy. However, ADB staff and the ADBL project staff successfully held 
dialogues with emerging stakeholders as well as the previous ones so that the government 
would stay the course of the reform. The dexterous management of the retirement scheme until 
recently, even at a time of massive unionization, is discussed below.  
 
i. Voluntary Retirement Scheme and the Unions 
 
Voluntary Retirement Schemes (VRS) are often difficult to implement because they create 
potential winners and losers. The objective behind the VRS scheme in ADBL was to promote a 
lean and efficient organizational structure.21 Staff members, whose skill sets did not meet the 
new requirements of ADBL, were to be phased out gradually through the VRS with adequate 
compensation. 
 
The first VRS was conducted from 8 March 2004 with a timeframe of one month. The second 
VRS was conducted on 18 December 2006, where both regular staff who had served for 20 
years or more and the staff on contract who had served five years or more were considered for 
retirement. The third VRS was announced on 15 April 2009, where staffs with a service period 
of 20 years or more were retired. The retirees received a package that included an amount 
slightly higher than their monthly salary multiplied to the numbers of years they had served.  
Out of the 1048 total retirees, 915 were permanent staff and 133 were temporary staff and 540 
were either office assistants or helpers (“peons”). Details on the VRS scheme are presented in  
Annex 4. 
 
When ADBL introduced the VRS scheme, as expected it was not well received by the 
employees, particularly since there were—and are—four powerful labor unions. Therefore, 
                                                 
21 Further to strengthen internal efficiency, ADBL operations were to be decentralized under a regional business 

center structure. Seven regional business centers would be established as profit centers, offering products and 
services that were best suited to the needs of the local market. The structure would enable subordinate outlets to 
attend to clients’ needs proactively, thereby delivering quality and raising productivity. Staff members, whose skill 
sets did not meet the new requirements of ADBL, were to be phased out gradually through the VRS with adequate 
compensation. 
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ADBL had to float the possibility of introducing a mandatory retirement scheme. However, upon 
further discussion, ADBL proposed two options: the first option was the VRS scheme and the 
second option was retiring employees who had been in the bank for more than 20 years.  
The latter option posed a threat to ADBL’s human resources. If the people who had been with 
the institution for so long would be retired, then some individuals whose expertise and 
knowledge could be required during the reform process would also fall on the list. On the other 
side, in the presence of powerful unions, it was a very difficult task for the MoF to continue with 
the VRS scheme. The active interest shown by the political leadership, with their respective 
parties positioned differently (see Figure 2) was not assuring either.  
 

Figure 2: Political Map Showing the Positioning of Various Stakeholders in the VRS 
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Despite the difficulty, MoF was quite persistent and at times forceful to make the VRS policy a 
success. The secretary of MoF often held meetings with the staff to convince them on the need 
of the reform. Some agreed to go, others had to be persuaded or pressured. The workers who 
were selected for the scheme sought help with the PM Girija Prasad Koirala and then the 
Finance Secretary (the Finance Minister was on leave).22 In the meantime, the union leaders 
who were quite supportive of the scheme sent another delegation to the PM to persuade him to 
continue with the scheme. These union leaders, many of whom had worked in remote district, 
were of the opinion that the loan provided by ADBL before commercialization, was simply a 
welfare check to the farmers with no collateral. They saw a need to change this, thus, supported 
the idea of downsizing. The retirees in the staff protested on ADBL premises when the VRS  
was introduced by the bank. The unions played an instrumental role in convincing these  
people to leave for the greater good of the bank. It did create anxiety amongst the possible 

                                                 
22 That the Joint Secretary, MOF, had to go to the Minister’s house even when the latter was mourning the death of 

his father, to brief him on the situation, attests to the degree of ownership that MoF took in this reform.  

 
NC-led Government, 
Ministry of Finance, 
ADBL Management, 

Prime Minister’s Office 
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retirees; nevertheless, the policy went through. In retrospect, VRS should have been made 
more attractive so that individuals would have an incentive to leave voluntarily as implied by  
the name.  
  
C. Endorsing Reform 
 
In principle, policy reforms are endorsed by a process of political decision making where 
reforms are discussed, modified, approved or rejected by the participating political decision 
makers within the institutional framework. In the case of Nepal, that institutional framework itself 
went through a systemic change. The parliament seats were expanded from 205 to 601, and the 
country was declared a republic. The privatization committee, formed by the Government in 
2005 to authorize the privatization of state-owned enterprises that had been functioning on 
subsidies from the government, had many new members. These members included those from 
the UCPN(M), a party which had spent almost 10 years supporting the idea of “freedom” from 
international pressure throughout the decade-long war they had waged. After their victory in the 
CA election, they became a majority party that wanted to fully change the structure of the 
country. In view of this political reality, a binding commitment to continue the reform process 
was impacted both by their core ideology as well as their financial policies. As discussed below, 
while the new environment triggered a retraction on a few previously completed and ongoing 
reforms, it did not do so as far as ADBL’s privatization was concerned. This is surprising also in 
view of the slow privatization process in Nepal even in times of political stability (Box 3).  

 
 

Box 3: The Privatization Policy Transfer: A Nepalese Experience 
 
Internal factors such as dissatisfying economic performance of the public sector and the feeling of being left 
behind in crucial issues of economic development and external factors such as the role of international 
organizations, indirect influence of the neighboring country and the global economic trend are the major factors 
driving privatization in Nepal. Although privatization was initiated by international agencies like the IMF and the 
World Bank in the mid-eighties, this policy failed to materialize during the Panchayat rule mainly due the political 
turmoil when pro-democratic movement was on the surge.  
 
The restoration of democracy in Nepal in the early nineties brought a new whim for the liberalization of 
Nepalese economy partly through comprehensive privatization program for PEs. The newly elected government 
of Nepali Congress introduced “A policy Paper on Privatization of Public Enterprises 1991” which clearly defined 
the need, process and key variables of the privatization process. Under such policy guidance two phases of 
privatization was introduces in Nepal. 
 
The first phase of Privatization (1992) saw the formation of High level Privatization Commission (HLPC) which, 
under the support of international donors, assisted the government in selecting three PEs – Brick and Tile 
Factory Ltd., Bhrikuti Paper and Pulp Factory, and Bansabari Leather and Shoe Factory – for privatization 
through the sale of their business and assets by public tender in a phased manner. 
 
The second phase of Privatization (1993–1994) was more cross-cutting as it targeted fourteen PEs from 
manufacturing, agriculture, and trading sectors. The improved performance of newly privatized PEs provided 
the motivation for this phase. 
 
After 1994, the rise of the communist government into power, and subsequent rise of the UCPN(M) revolution 
led to the change in economic policy with the latter’s political inclination more towards the public sector. 
Although the communist government adopted a selective privatization policy, the privatization process never 
gained momentum. By 2008, the government had privatized 30 enterprises, and 36 were still in the hands of 
government.  
 
 
Source: Paudel Kanta Laxmi. 2009. The Privatization Policy Transfer: A Nepalese Experience. Nepalese Journal of Public 
Policy and Governance. Vol. 24. No. 1. July. Tribhuvan University. 
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i. Core Ideology – Privatization 
 
In a predominantly agricultural and right leaning country such as Nepal, the issue of privatization 
of an agriculture-related bank poses many problems because the word itself does not resonate 
with the political philosophy and by nature privatization produces winners and losers.23 The case 
of private commercial banks, which are centered in affluent towns and cities rather than catering 
to the needs of the rural farmers, was an issue to be thought through if ADBL were to be 
privatized. Would the private ADBL cater to the need of rural farmers via microfinance or would 
it be centered on affluent regions, mimicking the market expansion strategy of other private 
commercial banks? This question posed a huge dilemma to the members of the privatization 
committee and ministers whose constituency lay in rural areas.  
 
Moreover, after joining the government, at one point, the UCPN(M) opposed Melamchi Water 
Supply Project (MWSP) after a five-year agreement was formally signed by the ADB and the 
government of Nepal in 2001. The project would have provided the right to manage the water 
supply in Kathmandu to a private company. After UCPN(M) joined the mainstream politics, the 
Minister for Physical Planning and Works declined to sign the contract with the UK-based 
private company. Some analysts viewed the move as a signal that UCPN(M) wanted to provide. 
Any obstruction in MWSP would give constituents, politicians and international donors an 
indication that the business was no longer as usual. The government’s decision was further 
bolstered by an NGO-led community that was working in the areas of water management.  
 
UCPN(M) launched its war in the name of the poor farmers, the landless, and the exploited 
masses; their ideological underpinning could have been reflected in the ADBL reform—as it did 
in the case of MWSP. They did not derail ADBL reform. However, their government announced 
a loan waiver scheme in the 2008 Annual Budget Statement. Although the loan waiver scheme 
contradicted the agreement between ADB and the government (and is discussed further below), 
it had much smaller ramifications than would be if the privatization process itself was halted. 
 
ii. Loan Waiver 
 
A financial policy is a vital political instrument to garner votes during election campaigns in a 
democratic political system. This was also seen in Thailand in 2002, when Thaksin Shinawarata 
was elected the PM on the platform that he would reverse the reforms introduced by IMF in the 
midst of Asian Financial Crisis. The government of Thaksin annulled ADB’s Agricultural Sector 
Reform Program initiated in 1998, which intended to assist Thailand’s policy reforms in the 
agricultural sector. The reason given by Thaksin’s government for the cancellation was to 
reduce Thailand’s foreign debt. But the implicit reason was the fact that Thaksin had promised 
programs that were focused to redistribute the benefits of the growth—which was not generally 
consistent with the general direction of the policy reforms of the Agricultural Sector Program 
Loan (ASPL). The programs of Thaksin included the suspension of debt owned by poor farmers, 
the creation of village funds of grants, and a health insurance scheme.  
 

