
ASIAN DEVELOPMENT BANK                    CAP:NEP 2004-11 
Operations Evaluation Department          (Final) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

COUNTRY ASSISTANCE PROGRAM EVALUATION  
 
 
 

FOR 
 
 
 

NEPAL 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

September 2004



ABBREVIATIONS 
 

ADB – Asian Development Bank 
ADBN – Agricultural Development Bank of Nepal 
ADTA – advisory technical assistance 
ALP – annual lending program 
APP – Agriculture Perspective Plan 
CAP – country assistance plan 
CAPE – country assistance program evaluation  
COS – country operational strategy 
CSP – country strategy and program 
DOI – Department of Irrigation 
EIRR – economic internal rate of return 
GDP – gross domestic product 
IPF – indicative planning figure 
MDG – millennium development goal 
NEA – National Electricity Authority 
NGO – nongovernment organization 
NRM – Nepal Resident Mission 
O&M – operation and maintenance 
PCR – Project/program completion report 
PPAR – Project/program performance audit report 
PPTA – project preparatory technical assistance 
T – metric ton 
TA – technical assistance 
TCR – technical assistance completion report 

   
 
 

NOTES 
 

(i) The fiscal year (FY) of the Government ends on 15 July. FY 
before a calendar year denotes the year in which the fiscal 
year ends, e.g., FY2005 ends on 15 July 2005. 

(ii) In this report, “$” refers to US dollars. 
 
 
 
 
 
 
 
Director General, Operations Evaluation Department  : Eisuke Suzuki 
Director, Operations Evaluation Division 1    : Graham Walter 
Evaluation Team Leader      : Toshio Kondo 
 

Operations Evaluation Department, CE-8 
 
 
 



CONTENTS 
 

Page 
 

EXECUTIVE SUMMARY iii 
  
I. INTRODUCTION  1 
 
II. BACKGROUND  1 

A. Country 1 
B. Social and Economic Context 2 
C. Government Plans and Policies During the Review Period 3 
D. Development Partners 4 

 
III.  ASIAN DEVELOPMENT BANK ASSISTANCE PROGRAM 5 

A. Country Operational Strategies 5 
B. Overview of the Lending Program 6 
C. Overview of the Nonlending Program 7 

 
IV.  ANALYSIS OF THE COUNTRY ASSISTANCE PROGRAM (1988–2003) 7 

A. Overall Appropriateness of the Country Operational Strategies  8 
B. Incorporation of Country Operational Strategies into the Lending,              

Nonlending, and Technical Assistance Programs 9 
C. Effectiveness of the Lending Program 11 
D. Examination of the Current Lending Portfolio 24 
E. Evaluation of Nonlending Assistance 25 

 
V. STAKEHOLDER FEEDBACK  28 

A. Maintaining a Poverty Focus 28 
B. Enhancing Service Delivery by the Asian Development Bank and its Staff 28 
C. Using Established Experience and Expertise and Building on Past Successes 28 
D. Overly Complex Project Design and Conditionalities 29 
E. Lengthy Asian Development Bank Procedures 29 
F. Midterm Reviews 29 
G. Sustainability 29 
H. Monitoring 30 

 
VI.  CONCLUSIONS  30 

A. Key Program Strengths 30 
B. Key Program Weaknesses 30 
C. Stakeholder Performance 31 
D. Overall Assessment 34 

 
 
Toshio Kondo, senior evaluation specialist (team leader) was responsible for the preparation of 
this report and for the conduct of operations evaluation missions to Nepal. Three international 
consultants also undertook missions: Edward Breckner (multisector project evaluation 
specialist), Paul Dickie (strategy and program assessment specialist), and Raymond Mallon 
(institutional development evaluation specialist). Additional research support was provided by 
Grace Sevilla (local consultant) and Agnes Anabo, senior evaluation officer.  



 

 

ii 
 

VII.  DEVELOPMENT CHALLENGES AHEAD  36 
A. Lessons Learned 36 
B. Implications for Future Asian Development Bank Strategies and Programs 39 
C. Recommendations for the Government 42 

 
APPENDIXES 
1. External Assistance to Nepal by Funding Agency 44 
2. Country Operational Strategies (1988–2003) 45 
3. Approved Projects to Nepal (1988–2003) 53 
4. Correspondence of the Lending Program to the Country Operational Strategies 55 
5. Technical Assistance to Nepal by Sector 69 
6. Methodology for In-Depth Analysis of the Lending Program 70 
7. Evaluation by Sector and Modality 77 
8. Analysis of Individual Factors and Individual Projects 89 
9. Results of the Sector-Based Analysis for Minors Sectors 102 
10. Projects with Implementation Difficulties  105 
11. Sector Evaluation of the Asian Development Bank’s Nonlending Support 108 

 
 
 
Attachments: 1. Management Response on the Country Assistance Program Evaluation 

for Nepal 
  2. OED Comment on Management Response on the Country Assistance 

Program Evaluation for Nepal 
  3. Development Effectiveness Committee 
   Chairperson’s Summary of the Committee’s Discussion on 29 September 

2004 of the Country Assistance Program Evaluation for Nepal 
 
 
 



EXECUTIVE SUMMARY 
 

The Nepal country assistance program evaluation (CAPE) was undertaken to examine 
the effectiveness of the Asian Development Bank (ADB) assistance program during the 1988–
2003 period. It provides a historical perspective of ADB’s past operations, a background 
framework that can be used to assess the success of these operations and a guide for the 
ongoing preparation of the next country strategy and program (CSP). The CAPE was designed 
to evaluate the success of lending and nonlending programs in contributing to the 
socioeconomic development of Nepal, as well as the success of projects and technical 
assistance (TA) in meeting country operational strategy (COS) objectives. 
 

In particular, this CAPE provides (i) an assessment of how relevant the past three COSs 
(prepared in 1988, 1993, and 1999) were to the situation prevailing in Nepal and ADB’s and the 
Government’s development plans and priorities; (ii) an assessment of how closely ADB’s 
country programming activities adhered to the priorities outlined in the COSs; and (iii) an 
analysis of the effectiveness of the approved projects and programs in actually implementing 
the COSs. This latter step involved a review of all 47 projects and program loans and all 167 
TAs approved between 1 January 1988 and 31 December 2003. The results of these 
assessments and analyses were discussed in detail with stakeholders during the Participatory 
Stakeholders’ Workshop, which was held prior to the final analysis undertaken by the CAPE 
team. 
 

Nepal is one of the poorest countries in the world, with a per capita income of less than 
$250 and weak social indicators. As a landlocked agrarian economy with rugged terrain, the 
country faces serious development challenges, which political instability and social unrest 
greatly exacerbated in recent years. Ninety percent of all workers depend on rural-based 
activities for income. Given the country’s terrain and size, transport and communications are 
difficult, as is access to markets and services for most of the population. Similarly, access to 
land and water resources is also limited. In parts of the densely populated hill areas, the 
average landholding is only 0.2 hectare per family. The country has few mineral resources and 
a narrow industrial base. Moreover, the country faces major constraints to development, 
resulting from a past legacy of elitist rule, weak public governance, poor public provision of 
infrastructure and social services, and an ongoing armed insurgency. 
 

The period under review (1988–2003) was covered by four development plans. The 
Seventh Five-Year Plan (1985–1990); the Eighth Five-Year Plan (1992–1997); the Ninth Five-
Year Plan (1998–2002); and, a part of the Tenth Five-Year Plan (2002–2007). These were 
accompanied by three COSs for ADB covering the periods 1988–1992, 1993–1998, and 1999–
2003.  
 

During the period 1988–2003, ADB approved 48 loans amounting to $1.4 billion to help 
finance 47 project or programs. In terms of lending modalities, the country assistance plan 
(CAP) included six program loans (three in the agriculture sector, one in the industry sector, and 
two thematic loans) and nine sector loans (primarily in irrigation and water supply and 
sanitation). The remaining loans were standard project investment loans. ADB approved and 
implemented 167 grant TA undertakings amounting to $74.5 million during the review period, 
comprising 50 project preparatory TA (PPTA) activities ($21.2 million) and 117 advisory TA 
(ADTA) undertakings ($53.3 million). Levels of ADTA declined in recent years, while those of 
PPTA increased. 
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As a basis for evaluating the country assistance program as a whole during the study 
period, a series of analyses was undertaken. These comprised (i) an analysis of the overall 
appropriateness of the three COSs, in view of prevailing conditions in Nepal, government 
development plans, and ADB strategic priorities; (ii) an analysis of how well the COSs were 
reflected in annual lending programs; (iii) an analysis of the consistency of the program reflected 
in approved loans with the COSs; (iv) an analysis of the effectiveness of the approved lending 
program in implementing the COSs; and (v) an analysis of the nonlending program for capacity 
building and institutional strengthening.  
 

The results of these analyses show some significant trends. For example, the record of 
actual loan approvals versus firm loans placed in the annual lending programs during the 
country assistance program period reveals a large amount of overprogramming and slippage. 
One of the results is a transfer of resources significantly below that indicated in the indicative 
planning figure, especially in the earlier years of the period under review. However, in examining 
annual loan approvals in light of COS sector priorities, it becomes clear that for the 1988 and 
1993 COSs, the operating program rather closely reflected the recommendations of the 
respective strategies, although with a declining emphasis on the rural and agriculture sectors. 
Some impact was lost due to the inability to transfer the resources available and programmed, 
especially in 1993, 1994, and 1997, but, overall, the balance of lending remained within the 
priorities set by the strategies. Questions must be raised about sector balance during the 1999–
2004 COS period. The expectation was that the lending program would continue to support the 
implementation of the Agriculture Perspective Plan. However, this focus seems to have been 
lost in the 4 years since the COS was prepared. From 2000 to 2003, only 25% of lending was 
for projects related to this plan (i.e., agriculture and roads), and, of this, only 8% of lending was 
for purely agriculture sector projects. This inconsistency is somewhat mitigated if future planned 
lending is taken into account. Several agriculture sector loans as well as a rural electrification 
loan and a road project have been programmed for 2004–2006. However, there has already 
been some slippage in processing these projects. Given the past history of annual slippage in 
the approval of firm projects during the early 1990s, the potential for year-to-year slippage, with 
some projects even being dropped, should continue to be a matter of significant concern. 
 

In terms of the nonlending program, an ADTA to build institutional capacity in Nepal was 
an important aspect of ADB operations during the three COS periods. Total approved ADTA 
was about 2.5 times the PPTA level. However, the average annual level of ADTA declined 
consistently, from about $4.0 million per year during the 1988 COS period to just under 
$3.0 million during the 1999 COS period. Most of this decline in approvals resulted from a sharp 
decline in ADTA to agriculture and natural resources (from $1.8 million during the 1988 COS 
period to $260,000 during the 1999 COS period). In contrast, PPTA approvals increased 
substantially (from an average of $0.9 million per year during the 1988 COS period to 
$2.2 million per year during the 1999 COS period). The agriculture sector received the bulk of 
PPTA, but its share of the total declined from 56% during the 1988 COS period to 34% during 
the 1999 COS period. Despite this, the study period ADTA and PPTA allocations appear to 
reasonably reflect ADB’s strategic priorities. The decline in the overall level of ADTA (in line with 
ADB’s total reduction in TA resources) is of concern. However, the allocation of declining ADTA 
resources appears to be directed at addressing the priority needs identified during the 1999 
COS period. PPTA sector allocations appear to have closely followed the changing focus of 
ADB strategies during the 1999 COS period. Increased PPTA allocations (despite declining 
ADB TA resources) reflect the concern expressed in the 1999 COS study on past weaknesses 
in project design and the need for more project preparatory resources to facilitate increased 
stakeholder participation in project design processes and allow more intensive field work to 
better understand local needs. 
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After examining the link between the three COSs and the CAPs, the evaluation then 
looked at the effectiveness of the lending program and the impact of the nonlending program. Of 
the 47 projects/programs approved during the study period, 24 were completed and have had 
project/program completion reports prepared, of which six have also been postevaluated. Of the 
24 completed projects/programs, 14 were rated successful, 9 were rated partly successful, and 
1 was rated unsuccessful. This level of successful projects (58%) was the same as for ADB as a 
whole during the same period, while slightly higher than Pakistan and Sri Lanka but slightly 
lower than Bangladesh and India. An in-depth analysis of 37 completed and ongoing projects 
that were approved between 1988 and 2000 was also carried out. This analysis examined 
projects for their compliance with 16 key factors considered crucial to the conformity of the 
projects with strategies; the effective and efficient use of development resources; and the ability 
to meet ADB’s and the Government’s overall policies, strategies, and aspirations. These factors 
were (i) design relevance, (ii) design efficiency, (iii) implementation efficiency, (iv) development 
impact, (v) direct poverty impact, (vi) project replicability, (vii) project sustainability, (viii) gender 
impact, (ix) environmental impact, (x) institutional impact, (xi) capacity-building impact, 
(xii) policy impact, (xiii) project innovativeness, (xiv) beneficiary participation, (xv) economic 
impact, and (xvi) adequate governance. 
 

The analysis of all 37 projects indicates that, overall, most projects (i) were selected and 
designed within the priorities of the three COSs covering that period; (ii) had a positive 
development impact; and (iii) were or are being relatively successfully implemented, 
incorporating important crosscutting issues. There seems to be a general indication that 
institutional and governance issues delay or impede implementation, but, with the exception of a 
few especially poorly prepared and implemented projects, most were at least partly successful 
and some were outstanding. The overall effect of ADB’s lending program was positive in terms 
of social, environmental, economic, and direct poverty impact. The effect was not, however, as 
positive as it might have been in terms of implementation efficiency. Projects within the priority 
sectors identified in the COSs generally had a higher degree of success than low-priority 
sectors. This may partly be due to the fact that ADB has more experience and a longer history 
in designing projects of this kind than projects in new sectors, such as tourism or urban 
development.  
 

In terms of the relative success of various sectors, water supply and sanitation projects 
and agriculture sector projects were the most effective in implementing efficiency, reaching the 
desired target group, and fostering social equity and economic growth. Within the agriculture 
sector, irrigation projects performed best, followed by agriculture credit projects. Transportation 
and education projects also performed well, but not as well as the agriculture, water, and 
sanitation projects. These seem to have been constrained by institutional problems and a lack 
of innovativeness in project design. Nonetheless, the impact of energy projects on the country’s 
overall economic growth was significant. 

 
In terms of lending modalities, sector loans proved much more successful than either 

project or program loans. Program loans had the lowest overall quality ranking, but their results 
were still generally acceptable. The lessons learned from the two large-scale projects 
undertaken during the period under review indicate that such projects can generate a range of 
benefits concomitant with the size of investment and that they can also generate challenges of a 
similar size. 

 
Looking at the nonlending program, on balance, the evidence indicates a fairly high 

degree of success for most PPTA undertakings in Nepal, as almost all of them resulted in a 
subsequent project. However, the analysis of the projects themselves indicates deficiencies in 
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many of the preparation exercises. The level of success of PPTA undertakings is thus not 
unqualified and indicates the need for a better focus on project design. In terms of institution-
building TA activities, the record has been mixed. Some institutions obviously benefited, and 
improvement is indicated, especially at the grassroots level. However, the impact on some of 
the more important agencies was limited. Moreover, the results of attempts to broaden the 
impact of institution building beyond individual agencies directly associated with ADB projects 
has so far been mixed. The record of economic and sector work financed by ADTA 
undertakings was, on the whole, good. This was especially so in the agriculture sector, where a 
continued sector focus over a long period resulted in significant policy reforms and a series of 
more clearly focused, increasingly better designed and better implemented projects (compared 
to the years prior to the study period). Economic and sector work in other sectors has also 
contributed to an improvement of policies and a clearer view of sector priorities and directions. 

 
Stakeholder performance was also examined as part of the evaluation exercise. In line 

with this, Government performance was mixed. Previous analyses have cited a large number of 
deficiencies on the part of the Government, as a whole, and executing and implementing 
agencies, in particular. Countervailing these shortcomings are significant achievements made 
by the Government and its agencies in some sectors over the study period. Of particular note 
was the success in reforming fundamental policies in the agriculture sector and its institutions 
and important improvements in the enabling environment for private sector development. In 
addition, the Government was also able to improve project design and implementation 
performance in the irrigation subsector, water supply and sanitation sector, livestock subsector, 
and road and rural infrastructure sectors. Furthermore, the Government and its agencies 
continued to implement ADB-financed projects while facing inherent and endemic institutional 
problems, continuing political turmoil, and an ongoing insurgency. 
 

In terms of ADB’s role, earlier studies were rather critical of the degree of resources 
allocated to project preparation and supervision in the country and the caliber of work 
undertaken by ADB personnel. This latter point is also reflected in the stakeholder views 
expressed during the Participatory Stakeholders’ Workshop.  
 

When project design included a mechanism for beneficiary participation, projects 
showed a high degree of success. Indeed, the beneficiaries were the real source of the 
nonlending program’s success. This is especially so in irrigation, water supply and sanitation, 
and livestock and rural credit projects, but it was also true in other projects. In some cases, 
nongovernment organizations had to intercede to catalyze this positive participation. In other 
cases, project staff members were able to bring it about, once a workable model was 
formulated. Some major infrastructure projects do not appear to lend themselves readily to a 
high degree of beneficiary participation. Nonetheless, the success of projects when 
beneficiaries do participate suggests that incorporating beneficiary consultation and participation 
processes to the maximum extent possible is worthwhile and important when designing any 
type of project. At the very least, a full public information campaign should accompany every 
project, so that affected parties can understand what will be involved. 

 
The analysis generated the following lessons learned: (i) a CSP can only be successful 

when the strategy and country program are consistent; (ii) a clear and well-defined strategy is 
crucial to achieving this consistency; (iii) a clear and well-defined country program can be 
developed within the Nepalese context, according to experience over the study period; (iv) the 
analysis indicates that projects that actively consider the crosscutting priorities of ADB and the 
Government in their design have a greater chance of success than projects that do not; (v) a 
sound institutional base is generally required for effective projects; (vi) a sector approach and 
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long-term assistance are needed for institution building; (vii) a project’s success is most likely if 
the project design is based on a proven development model; (viii) the executing agency, the 
Government, and ADB must show sound governance and commitment to ensure effectiveness 
of project implementation and ultimate project success for difficult and complex projects; (ix) the 
conditions for disbursement in either project or program loans should be reasonable and 
attainable to avoid stalled implementation; and (x) a range of benefits can be generated from 
large-scale projects, concomitant with the size of investment, but these projects can also 
generate challenges of a similar size. 
 

On this basis, the following implications for future ADB strategies and programs in Nepal 
were derived:  

 
Need for a Well-Focused Program. Since the role of a CSP is to provide clear and 

explicit guidance for the programming of ADB investment and other activities, the CSP should 
be sharply focused and be easily understood and acted upon by ADB. 

 
Need for Flexibility. Notwithstanding the need for a well-defined, sharply focused 

strategy, the current situation in Nepal calls for a large degree of flexibility in the strategy. There 
are many unknowns in the current environment that makes the task of formulating a robust 
strategy that is valid for up to 5 years difficult.  
 

Sector Focus. The next strategy is strongly recommended to be clearly focused on 
sectors and investments that are already proven to be successful and that will, additionally, 
contribute directly to the improvement of incomes of socially and regionally disadvantaged 
groups. In terms of particular sectors that should receive priority in future strategies, the report 
underscores the importance of road transport to the country’s economy and in furthering the 
well-being of its people. In addition, given the relative dearth of road transport projects in the 
CAP over the last 15 years, a stronger emphasis on road or rural infrastructure projects is thus 
recommended. 

 
Modality Focus. The analysis undertaken during the evaluation shows a higher rate of 

success than average for sector loans and a lower rate of success than average for program 
and project loans that contain a large number of conditions. On this basis, it is recommended 
that whenever possible sector loans should be preferable to simple investment loans. 
Furthermore, sector development programs (of which there has so far only been one in Nepal) 
are a preferable modality to simple program loans.  

 
Large-Scale Projects. This CAPE does not recommend completely excluding large-

scale projects from a future strategy. It will, however, be important to ensure that possible large-
scale projects are in conformity with the future strategy.   

 
The following recommendations are made for the Government: 
 
Ownership of and Direction for the Future Country Strategy and Program. The 

Government must take ownership of the CSP and the CSP preparation process. It must clearly 
be made known to ADB consultants and personnel preparing the CSP what its points of view, 
policies, and constraints are and what it wants the CSP to emphasize. It needs to be active in 
providing guidance and feedback to the CSP preparation team. The Government’s development 
priorities and directions are spelled out in the Tenth Plan, and the Government must ensure that 
these policies and directions are incorporated into the CSP. 
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 Clear Presentation of Priorities, Policies, Issues, and Procedures. During 
consultations on the next CSP, government representatives should ensure that their concerns, 
as expressed during the Participatory Stakeholders’ Workshop, are raised and communicated to 
ADB’s CSP preparation team in a constructive manner. Raising these issues at the time of CSP 
preparation is critical, so that they can be addressed in the strategy and guidance can be 
provided to future country programming and project formulation missions. 
 
 Enhanced Monitoring of Ongoing and Completed Projects. Few mechanisms are 
available to the Government to monitor the implementation or operation of its projects. 
Moreover, monitoring is considered a low-priority expense. In the long run, this attitude is 
counterproductive and will surely cost the country substantial sums in lost resources. 
Consideration should be given to establishing a small monitoring unit in one of the key ministries 
(perhaps the Ministry of Finance or the Planning Commission), to monitor the implementation 
and operation of development partner-financed projects, so that problems can be quickly 
brought to the attention of the responsible decision makers in the Government and ADB. 
 

Operation and Maintenance Financing. Significant strides were made in addressing 
the issue of operation and maintenance (O&M) financing for completed projects. However, O&M 
financing was still raised as an issue during the Participatory Stakeholders’ Workshop, and it 
clearly continues to be a significant concern. In a similar vein to the recommendation made 
regarding monitoring, the ultimate parties to suffer from poor O&M are the Government and the 
country. Resources allocated to project implementation will be lost if completed projects are not 
maintained. Sustainability should thus be an issue and consideration on the part of the 
Government from the time that a project is identified and should continue to be such after a 
project has been physically completed. 

 
 
 
 

Eisuke Suzuki 
        Director General 
        Operations Evaluation Department 

 
 



 

I. INTRODUCTION 
 
1. Nepal has been an active, borrowing member of the Asian Development Bank (ADB) 
since 1969 and, as of 31 December 2003, has borrowed over $2.1 billion to finance 109 loans. 
Nepal has also been the recipient of 236 technical assistance (TA) grants totaling  
$108.7 million. The Nepal country assistance program evaluation (CAPE) was undertaken to 
examine the effectiveness of the assistance program since 1988. This date was chosen 
because it was the year that ADB’s first country operational strategy (COS) was undertaken.  
 
2. The CAPE provides a historical perspective of ADB’s past operations during the study 
period, a background framework for assessing the success of these operations, and a guide for 
the ongoing preparation of the next country strategy and program (CSP).1 The CAPE was 
designed to evaluate how successful the lending and nonlending programs were in contributing 
to the socioeconomic development of Nepal and meeting the COS objectives.  
 
3. In particular, the CAPE provides (i) an assessment of how relevant the three COSs2 
undertaken during the study period were to Nepal’s prevailing situation and ADB and 
government development plans and priorities, (ii) an assessment of how closely ADB’s country 
programming activities adhered to the priorities outlined in the COSs, and (iii) an analysis of the 
effectiveness of the approved projects and programs in implementing the COSs. The last item 
involved a review, to a greater or lesser extent, of all 48 projects or program loans and all 
167 TAs approved between 1 January 1988 and 31 December 2003. 
 
4. It may be noted that much of the period covered by the evaluation was characterized by 
political instability and, for the past few years, a growing insurgency that have made the 
implementation of a development agenda increasingly difficult. 
 

II. BACKGROUND 
 
A. Country 
 
5. As a landlocked country with an agrarian economy and rugged terrain, the country faces 
serious development challenges that have been greatly exacerbated in recent years by political 
instability and social unrest. Of all workers, 90% depend on rural-based activities for their 
income. Given the terrain and the size of the country, transport, communication, and access to 
markets and services are difficult for most of the population. From a productive point of view, 
access to land and water resources is also limited. Forty percent of agricultural households own 
less than 0.5% of land. The proportion of households with less than 0.5 hectare (ha) is as high 
as 46.0% in the hills and 42.0% in the mountains. In parts of the densely populated hill areas, 
the average landholding is only 0.2 ha per family. Water for irrigation is scarce in the hills and 
the mountains. Although water is abundant in the Terai,3 the proportion of irrigated land is still 
quite low. The country has few mineral resources and only a very narrow industrial base. 
Industry makes up 20% of the total gross domestic product (GDP) but employs only 5% of the 
workforce. 

                                                 
1   The CSP update replaced the COS and country assistance plan (CAP) effective 2001. This was based on the Staff 

Instruction on the Implementation of New Business Processes for Country Programming (13 December 2000).  
2 COSs were prepared in 1988, 1993, and 1999. 
3  The Terai is the alluvial plains area (an extension of the Indo-Gangetic plain along Nepal’s border with India) and is 

the most fertile part of the country, the rest being mainly hills and mountains. 
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6. Nepal’s areas of potential comparative advantage include its people and culture; location 
between the two large growing market economies of the People’s Republic of China and India, 
spectacular natural beauty, biodiversity, and cultural achievements, which make it such an 
attractive tourist destination; and potential for hydropower development. However, generating 
growth from these assets is proving difficult. Moreover, the country faces major constraints to 
development as a result of a past legacy of elitist rule, weak public governance, and poor public 
provision in respect to infrastructure and social services. This is further complicated by an 
ongoing political crisis and an armed insurgency. 
 