                                                 
23 While whether Nepal is right leaning can be debated, it holds true that the communist parties, including UCPN(M) 

and CPN(UML), hold the majority of seats in the legislature parliament (also the CA).  
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In the case of Nepal, the Maoists leaders had echoed similar populist measures  
in order to garner support for their party. On 4 February 1996, the current UCPN(M) presented a 
40-point-demands paper to then PM Sher Bahadur Deuba of the Nepali Congress. One of the 
Maoists’ demands was the following:  

 
Poor farmers should be exempt from loan repayments. Loans taken by small farmers 
from the Agricultural Development Bank should be written off. Appropriate provisions 
should be made to provide loans for small farmers.24,25 
 

During the 2008 CA elections, UCPN(M) had “tiller would be the owner of the land” as one of its 
election agenda. Land reform was the rallying agenda of the Maoists, which argued itself as a 
protector of the poor and “enemy of feudalism, colonialism, and foreign imperialism.” Once 
UCPN(M) came to power as the major party, on 19 September 2008, the Finance Minister from 
UCPN(M) unveiled the annual budget in which he announced,  

 
“Debt has been waived of those borrowers affected by natural disasters and the conflict, 
the small farmers below the poverty line, and the household entrepreneurs borrowing 
from ADBL, SFDB, NBL and RBB up to the principal amount of NRs 30 thousands, and 
full interest due and all kinds of penalties on the loan amount of above Rs. 30 thousands 
up to Rs. 100 thousands. Such waived amount is estimated to be NRs 9 billion  
180 million as per the available statistics; the Government of Nepal will pay to the 
concerned banks such amount within the next ten years including this Fiscal Year.  
I have earmarked NRs 400 million for this purpose. The Ministry of Finance will issue a 
detailed procedure in this regard within mid-November 2008.”26 
 

Approximately 209,000 ADBL clients benefited from the loan waiver program. The loan waiver 
directly refuted the commitment made by previous governments made in the Development 
Policy Letter: “To ensure ADBL’s sustainability, ADBL will adopt the provision of sustainable 
rural finance services and its product as its institutional mandate and will not engage in 
economically or financially unsound concessions, write-offs, or waivers.”27 
 
The bureaucrats at the MoF were more concerned with the impact of the policy on microfinance 
as it would lead to moral hazard. However, after the program was announced, the recovery rate 
did not go down, thus keeping the ADBL and SFDB in a safe position. The government under 
UCPN(M) leadership was successful in raising a historic amount of tax revenue and it disbursed 
NRs4.17 billion to ADBL for implementing the Loan Waiver program.  
 
ADB, too, was initially alarmed about long-term repercussions of such waivers, but its 
understanding that reforms in a politically volatile environment are difficult and cumbersome was 
evident in its communication with the government. Given the sensitive nature of the issue, ADB 
never criticized the government openly for announcing the loan waiver. Rather, the ADB project 
officer worked meticulously behind the screen with the informal network of reform champions 
(which also included former MOF secretaries) to minimize the adverse impacts of the waiver on 
ADBL’s financial standing and long-term reform. However, ADB did exert some pressure  
on the government through the implementing and executing agencies. With ADB’s informal 
                                                 
24 Deepak Thapa, ed., Understanding the Maoist Movement of Nepal. Kathmandu. Martin Chautari. 2003. p. 391. 

http://www.satp.org/satporgtp/countries/nepal/document/papers/40points.htm 
25 It was after presenting these demands that the current UCPN(M) went underground to launch guerilla warfare. 
26 Nepal Monitor. 2008. Bhattarai Unveils Annual Nepal Budget for 2008/09. http://www.nepalmonitor.com/2008/09/ 

bhattarai_unveils_an.html 
27 ADB staff. Informal Correspondence. 
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concurrence, ADBL prepared a letter which rather than calling a complete reversal of the 
waiver, advocated a selective approach in providing the waiver (Box 4). Thus, ADB followed—
perhaps unintentionally—a strategy of continued engagement with the government while 
maintaining a low profile.  
 

 
Box 4: Letter from ADBL to MoF regarding Loan Waiver 

 
After the MoF announced the loan waiver, with ADB’s informal concurrence, ADBL send a letter to the MoF. In 
the letter send by ADBL to MoF, it informed the ministry that certain issues have to be discussed before the 
policy gets implemented. The issues pertaining to the loan waiver were for all the clients or for specific (conflict 
affected and affected by natural disaster) clients only. Other issues pertaining to loan waiver were interest 
rebate, criteria for eligibility, and ways to finance ADBL to deal with such waiver. The letter also informed that 
the loan could be waived by adopting following two methods—advocating for the latter.  
 
1. Blanket Approach: This approach would provide waiver as mentioned in the budget to all the small farmers 
and small household entrepreneurs. It could have positive as well as negative impacts. This would benefit all 
the small farmers and small household entrepreneurs who have taken the loan. However, it could also 
demotivate regular and good clients to repay loans. It could also establish the practice of non-repayment. Due 
to the negative impact on cash flow, the credit transaction in rural areas would be adversely affected which 
could almost halt business of SFDB and contraction in the business of small farmers cooperative limited. This 
would also affect the business of other microfinance institutions. Even the community based and 
INGO/NGO/Donor agencies could also be affected. 
 
2. Selected Approach: This approach would provide waiver mentioned in the budget to conflict affected and 
affected by natural disaster small farmers and small households entrepreneurs only. The Government would 
comparatively have to bear lower cost. There would be less affect on the cash income of bank and financial 
institutions, consequently program would run smoothly and it would have limited adverse effect on the credit 
transaction of bank, financial institutions and microfinance institutions. 
 
 
Source: Based on interviews during the research. 

 
D. Implementation 
 
Even in the midst of complexities, the implementation of key reform agenda has been relatively 
successful (refer to the reform timeline and implementation in Annex 3). The design of the 
reform in two phases (subprogram I and subprogram II) provided ample time to accommodate 
the political changes and familiarize government officials with the reform agenda. However, not 
all components of the reform were implemented within the stipulated schedule. These included 
the development and installation of the Core Banking System (CBS) and the implementation of 
a Crop Insurance Scheme, discussed below.28  

 
i. Core Banking System 
 
The procurement of a CBS for ADBL was an essential part of RSFDCP because it enhanced 
ADBL’s capacity to expand its business base and operational volumes for sustainable 
commercial banking operations and bring cost-efficient services to rural communities.  
The proposed CBS procurement involved a turnkey centralized system with all the required 
                                                 
28 Previously a bank’s core operations such as keeping a ledger of various transactions, maintaining customer 

information, interest calculation of loans and deposits, adjustments to accounts on withdrawal and deposits of 
funds etc. were done manually. With the initiation of Information and Communications Technology (ICT), efforts 
were made to automate various core banking processes using software applications so as to make them simple, 
efficient, effortless and cost effective. The platform where ICT is used to perform the core operations of a bank is 
called Core Banking System. 
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software, hardware, information and communication technology, infrastructure, implementation, 
training and post implementation support for ADBL’s branches, regional offices, and head office 
operations.  
 
The unstable political situation in Nepal was one of the main reasons for the delay in 
procurement of CBS. ADBL published an invitation for bids on 18 May 2008. At the closing of 
bidding deadline on 19 August 2008, two bids were received.29 On 27 August 2008, ADBL 
requested ADB for approval to reject all bids and create a new bid. ADBL again published the 
invitation bid on 3 December 2008. A private company put forth a bid price of $15.6 million, 
while the available funding was $7.8 million comprising $4.8 million from the project grant and 
$3 million from ADBL’s internal budget. There was a funding discrepancy of $7.9 million.  
 
This discrepancy between the original cost estimate and the bid price was because the original 
estimate was based on the assessment made by the advisory technical assistance in 2003, 
which developed a management information system (MIS) plan in line with the existing service 
and product range of ADBL. In 2007 when developing the bidding document, ADBL had an 
extensive review and consultation on its MIS requirements and reached a consensus that, in 
view of future expansion of the range of services and produces as envisaged in the restructuring 
plan, a comprehensive CBS including branch banking, cards, automated teller machines and 
other forms of electronic banking would be needed.30 The review in 2007 also expanded the 
coverage from 176 branches proposed in 2003 to 242. Appropriate cost estimation for this 
expansion of scope was not considered at the time of developing the bidding document in 2007. 
In addition ADBL found that a substantial number of items in the bidder’s proposal were 
overpriced. It also noted that in Nepal, due to its post-conflict recovery environment, there were 
only a limited number of bidders, reducing the price competition among the bidders. ADBL 
sought for a “no objection letter” from ADB to negotiate the price range with the only bidder 
rather than issuing new tenders because political instability would again be a hindrance to 
attract a reasonable number of bidders.  
 
ii.  Crop Insurance 
 
In the project design, ADB assigned the responsibility of developing the pilot crop insurance 
plan to NRB. The target was to insure at least 20,000 rural farmers. A pilot crop insurance 
scheme for up to four districts would be initiated with the assistance of international and national 
consultants under the supervision of the Project Management Unit, and gradually expanded to 
include all districts. In addition, capacity development support was envisioned for important RFIs 
to help them develop, market, and implement diversified rural finance products, including 
savings, micro-insurance, and remittance services. There had to be a review of the results of 
the pilot, as well as the initiation of diversified products and services by important RFIs.  
 
There were a number of problems with the inclusion of crop insurance scheme to the program. 
First, while crop insurance would protect farmers from huge losses, thus enabling them to repay 
ADBL loans, the area is highly technical to manage—and was quite distant from NRB’s and 

                                                 
29 The bidders were Satyam Computer Services Limited and Tata Consultancy Services Limited. The bid from 

Satyam was unqualified because it was accompanied by an invalid bid security. The bid from Tata was not found 
to be technically and substantially responsive. The political environment is likely to have discouraged other foreign 
companies to submit bids.  

30 ADB. 2009. Rural Finance Sector Development Project-Procurement of Core Banking System for Agricultural 
Development Bank Limited – Negotiation with Lowest Evaluated Substantially Responsive Bidder. Manila. 
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ADBL’s focus areas.31 Crop insurance is difficult to administer and highly susceptible to loss.  
In some places in India, claim ratio has been as much as 500% making it unprofitable to run an 
insurance industry.32 Estimating crop loss due to an unexpected weather event is also difficult.  
It is also difficult to estimate the potential and actual yield to calculate the amount of loss. 
 
Second, the Program Administration Manual was not very clear on the reporting mechanism for 
this component. As stated earlier, this area did not fall within the jurisdiction or competitive 
advantage of the central bank. And given that ADBL had been functioning as the PMU for the 
entire program—and not just the ADBL component—it was already overburdened with other 
tasks, which pushed crop insurance to the backseat.  
 
Third, during the interviews, a few respondents indicated that the component was added at the 
behest of ADB although the government was not keen on including it, especially given its 
complexities and given that RSFDCP already had several components.33 
 
E. Sustaining Reform 
 
After the reform was initiated, ADBL completed several key restructuring actions including:  
(i) incorporation of ADBN as ADBL in July 2005, with authorized capital of NRs12 billion;  
(ii) the recapitalization of ADBL by converting its loan of NRs4.9 billion to ADBL into the 
preferential shares in ADBL; (iii) the recapitalization of ADBL by injecting subprogram I program 
loan proceeds equivalent to NRs3.7 billion in the form of preference share; (iv) the issuance of 
class A commercial bank license to ADBL by NRB; and (v) the completion of the two voluntary 
retirement schemes.  
 
Other restructuring areas included reconstituting the board of directors, introduction of code of 
conduct and good governance, development of a set of financial and portfolio management 
policies and procedures, phasing out of the microfinance activities and transferring its 
microfinance portfolio to SFDB, organizational restructuring, introduction of regional profit center 
concept, adoption of the new human resource policies, outlet rationalization, and information 
technology and management information system upgrading. After the Subprogram I, the ratio of 
nonperforming loans was reduced from 20.5% in 2006 to 9.0% in 2011. Similar progress was 
made in other indicators (Table 5).34  
 

Table 5: ADBL’s Key Financial Ratios, FY2006–FY2009 (%) 

Item FY2006 FY2007 FY2008 FY2009
Return on Average Assets   3.1   3.8   2.1   2.5 
Gross Yield on Assets 12.0 12.0   9.0   6.0 
Net Interest Margin  10.9 10.8   7.0   3.6 
Nonperforming loan  20.5 17.9 11.7   9.7 
Capital Adequacy Ratio (13.1)   4.8 11.4 11.4 

FY = fiscal year. 

Source: Agricultural Development Bank Limited. 

                                                 
31 Notwithstanding the connection between insurance and loan repayment, it is not clear how the insurance program 

fit into the broader finance sector reform.  
32 Venkatish G. Shri. 2008. Crop Insurance in India–A Study. Accessed 15 September 2011. http://www.insurance 

instituteofindia.com/InsuranceInst/Publication/Uploads/Journal-Jan-June-2008/Journal08_%20pg15-17.pdf 
33 During the research, the project officer involved in the design of RFSDCP was asked why crop insurance has 

been included in the program although it was only tangential to the key reform. He did not respond. 
34 Recent, final data for all financial indicators are not available.  
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Whether these reforms will be sustained—and whether the rest of activities envisioned under 
subprogram II will go through—is primarily a function of continuing political support from GoN 
and the institutional capacity of ADBL to implement change. It also requires a strong, continued 
engagement between stakeholders. A smooth working relationship between the government, 
ADB, and ADBL has been instrumental in the relative success of Subprogram I. While it is still 
early to predict the overall success of the program, a number of hindrances are expected which 
could jeopardize the reform process if they are not managed on time. Moreover, a political 
uncertainty which has become a regular feature in Nepali politics may affect the sustainability of 
the reform. Apart from that, the working relationship between the labor unions, the government, 
and ADBL will be a defining factor in the success of the reform. 
 
At present, some antagonism seems to have appeared between MoF and the ADBL unions. In 
a separate incident, related to the welfare of the unions, a former MoF secretary was 
surrounded by the union leaders till midnight with a demand to increase services provided by 
ADBL for its staff. One reason for such antagonism is the reluctance of MoF to allow ADBL to 
incorporate the NRs4.17 billion transferred to ADBL from MoF, as a compensation for the loan 
waiver announced during the FY2009 budget, in the balance sheet of the former. MoF is of the 
opinion that the amount should not be included since it is just a transfer from government to 
ADBL. Unions argue that the inclusion of this amount would improve the balance sheet of ADBL 
thus supporting its stock price.  
 
i. Human Resources and Union Demands 
 
Human resource will be a lingering issue in Subprogram II. Before the reform, many employees 
at ADBL were trained in “selling seeds and distributing fertilizers.” With such human resources 
who have very little experience in information technology, it is difficult for ADBL to compete with 
emerging private banks. Therefore, resources should be directed to train the employees of the 
bank and to reorient them on various functions including customer service, marketing, loan 
evaluation and the like. Getting the right people for the task is a prerequisite for the 
maintenance and sustainability of complex operations that will be introduced under CBS. 
Politicization of the recruitment process—as it seems to have happened during a recent hiring 
process following the second VRS—could possibly restrain ADBL to hire the right people to 
strengthen its human resources.  
 
ADBL currently has four powerful unions, whose membership encompasses almost the entire 
workforce. Union leaders, many of whom had worked in remote branches of ADBL, were of the 
opinion that the loan provided by ADBL before privatization, was simply a welfare check to the 
farmers with no collateral. They saw a need to change this, thus they supported the idea of 
privatization and downsizing. For this they were ready to let go some of their own members, and 
hire new ones. But currently, unions are unhappy with the politicization of hiring new people. 
“We sold cows to buy pigs” said one of the union leaders, who thought many people in the VRS 
scheme were more qualified than the new appointees, who got the job based on their political 
connections. 35  Until recently, the CEO of ADBL would get transferred every time the 
government changed.  
 
Following the resignation of the CEO in August 2011 due to intense pressure from the unions, 
MoF has planned to recruit a CEO from the market. Even then, a good working relation between 

                                                 
35 During the interviews, the Unions accused a former Finance Minister of giving priority to candidates from his 

political constituency in Nuwakot district at the expense of other more deserving applicants. They also lamented 
the fact that the CEO is appointed by the Government.  
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the management and unions is a pre-requisite for the rest of the reform measures to go through. 
In particular, the following issues pointed out by the Union, if not addressed on time, may impact 
the development of ADBL as a financially viable institution, thus undermining the sustainability 
of the reform.  
 

a. Incentive system for employees does not seem to be working well. Under the current 
promotion system, it could take 10–15 years for a person at a junior level to get 
promoted.  

b. Subprogram II also has a VRS scheme. To prevent repercussions, ADBL has to prepare 
that scheme by engaging the Unions.  

c. After Subprogram I CEO’s and higher level people’s salary went up significantly, but 
lower level staff have not seen much of a salary increment.  

d. Many of the employees take loan from ADBL. Often when they retire their loan to pay 
back to the bank is higher than their retirement principle. Hence, the retirement fund 
needs to be increased.   

e. Since the bank is in all 75 districts, ADBL should expand its ATM coverage. Otherwise,  
it will be out-competed by other private banks. ADBL is not taking advantage of its 
geographical positioning on remittance market. This has to be improved.  