B. Social and Economic Context 
 
7. Nepal is one of the poorest countries in the world, with a per capita income of less than 
$2504 and very weak social indicators. Nonetheless, looked at from perspective of the 
millennium development goals (MDGs), social and economic development in Nepal during the 
study period (1988–2003) showed numerous signs of improvement. MDG1 is to reduce by half 
the proportion of people whose income is less than $1 per day by 2015, relative to 1990. Based 
upon the results of a household survey in the mid-1990s, Nepal has a high rate of poverty, with 
38% of the population living below $1 per day in 1996.5 Pending final results of the 2001 Nepal 
Living Standards Survey, this is still the official figure. However, preliminary results of the survey 
do indicate that poverty declined by several percentage points since 1996. These estimates are 
supported by per capita GDP growth during this period that averaged 2.5% per annum. In 
addition, agricultural output grew by an average of 3.7% per year, and remittances from the 
increasing number of Nepali workers abroad have become important for family support in rural 
areas. As such, general indications are that the incidence of income poverty declined over the 
period under review. MDG2 is to achieve universal primary schooling by 2015. In 2000–2001, 
Nepal achieved a net primary enrollment ratio of 72% versus a ratio of 64% in 1990, indicating 
that some progress was made but that more work is needed to achieve this goal. At the same 
time, the youth literacy rate increased from 47% in 1990 to 62% in 2001, reflecting the growing 
enrollments in primary school. Moreover, in relation to gender equality (MDG3), the ratio of girls 
to boys in primary education increased from 56% in 1990–1991 to 79% in 2000–2001, so 
equality before 2015 is possible with continued efforts in line with these past successes. MDG4 
relates to reducing by two thirds the under-5 mortality rate by 2015. From 145 under-5 deaths 
per 1,000 live births in 1990, Nepal recorded 91 under-5 deaths per 1,000 live births by 2001, a 
reduction of 37%. If this rate of decline can be continued, the 2015 target is achievable. Under 
MDG7, to ensure access to safe drinking water, Nepal made considerable progress with a 
reported increase in rural access from 64% in 1990 to 87% in 2000. The comparable urban 
figures are 93% and 94%. Correspondingly, the percent of urban population with access to 
improved sanitation increased from 69% in 1990 to 73% in 2000. Lastly, under MDG8, the 
global partnership objective, the total debt service of Nepal as a percent of exports of goods and 
services has very encouragingly declined from 14.7% in 1990 to 6.2% in 2001. Information and 
communication technology services, while increasing in Nepal, remain at low levels of usage.  
 
8. Further indications of progress can be gleaned from other key poverty and social 
indicators. For example, 2001 Nepal Living Standards Survey findings to date indicate that 
average life expectancy at birth increased from 53.6 in 1990 to 58.9 in 2000; child malnutrition 
declined slightly between 1995 and 1998, from 48.5% to 47.7%; the Human Development Index 
improved from 0.42 to 0.49 between 1990 and 2000, and the country now ranks 142nd out of 
173 countries in terms of the Human Development Index, as opposed to 152nd in 1990. All of 

                                                 
4  In 1988, at the beginning of the study period, it was $170 per capita. 
5 World Bank. 1996. Nepal Living Standards Survey. Nepal. The 38% poverty incidence is based upon this book.  
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these data indicate improvements, although modest, in terms of the economic and social 
development of Nepal during the study period. 
 
9. From a macroeconomic perspective, economic conditions remained broadly stable in 
Nepal throughout the study period, with moderate growth in the early 1990s reflecting the 
structural reforms that opened the economy and provided for macroeconomic stability. In the 
primary production sector (agriculture), growth was notable. Between 1990 and 2002, annual 
rice production increased from 3.4 million metric tons (t) to 4.2 million t, annual sugarcane 
production increased from 1.0 million t to 2.2 million t, annual wheat production increased from  
0.9 million t to 1.3 million t, and annual potato production increased from 0.7 million t to 
1.5 million t. Growth was also recorded in the production of higher value tree crops and 
vegetables. Electricity production also increased markedly, from 713.0 million kilowatt-hours in 
1990 to more than 2.0 billion kilowatt-hours in 2002.6 
 
10. Recently, the development climate in Nepal has become very challenging. Since about 
2000, economic management has been complicated by the ongoing insurgency and an 
uncertain political environment, and real growth turned negative in 2001/02. While the last 
2 years have seen improvements, with growth rebounding to 2% in 2002/03 and then possibly 
above 4% in 2003/04, serious concern still exists about the economic disruptions arising from 
continuing political instability. 
 
C. Government Plans and Policies During the Review Period 
 
11. The period under review (1988–2003) was covered by four five-year development 
plans:7 the Seventh Five-Year Plan (1985–1990); the Eighth Five-Year Plan (1992–1997); the 
Ninth Five-Year Plan (1998–2002); and, partly, the Tenth Five-Year Plan (2002–2007). The 
essential characteristics of each plan are summarized below. 
 
12. The Seventh Five-Year Plan had three basic objectives. These were to raise national 
productivity; increase opportunities for productive employment; and fulfill the basic minimum 
needs of the people, especially those regarding food grains, proper clothing, adequate 
fuelwood, drinking water, primary health care and sanitation, primary and skills-based 
education, and minimum rural transport facilities. These objectives were to be achieved by 
(i) according overall priority to the development of the agriculture sector, (ii) stressing the 
development of forest wealth and the conservation of land, (iii) emphasizing water resources 
development, (iv) promoting industrial development, (v) promoting exports, (vi) promoting 
tourism development, (vii) curbing population growth, (viii) decentralizing economic 
management, and (ix) strengthening and consolidating the development administration. 
 
13. The principal objectives of the Eighth Five-Year Plan, the first after the installation of a 
new democratic government, were the promotion of sustainable economic growth, reduction of 
poverty, and reduction of regional imbalances. The achievement of these objectives was to be 
prioritized on the following basis: (i) agricultural intensification and diversification, (ii) energy 
development, (iii) rural infrastructure development, (iv) employment generation and human 
resources development, (v) population growth reduction, (vi) industry and tourism development, 
(vii) export promotion and diversification, (viii) macroeconomic stabilization, and 
(ix) administrative reform. An effective monitoring and evaluation system was also to be put in 
place to ensure that projects were implemented on time and delivered desired results.  

                                                 
6  Without the inclusion of the recently completed Kali Gandaki “A” Hydroelectric Project. 
7 Not all of which lasted 5 years. 
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14. The Ninth Five-Year Plan’s stated goal was to reduce (income) poverty from 42% to 
32% of the population by the end of the plan’s period and to 10% by 2016/17. Several other 
indicators of human poverty, such as illiteracy rate, infant mortality rate, maternal mortality rate, 
and average life expectancy at birth, were also identified, and targets were set for these. To 
attain the targets set, the Ninth Five-Year Plan postulated a three-pronged strategy designed to 
(i) achieve a high, sustainable, and broad-based economic growth rate (a minimum of 6% per 
annum GDP growth) through liberal and market-oriented policies; (ii) develop social and rural 
infrastructure; and (iii) introduce target programs for those communities left behind by the 
mainstream development process. The Ninth Five-Year Plan accorded high priority to the 
agriculture sector and its centerpiece, the Agriculture Perspective Plan (APP), which was 
formulated in 1995 (with significant ADB assistance).8 The APP had a long-term vision of raising 
the annual agriculture growth rate during the plan’s period to 4.0% and to 4.9% over the next 
15 years. The APP envisaged increasing cereal and cash crop production in the Terai and 
livestock and other high-value products in the hills through the increased use of modern inputs 
and irrigation, improved research and extension facilities, and rural roads and marketing 
networks. In the nonagriculture sector, emphasis was placed on developing tourism and 
hydropower and labor-intensive manufacturing and transport and communications networks. 
 
15. The Tenth Five-Year Plan, which envisages a participatory approach, seeks to reduce 
poverty, improve the delivery of public services, and ensure social inclusion within all 
government programs. The Tenth Five-Year Plan’s poverty reduction strategy is rural-oriented 
and built on four pillars: (i) achieving sustained high and broad-based economic growth, 
focusing particularly on the rural economy; (ii) accelerating human development through a 
renewed emphasis on effective delivery of basic social services and economic infrastructure; 
(iii) ensuring economic and social inclusion of poor people, marginalized groups, and 
underdeveloped regions in the development process; and (iv) pursuing vigorously good 
governance as a means of delivering better development results and ensuring social and 
economic justice. The plan seeks, as an integral part of its poverty reduction strategy, to bring 
the marginalized sections of the population and underdeveloped regions into the mainstream of 
development and make visible progress in reducing existing inequalities. The plan also stresses 
strategic crosscutting approaches with regard to (i) redefining the role of the Government and 
limiting public interventions; (ii) enlisting the private sector to play a leading role in employment 
and income generation, together with nongovernment organizations (NGOs), individual NGOs, 
and community-based organizations, in complementing government efforts in service delivery; 
(iii) promoting community participation at the local level; and (iv) accelerating the 
decentralization process. 
 
16. As will be noted, all of these plans aim at poverty reduction, with a focus on economic 
growth in primarily rural areas; social equity; and improved services provision. These goals are 
and were considered appropriate, considering the prevailing situation in the country, with its 
high levels of poverty and basically rural society, few resources outside of the agriculture sector, 
and serious social disparities.  
 
D. Development Partners 
 
17. Nepal has a large number of development partners that are dedicated to assisting its 
development. Over and above the four multilateral funding agencies (ADB, International 
Monetary Fund, United Nations, and World Bank), Nepal works with at least 19 source countries 

                                                 
8  ADB. 1993. Technical Assistance to Nepal for Agriculture Perspective Plan (TA 1854-NEP for $500,000, approved 

on 15 March 1993). Manila. A supplementary TA was approved for $80,000, on 12 December 1994. 
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with multiple agencies that easily exceed 50 in total.9 These development partners disbursed 
about $350 million in loans and grants in 2002/03, equivalent to 6% of Nepal’s GDP and 40% of 
its development expenditures. But the large numbers of development partners and development 
partner-driven programs compound the problem of development program coordination. 
 
18. Appendix 1 shows loans and grants provided to Nepal by major sources of assistance 
from 1996 to 2000. ADB contributed 62.6% of loans and 6.3% of grants over that 5-year period, 
making ADB Nepal’s leading lender and also a significant source of grant financing. Major 
bilateral sources of assistance included Denmark, Germany, and Japan. Assistance from these 
countries was primarily in the form of grants.  
 
19. ADB closely coordinated its activities with other aid agencies to develop a common 
understanding in all sectors in which it operates. A notable achievement in this regard was the 
joint development of a long-term APP with all major stakeholders, in conjunction with all sources 
of assistance. ADB used similar shared approaches to improve the aggregate effectiveness of 
external assistance in other key sectors, including education, health, transport, and energy. 
Apart from the Nepal Donors Group, which holds regular bimonthly meetings in Kathmandu, 
major sector and/or thematic subgroups were established. ADB was an active participant in over 
10 of these and chaired the agriculture, rural development, and rural water supply group and the 
energy and power group, which were considered important. ADB was also an active participant 
and effective contributor to the annual Nepal Donor Forum. 
 
20. Increasingly, the aid community, with ADB’s full support, is calling the Government’s 
attention to the issues of good governance and the need for institutional reform. Given the slow 
progress in these reforms, development partner attention will need to increasingly focus on aid 
delivery mechanisms that provide for full beneficiary participation at the local community level, 
to help counter the grievances reflected in current political turmoil. In addition, aid agency 
harmonization can be greatly improved to enhance the overall effectiveness of the development 
programs and reduce the transaction costs associated with the individual procedures of each 
aid agency. Development partner harmonization would no doubt also help to improve the 
prospects of meeting the MDGs.  
 

III. ASIAN DEVELOPMENT BANK ASSISTANCE PROGRAM 
 
A. Country Operational Strategies 
 
21. Over the study period, three COSs were developed. These covered 1988–1992, 1993–
1998, and 1999–2003. A brief synopsis and analysis of each of these strategies follows. A more 
detailed summary is provided in Appendix 2. 
 

1. 1988–1992 Strategy 
 
22. The March 1988 COS recommended that ADB concentrate on (i) improving agricultural 
productivity; (ii) containing factors that threaten future agricultural productivity (principally 
deforestation); (iii) enhancing industrial development, especially by the private sector; and 
(iv) developing supporting physical and social infrastructure.  
 
 
 

                                                 
9 Ministry of Finance. 2002. Aid Policy and Strategy in Nepal. Nepal. 
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23. This ADB strategy was developed during 1985–1990, when the Seventh Five-Year Plan 
gave overall priority to the further development of the agriculture sector. Policies supporting 
forestry and water resources development and land conservation were integrated, with the 
priority given to agriculture. Industrialization was focused on small-scale export activities and 
tourism. In the area of social policies, population growth was to be curbed. In terms of economic 
management, a major theme was decentralization and promotion of the private sector, 
supported by a strengthening of development administration.  
 

2. 1993–1998 Strategy 
 
24. The April 1993 COS focused on poverty reduction through broad-based, labor-absorbing 
economic growth. Since agriculture is the backbone of the economy, accounting for over 55% of 
the GDP and 90% of employment, this sector was to receive substantial attention, together with 
physical infrastructure and energy, tourism, and industry. In each case, the guiding criterion to 
qualify for ADB support was efficient growth. To enable the poor to take advantage of the 
employment and income-earning opportunities deriving from growth, targeted efforts were to be 
made in the social sectors to enhance the productivity of the poor and raise their incomes.  
 
25. This ADB strategy was implemented shortly after the beginning of the Eighth Five-Year 
Plan (1992–1997). This was the first plan of the democratic government. Accordingly, it 
prioritized creating an environment conducive for private sector participation and community and 
NGO participation. The principal objectives of the Eighth Five-Year Plan were sustainable 
economic growth, poverty reduction and rural development, and regional balance. The priorities 
were agriculture intensification and diversification, rural infrastructure development, population 
growth reduction, employment generation and human resources development, industry and 
tourism development, export promotion and diversification, energy development, 
macroeconomic stabilization, and public administration reform. 
 

3. 1999–2003 Strategy 
  
26. The July 1999 COS adopted the overarching objective of achieving a sustainable 
reduction in poverty through (i) generating productive employment opportunities and increased 
rural incomes resulting from faster and broad-based economic growth, (ii) improving equitably 
all basic social services to enhance human development that will result in reduced population 
growth, and (iii) protecting and improving the environment to sustain gains. 
 