 
From these demands and many others which the Unions have submitted to the management,  
it is evident that the Unions are primarily frustrated with the incentive system, the excessive 
politicization in recruitment during the second phase of the VRS and their limited engagement 
by the management.  
 
ii. Strategic Partner  
 
In Subprogram II, ADBL will have to bring in a strategic partner for the divestment of the 
government share within ADBL. Initially, after Subprogram, I ADBL had planned to allocate 65% 
share to the government and sell the rest to the public, including 5% to the employees. After the 
IPO in Subprogram I, 30% of the shares were distributed to the public. Moreover, each previous 
shareholder (before the IPO) was mandated to have a minimum of 30 shares. This increased 
their shareholdings and reduced the government share below the previously estimated 65% to 
51%. In Subprogram II, there is a plan for the government to shed 25% of its share and give it to 
a strategic partner. Foreign investors may not have much confidence to come in as strategic 
partners because of the difficult political environment. At the same time none of the government 
agencies currently have the capacity to coordinate the task of bringing in a strategic investor. 
Unless the government takes initiative and holds a pre-bidding conference for the prospective 
strategic partners, the implementation of Subprogram II will be difficult.  
 
 
IV. LESSONS LEARNED AND DIRECTIONS FOR FUTURE PROGRAMS 
 
The commercialization of ADBL was an important initiative taken by the government and ADB 
with an overall objective to reform the financial sector in Nepal. In terms of similar reforms  
in Asia, ADB has had both positive and negative experiences. In 31 December 2002, the ADB’s 
State-Owned Enterprise Reform and Corporate Governance Program to support the 
government of Viet Nam was closed. This was three years after the ADB approved the program 
in December 1999. The speedy completion of SCPL contrasted the policy failures in Thailand 
and Indonesia. SCPL unlike the program loans in the agricultural sector reform in Thailand and 
the financial sector reform in Indonesia was not a part of an external financial package to an 
economy in crisis. It was initiated, designed and implemented within a context of domestically 
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driven on-going reform process—leading to the success. Referring to other policy reform 
initiates of ADB, it can be argued that the commercialization of ADBL was to a larger extent a 
home-grown need and its relative success can be attributed to the factors below. 
 
(i) Congruence of Stakeholders’ Policy. The policies of the donors and the recipient have to be 
aligned for the success of a reform. During the time when the technical audit proposed the 
reform of ADBL, privatization of SOEs was already on the agenda of the government. After the 
democratization of Nepal in 1990, the NC-led government had aimed to introduce a balanced 
approach between the private and the public sector development.36 The market friendliness of 
NC and the king was instrumental for setting the policy agenda for privatization. The 
commercialization of ADBL was approved during the direct rule of King Gyanendra in 2006. As 
noted earlier, the Tenth Five Year plan (2002–2007) had already identified a need to restructure 
and privatize state owned banks, improve auditing and accounting standards, strengthen 
monitoring and regulatory functions, strengthening legislative and institutional framework for 
effective loan recovery, and improving loan quality and banking discipline. These priorities were 
acknowledged by the WB CAS (2004–2007) and the ADB CPS (2005–2009) for Nepal.  
 
Since the priority agenda of the government coincided with the ADB and the WB, the 
government took an active ownership of the reform of the financial sector. Even though other 
political parties, such as the CPN(UML) and the UCPN(M), may not be as market friendly, there 
was no active opposition from them against these reforms. When they were in power, the UML 
did not reverse any policy related to ADBL reform. The Maoist did offer a loan waiver, but they 
had made this promise long before (in 1996) the financial reform was on the policy agenda of 
the government. 
 
Reform has to be in the core agenda of the government. The TFYP of Nepal already had 
finance sector reform as one of the key agenda. Nevertheless, any new government formed 
after the plan has to a certain degree realized the necessity of the reform started by the 
previous government. In the case of Nepal, many times new government reverses the track of 
old governments’ policies and priorities. This did not happen in Nepal where even after five 
changes in the leadership of Finance Ministry, the reform stayed on course. In the case of 
Nepal, the policy prescription of Finance ministry, the NPC and ADB were not refuted by any 
new government. ADB successfully engaged all of these stakeholders. Such refutation was 
seen in the case of the reform of agriculture sector in Thailand and financial sector in Indonesia. 
Thaksin’s core agenda conflicted with the initiative taken by ADB. Similarly the government 
formed after Suharto had different agendas for financial reform. In the case of Nepal, UCPN(M) 
was quite against the international influence, but to certain extent they shed their revolutionary 
philosophy to cooperate with ADB and continue with the agenda set by the national planning 
commission. This acceptance of reform agenda even by UCPN(M) was important for the 
continuation of the program.  
 
(ii) Ownership by a Lead Agency, such as the Ministry of Finance. The ownership of the 
program by the MoF was very important for the relative success of RFSDCP. The policy 
framework for both Subprogram I and II for the restructuring of ADBL was clarified from the very 
beginning of the program, leaving little room for new “players” (such as new ministers) to retract 
from the plan. Nepal’s MoF is one of the most reputed ministries and consists of relatively 
qualified staff. Moreover, political leaders tend to listen more to MoF in the area of finance and 
economics compared to other sectors. The initiative taken by the finance ministry is generally 
persuasive for politicians. This has positively impacted the reform process.  
                                                 
36 Paudel Kanta Laxmi. The Privatization Policy Transfer: A Nepalese Experience. 
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The stakeholder matrix in Figure 3 illustrates the interest that various stakeholders had in the 
privatization of ADBL, the resources available to them, capacity to mobilize their resources and 
the degree of their support or opposition to the privatization agenda. Notwithstanding the 
subjectivity involved in preparing a stakeholders matrix such as this one, it is evident that  
MoF bureaucrats are the closest to ADB in terms of the interest in privatization of ADBL. 
Political parties, including the Finance Minister, can be expected to take a cautious stance in 
order to ensure that the political support is not lost. The unions, the employees and the 
borrowers would likely care less about the efficiency of ADBL and more about how the 
privatization process affects their prospects (as would any individual). In view of the frequently 
changing governments, it is the MoF bureaucrats that control the flow of information that is 
provided to the politicians. Having reform champions within MoF therefore helps significantly.  
 

Figure 3: Stakeholder Matrix on Privatization of ADBL 
 

Group Interest in Issue Resources Available 
Capacity to Mobilize 

Resources 
Position
(–3 to +3) 

The Asian 
Development Bank 

Poverty Reduction 
through enhanced 
access to finance 
services for the  
rural poor  

Control over funding  Very high +3 

Minister of Finance Political approval of 
constituents, mainly 
those in Kathmandu, 
and donor confidence  

High political influence 
over other parties in 
government 

High Depends on 
the political 

party 

Ministry of Finance 
Bureaucrats 

Functioning financial 
system in the country 

High technical 
influence over the 
politicians 

High +3 

Congress Donor confidence, 
personal legitimacy, 
political approval of 
constituents and credit 
for the project  

Political influence over 
other parties, mainly 
CPN-M 

Medium +2 

CPN-Maoists Political approval of 
constituents and credit 
for the project 

Strong political support 
among the farmers 
who receive ADBL loan 

Medium –2 

CPN - UML Political approval of 
constituents and credit 
for the project 

Medium political 
support among the 
farmers who receive 
ADBL loan 

Medium –1 

ADBL Management Restructuring, 
retirement, 
recapitalization 

Support from ADB  High +2 

Unions Job security, benefits Organizational strength Very high –1 
ADBL employees Job security, benefits Skills, and membership 

in various unions 
High –2 

Farmers Loans and other 
facilities from ADBL 

None Low –3 

 
(iii) Active, yet ‘low profile’, engagement with all relevant stakeholders. The strong initiative 
taken by ADB to engage the stakeholders was a key factor in the success of the program.  
ADB maintained a very good relation with the Project Implementation Unit (PIU) team at ADBL. 
The PIU itself designated staffs who were more competent (even transferred them from other 
departments) and understood the need of the reform. ADB also maintained a very good working 
relationship with all levels of bureaucracy engaged with the projects irrespective of their position 
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in the hierarchy. This was important in order to create a sense of ownership of the program. 
ADB also organized a trip for the ADBL and MoF staffs to visit Mongolia which had successfully 
privatized its Agriculture Bank. Such trips were important for the staff as it helped them 
understand the implications of the policy. The implementing agency staffs were quite effective  
in engaging the unions and lower level staff who were overseeing implementation in the  
lower level.  
 
The working dynamics between the ADB, GoN and ADBL was effective. For example, the ADBL 
CEO once asked the ADB project officer who was the most appropriate person to lead 
RFSDCP, and ADB provided with a suggestion. There were five Finance Ministers from the time 
of approval and to the implementation of Subprogram I. Each of them brought their own set of 
advisers, beliefs and economic bias. ADB was very proactive in engaging with all Ministers 
ensuing that they were well informed.37 Senior staff at ADBL also played a key role for the 
success of the reform. They were constantly presenting important facts and figures regarding 
the reform to update the privatization committee on the improvement of financial indicators of 
ADBL during Subprogram I. The continuous engagement of politicians on the outcomes of the 
reform, and possible consequences in case the reform goes off track, was important in 
garnering political endorsement for the reform irrespective of the politicians’ ideologies.  
 
(iv) Re-evaluation of the modality for engaging consultants. Initially the reform of ADBL was 
designed to be very consultant intensive. There were above 30 consultants approved for the 
project by ADB. However, MoF was aware of the fact that these consultants may have a 
negative impact as the difference in pay scale between the consultants and the ADBL 
employees may discourage the latter. So, MoF reduced the number of consultants to eight, thus 
giving more ownership of the reform to ADBL’s own staff. The money saved was invested in the 
computerization of SFDB. In the past, MoF had had the experience of dealing with many 
consultants whose productivity did not justify the pay scale. Often these consultants 
recommended best international practices without a thorough analysis of the appropriate policy 
in the local context. Therefore, striking a balance between local ownership and consultant 
contribution has to be well thought out during the design of the program. Moreover, after the old 
consultants leave and the new ones are brought for new tasks, there is an information gap. 
Many times new consultants need to understand the work done by the previous consultants who 
can be out of reach.38  
 
The use of local resources is important because it creates ownership of the program and builds 
capacity over time, while averting animosities between local staff, who are generally low-paid 
and international consultants who are paid exorbitant rates by local standards. The selection of 
consultation, particularly international, should be based on the need of the institution after  
an organizational analysis rather than on the perceived paucity of qualified national consultants 
in general.  
 
(v) Continued engagement with the Unions. ADB has been engaging the politicians, 
bureaucrats, and senior ADBL staffs very effectively. However, ADBL senior staffs were given 
the responsibility to deal with the union leaders. Some engagement from ADB side with the 
union could have been vital to keep the union leaders in the course of the reform. In future, if 
ADB may possibly invite the union leaders for visits aboard so they can see success stories 

                                                 
37 This was confirmed by an MoF officer. 
38 For example, as the CBS gets implemented, the new consultants would need to be fully aware of the new policies 

and guidelines that ADBL will adopt. These policies and guidelines were prepared by previous consultants.  
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there and share these experiences with the mass they represent. Such initiatives can help 
trickle down the reform agenda to the very bottom of the hierarchy in an institution.  
 
Relatedly, the translation from English to Nepali of the materials prepared by ADB was a 
concern in the case of ADBL. Often exact meanings got lost in the process of verbal translation. 
Many of the ADBL staff were unaware of ADBL planned activities under Subprogram I. If clear 
instruction were presented to them in Nepali, they could be very clear on the details of the 
policy. Discussions and meetings are good ways to ensure clarity of the process but extra 
attention on translation could be beneficial. Nevertheless, it is important that information should 
be shared with the lower end of the hierarchy and it has to be very well timed. 
 
(vi) Interaction between the political leadership and the implementing agency. The constant 
dialogue that ADB initiated with the stakeholders was important to align the stakeholders’ views. 
Such consultations are a must in order to prevent any unprecedented political backlash. Any 
reform should prioritize engaging ministers, bureaucrats, and the implementing agency. 
Engaging bureaucrats especially during the beginning of the program can have an important 
contribution. In a politically unstable country, they can convince the ministers who may have 
been just appointed to select the right sort of people for the implementation of the reform. 
Perhaps this could reduce political recruitment. Policy designers and operational managers 
have to be brought together for discussions for the initial phase in order to reduce complications 
during the implementation.  
 
(vii) Continuation of the cluster approach. There were few flaws in the design process; 
nevertheless, the design played a vital role in the relative success of the program. First of all, 
the program was designed in two well sequenced phases. Commercialization was taken as the 
first step towards privatization. While privatization was the ultimate goal, the emphasis was 
always placed on reforming internal structure without necessarily bringing ‘privatization’ at the 
fore. Such sequencing and dilution of politically sensitive terms is important in a politically 
unstable country such as Nepal where governments change frequently. There have been five 
Finance Ministers since 2006, all of whom have come to office with their own advisors, 
consultants and ideology. In such a precarious political phase, donors need to push reform 
policies more slowly than with a ‘big bang’. The “incremental” approach adopted in RFSDCP 
gave ample time for a new government to adjust to the reform while not losing focus of the 
ultimate outcome. The cluster approach also seems to have given assurance to MoF and ADBL 
that ADB would support ADBL in “both rain and shine”. Moreover, the tranche conditions were 
built in such a manner that the sequence of the reform was clear.  
 
While a cluster approach is useful for the aforementioned reasons, a careful timing of the reform 
implementation is important because if the reform is too stretched, then it may create a fatigue 
amongst the bureaucrats who may later show indifference to further reform.  
 
(viii) Focus, focus and focus. During the interviews, many respondents stated that RFSDCP  
was too broad—and the wide coverage (i.e., reforming SFDB, the GBBs and ADBL all at the 
same time) came at the cost of reduced focus on ADBL. Although sector reforms inherently 
encompass restructuring of several institutions concurrently, the focus of the reform has to be 
clear so that pertinent issues do not get diluted. 
 
The dilution of the key agenda in RFSDCP—the restructuring of ADBL—perhaps due to the 
program having too many components was evident when registering ADBL as a category A 
commercial bank. NRB classifies the licensed institutions into “A”, “B”, “C” and “D” classes on 
the basis of the minimum paid-up capital required for the license to be issued. Once the reform 
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was initiated the ADBL, could no longer use the word “development” in its name, as NRB has 
classified “B” category banks as “development banks”. Due to the word “development”, there 
was a misunderstanding that ADBL should be re-registered as “B” category development bank 
rather than “A” category. However, BAFIA clearly specifies that the category of the banks 
depend on their share capital which would make ADBL “A” category. Convincing the regulatory 
and supervisory bodies that the bank was changing to a commercial one (in order to fulfill a key 
condition under RFSDCP) was difficult, according to the respondents for this research. The 
respondents suggested that if the NRB staff were cognizant of the importance of the issue—a 
possibility if the focus of RFSDCP on ADBL was clear—the re-registration would not have taken 
the amount of time it did.  
 
The fact that the crop insurance scheme could not be implemented also suggests that tangential 
components should be avoided from a reform program as far as possible—except perhaps 
when they are clearly owned by the government and relevant agencies.  
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ANNEXES 
 

Annex 1 
 

Abonyi’s Framework for Analysis of the Reform Process 
 
A political economy analysis of a policy reform signals the central role of politics and institutions 
(see figure below). Reform involves politics because it necessitates collective choices in an 
environment characterized by conflicting interest and perceptions. Policy reform also takes 
place in a world of institutions that condition the agenda, initiation, design, implementation and 
sustainability of such reforms. In the context of Nepal, the RFSDCP program was initiated in the 
midst of the transitional phase of politics where institutions were at a low level of performances. 
Henceforth, the Abonyi’s framework which views policy reform from this angle suits to assess 
the ongoing RFSDCP Policy reform process.  

 
The role that politics and institutions played in the reform of ADBL, and the programs 

that were installed as ADBL moved through various stages of the policy reforms, are best 
captured by the stages described by Abonyi. The following are the stages.  

 
(i) Initiating reform: How did the basic issues addressed by RFSDCP get into the policy 

agenda as political priorities? Were they placed there by domestic stakeholders or 
external interests? 
 

(ii) Managing the complexity of policy issues: Policy issues are complex issues, and 
therefore the design of a reform program such as RFSDCP is a way of reducing that 
complexity so that policymakers and implementing agencies can act on such issues. But 
what are the implications of RFSDCP for the political process and for institutional 
capacity and change?  
 

(iii) Endorsing Reform: Reforms need to be legitimate—endorsed or approved through a 
process of policy-related decision making? Where and when in the policy process are 
such decisions made, and do they signal in a credible way the government’s 
commitment to reforms? And has the degree of adherence to the initial commitment 
changed? 
 

(iv) Implementation: Implementing reforms involves institutions or organizations (in the case 
of RFSDCP comprising ADBL, Ministry of Finance, and the Privatization Committee of 
the Government). However, can the issuance of the decree, which in this case is the 
commercialization of ADBL, be assumed to be the same as implanting lasting change, 
including changes in incentives, resource flows, organizational relationships, output and 
performances? 
 

(v) Sustaining Reform: Policy reform requires implanting enduring changes over a long 
term. In the case of ADBL, the challenges of sustainability relates to both the specific 
reform measures in the policy matrix, such as changes in the ownership structure, 
bringing in strategic partners and to more general factors that condition the sustainability 
of such reforms such as the government basic position on the role of state in the 
economy.  
 
The stages of policy reform process, their relationship to the role of politics and 

institution in policy reform, and the manner by which these core political economy factors 
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constitute key sources of uncertainty and risk in the reform or government commitment  
together comprises the Abonyi conceptual framework for assessing the political economy 
dimension of reform.  
 
 

 

Source: Abonyi (2002). 
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Annex 2 
 

Timeline of Major Events 
 

1990–2000:  
In 1990, the IMF approves a three-year Enhanced Structural Adjustment Facility (ESAF) of $33.57 million, the 
policy framework of which includes financial sector reforms. Specific reforms cover the restructuring of RBB and 
NBL, with the goal of eventually privatizing them, strengthening the supervision capacity of the NRB as well as 
its monetary control and management functions, and capital market development. Due to the escalation in 
political instability after the fall of the NC-led majority government in November 1994, reform measures stalls 
and the ESAF arrangement expires in October 1995 after only $16.79 million was disbursed.  

5–26 October 2006:  
ADB Board approves a loan of $56 million from ADF for subprogram I of RFSDCP with a term of 24 years, 
including a grace period of 8 years, with interest rate of 1.0% during the grace period and 1.5% thereafter.  

1 November 2006:  
Director General of ADB for South Asia Regional Department and the MoF Secretary sign the project 
agreement between ADB and ADBL, SFDB, and NRB.  