27. A major difficulty in achieving these objectives was the weak efficiency, predictability, 
transparency, accountability, and participation of development and market institutions. As a 
result, the COS emphasized building effective institutions to implement socioeconomic 
development in a market economy. The strategy recognized that promoting private sector 
participation would require improved governance underpinned by policy and institutional reforms 
in key areas. Civil service reform was to be a key element in ADB’s efforts to improve public 
services. ADB support for particular sectors was to depend on progress toward strengthening 
the policy and institutional environment in those sectors.  
 
B. Overview of the Lending Program 
 
28. From 1988 to 2003, ADB approved 48 loans that amounted to more than $1.4 billion, to 
help finance 47 projects or programs. Of these loans, 17 were in the agriculture sector, and they 
amounted to $430.5 million; 8 were in the water supply sector, and they amounted to 
$252.8 million; 3 were in the power sector, and they amounted to $261.0 million; 4 were in the 
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road transport sector (including rural infrastructure), and they amounted to $147.9 million; and 
5 were in the education sector, and they amounted to $93.5 million. Together, these five sectors 
accounted for loans amounting to more than $1.1 billion, or 84% of total lending. The balance of 
lending was for a relatively small number of projects in a variety of sectors, such as urban 
development, tourism promotion, industry development, and airport improvement. In addition, a 
number of thematic loans were taken up during the latter part of the review period. These 
included project and program loans aimed at corporate and financial governance, governance 
reform, and public sector management. 
 
29. In terms of lending modalities, the country assistance program included  
six program loans (3 in the agriculture sector, 1 in the industry sector, and 2 thematic loans) and 
nine sector loans (primarily in irrigation and water supply and sanitation). The remaining loans 
were standard project investment loans. A comprehensive list of the loans approved during the 
review period is given in Appendix 3. 
 
30. The current lending portfolio (loans not yet completed as of 31 December 2003) 
comprises 19 projects, 2 program loans, and 1 sector development program financed by  
23 loans for a total approved loan amount of $768.5 million. Of this, $252.1 million was 
disbursed. This is slightly less than half the number of loans approved during the study period 
and about 54% of the approved lending total. Of the current loans, 7 are in the agriculture 
sector; 4 are in the water supply and sanitation sector; 2 are in the power sector;  
2 are in the transportation sector (including a rural infrastructure project); 2 are in the education 
sector; and 3 are thematic loans (corporate and financial governance, general governance, and 
public sector management). A tourism project and an urban environmental improvement project 
are also included in the portfolio. 
 
C. Overview of the Nonlending Program 
 
31. During the review period, ADB approved and implemented 167 TA activities. These 
activities amounted to $74.5 million and comprised 50 project preparatory TA (PPTA) 
undertakings ($21.2 million) and 117 advisory TA (ADTA) undertakings ($53.3 million). The 
agriculture and natural resources sector received the most PPTA ($8.4 million), while the 
second largest allocation was for social infrastructure ($6.7 million). The agriculture and natural 
resources sector also received more ADTA than any other sector ($20.3 million). ADTA levels 
declined in recent years, while PPTA levels increased.   
  

IV. ANALYSIS OF THE COUNTRY ASSISTANCE PROGRAM (1988–2003) 
 
32. As a basis for evaluating the country assistance program as a whole during the study 
period, a series of analyses was undertaken. These comprised  

(i) an analysis of the overall appropriateness of the three COSs in view of Nepal’s 
prevailing conditions, government development plans, and ADB’s strategic 
priorities; 

(ii) an analysis of the consistency of the program of approved loans and TA activities 
with the three COSs over the strategy period; 

(iii) an analysis of the effectiveness of the approved lending program in implementing 
the COSs through project and program loans; and  

(iv) an analysis of the effectiveness of the nonlending program. 
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33. The results of these assessments and analyses were discussed in detail with 
stakeholders during the Participatory Stakeholders’ Workshop, which was held prior to the final 
analysis by the CAPE team. 
 
A. Overall Appropriateness of the Country Operational Strategies 
 
34. An examination of the individual COSs determined that ADB’s COSs for Nepal were 
appropriate to the conditions prevailing in the country, very responsive to Nepal’s development 
plans, and generally fully supportive of the Government’s strategic approaches. They also 
incorporated, for the most part, ADB’s strategic priorities, which evolved throughout the study 
period.  
 
35. For example, a close parallel exists between the elements of the 1988 ADB strategy and 
those of the Seventh Five-Year Plan, with its focus on agriculture and agricultural productivity. 
ADB’s strategy also picked up on the industry and private sector focus, and developing the 
supporting physical and social infrastructure was explicitly backed. The Government’s 
decentralization theme, however, was not supported.  
 
36. The 1993 COS, with a primary focus on agriculture, supported the poverty reduction 
strategy of the Government’s Eighth Five-Year Plan, while not ignoring the importance of 
infrastructure and service industries, such as tourism. The overriding criterion for ADB program 
selection was a project’s contribution to growth and employment generation. For the poor to 
take advantage of these employment opportunities, supportive social services were proposed. 
This approach was also compatible with ADB’s medium-term strategy (1992–1995), which 
emphasized support for the poor accessing employment opportunities that were created through 
economic growth. While no explicit emphasis was placed on women in development or the 
environment in the strategy, the country program for these years incorporated important 
programs that addressed these needs.  
 
37. The 1999 COS supported the economic growth process and the improvements in social 
services that were required to achieve the overriding objective of poverty reduction, which was 
outlined as the major objective of the Ninth Five-Year Plan. The Ninth Five-Year Plan (1998–
2002) beneficially adopted a longer term development focus on rapid and sustained economic 
growth, a pro-poor development process, and an equitable distribution of income. The objective 
of reducing poverty was to be achieved through government, market, and private sector 
cooperative activities within the context of an open and liberal economic policy environment. 
The strategy of the Ninth Five-Year Plan encompassed integrated development of the 
agriculture and forestry sectors together with an acceleration of the industrial development 
process, based upon comparative advantages in areas such as tourism and hydropower. These 
supportable productive sector approaches were to be augmented by institutional development 
and enhanced attention to developing human resources, especially through improved education 
and health services. As a consequence, the priority sectors were agriculture, forestry, water 
resources, human resources and social development, industry, tourism and international trade, 
and infrastructure.  
 
38. The 1999 COS also included a new emphasis on the protection and improvement of the 
environment, although the actual experience was that bilateral sources of assistance were 
adequately covering the conservation area and the environmental concerns could be 
adequately covered by mainstreaming the environment in all ADB’s projects and programs. In 
2001, in line with ADB’s poverty reduction strategy, governance replaced environment as the 
third pillar in the strategy. This strengthened emphasis on governance gave a renewed 
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emphasis to the institutional reform approach of the overall strategy. Effective institutions and 
good governance were being increasingly recognized as essential components for sustainable 
economic development in Nepal. The 1999 COS also included a gender and development 
strategy that was implemented. 
 
39. Perhaps the strength with which various COSs closely followed the Government’s 
development plans also reflects a weakness. In line with this, ADB’s strategies were slow to 
recognize the extent to which public institutions were part of the development problem and 
required major governance reforms to improve their effectiveness. This ineffectiveness led to 
serious inefficiencies in delivering the development agenda and a good deal of public 
dissatisfaction. In the extreme, it may be postulated that while the Maoist insurgency primarily 
reflects political objectives, it has also built on frustration with the ineffectiveness of public 
institutions.  
 
40. The recognition of the need for direct action aimed at institutional reform was finally 
incorporated in the 1999 strategy, through, for example, proposals for civil service reforms. 
However, while ADB’s strategies may have adapted slowly and modestly to the lack of 
effectiveness of those public institutions that were being used to deliver ADB development 
programs, the reality is that such institutional reforms often require extended periods to achieve 
significant improvements, even with full political support. It will be important, therefore, for future 
ADB strategies to maintain continuity in institutional reform and capacity building. To the extent 
that some of these institutions will continue to remain weak and ineffective, the delivery of future 
assistance will need to be based upon innovative mechanisms and modalities that are 
participatory and involve local communities and civil society organizations. The emphasis will 
also need to be on building sustainable local government capacity, from the ground up, in basic 
public services supporting devolution. This institutional and political environment presents a key, 
although daunting, challenge for future ADB strategies.  
 
B. Incorporation of Country Operational Strategies into the Lending, Nonlending, and 

Technical Assistance Programs 
 
41. A COS is only meaningful if translated into operational instruments (i.e., loan-financed 
projects, program loans, and loan- and grant-financed TA undertakings). This is a two-step 
process. First, projects and program loans and TA undertakings must be identified and placed in 
the country assistance plan (CAP). Next, these need to be approved, financed, and 
implemented. To review the extent to which the country strategies were in reality followed, the 
annual lending programs (ALPs), as characterized by the list of firm projects on a year-by-year 
basis, and the totality of project and program loans actually approved within a particular COS 
period, and their relationship to the COS, were analyzed. The analysis undertaken is described 
in detail in Appendix 4. 
 
42. The analysis indicated that the record of actual loan approvals versus firm loans 
indicated in ALPs reveals rather high levels of overprogramming and slippage. Some projects 
were included as firm loans for up to 5 years. One of the results was that while ALPs appear to 
include a distribution of projects in conformity with COSs, the sector balance of actual approvals 
has differed from COSs on a year-by-year basis. Another result of the considerable amount of 
slippage in annual approvals was that, despite overprogramming, the transfer of resources was 
often significantly below that indicated in the indicative planning figure (IPF), especially in the 
earlier years of the CAP. This, in turn, suggests overoptimism on the part of annual country 
programming missions, as well as institutional constraints on the part of ADB and/or the 
Government that make it difficult to meet original lending plans. 
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43. Nonetheless, when looked at over a longer period, the approved operational program 
rather closely reflected the recommendations of the 1988 and 1993 COSs, although with a 
declining emphasis on the rural and agriculture sectors. During the 1988 COS period, 51% of 
lending, amounting to $150.7 million, was devoted directly to the agriculture sector. This was an 
appropriate amount considering the importance correctly placed on the sector by the COS. 
During the 1993 COS period, the absolute level remained almost the same, at $154.3 million, 
representing a slight decline, because the latter COS period covered 6 years, rather than 5. 
However, due to the inclusion of two large-scale projects in the power and water supply sectors 
in the lending program during the 1993 COS, the relative percentage of lending for agriculture 
declined to 24%. In other sectors, except for minor deviations during the 1988 COS, the balance 
of lending remained within the sector priorities set by the strategies.  
 
44. Nevertheless, questions must be raised about sector balance during the 1999 COS 
period. The expectation in the 1999 strategy was that the lending program would continue to 
support the implementation of the APP, a mainstay of the Government’s development plans that 
was prepared with ADB assistance in the mid-1990s (footnote 8). However, this focus appeared 
to have been lost in the 4 years following the COS’s preparation. Sectors specifically related to 
the APP (i.e., agriculture and roads) combined made up only 25% of total lending. More 
surprisingly, the amount lent for purely agriculture sector projects was only 8% of total lending.  
 
45. This inconsistency is somewhat mitigated if future planned lending is taken into account. 
Several agriculture sector loans and a rural electrification loan and road project have been 
programmed between 2004 and 2006. However, some slippage has occurred in the processing 
of these projects. Given the past history of annual slippage in the approval of firm projects 
during the early 1990s, with some even having been dropped, the potential for year-to-year 
slippage of these programmed projects should continue to be a matter for significant concern. 
Extra efforts need to be taken to redress the sector imbalance in the 1999 COS period. 
 
46. Appendix 5 shows both PPTA and ADTA grants to Nepal during the study period. As the 
data indicate, PPTA sector allocations appear to have closely followed the changing focus of 
ADB strategies under the 1999 COS. Increased PPTA allocations (despite declining ADB TA 
resources since 2000) reflect the concern expressed in the 1999 COS on past weaknesses in 
project design and the need for more project preparatory resources to facilitate increased 
stakeholder participation in project design processes and allow more intensive fieldwork to 
better understand local needs. 
 
47. An ADTA to build institutional capacity in Nepal was an important aspect of ADB 
operations during the three COS periods. Total approved ADTA was about 2.5 times the level of 
PPTA. However, the average annual level of ADTA declined consistently, from about $4.0 
million per year during the 1988 COS period to just under $3.0 million during the 1999 COS 
period. Most of this decline in approvals resulted from a sharp decline in ADTA to agriculture 
and natural resources, from $1.8 million during the 1988 COS period to $260,000 during the 
1999 COS period. At the same time, the share of ADTA allocated to the finance sector 
increased sharply from a low base. Allocations reflecting the increased emphasis on 
development planning and monitoring and governance also increased during the 1999 COS 
period. The allocation to social infrastructure increased under the 1999 COS, following a decline 
under the 1993 COS. 
 
48. During the study period, ADTA and PPTA allocations appeared to reasonably reflect 
ADB strategic priorities. The decline in the overall level of ADTA is of concern, although this was 
in line with overall ADB reductions since 2000. The allocation of declining ADTA resources, 
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however, appears to be directed at addressing the priority needs identified in the 1999 COS. A 
marked shift occurred from 1999 in ADTA to governance-related activities (in the finance and 
other categories) and civil service reform support. A renewed emphasis was also placed on 
social infrastructure. However, ADTA allocations to agriculture declined, to accommodate new 
priorities.10 In this context, ADB’s working regularly with agriculture institutions is important, to 
ensure that recent improvements achieved in the policy and institutional environment for 
agriculture are not dissipated.  
 