21 November 2006:  
The first tranche of $40 million is released upon the program’s effectiveness. On 21 November 2006, the 
government and the UCPN(M) sign a historic agreement on 21 November bringing the decade-long conflict 
to end. The two sides sign on detailed tripartite arms management agreement on 28 November in the presence 
of the UN. 

17 December 2006:  
ADB requests ADBL to expeditiously prepare a proposal to submit to MoF on (i) writing off of cumulative loss of 
ADBL using preferential shares owned by the Government including preferential shares to be subscribed using 
the RFSDCP 1st tranche policy loan proceeds ($40 million), and (ii) the initiation of divestment of 10% of 
the ordinary shares owned by the Government to ADBL employees. Two workshops on RFSDCP and ADBL 
Restructuring Plan inviting the ADBL Board of Directors, ADBL management, and ADBL regional and branch 
managers, are held on 17–18 December 2006, at Radisson Hotel in Kathmandu to educate all staff of ADBL 
about the restructuring process. 

1 April 2007:  
A 23-member NC-led Interim Cabinet, including the representatives of UCPN(M), formed. The parties reach an 
agreement to remove the king by two-third majority of the Interim Legislature.  

June 2007:  
The Cabinet meeting on 24 June decides to hold the CA elections on 22 November 2007.  

September 2007:  
The UCPN(M) pulls out from the Government citing the failure of the Interim Legislature to proclaim the country 
a republic before the CA elections and to fix a proportional representation election system. With the pullout, they 
also declare their program to disrupt the CA elections. 

October 2007:  
The Government decides to postpone the date of the CA elections indefinitely, after they fail to reach an 
agreement on the UCPN(M) demands. This is the second time the CA elections get postponed.  

22 December 2007: 
The second tranche of $16 million is released by ADB, citing satisfactory progress of RFSDCP subprogram I.  

December 2007: 
The UCPN(M) rejoins the Government on 29 December 2007 after reaching a 23-point deal with the 
Government. The agreement declares the country a federal democratic republic through the parliament, subject 
to implementation by the first meeting of the CA.  

January 2008: 
The government announces that the CA elections would be held on 10 April 2008. 
10 April 2008: 
The CA elections are held on 10 April 2008. UCPN(M) emerges as the largest party securing 220 seats in the 
601-member CA.  

 



 Annex 2 35 
 
 

 
June 2008: 
Ministers from UCPN(M) submit their resignation from the interim Government to their party Chairman. The 
resignation is seen as an attempt to exert pressure on other political parties to make way for formation of a new 
UCPN(M)-led Government. 

July 2008: 
President and Vice-President are elected by the CA. 

August 2008: 
On 15 August, Mr. P. K. Dahal (alias Prachanda), of UCPN(M) is elected as Nepal’s new Prime Minister after 
forming an alliance with, CPN(UML), the Madhesi People’s Rights Forum (MPRF), and several smaller parties. 

September 2008: 
The new Government announces the policies and programs for FY2009. The announcement is delayed due to 
the delay in forming the new Government. On September 19, 2008, the Finance Minister unveils a budget of 
NRs236 billion ($3.47 billion) budget. The budget waives the debt of those borrowers affected by natural 
disasters and the conflict. It waives the loan of small farmers below poverty line, and the households and 
entrepreneurs who have borrowed from ADBL, SFDB, NBL, and RBB.  

18–28 November 2008: 
ADB conducts a fact finding mission for project preparatory technical assistance (PPTA) of RFSDCP 
Subprogram II. The PPTA reviews subprogram I and develops a design and implementation modality of 
subprogram II for a possible loan/grant financing by ADB in line with the overarching goal of RFSDCP of 
developing a reliable rural finance system. 

December 2008: 
The constitution drafting process remains delayed due to inter-party differences on various political issues, 
including army integration. However, the CA manages to form some 14 panels—one constitutional, ten 
thematic, and three procedural—for framing the new constitution. On 8 December 2008 ADB approves a PPTA 
grant of $400,000 to prepare for subprogram II. 

January 2009: 
UCPN(M) makes an agreement to return the seized private and public properties to their rightful owners within 
the next three months and dismantle its paramilitary wing, the YCL, within three weeks. In response, the NC 
agrees to withdraw its boycott of parliament.  

February 2009: 
Tensions grows between the ruling UCPN(M) and NC over a number of issues—Nepal Army’s new recruitment, 
new ordinances, and performance of the UCPN(M)-led Government.  

April/May 2009: 
The lingering tension between the ruling UCPN(M) and the Nepal Army deepens as the CPN(M)-led 
Government dismisses the Army Chief in May. It prompts the coalition partners to pull out of the coalition 
government. Further, as the President overrules the government’s decision, the Prime Minister, from UCPN(M), 
resigns on 4 May. Due to CPN (M) disruptions in the CA and differences among the political parties, a new 
Prime Minister, from CPN(UML) party is elected by the CA on 23 May.  

August–October 2009: 
UCPN(M) continues to protest the President’s reinstatement of the Army Chief whom the UCPN(M)-led 
Government had dismissed, by disrupting the ongoing session of the CA. The CA sessions therefore remains 
virtually suspended for four months, seriously affecting the CA’s business proceedings including the approval of 
the budget for FY2010.  

25–29 May 2009:  
An ADB mission organizes a PPTA inception workshop with the participants from MOF, NRB, ADBL, SFDB, 
NBA, RMDC and other key stakeholders of the financial sector to discuss initial scope, objectives, and outputs 
of subprogram II.  
16–23 July 2009:  
A Mission of ADB visits Nepal for 16–20 July 2009 to review the progress of the project preparatory technical 
assistance (PPTA) for subprogram II.  
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1–16 October 2009:  
A fact finding mission from ADB visits Nepal to develop an initial program design, implementation modality, and 
institutional reform, and restructuring plan for the RFSDCP Subprogram II. The mission discusses on various 
aspects of Subprogram II including (i) outcomes and output (ii) implementation arrangements, (iii) program loan 
and project grant, (iv) tranches and conditions, (v) procurement and consultant recruitment, (vi) policy letter, and 
(vii) institutional restructuring plans of the participating rural financial institutions.  

November 2009–January 2010: 
UCPN(M) continues to launch a series of protest programs, including the obstruction of the CA proceedings, 
mass demonstrations, picketing of government offices, and nationwide general strikes. The CA is, however, 
allowed to meet briefly from 23–25 November 2009 to consider the FY2010 budget.  

26 March 2010:  
Finance Minister, from CPN(UML), sends a letter to ADB, affirming the commitment of Nepal Government to the 
RFSDCP program.  

18 June 2010:  
RFSDCP Subprogram II is approved by ADB. (The Program became effective on 28 December 2010.) 

30 June 2010:  
Prime Minister Madhav Kumar Nepal resigns. Henceforth, the privatization committee is suspended. The 
privatization committee is a parliament committee chaired by the Finance Minister and comprises of 
representative from the major political parties and the secretaries of Ministry of Finance, and Ministry of Law. 
The MoF, the executing agency of the program, informs the mission that the subcommittee of the privatization 
committee already provided in principal approval of the restructuring plan and there should be no significant 
delays in the compliance of the conditions once the new government is formed.  

October 2010:  
The privatization committee approves ADBL’s privatization. The Government agrees to divest 30% out of the 
51% of the Government’s shareholding at ADBL.  

February 2011: 
Following eight months of uncertainty about a new government, Jhalanath Khanal, also from UCPN(UML), is 
elected Prime Minister.  

April 2011:  
Finance Secretary resigns citing differences with the Finance Minister (from UCPN[UML]). The Joint Secretary 
in charge of RFSDCP at MOF also gets transferred.  

28 May 2011:  
The tenure of the CA ends. The deadline for concluding the peace process and writing the new constitution is 
extended to 31 August 2011. 

26 July–2 August 2011:  
Three out of the four unions at ADBL partly shutdown the office in request for fair promotion and benefits 
increase. During an ADB review mission (29 July–2 August), the Government assures ADB that union activities 
will not immediately affect the ADBL divestment and expresses views that an expeditious privatization is the 
best way to bring an appropriate management and governance to ADBL.  

11 August 2011:  
Following intense pressure from the unions, the Chief Executive Officer (CEO) of ADBL resigns from his post.  

14 August 2011:  
Prime Minister Jhalanath Khanal resigns, in principle to pave way for a national consensus government. He 
cites the lack of cooperation from UCPN(M) as a reason for his inability to take the peace process forward.  

28 August 2011:  
Finance Minister in the UCPN(M)-led government Dr Baburam Bhattarai is elected as Prime Minister by the 
Parliament.  