C. Effectiveness of the Lending Program 
 
49. Discussed in paras. 41–48 is the degree of success achieved in translating the three 
COSs into an active assistance program that follows COS priorities. The ultimate measure of 
success of the country assistance program as a whole is the success or failure of the individual 
projects and programs financed under it, since these, along with associated TA activities, are 
the instruments through which the COS is implemented. This section looks at the effectiveness 
of the lending program, first through an analysis of project/program completion reports (PCRs) 
and project/program performance audit reports (PPARs) of completed projects and then through 
a broader and deeper analysis encompassing ongoing projects as well. 
 

1. The Results of Project/Program Completion Reports and Project/Program 
Performance Audit Reports  

 
50. As shown in Appendix 3, of the 47 projects approved during the review period, 24 were 
completed and had PCRs prepared. Six PPARs were also prepared for completed projects.11 To 
analyze the overall results, the PCR and PPAR results were analyzed on a sector basis, as 
shown in Table 1. For projects for which PPARs were prepared, the results of the PPARs took 
precedence over those of the PCRs in the analysis. 
 
51. Of the 24 completed projects, 14, or 58%, were rated successful.12 This is the same as 
the overall  ADB  average  (based on PCRs) for the  same period and  similar to other  countries 
within the South Asia region.  Successful ratings for these countries comprised 68% of projects 
for Bangladesh, 64% for India, 55% for Pakistan, and 54% for Sri Lanka. The remaining projects 
were rated partly successful, except for one, which was rated unsuccessful. When compared to 
earlier years, the percentage of successful projects remains about the same. Between 1966 and 
1987, 57% of projects were rated successful. Overall, the assessment results of completed 
projects indicate that the program in Nepal was at least as successful as ADB’s operations as a 
whole, somewhat less successful than some of its neighbors, but generally within the level of 
success achieved by other countries within the region. 
    

                                                 
10 Most of the ADTA allocated to the agriculture sector under the 1993 COS was used to strengthen NGOs, develop 

agriculture planning capacity, and undertake sector planning work.  
11 It should be noted that the PPARs are not representative of the majority of the projects and programs in the country 

assistance program and only deal with projects approved very early in the study period. 
12  Based on the latest overall performance assessment. When a PPAR is available, the PPAR rating supersedes the 

PCR rating. 
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Table 1: Evaluation by Sector Based on Project/Program Completion Reports and Project/Program Performance Audit Reportsa 

 

 

 

Sector/Subsector/Project 
Loan  

Number 
Approval  

Year 

  

 Relevance  

  

Efficacy  

  

Efficiency   

  

Sustainability  

 Institutional  
Development and  

Other Factors  

  

Overall Project  
Ratingb  

Agriculture and Natural Resources 
Irrigation 
Irrigation Sector Project 923 1988 — — — — —  successful  
Rajapur Irrigation Rehabilitation Project  1113 1991 highly relevant efficacious efficient likely substantial  successful  

Rural Finance 
Third Small Farmers Development Project 1037 1990 — — — — —  partly successful  
Sixth Agricultural Credit Project 1112 1991 — — — — —  unsuccessful  
Microcredit Project for Women 1237 1993 highly relevant efficacious  efficient likely substantial  successful  

General Agriculture  Development 
Secondary Crops Development Project 964 1989 — — — — —  successful  

Policy-Based Loans 
Agriculture Program 924 1988 — — — — —  partly successful  
Forestry Program Loan 1040 1990 partly relevant less efficacious less efficient less likely moderate  partly successful  
Second Agriculture Program 1604 1998 relevant efficacious  efficient likely little  successful  

Transport and Rural Infrastructure 
Second Road Improvement Project 982 1989 — — — — —  successful  
Third Road Improvement Project 1377 1995 highly relevant efficacious  efficient less likely moderate  successful  

Water Supply and Sanitation 
Second Water Supply Sector Project 949 1989 — — — — —  successful  
Third Water Supply and Sanitation Project 1165 1992 — — — — —  successful  
Melamchi Water Supply (Engineering) 1640 1998 highly relevant less efficacious less efficient likely little  successful  

— = not available. 
a   If a project/program performance audit report was prepared, its results take precedence over a project/program completion report. 
b   Earlier ratings were made consistent with current terminology (e.g., "satisfactory" is listed as "successful," and "less successful" is listed as "partly successful"). 
Source: Asian Development Bank estimates. 

Continued on next page 
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Table 1: Evaluation by Sector—Continued. 
 

 
 
 
 
 
 
 

 

Sector/Subsector/Project 
Loan  

Number 
Approval  

Year 

  

 Relevance  

  

Efficacy  

  

Efficiency   

  

Sustainability  

 Institutional  
Development and  

Other Factors  

  

Overall Project  
Ratingb  

Education 
Technical Education and Vocational Training  974 1989 partly relevant highly efficacious efficient likely substantial  successful  
Primary Education Development Project 1141 1991 — — — — —  partly successful  
Secondary Education Development Project 1196 1992 — — — — —  successful  

Energy 
Seventh Power Project 1011 1989 relevant  efficacious efficient  less likely  substantial  successful  
Kali Gandaki "A" Hydroelectric Project 1452 1996 highly relevant highly efficacious  efficient likely  little  successful  

Tourism  
Tourism Infrastructure Development Project 1156 1992 highly relevant less efficacious less efficient likely little  partly successful  
Tribhuvan International Airport Improvement  1512 1997 relevant less efficacious less efficient less likely moderate  partly successful  

Industry and Finance 
Industrial Sector Program Loan 1229 1993 relevant efficacious less efficient likely substantial  successful  
Special Assistance for Oil Supply 987 1989 — — — — —  partly successful  

Urban Development 
Kathmandu Urban Development Project 1240 1993 relevant less efficacious efficient less likely  moderate  partly successful  

Source:  Asian Development Bank estimates. 
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52. Under the revised rating system, PCRs after 2000 also looked at five specific factors to 
measure success: institutional development and other impacts, relevance, efficacy, efficiency, 
and sustainability. Thirteen of the 24 projects were evaluated on this basis. Of these, 9, or 69%, 
were considered to have a moderate or substantially positive impact on institutional 
development or other aspects (including sociocultural and environmental aspects); 11, or 85%, 
were rated relevant or highly relevant; 8, or 62%, were rated highly efficacious or efficacious; 8, 
or 62%, were rated efficient; and 8, or 62%, were rated likely sustainable. None of the projects 
scored in the lowest categories for any of the factors. This, once again, indicates that the 
projects in the program achieved the desired results to a reasonable degree, although with 
some deficiencies. 
 
53. From the point of view of individual sectors and subsectors, the results are mixed. For 
the agriculture sector, only four of the nine projects were successful, but both irrigation projects 
were successful, and rural finance projects ranged from successful to unsuccessful. The earlier 
two of the three program loans in the sector were rated only partly successful, while the more 
recent one was rated successful. All transport, water supply, and energy projects, as well as the 
one industrial project, were rated successful, whereas tourism and urban development projects 
were rated partly successful. Two of the three education projects were rated successful, while 
one was rated partly successful. Agriculture and tourism projects and urban development 
projects thus seem to be more prone to problems than those in other sectors. However, it 
should be noted that many more projects were in the agriculture sector than others, which 
meant that the propensity for problems arising within that sector was higher. 
 

2. An In-Depth Review  
 
54. This analysis, based on completed projects, does not give a fully representative view of 
the performance of the lending program over the study period. Only 24 of 47 approved projects 
are covered. Furthermore, most of these are rather old. The most recent project was approved 
in 1998, and the majority (19 out of 24) were approved in 1993 or earlier. Moreover, only 
12 were uniformly assessed for factors other than success or failure. In addition, among the 
factors assessed, a broad range of important aspects, from environmental impacts to 
governance, is covered by only one category (institutional development and other impacts). This 
is not a very thorough basis on which to make meaningful conclusions about the lending 
program and how well it achieved the aims set out in the COSs. 
 
55. To provide a broader basis for evaluation of the lending program, a more detailed and 
broader analysis was undertaken. The analysis was designed to take into account ongoing 
projects, where possible, and a broader range of the key concerns and crosscutting issues of 
ADB and the Government (as expressed in five-year plans, country strategies, and medium- 
and long-term strategies of ADB). 
 
56. This was undertaken through a detailed examination of 37 completed and ongoing 
projects approved between 1988 and 2000,13 based on available published information plus 
selective field checking. These 37 projects were tested for their compliance with 16 key factors 
considered crucial to the conformity of the projects with the strategies; the effective and efficient 
use of development resources; and the ability to meet ADB’s and the Government’s overall 
policies, strategies, and aspirations. These are (i) design relevance, (ii) design efficiency, 

                                                 
13 Projects and programs approved since 2001 were not included, since they are mainly still in the initial stages of 

implementation and an assessment of their impact would be premature. The relevance of such projects to the COS 
is discussed in paras. 44–45. 
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(iii) implementation efficiency, (iv) development impact, (v) direct poverty impact, (vi) project 
replicability, (vii) project sustainability, (viii) gender impact, (ix) environmental impact, 
(x) institutional impact, (xi) capacity-building impact, (xii) policy impact, (xiii) project 
innovativeness, (xiv) beneficiary participation degree, (xv) economic impact, and (xvi) adequate 
governance.  
 
57. All 37 projects were ranked for each of these factors, on a scale of one to five, with three 
being the midpoint and indicating an acceptable level of achievement. The rankings were based 
on detailed reviews of completed PCRs and PPARs and project progress reports and review 
reports for ongoing projects. These findings were then supplemented by selected field spot-
checking. The results were then analyzed on a factor-by-factor basis and on the basis of sectors 
and subsectors and lending modality. The methodology used and sample evaluation sheets and 
ranking criteria for each of the 16 factors are given in Appendix 6.14 The results of the exercise 
are presented in Appendix 7. 
 

3. Sector Analysis 
 
58. In addition to the individual factor scores, Table A7.2 (Appendix 7) also shows the 
ranking of various projects broken down on a sector and, for agriculture projects, subsector 
basis, along with the average factor scores (from “1” to “5”) for individual projects and the 
average ranking per sector or subsector. The results of analyses of the five major sectors—
agriculture, water supply and sanitation, land transportation, energy, and education (which 
account for 85% of ADB’s portfolio in Nepal during the study period) are given in the following 
paragraphs. Detailed analyses of other sectors are presented in Appendix 9. 
 

a. Agriculture Sector Projects 
 
59. Agriculture projects were high scorers for almost all factors evaluated. Among the 
subsectors, irrigation projects and one livestock project scored highest. The irrigation projects 
showed high marks for beneficiary involvement, project innovativeness, poverty impact, design 
efficiency, economic impact, and even adequate governance. This success was due to a large 
extent to the identification and refinement of a successful development model based on the 
rehabilitation and upgrading of farmer-managed irrigation schemes. This model, by definition, 
entailed a high degree of end-user involvement, with a consequent positive impact on project 
implementation efficiency and success. This held true even though the projects entailed a 
substantial amount of physical civil works and thus a high likelihood for implementation 
problems, such as inappropriate designs, poor contractor performance, or inadequate O&M. 15 A 
sound development model clearly evolved in the irrigation sector, at least for surface irrigation 
projects. There does, however, still seem to be some problem with the groundwater project 
model. The Community Groundwater Irrigation Sector Project is doing much more poorly than 
the earlier and ongoing surface water projects. This is probably because no real need exists for 
the formation of water users groups for shallow tubewells, but the project design (based on the 
surface water model) still insists on the formation of such groups. 
 
60. Some factors exist for which irrigation projects had less than impressive scores (under 
3.0). These were in implementation efficiency (mainly due to a low score for the Community 
Groundwater Irrigation Sector Project) and sustainability. While all surface water schemes were 
or are implemented in an efficient manner, according to the original implementation schedule, 

                                                 
14  In interpreting the analysis, some caution is required, as pointed out in para. 4 of Appendix 6. 
15  Unlike, for example, rural credit projects, which simply entail providing subloans to borrowers. 
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the Community Groundwater Irrigation Sector Project is suffering delays. However, with regard 
to sustainability, the need to maintain a large and extensive amount of physical infrastructure is 
expected to present challenges, even with full beneficiary involvement. These challenges are 
being addressed through closer attention to O&M financing from the Department of Irrigation 
(DOI) and farmers. Field investigations for the Rajapur Irrigation Rehabilitation Project, however, 
did identify some issues. First, it appears that O&M training was not provided directly to the 
farmers but to the officials of the water users associations, and this training was not always 
properly passed on to individual farmers. Second, and more seriously, due to the current 
insurgency, DOI staff members cannot reach the project area. Major O&M works, such as 
desilting, which are beyond the capacity of water users groups, have therefore not been carried 
out. 
 
61. The Third Livestock Development Project (the only one in this subsector in the review 
period) also achieved a rather high score. The project was aimed directly at the target group 
(the rural poor); included a large amount of beneficiary involvement, through the formation of 
user groups; entailed a commercialization of the sector and sector services (e.g., veterinary 
services); entailed a high degree of institution building (NGOs and community-based 
organizations); and aimed at the promotion of private sector initiatives in marketing, in place of 
previous government involvement. In successfully achieving its goals, the project became one 
of the best scoring projects in the portfolio, and it encompasses a model for future development 
that was replicated in the Community Livestock Development Project recently approved in 2003. 
 