31 August 2011:  
The tenure of the CA is extended to 31 November 2011. 

18 October 2011: 
A three-member corporate governance sub-committee of ADBL invites applications for the post of CEO from the 
market, to be selected on a competitive basis. 
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Annex 3 
 

Reform Timeline under Subprogram I 
 

Preparatory Actions Date 
Establishment of program management unit November 2006 
Establishment of program implementation units November 2006 
Recruitment of consultants November 2006–February 2007 
1. Subprogram I  
1.1. Creating a Favorable Policy Environment  
1.1.a. Policy review committee constituted December 2006–Jan 2007 
1.1.b. Policy review on emerging rural finance (RF) issues January 2007–December 2008 
1.2. Institutional Restructuring and Reforms  
1.2.a. Agriculture Development Bank Limited (ADBL) restructuring  
and reforms 

 

1.2.a. (i). ADBL restructuring plan implementation  November 2006–December 2008
1.2.a. (ii). Procurement and Incorporation of MIS July 2007–December 2008 
1.2.b. Small Farmers Development Bank (SFDB) restructuring and 
reforms 

 

1.2.b. (i). Finalization of the SFDB restructuring plan January 2007–July 2007 
1.2.b. (ii). Staff capacity development training March 2007–December 2008 
1.2.b. (iii). Realigning accounting and auditing January–May 2007 
1.2.b. (iv). Microfinance (MF) business process improvement March 2007–December 2008 
1.2.b. (v). Implementation of the SFDB restructuring plan March 2007–December 2008 
1.2.b.(vi). Review of restructuring and reforms November–December 2008 
1.3. Grameen Bikash Bank (GBB) Plan Implementation  
1.3.a. GBB plan implementation November 2006–December 2008 
1.3.b. GBB plan implementation review November–December 2008 
1.4. Supportive Legal and Regulatory Framework  
1.4.a. Review of Microfinance Act January –March 2007 
1.4.b. Redrafting the Act April–June 2007 
1.4.c. Adoption of the regulation and supervision system June–July 2007 
1.4.d. Development of regulations July–0ctober 2007 
1.4.e. Establishment of the supervisory authority October 2007–January 2008 
1.4.f. Procurement of management information system February–June 2008 
1.4.g. Development of supervision and regulation manuals July 2007–March 2008 
1.4.h. Licensing and supervision of MF institutions March–December 2008 
1.5. Sector Capacity Building  
1.5.a. Incorporation of the training institute November–December 2006 
1.5.b. Training curriculum development January–March 2007 
1.5.c. Procurement of equipment, etc. January–March 2007 
1.5.d. Training of trainers March 2007–December 2008 
1.5.e. Banking and finance training May 2007–December 2008 
1.6. Product and Process Innovation  
1.6.a. Pilot insurance plan development February 2007–June 2007 
1.6.b. Pilot insurance plan implementation June 2007–December 2008 
1.6.c. Product development support for RFIs March 2007–December 2008 
1.7. Project Implementation Support November 2006–December 2008 
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Annex 4 
 

Information on Voluntary Retirement Scheme 
 
a. Number of staff who retired from each level 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
VRS Scheme 

2004 
VRS Scheme 

2006 
VRS Scheme 

2009  
Rank of the Staff Permanent Permanent Temporary Temporary Total
DGM     3     1     0     0     4 
Division Chief   11   19     0     1   31 
Section Chief   36   89     0   18 143 
Section Officer   60 121     0   40 221 
Credit officer   19    21     0     6   46 
Engineer     2     5     0      2     9 
Office Assistant   79   92     1   44 216 
Credit Assistant     0     1     0     3     4 
Clerk     2     1   31      0   34 
Peon   93   84 101   46 324 
Gardner     4     2     0     0     6 
Driver     4     4     0     2   10 
Total 313 440 133 162 1048

 
 
b. Retirement package provided 
 

Date Criteria 
Total 

Retirees 
Incentive  

(salary equivalence) 
8 March 2004 20 years’ service 

or above 
313 1st class officer 1.3 months*service yrs 

2nd and 3rd class 1.4 months*service yrs 
Assistant/non-table worker 1.5 months*service yrs 

18 December 2006 Regular staff— 
20 years’ service  
or above 

440 1st class officer 1.15 months*service yrs 
2nd and 3rd class 1.25 months*service yrs 
Assistant/non-table worker 1.35 months*service yrs 

Staff on 
contract— 
5 years’ service 
or above 

133 Up to 5 years 1.5 months*service yrs 
5 to 10 years 2 months*service yrs 
10 to 15 years 2.25 months*service yrs 
15 to 20 years 2.5 months*service yrs 
Above 20 years 3 months*service yrs 

15 April 2009 20 years’ service 
and above 

162 1st class officer 1.2 months*service yrs 
2nd and 3rd class 1.3 months*service yrs 
Assistant/non-table workers 1.4 months*service yrs 
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Annex 5 
 

Policy Matrix 
 
Subprogram I (October 2006–October 2008) Subprogram II

Objective Rationale 
First Tranche  

Actions Completed 
February 2004– 
September 2006 

Second Tranche 
Actions 

October 2006–
December 2008 

Tentative 
Policy Actions 
January 2010–
December 2011 
(timing of tranche 

release to be 
based on 

subprogram I 
review in 2009) 

The objective of the proposed Rural Finance Sector Development Cluster Program is to develop a sustainable 
rural finance (RF) system for providing affordable services to reduce poverty significantly and generate income. 
The goals include (i) sustainability, (ii) reduction in subsidy dependence, and (iii) greater outreach to small and 
marginal farmers. Investments in RF sector will enhance financial intermediation and provide clients with 
opportunities to generate income and employment. To achieve this, the Government of Nepal (the Government)  
will initiate actions for (i) creation of a favorable policy environment, (ii) institutional restructuring and reforms,  
(iii) supportive legal and regulatory framework, (iv) sector capacity building, and (v) product and process 
innovations. 
A.  Creating a Favorable Policy Environment
Develop a 
enabling  
RF policy  

The negative impact 
of Government 
interventions through 
directed credit, poorly 
governed rural 
finance institutions 
(RFI), refinance at 
soft terms, and loans 
at below-cost interest 
rates necessitated 
the adoption of a  
new RF policy.  
Under the new policy, 
the Government’s 
role will be to 
complement, 
facilitate, and 
improve the 
functioning of RF 
markets. Focus  
will be on creating 
enabling policies, 
promoting strategic 
initiatives for  
private sector 
participation, 
restructuring 
potentially viable 
RFIs, and  
phasing out 
mandatory credit 
controls.  
 

The Government’s adoption 
of RF sector development 
policies, which include:  
(i) reviewing periodically 

RF sector reform 
progress within the 
context of the Rural 
Finance Sector 
Development Cluster 
Program, through the 
policy review 
committee; 

(ii) establishing RF sector 
supervision and 
regulation;  

(iii) phasing out the stake 
of Nepal Rastra Bank 
(NRB) in RFIs;  

(iv) implementing RFI 
reforms;  

(v) enhancing debt 
recovery system 
enforcement;  

(vi) reviewing the 
performance of the 
Nepal Industrial 
Development 
Corporation (NIDC);  

(vii) granting RFIs 
autonomy to price  
their services; and  

(viii) reviewing the 
mandatory credit 
allocation for the 
destitute class  

 
 

 Annual review of 
the Government’s 
RF sector 
development 
policy to address 
emerging sector 
issues 
 
Review of the 
impact of deprived 
sector lending 
requirements for 
commercial banks 
 
Completion of 
divestment of 
NRB’s stake in 
Grameen Bikash 
Banks (GBB) 
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Subprogram I (October 2006–October 2008) Subprogram II

Objective Rationale 
First Tranche  

Actions Completed 
February 2004– 
September 2006 

Second Tranche 
Actions 

October 2006–
December 2008 

Tentative 
Policy Actions 
January 2010–
December 2011 
(timing of tranche 

release to be 
based on 

subprogram I 
review in 2009) 

The Government will ensure 
that the Agricultural 
Development Bank Limited 
(ADBL) will adopt 
sustainable RF services  
and products as its 
institutional mandate  
 
Maintenance of the policy  
on autonomous interest-rate 
setting by RFIs 

B.  Institutional Restructuring and Reforms
1.  ADBL 
Transform 
ADBL into a 
sustainable 
and efficient 
RFI  

Despite significant 
investments over the 
past four decades, 
RF outreach from 
institutional sources 
is less than 25% of 
the rural households. 
The Government  
has recognized that 
outreach cannot be 
extended through 
inefficient institutions. 
ADBL, therefore,  
will be restructured  
to become a viable 
RFI to provide 
sustainable RF 
products and 
services. ADBL  
will undertake 
fundamental changes 
in its mission, 
statutes, governance, 
organization, human 
resources, business 
processes, and 
products and 
services. 