62. Rural finance projects have also had a relatively high degree of positive impact, 
especially in reaching the rural poor and, more especially, promoting gender equity. A 
substantial majority of the subborrowers were women and women’s groups. However, the 
sector suffers from institutional and organizational problems. Early rural finance projects were all 
undertaken through the Agricultural Development Bank of Nepal (ADBN), which was expressly 
established to provide credit to rural areas. This changed in the mid-1990s, as the inefficient 
management of the institution and its poor repayment record prompted initiatives for its reform 
(and privatization), at a time when major reform initiatives were being considered in the finance 
sector as a whole. A lot of emphasis in project design was, thus, placed on the institutional 
reform of ADBN, even though its record of providing services to the rural population was 
actually quite good. (However, the role it played in this capacity was more of an agriculture 
extension agency than a financial institution.) The inability to bring about reforms in ADBN 
resulted in the Sixth Credit Project being rated unsuccessful in the PCR. As a consequence, 
since the early 1990s no further loans have been provided to that agency. Since then, rural 
finance projects have continued to struggle with the need to find alternative, legitimate finance 
providers. Many NGOs are involved in or would like to be involved in rural finance but do not 
have the experience or qualifications to act as bona fide financial providers. Under the currently 
ongoing Rural Microfinance Project, an effort is being made to strengthen a series of small rural 
banks (Grameen Bikash Bank), but this still has not resolved the question of the need for a 
strong financial institution focused on rural and agriculture development. In many cases, 
microfinance institutions, which provide only small loans that are not necessarily for production-
oriented activities, do not meet the need for larger investments in the agriculture sector for such 
ventures as commercial orchards, livestock (other than household livestock) farms, or tree 
plantations.  
 
63. Another notable category of agriculture sector loans is the policy-based program loans 
category. These loans include the 1988 Agriculture Program Loan, the 1990 Forestry Program 
Loan, and the 1998 Second Agriculture Program Loan. The first of these two loans experienced 
some deficiencies in design and in achieving its stated goals. It also perpetuated some 
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undesirable policies and institutions, notably the mismanaged Nepal Agricultural Inputs 
Corporation, which played a role in fertilizer marketing and the practice of subsidizing fertilizer 
destined for the hill and mountain areas. (Since adequate funds to provide a subsidy for all 
fertilizer required never existed, supply was reduced to the amount for which a subsidy was 
available. The result was constrained production, due to fertilizer shortages.) Many of these 
shortcomings were rectified in the successful Second Agriculture Program Loan, as can be seen 
by the high score it achieved. 
 
64. The Forestry Program Loan is a special case. This loan was, in fact, not really a program 
loan, since it involved direct project type investment and would today be called a sector 
development program, a modality that did not exist in 1990. As it happened, the investment 
components of the project were quite successful, resulting in the reforestation of about 
10,000 ha of degraded lands and the improvement of forest management on about 2,500 ha of 
natural forests, while the soil conservation component brought about 2,400 ha of degraded 
lands under improved land use practices. Unfortunately, the revised policy measures upon 
which the provision of the loan had been premised were not passed by the legislature, and the 
loan was cancelled prior to the release of the second tranche. Ironically, several of these 
measures were passed subsequent to the cancellation. 
 
65. The final subsector in agriculture is the general agriculture development subsector. 
Despite the overall modest ranking of the subsector, two of the three projects did rather well. 
The Secondary Crop Development Project and the ongoing Crop Diversification Project scored 
as high as the irrigation projects. They had a good development impact, strong gender impact, 
good capacity-building impact, and good direct poverty impact, given that they directly targeted 
the rural poor and resulted in substantial income improvements through a change in cropping 
patterns.  
 
66. All in all, despite some deficiencies, the analysis undertaken shows that agriculture 
sector projects in Nepal had a good record of proactive design relevance and effective 
implementation. It also indicates that they had a positive impact on the economy as a whole and 
the rural poor, gender equity, and environmental sustainability. 
 

b. Transport and Rural Infrastructure Projects 
 
67. Only two road projects and one rural infrastructure development project (primarily rural 
roads) were approved in the 13-year period under review. This could be considered seriously 
inadequate in a country with a dispersed rural population and a strongly agriculture-based 
economy. Without access to markets, agriculture will need to remain at subsistence levels, with 
concomitant low levels of income. Without adequate physical access, the country’s population 
will remain poorly connected to cruc ial services, such as education and health. The impact of 
this reality would be best absorbed in a hill village that is 2 or more days walk from the nearest 
road, when people realize that every commodity not produced on-site was carried in on a 
porter’s back. 
 
68. While the paucity of investment in road and rural road projects may be lamented, the 
quality of ongoing and past investment is quite acceptable. The 1989 Second Road 
Improvement Project suffered from a variety of design, implementation, and policy flaws, but its 
implementation served as a learning process for the subsequent Third Road Improvement 
Project in 1995. This project shows a much improved approach and design, indicating that many 
of the problems encountered under the earlier project were addressed and resolved. Further 
progress in tackling the issues in the sector, especially O&M (i.e., sustainability issues), was 
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made during the design of the recently approved Road Network Improvement Project.16 
Associated with this project is the establishment of the Road Maintenance Fund and the Road 
Board to manage it. Thirty percent of the funds will be allocated for the maintenance of rural 
roads. The successful implementation of the Rural Infrastructure Project also bodes well for 
improved access throughout the country, as does the forthcoming Second Rural Infrastructure 
Development Project, which is programmed for approval in 2004. The Third Road Improvement 
Project and the Rural Infrastructure Development Project scored well on most factors, except 
gender impact and beneficiary involvement degree. This is understandable, since tailoring a 
road project to have a specifically positive gender impact is difficult and, for large main roads, at 
least, directly involving beneficiaries in the planning stage is also difficult. 
 

c. Water Supply and Sanitation Projects 
 
69. Until relatively recently, water supply and sanitation projects were the greatest 
successes of ADB’s program in Nepal. Millions of people were provided with access to fresh 
and safe water, eliminating countless hours of unproductive labor, usually by women; preventing 
significant loss of life and productivity due to disease; and enhancing social cohesion through 
participation in water users groups. This success was based on the development of a model 
that, as in irrigation projects, involved the beneficiaries. In earlier projects, beneficiaries were 
only involved in operating and maintaining water supply systems, but, later, in more recent 
projects, they play a key role in deciding where systems would be placed and what their design 
would be. Moreover, by placing the responsibility for O&M squarely on the users (which is much 
simpler in water supply schemes than in irrigation schemes, due to the simpler technology) the 
question of sustainability was very much, if not completely, resolved. Throughout the history of 
these projects, a steadily increasing institutional sophistication and refinement resulted in a high 
degree of capacity building within the public sector and by the end users. This ultimately 
encompassed such critical issues as water quality, sharing, and ownership. Most recently, this 
model was expanded from purely rural areas to small towns, and, while there appear to be 
some teething and organizational problems, the ultimate prognosis for project success is good. 
In the review, almost all water supply and sanitation projects scored high, with strong scores in 
design relevance, gender impact, project sustainability, project innovativeness, beneficiary 
involvement, and project replicability. 
 
70. One water supply project, however, is proving difficult to implement. This is the large 
Melamchi Water Supply Project. An ambitious undertaking, it entails the transport of water 
through a 27-kilometer tunnel, from the Melamchi River to the Kathmandu Valley, at an 
estimated project cost of $464.0 million. ADB is only one of several aid agencies involved, but 
at, originally, $120.0 million, its contribution is the largest, and this amount has since increased. 
The project raises environmental and social concerns, due to the envisaged displacement of 
some 100 households and the diversion of a considerable amount of the Melamchi River’s flow. 
This diversion will account for 55% of the total flow during the driest part of the year, with 
possible consequent negative downstream impacts on fisheries. The project also contains 
strong institutional measures, including the handing over of the management of the Kathmandu 
water supply system to a private sector entity. These institutional measures may well prove very 
difficult to implement in the current politically turbulent climate. Nonetheless, the intent of the 
project is sound, being aimed at supplying water to the country’s capital city, which has for many 
years experienced burgeoning population growth and serious and perennial water shortages. 
 

                                                 
16  Approved in 2001 and thus not included in the analysis. 
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71. It seems, moreover, that the project’s implementation is proving as complex as the 
original concept and design. Access to the construction site is difficult, in view of the ongoing 
Maoist insurgency; selection of the management contractor was delayed; problems and 
disputes with the contractor over works undertaken to date; delays in completing access roads; 
and delays in receiving permits for running power lines to the site. Three and a half years after 
Board approval, cumulative disbursements are only 3% of the total loan amount. The original 
closing date of 31 March 2007 will almost certainly need to be extended. ADB headquarters 
staff members and the Nepal Resident Mission (NRM) staff members are working assiduously, 
in cooperation with the representatives of other cofinancing institutions and government 
representatives, to resolve these problems. 
 
72. The original decision to cofinance this project had spin-off effects. The World Bank, one 
of the original aid sources, officially withdrew from the project in 2002, leaving a funding gap that 
was partly filled by a further ADB Sector Development Program loan package, the Kathmandu 
Valley Water Services Sector Development Program ($15.0 million). The funding gap will be 
further covered by the proposed Kathmandu Valley Water Distribution, Sewerage, and Urban 
Development Project ($27.0 million), which is planned for Board presentation in 2008. Total 
ADB investment in the project will thus ultimately be $162.0 million. In contrast, the total 
investment in all the previous, successful rural and small town water supply projects over the 
past 15 years amounted to $112.8 million. If the Kathmandu Water Distribution, Sewerage, and 
Urban Development Project continues as planned, total investment in the successful rural and 
small towns water supply model developed over the years will thus account for only 40% of total 
investment in the water supply sector in the country. The balance will have been focused on one 
project serving the Kathmandu Valley. 
 

d. Education Sector Projects 
 
73. The three education sector projects undertaken during the review period present a 
mixed picture. Two (the Technical Education and Vocational Training Project and the Secondary 
Education Development Project) scored very well. These projects were properly designed, 
efficiently implemented, and environmentally positive, and they had a strong gender impact. 
They also had a strong capacity-building impact and a strong policy impact. The Primary 
Education Development Project, however, despite hewing more closely to the COS priorities, 
suffered from overdesigned physical facilities, slow and delayed implementation, gender and 
environmental issues, and policy differences from projects already being implemented by the 
Government with funding from other development partners. A lack of focus and disagreements 
over the type and amount of training to be provided were other problems. One poorly designed 
project, however, need not condemn a sector, and what is most surprising in looking at the 
sector is that (i) a greater number of education projects were not undertaken, and (ii) the 
successes in technical and/or vocational and secondary education were not built upon. Both 
projects scored well for replicability, but a 10-year gap existed between the first Secondary 
Education Project, approved in 1992, and the second, approved in 2002. The Technical 
Education and Vocational Training Project was never followed up, despite the fact that the 
original project was an acknowledged success and is still operational. Given the high level of 
unemployment among rural youth and the resulting dissatisfaction, which contributes to conflict, 
the continuation and enhanced support to technical and vocational education, suitably modified 
to make it more geared toward the poor in rural areas, can contribute greatly to increasing 
much-needed skilled manpower and enhanced productive employment opportunities for rural 
youth from poor households. 
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e. Energy Sector Projects 
 
74. Three energy projects were undertaken during the period under review, and, despite the 
fact that the net result of these projects was a dramatically improved power supply to the 
country, all projects scored poorly on the factors reviewed. The reason for this poor assessment 
seems to be that the projects entailed large-scale physical infrastructure provision through a 
major state-owned corporation. As a result, many of the usual deficiencies of this type of project 
were manifest. These include little beneficiary consultation, no specific provisions for gender 
equity, somewhat cavalier attitudes toward environmental concerns, and little or no 
innovativeness in project design. Moreover, the inefficiencies of the National Electricity Authority 
(NEA) resulted in delayed implementation; noncompliance with policy and financial soundness 
conditions; and poor governance, resulting in contractor disputes. The economic impact of the 
two completed projects, the Seventh Power Project and the Kali Gandaki “A” Hydroelectric 
Project was strong and highly dispersed, thus compensating to a large extent for other 
deficiencies. The history of the third project, the Rural Electrification, Distribution, and 
Transmission Project, holds a lesson in itself. Designed within the scope of the COS, which 
focused on growth in rural areas, the project should have contributed solidly to the achievement 
of the COS’s development goals. Instead, implementation was delayed for 5 years, while a 
dispute with NEA over financial governance and energy pricing remained (until very recently) 
unresolved. This meant, in effect, that rural areas of the country that should have been 
connected to the grid went without electricity during a 5-year period, thus depriving them of an 
important tool for economic and social development. The value of achieving compliance with a 
loan covenant must be measured against the degree of economic development foregone by 
such a lengthy delay in implementation. 
 
75. The key to the difficulties faced by the sector, vis-à-vis meeting the priorities of the COS 
and the Government’s noneconomic development priorities, may lie in the low scores achieved 
by all projects in the sector for innovativeness. With rural development, a key target, the Rural 
Electrification, Distribution, and Transmission Project, in particular, but also the Seventh Power 
Project, could have looked at alternative formulations to achieve a broader based and more 
efficient service, while maintaining financial probity within NEA. This could have entailed local 
communities owning and operating the low-voltage network and being supplied electricity at 
wholesale rates by NEA. Another complementary option might have been the establishment of a 
separate agency distinct from NEA that was focused on rural electrification. An assessment of 
the sector undertaken for the CAPE outlines the very real achievements of ADB in the sector 
and notes that, in terms of rural electrification, all of the readily accessible population (i.e., 
households and business located along vehicle-ready roads) were provided with access to the 
grid. While this is indeed a considerable achievement, it in a way condemns the balance of the 
population, exactly the target group of ADB, to a lower level of electricity service, since costs for 
further expansion into more isolated areas are now much higher. This particular problem strikes 
at the core of present problems confronting development in Nepal: those that have, get, and 
those that have not, do not get. This means that people fortunate enough to live along a vehicle-
ready road will have both a road and electricity, and those unfortunate enough to live in an 
isolated hill village that is connected to the outside world by a seasonal track or a trail will have 
neither a road nor electricity. In the particular circumstances of Nepal, the implications of this 
situation point to the need for new and innovative measures and policies in rural electrification to 
achieve the Government’s and ADB’s development priorities. 
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f. Sector Overview 
 
76. Looking at the sectors overall, sectors for which implementation was relatively efficient 
and that addressed most of ADB’s strategic priorities include the water supply and sanitation 
sector, agriculture sector, education sector, and transport sector.  
 