Repeal of Agricultural 
Development Bank Act 1967 
 
Development and adoption 
of ADBL restructuring plan 
covering:  
(i) strategy and polices,  
(ii) legal and governance 

structures, 
(iii) financial restructuring,  
(iv) organization and 

human resources 
development,  

(v) operating policies and 
guidelines, 

(vi) institutional 
strengthening,  

(vii) implementation 
schedule, and 

(viii) performance indicators 
and outputs  

 
Development and adoption 
of ADBL’s business plan, 
including performance 
benchmarks for 
implementing the ADBL 
restructuring plan  
 
Incorporation of ADBL as 
limited liability company  
 
Capitalization by conversion 
of all dues (principal and 
interests) of the 
Government into tier 1 
capital preference shares  
of ADBL  

Issuance of a notice 
to offer ADBL 
shares to the small 
shareholders of 
ADBL  
 
Decision to initiate 
initial public offering 
of ADBL  
 
Settlement of the 
Government’s dues 
payable to ADBL  
 
Finalize divestment 
plan of Government 
shares in ADBL  
 
ADBL will (i) write-
off bad debts and  
(ii) provide adequate 
provisions for its 
other categories of 
debts, in each case 
in accordance with 
NRB directives  
 
Revision and update 
by ADBL of its 
policies related to  
(i)  human 

resources 
management,  

(ii)  portfolio 
management,  

(iii)  financial 
management, 
and  

Divestment of 
agreed level of 
the Government’s 
stake in ADBL 
 
Assessment for 
privatization 
 
Review of ADBL 
performance by 
MOF and NRB 
before further 
equity support 
 
Achievement of 
performance 
indicators outlined 
in the business 
plan 
 
Completion of the 
initial public 
offering by ADBL 
 
Cash equity and 
reinvestment of 
surplus to meet 
the capitalization 
requirements 
linked to 
increased 
operations 
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Subprogram I (October 2006–October 2008) Subprogram II

Objective Rationale 
First Tranche  

Actions Completed 
February 2004– 
September 2006 

Second Tranche 
Actions 

October 2006–
December 2008 

Tentative 
Policy Actions 
January 2010–
December 2011 
(timing of tranche 

release to be 
based on 

subprogram I 
review in 2009) 

Issuance of banking license 
(class A) to ADBL under 
BAFIA Constitution of  
Board of Directors of ADBL, 
including appointment  
of at least one woman 
director and appointment  
of general manager in 
accordance with BFIO, 
Companies Ordinance, and 
articles of association  
 
Completion of the first 
phase of the voluntary 
retirement scheme in ADBL  
 
Constitution of committees 
of the Board in accordance 
with Companies Ordinance, 
BFIO, and ADBL Article of 
Association  
 
Provision of NRs6.9 billion 
for doubtful and bad debts 
of ADBL in the annual 
accounts for FY2005  
 
Adoption of a code of 
conduct at ADBL, 
satisfactory to the Asian 
Development Bank (ADB)  

(iv)  credit 
management to 
the satisfaction 
of ADB  

 
Completion by ADBL 
of second voluntary 
retirement scheme 
 
Achievement of the 
performance 
indicators and critical 
implementation 
targets set out in 
ADBL Restructuring 
Plan to the 
satisfaction of ADB  
 
Establishment of a 
separate unit within 
ADBL to deal with 
client complaints, 
including those 
relating to corruption  
 
Establishment of 
management 
information system 
by ADBL that allows 
measurement of its 
banking service 
outreach to women 
and disadvantaged 
groups  
 
Completion of the 
phasing out of 
ADBL’s small 
farmers 
development 
program  
 
Completion of 
ADBL’s assessment 
of the performance 
of small farmers’ 
cooperatives, which 
will be the basis for 
determining further 
onlending support 
by ADBL to SFDB  

Provision for  
bad and  
doubtful debts in 
accordance  
with NRB 
requirements 
 
Completion of 
implementation of 
ADBL 
restructuring plan  
 
Divestment of 
equity in Small 
Farmers 
Development 
Bank (SFDB)  
in accordance 
with BFIO 
requirements 
 
Increased 
outreach to rural 
women and 
disadvantaged 
groups 
 
Continued 
emphasis on good 
governance 
 
Partial divestment 
of equity through 
initial public 
offering 
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Subprogram I (October 2006–October 2008) Subprogram II

Objective Rationale 
First Tranche  

Actions Completed 
February 2004– 
September 2006 

Second Tranche 
Actions 

October 2006–
December 2008 

Tentative 
Policy Actions 
January 2010–
December 2011 
(timing of tranche 

release to be 
based on 

subprogram I 
review in 2009) 

2.  SFDB  
Transform 
SFDB into a 
model apex 
agency for 
small farmers 
cooperative 
socities  

SFDB, including the 
small farmers 
development 
program and small 
farmers cooperatives, 
have significant 
outreach in many 
parts of the country; 
they are the only 
channel for delivery 
of RF services. 
However, weak 
governance and 
politicization have 
affected performance 
and sustainability. 
Fundamental 
changes are required 
to upgrade 
governance, 
organization, human 
resources, business 
processes, products, 
and services for 
viability and outreach. 

Decision on SFDB 
institutional reform and 
strengthening based on 
portfolio audit and 
diagnostic report by the 
Government 
 

Development and 
adoption of SFDB 
restructuring plan in 
consultation with 
ADB, covering:  
(i) strategy,  
(ii) legal and 

governance 
structure,  

(iii) organization 
and human 
resources 
development,  

(iv) operating 
policies and 
guidelines for 
financial 
activities, 

(v) partnership 
arrangements,  

(vi) performance 
benchmarks, 
and  

(vii) implementation 
schedule  

 

Review of SFDB 
performance  
by MOF and  
NRB before 
determining the 
recapitalization 
support. 
 
Achievement  
of performance 
indicators 
specified in  
the SFDB 
restructuring plan 
 
Provision for  
bad and  
doubtful debts  
in accordance  
with NRB 
requirements 
 
Lending to  
small farmer 
cooperatives that 
meet with the 
performance 
criteria specified 
in the SFDB 
restructuring plan 
 
Partial divestment 
of equity 

3.  GBBs  
Continue 
strengthening 
GBBs  

Governance, 
institutional, and 
financial issues left 
unaddressed for a 
long period have 
reduced significantly 
the potential service 
delivery capacity of 
GBBs.  
 
Implementation of the 
GBB reform plan will 
need to continue. 

Review of the 
implementation of GBB 
divestment plan by NRB  
 
Commencement of the 
divestment of NRB’s stake 
in the two solvent GBBs  
 

Decision to be 
undertaken on the 
future direction of 
the technically 
insolvent GBBs  

Implementation 
review of the  
GBB reform plan 
to determine  
the need for 
recapitalization 
support for GBBs 
with satisfactory 
performance. 
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Subprogram I (October 2006–October 2008) Subprogram II

Objective Rationale 
First Tranche  

Actions Completed 
February 2004– 
September 2006 

Second Tranche 
Actions 

October 2006–
December 2008 

Tentative 
Policy Actions 
January 2010–
December 2011 
(timing of tranche 

release to be 
based on 

subprogram I 
review in 2009) 

C.  Supportive Legal and Regulatory Framework 
Enhance  
the of 
supervision 
and 
regulation  
of RFIs  

Effective supervision 
is a prerequisite for 
the orderly 
development of the 
RF sector. 
Accordingly, the 
supervisory and 
regulatory 
mechanisms need to 
be significantly 
enhanced. 

Development of options  
for the supervisory and 
regulatory framework of the 
RFIs, including the option 
for the establishment of a 
second tier supervisory and 
regulatory authority 

(i) Decision on the 
appropriate 
supervisory 
and regulatory 
framework of 
the RFIs and  

(ii)  initiation of its 
implementation  
by NRB 

Review of 
performance of 
the institutional 
arrangement for 
supervision and 
regulation  
 
Upgrading and 
enhancement of 
the supervisory 
and regulatory 
arrangement  
as required  

D.  Sector Capacity Building 
Develop a 
systemic 
sector 
capacity 
building 
mechansim 

Irrespective of the 
type of institution, the 
need for capacity 
building to enhance 
sustainable outreach 
of RF services is 
pervasive. Priority 
capacity building 
needs to relate to 
credit appraisal; 
management of 
delinquency; risk 
management for 
reducing credit, price, 
operational, and 
liquidity risks; and 
accounting, audit, 
and internal controls 
for enhancing good 
governance and 
transparency. 

Decision on the 
establishment of a training 
institution specializing in 
banking and finance with 
emphasis on rural finance  
 

Incorporation of  
the training 
institution pursuant 
to Companies 
Ordinance, with 
necessary financial 
contributions from 
NRB, ADBL, and 
other financial 
institutions  
 
Develop business 
plans for training, 
course curriculum 
and materials, 
library, training of 
trainers, and 
equipment  
 
Start of training by 
the proposed 
training institution  

Review of the 
performance of 
the training 
institute  
 
Upgrading and 
enhancement of 
the training 
institute, as 
required  
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Subprogram I (October 2006–October 2008) Subprogram II

Objective Rationale 
First Tranche  

Actions Completed 
February 2004– 
September 2006 

Second Tranche 
Actions 

October 2006–
December 2008 

Tentative 
Policy Actions 
January 2010–
December 2011 
(timing of tranche 

release to be 
based on 

subprogram I 
review in 2009) 

E.  Product and Process Innovations 
Reduce 
vulnerability 
risks of 
lenders and 
borrowers  

Reducing the 
vulnerability of the 
rural households is 
important. Absence 
of risk mitigation 
services forces 
households to forego 
economic 
opportunities, borrow 
at usurious rates, and 
save in nonfinancial 
assets. The risk 
perception of RF is 
reduced significantly 
with products and 
services that could 
effectively mitigate 
risks.  

 Development of the 
pilot crop insurance 
plan by NRB in 
consultation with 
local stakeholders 

Develop and 
finalize a pilot risk 
mitigation plan. 
Accessible to 
ADBL borrowers, 
the pilot will 
include actuarial 
premium rate and 
restrict indemnity 
to verifiable 
instruments.  
 
Disseminate 
diversified 
financial products 
and services to 
RFIs. 
 
Implement the 
pilot in identified 
locations.  
 
Assess impact for 
larger replication. 
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