77. The most common deficiencies in low scoring sectors were in institutional impact, 
adequate governance, beneficiary participation, capacity building, and implementation 
efficiency. Notably, not much variation occurred within sectors. All energy projects had low 
scores, while all water supply and sanitation projects had high scores (with the exception of the 
Melamchi Water Supply Project). That these results do not necessarily conform to those of the 
previously mentioned analysis of PCRs and PPARs of completed projects is noteworthy. 
Agriculture projects had a much more mixed record in the PCR and/or PPAR analysis, while 
energy projects score better. This is partly due to the fact that a more intensive look was taken 
at crosscutting and institutional factors. Agriculture projects tend to focus more on crosscutting 
factors, and the energy sector faces institutional issues.  
 
78. All in all, a quick overview of the average sector rankings shows an interesting trend. In 
almost all sectors given a high priority in the COS (agriculture, water supply, education, and 
transport in support of economic development), the projects reviewed were successfully 
implemented with a high degree of attention to strategic and crosscutting issues. However, 
projects that were not given a high priority in the COS but were included in the CAP (i.e., 
tourism, industry, and finance) generally did poorly, not only in compliance with priorities and 
crosscutting issues but in project implementation and impact as well. The principal exception to 
this was the energy sector. This is a high-priority sector, but projects still scored poorly in terms 
of implementation and, to some extent, crosscutting concerns.  
 

4. Analysis by Lending Modality 
 
79. Table A7.3 (Appendix 7) shows the project scores grouped by lending modality: program 
loans, project loans, and sector loans. An overview of the results is given in the following 
paragraphs. 
 

a. Program Loans 
 
80. Not surprisingly, program loans scored high on policy impact but low on beneficiary 
participation, since by their very nature they are aimed at policy reform but are not amenable to 
a high degree of beneficiary involvement. In most other categories, the scores for program loans 
were mixed, except for environmental impact, where all three agriculture sector loans scored 
high and the Industrial Sector Program Loan scored low. The overall average score for design 
relevance was also high, indicating that, in general, program loans were implemented in sectors 
that are important to ADB’s overall operating activities in the country. 
 

b. Project Loans 
 
81. The average score for project loans reflects the large number and variety of projects of 
this modality (27 out of 37), with the higher scores of better projects canceling out the lower 
scores of poorer projects. No particular factor was outstanding, except for design relevance and 
direct poverty impact. This is important to note, since it further emphasizes the fact that, in 
general, projects in the portfolio under review were well chosen and had positive impacts on the 
poverty target group. Among project loans, no individual factor scored particularly bad, although 
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this group of loans did suffer from a less-than-average degree of implementation efficiency and 
did not score especially well on adequate governance, institutional impact, or beneficiary 
participation degree. This indicates the influence of some of the poorer loans on the overall 
average. It also shows the impact the better loans in the sector loan category, had on improving 
overall scores for the portfolio as a whole. 
 

c. Sector Loans 
 
82. In contrast to the other two modalities, the scores for sector loans were outstanding. This 
category showed a high degree of relevance to the COS, good design efficiency, high direct 
poverty impact, good replicability, strong positive institutional impact, high rates of beneficiary 
involvement, and high rates of innovativeness. Sector loans were also strong on positive gender 
impact and on capacity building. Still, deficiencies existed in implementation efficiency and 
governance. These impressive scores can be attributed to the fact that most sector loans were 
designed around an already successful model and involved agencies with already proven 
abilities in project implementation. Another factor that likely contributed to the better scores for 
sector loans is the greater degree of flexibility inherent in such projects. Under a sector loan, 
trying more than one implementation model is possible, since several subprojects are involved. 
Moreover, since only a small number of sample subprojects are prepared prior to appraisal and 
approval, a longer lead time to work on project design and implementation procedures exists, as 
does a longer lead time to work with beneficiaries in designing subprojects. Rather than having 
to reach a final design during a 4- to 6-month PPTA, a subproject under a sector loan might be 
prepared over a period of 1 year or more, during which the beneficiaries and implementing 
agency staff members become fully familiar with the project, its intent, and its implementation 
and O&M procedures. In such instances, slow start-up should not really be considered a 
deficiency, as was the case under the Small Towns Water Supply Sector Project, since that is 
the period during which steps, including problem resolution, are being taken that will eventually 
lead to a meaningful degree of ultimate success with the project. 
 

d. Large-Scale Project Loans 
 
83. Although not a different lending modality in itself, there exists a special kind of project 
loan that merits some attention: large loans aimed at major infrastructure provision under large-
scale projects. The CAP had two large-scale projects during the period under review, the Kali 
Gandaki “A” Hydroelectric Project and the Melamchi Water Supply Project. Together, their ADB 
loans amounted to $280 million, equal to about three times the normal annual IPF. In addition, a 
package of two further loans associated with the Melamchi Water Supply Project were provided 
since 2000 (the end of the period under review). These were for the Kathmandu Valley Water 
Services Sector Development Program, with a program loan of $5 million, and a project loan of 
$10 million, bringing the total allocated to that project up to $135 million. 
 
84. The history of the two projects is mixed. The Kali Gandaki “A” Hydroelectric Project was 
successfully implemented, supplying the country with electricity that significantly affects load 
shedding prevention and serious power shortages. The Melamchi Water Supply Project, 
however, seems to be stymied by a series of implementation delays and institutional, political, 
and governance problems, despite the fact that an engineering loan preceded it.  
  
85. The Kali Gandaki “A” Hydroelectric Project also represents the potential benefits of 
large-scale projects. Significant economic and social gains were made by taking a bold step and 
investing in a major hydropower project such as this. Of concern for the Me lamchi Water Supply 
Project is the complex implementation and institutional challenges that require a large 
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commitment of time and additional funding resources. In line with this, funding and attention 
could be diverted from other important development issues while the Melamchi project is being 
implemented. Both the Government and ADB have only a limited amount of staff resources and 
staff time, and much of this is currently being consumed in resolving major issues related to this 
project. 
 

5. Overall Conclusions of the Analyses 
 
86. An analysis of 24 completed projects, based on PCRs and PPARs, and an extended 
analysis of 37 projects examined in detail (see Appendix 7) indicate that, overall, (i) most 
projects were selected and designed within the priorities of the three COSs covering that period; 
and (ii) most projects were or are being relatively successfully implemented, incorporating 
important crosscutting issues. There appears to have been a general tendency for institutional 
and governance issues to delay or impede efficient project implementation, but such difficulties 
were or are being overcome. The overall effect of ADB’s lending program was positive in terms 
of social impact, environmental impact, economic impact, and direct poverty impact. ADB’s 
lending program was not, however, as positive as it might have been. Specific deficiencies were 
noted in some projects and sectors in project design; implementation efficiency; adequate 
governance; institutional impact; beneficiary participation; and, to some extent, environmental 
safeguards. Greater attention to these aspects during project formulation and implementation 
would have meant a higher degree of success and impact. 
 
87. Interestingly, projects within the priority sectors identified in the COSs generally had a 
higher degree of success than projects in low-priority sectors. This may partly be due to the fact 
that ADB has more experience and a longer history in designing such projects than projects in 
new sectors, such as tourism or urban development. In terms of the relative success of various 
sectors, water supply and sanitation projects, along with agriculture sector projects, were the 
most effective in terms of implementation efficiency, reaching the desired target group, and 
fostering social equity and economic growth. Within the agriculture sector, irrigation projects 
performed best, followed by agriculture credit projects. Transportation and education projects 
also performed well, but successes were not followed up as well or as thoroughly as with 
agriculture sector or water and sanitation projects.  
 
88. Among the high-priority sectors, only energy sector projects did not perform particularly 
well in the detailed 16-factor analysis. Results for these projects were constrained by 
institutional problems, insufficient innovation in project design, slow implementation, and 
negative environmental impacts. Despite such problems, the impact of energy projects in 
contributing to the country’s overall economic growth was significant. 
 
89. Projects in other sectors, such as tourism and urban development, suffered a number of 
problems, ranging from a lack of focus to weak institutional arrangements to poor governance, 
but, even so, most projects had some positive effects. 
 
90. In terms of lending modalities, sector loans proved much more successful than either 
project or program loans. Program loans had the lowest overall quality score, but their results 
were still generally acceptable. The lessons learned from the two large-scale projects 
undertaken during the period under review indicate that such projects can generate a range of 
benefits concomitant with the size of investment, but they can also generate challenges of a 
similar size. 
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D.  Examination of the Current Lending Portfolio 
 
91. Table A10.1 (Appendix 10) shows the current portfolio and some basic information about 
the projects and/or programs included in it. These include date of approval, loan amount, 
disbursements to date, date of closing (original), date of closing (revised), loan period elapsed 
(in percent), and project progress to date (in percent).  
 
92. The portfolio comprises 22 projects financed by 23 loans and a total approved loan 
amount of $768.5 million, of which, by December 2003, $251.2 million was disbursed. Five of 
the projects could be considered mature, being more than 90% complete. These projects were 
all approved prior to 2000 and were thus covered in the previous section on the effectiveness of 
the lending program. A further six are not due for completion until 2008 or later and can be 
considered to be at too early a stage to make an assessment of their implementation progress 
or their effectiveness. The balance of 11 projects merit further analysis. These are the 
Community Groundwater Irrigation Sector Project; Corporate and Financial Governance Project; 
Crop Diversification Project; Governance Reform Program Loan; Melamchi Water Supply 
Project; Public Sector Management Program; Road Network Development Project; Rural 
Electrification, Distribution, and Transmission Project; Rural Infrastructure Development Project; 
Rural Microfinance Project; and Small Towns Water Supply and Sanitation Sector Project. For 
further analysis, these projects were grouped and are shown in Table A10.2 (Appendix 10). 
  
93. These 11 projects amount to total lending of $396.5 million, about 52% of the current 
portfolio. As mature loans close in 2004, these 11 projects will comprise about 74% of the total 
portfolio (excluding new projects that might be approved in 2004). They are thus the core of the 
current portfolio. All are well within their implementation period, and all are due for completion 
before 2008 (i.e., within roughly the next 4 years).  
 
94. An analysis indicates that some cause for concern exists about the progress of these 
projects. For five of the 11 projects, project progress as reported in the project performance 
reports is less than 50% of the time period elapsed, and, for four projects, progress is below 
40%. Moreover, for some other projects, no progress data are given, but disbursements, 
another (less precise) measure of project implementation, are not encouraging. Disbursements 
for the Corporate and Financial Governance Project are only 12% of the total loan amount, 
whereas 67% of the loan period has elapsed. Similarly, disbursements for the Road Network 
Development Project are only 3%, whereas 34% of the loan period has elapsed. In addition, as 
of 31 December 2003, a 6-month delay existed in the release of the second tranche of the 
Governance Reform Program, and 4 months later, this tranche was still not released. Eight of 
the 11 core projects in the current portfolio thus appear, on the basis of an initial analysis, to 
have somewhat serious implementation problems. These were looked into in further detail, and 
the situation pertaining to each is outlined in Appendix 10. 
 
95. An overview of these projects points to several factors that appear accountable for the 
poor progress to date. These are 

(i)  deficient project design, which did not take into account the situation in the 
country, the degree of Government ownership, or the capacity of the agencies 
involved;  

(ii)  complex implementation and institutional arrangements; 
(iii)  conditionality inclusion for further implementation and/or disbursement which 

could not be readily met; 
(iv)  lengthy procedures followed by ADB in addressing identified problems; and  
(v)  ongoing insurgency and current unstable political situation. 



 

 
 

25
  

96. It may be noted that some of the factors causing delays were recently resolved. An 
overall improvement in the portfolio may thus be expected in the next 1 or 2 years, provided that 
new projects to be approved in the future do not suffer the start-up and implementation 
problems currently being experienced by so many of those currently in the portfolio. 
 
E. Evaluation of Nonlending Assistance 
 

1. Project Preparatory Technical Assistance 
 
97. The objective of PPTA is to assist the Government in the technical preparation of project 
proposals and ensure that proposals are prepared to the quality level suitable for submission to 
ADB for approval of financing. Measures of success are (i) whether or not an approved project 
resulted from the PPTA provided,17 and (ii) whether or not the eventual project was properly 
designed. 
 
98. In looking at the PPTA activities approved during the period under review, only three 
PPTA activities out of 50 did not (or will not) result in a project. This indicates a rather high 
degree of success and further demonstrates that the degree of slippage in project approvals 
noted earlier was not due to deficiencies in either the preparation of PPTA or the willingness of 
the Government to take up prepared projects. In terms of achieving their primary purpose (the 
technical preparation of a project for possible financing), almost all PPTA activities were thus 
successful. 
 
99. In determining how well projects were prepared, the most meaningful measurement can 
be found in the extended analysis undertaken for 37 projects (outlined earlier). As indicated in 
Appendix 7, of the 37 projects, 15 scored less than “3,” indicating some deficiencies in their 
design. In other words, while almost all PPTA activities resulted in an approved project, 41% of 
these were not adequately prepared. Clearly, a level of success was attained in project 
preparation, but just as clearly significant deficiencies existed in the quality of the preparatory 
work undertaken. This ties in with criticisms of the 1999 COS, which mentioned the need for 
more intensive and extensive project preparatory work to ensure ultimate project quality. 
 

2. Advisory Technical Assistance 
 
100. In general, ADB’s evaluations showed that its TA projects were largely successful. Of 
the 28 (out of 117) ADTA undertakings for which TA completion reports (TCRs) were prepared, 
22 were successful, 5 were partly successful, and 1 was unsuccessful. A more pessimistic view 
is gained from a look at the limited number of TA performance audit reports completed to date. 
Of the seven, three are considered successful, three partly successful, and one unsuccessful. 
While the TCRs might be considered too optimistic, being based on self-evaluation by the 
departments concerned, the number of TA performance audit reports is considered too small to 
be representative, and the true level of success probably lies somewhere in between the two.  
 
101. This rather positive view is in some contrast to concerns expressed by some 
government representatives, which is that ADB TA activities, at times, focused more on 
developing the capacity needed to implement specific ADB activities and/or reforms than on 
building the broad-based institutional capacity needed for sustainable development. Moreover, 
looking at TA on a broad, general basis, the Government’s 2002 Foreign Aid Policy Paper 
defines five key principles for development partners, including asking them “to pay special 

                                                 
17 In some (rare) cases, a PPTA team might recommend that a suitable project could not or should not be prepared. 
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attention to the large quantity and low impact of TA, including training.”18 This divide between 
government perception that development partner TA has had a limited impact and ADB’s 
perception that its ADTA activities have been generally successful, may partly reflect the fact 
that while the Government's perceptions are guided by long-term, sector impacts, and 
sustainability considerations, ADB’s TA evaluations have tended to be limited to evaluating 
individual project activities with limited follow-up to assess overall sector effectiveness and 
sustainability. ADB now conducts special impact studies to address this weakness. The support 
of ADB’s more frequent special impact studies to priority sectors could enhance the usefulness 
of ADB evaluations for country programming and project planning.  
 
102. Of the ADTA activities provided, 69 (or about 62%) were for institution building, while the 
balance were primarily for economic and sector work. Taking into consideration the fact that a 
clear divide does not always exist between them, salient aspects of these two types of ADTA 
are discussed in the following paragraphs. 
 

a. Institution Building 
 
103. Most institution-building ADTA activities during the earlier part of the study period were 
directed at developing the capacity of institutions responsible for implementing ADB loan-
financed projects. These included government line agencies, such as Department of Civil 
Aviation, DOI, Department of Water Supply and Sewage, Department of Roads and Transport, 
and Ministry of Education and Culture, and state-owned enterprises, such as ADBN and NEA. 
Substantial ADTA funds were also supplied to help build the capacity of NGOs, especially for 
their support in the agriculture and rural finance sectors.  
 
104. In general, the limited number of TCRs prepared indicates that these efforts were 
considered generally successful, except for support to the Civil Aviation Authority. However, 
information from PCRs of associated projects specifically indicate continuing shortcomings with 
ADBN and NEA, while anecdotal evidence indicates continuing institutional problems in several 
of the line agencies. 
 
105. Subsequent to the 1999 COS, which adopted building effective institutions as its core 
strategic approach, increased emphasis was given to developing sector planning and policy 
analysis capacity and supporting institutions that were not directly involved in implementing ADB 
loan-financed projects. Thus, in the later years of the review period, substantial increases 
occurred in ADTA allocations for institutional development that was not sector specific. These 
include TA undertakings for capital market development, financial sector reform, public 
enterprises privatization and liquidation, capacity enhancement of the Ministry of Law and 
Justice, and accounting and auditing capacity building. While institution building was stressed in 
all ADB COSs for Nepal, the need to address weaknesses in the policy and institutional 
environment was more prominent in the 1999 COS. Enhanced stakeholder participation, sector 
development plans, civil service and governance reforms, reduced corruption, and policy and 
institutional environment improvements were seen as essential to increasing the development 
impact of ADB investments. Institution building also became an increasingly important theme in 
national development strategies. To date, few assessments or evaluations were undertaken of 
these latter ADTA undertakings. However, the degree of achievement can to some extent be 
inferred from the pace of the implementation of the projects with which they were associated, 
primarily the Corporate and Financial Governance Reform Program, Governance Reform 

                                                 
18  Harmonization of Donor Assistance in Nepal, Draft Government Paper for the 2004 NDF, p. 2. 
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Program, and Public Sector Management Program. All three projects are suffering from 
implementation delays and delayed compliance with loan covenants. 
 

b. Economic and Sector Work 
 
106. Economic and sector work undertaken during the study period and supported primarily 
through ADTA activities was broad and extensive. In the agriculture sector alone, this work 
included planning, policy, and subsector assessment work in horticulture development, 
agriculture research, agriculture credit, agriculture policies, fertilizer management, livestock 
development, and irrigation issues. Moreover, a performance review was conducted of the 
whole sector. Most important was ADB’s support of the APP (footnote 8), which laid the 
groundwork for the country’s future agriculture development planning. The success of these 
efforts can be measured by the general success of agriculture sector projects overall and 
enhanced institutional and public awareness of sector and policy issues, which led to the 
successful implementation of the Second Agriculture Program loan and, concretely, significant 
increases in agriculture production over the study period. In effect, ADB emerged as a (if not 
the) leading external supplier of policy advice on agriculture and rural development issues. 
Since this is the single most important sector in terms of economic production and employment, 
this is a significant achievement. 
 
107. In other sectors, economic and sector work included a strategy study for the health and 
education sectors, a social protection study, an urban sector strategy, a water sector strategy 
for the Kathmandu Valley, and a tourism development strategy and support for the preparation 
of the Tenth Five-Year Plan. The limited number of TCRs completed for these studies indicates 
a good degree of success, as do the results of associated projects. 
 

3. Overall Evaluation of Technical Assistance Support  
 
108. On balance, the evidence indicates a fairly high degree of success for most PPTA 
activities undertaken in Nepal, based on the fact that almost all of them resulted in a subsequent 
project. However, an analysis of the projects themselves indicates some deficiencies in many of 
the preparation exercises. The level of success of PPTA activities is thus not unqualified and 
indicates the need for a better focus and more attention to be paid to project design. 
 
109. In terms of institution-building TAs, the record was mixed. Some institutions obviously 
benefited, and improvement was especially indicated at the grassroots level. However, the 
impact on some of the more important agencies was limited. Moreover, the results of attempts 
to broaden the impact of institution building beyond individual agencies directly associated with 
ADB projects has so far been mixed. 
 
110. The record of economic and sector work financed by ADTA was, on the whole, good, 
especially in the agriculture sector, where a continued sector focus over a long period resulted 
in significant policy reforms and a series of more clearly focused, increasingly better designed 
and implemented projects (compared to the years prior to the study period). Economic and 
sector work in other sectors also contributed to an enhancement of policies and a clearer view 
of sector priorities and directions. 
 
111. A sector by sector review of TA support is provided in Appendix 11. 
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V. STAKEHOLDER FEEDBACK 
 
112. As part of the CAPE exercise, the Participatory Stakeholders’ Workshop was undertaken 
to discuss the findings outlined in this evaluation. The workshop was attended by government 
representatives and those of the private sector, development partners other than ADB, NGOs, 
and beneficiary organizations. In addition, the findings were discussed in detail with other 
stakeholders in Nepal, NRM staff members, and ADB headquarters staff members. Some of the 
major points brought out in these discussions are listed below: 
 
A. Maintaining a Poverty Focus 
 
113. During the workshop, participants discovered that ADB is one of the main development 
leaders of the region and that its priority of poverty reduction is shared by the Government. This 
focus should not be minimized, and, in that context, the apparent deviation of the program away 
from direct poverty impact interventions, as seemed to be happening during the 1999 COS 
period, is cause for some concern. This concern was coupled with a concern that projects 
recently focused more on software than hardware (i.e., investment in thematic priorities, such as 
governance or public sector management, rather than hard, direct investment). 
 
B. Enhancing Service Delivery by the Asian Development Bank and its Staff 
 
114. Workshop participants made the point that the responsibility for successful project 
implementation does not rest only with government line agencies. ADB also needs to examine 
how it can enhance its performance. In this context, missions should take a positive approach to 
project identification and implementation and also take into account the current situation in the 
country. In line with this, visiting ADB missions, especially project identification and project 
preparation missions, should include experts who have proper prior orientation and an 
understanding of the country. They should be familiar with the Government’s strategic priorities 
and its administrative procedures. A lack of understanding of these factors can, and has, led to 
faulty project design. During project design, fully understanding the local systems and 
procedures is important, as is following them, where possible. This could entail strengthening 
existing institutions, rather than establishing parallel ones. The example was given of the district 
development committees, which were provided more power under the Local Self-Governance 
Act of 1999. This act could be used as a basis for health, education, and water supply projects. 
A similar situation prevails when establishing user or beneficiary groups. Existing community-
based organizations need to be taken into account, rather than bypassed when doing so. 
 
C. Using Established Experience and Expertise and Building on Past Successes 

 
115. In many cases, the full value of established expertise and experience was not used 
during project identification and design. The experience of NGOs, domestic consultants, and 
bilateral agencies should also be taken into account during project design. Using established 
experience and procedures developed over many years by these agencies could help shorten 
project preparation time and result in smoother implementation. Examples were given of the use 
of international consultants where suitably experienced domestic consultants were available. 
More importantly, the lack of a program, as whole, to build on success was noted. Often, 
promising project designs and models were developed but then never followed up by further 
projects in the same sector.  
 
 



 

 
 

29
  

D. Overly Complex Project Design and Conditionalities 
 
116. Several stakeholders noted that trying to include too many objectives within a single 
project, to accommodate all of ADB’s crosscutting priorities, was becoming counterproductive. 
Accommodating these priorities was especially difficult for projects that had weak institutions in 
the first place. Stakeholders also noted that the conditionalities for recent loans increased in 
number and often were unrealistic or irrelevant. The fact that the inclusion of unrealistic 
conditionalities unduly delayed major and important physical investments was emphasized. 
While not objecting to conditionalities per se, the stakeholders stated clearly that these should 
be realistic, easy to implement, and timed so as not to interfere with project implementation. 
Delaying project approval while institutional and policy issues were being sorted out was better 
than allowing already approved projects to suffer implementation delays due to noncompliance. 
 
E. Lengthy Asian Development Bank Procedures  
 
117. Stakeholders were concerned about the lengthy processing and approval time for ADB 
loans (2–5 years from identification to approval). This is reflected in the high degree of slippage 
in firm projects. Typically, several years passed between the time people in the project area 
were informed of a project, during PPTA activities, and the time actual implementation began. 
This led to a lack of credibility. Frustration and the need to start the whole consultative process 
over again at project initiation were other results. Similarly, once projects are approved, 
implementation is often delayed due to ADB’s internal procedures. Consultant selection was 
singled out as one particular area in which long delays could occur. But this is not the only area. 
An example was given wherein the construction of a minor piece of infrastructure (a local 
market) was held up due to lengthy approval procedures. 
 
F. Midterm Reviews 
 
118. Two concerns were raised about midterm reviews. On the one hand, the Government 
has from time to time pointed out concerns related to project design but was told to wait until the 
midterm review before significant reformulations could be made. This is considered 
inappropriate since several years of implementation time could be lost. It should be possible to 
be flexible enough to reformulate a project, or part of a project, whenever this is considered 
necessary. This was done with a good degree of success under the Third Livestock Project.  
 
119. On the other hand, a favorable midterm review could be considered a good time to think 
about including a follow-up project in the lending pipeline. This was seldom done, and most 
follow-on projects needed to await the completion of the initial project before being 
implemented. 
 
G. Sustainability 
 
120. Project sustainability was noted as a problem. Often, sufficient budget is not provided by 
the Government for continued O&M after a project is completed. One suggestion was that the 
Government should take on the responsibility for O&M as soon as a project is initiated, so that 
provisions are in the line budget once a project is completed. Moreover, including provisions for 
adequate O&M in project design is also important. 
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H. Monitoring 
 
121. Participants in the workshop admitted that monitoring by the Government after projects 
was weak. They also suggested that monitoring by ADB was also weak. One of the reasons for 
the weakness of monitoring on the part of the Government was budgetary. Monitoring after 
projects by the beneficiaries, through beneficiary committees, might be a solution to this 
problem, wherever possible. 
 

VI. CONCLUSIONS 
 
A. Key Program Strengths 
 
122. The single major program strength during the period under review was the ability of the 
Government and ADB to improve on past performance and build on past successes, especially 
in certain key sectors. This is seen most clearly in the water supply and sanitation sector; 
agriculture sector, especially in the irrigation and livestock subsectors; and, to a lesser extent, 
roads sector. During the late 1980s and early 1990s, successful development models evolved 
that entailed a high degree of beneficiary participation in project and subproject design as well 
as beneficiary involvement in O&M after construction. These models proved successful to 
implement and, to date, have proven to be sustainable and replicable. Moreover, it has been 
possible, over time, to improve upon them through successive projects. ADB personnel involved 
and the staff members of government line agencies are to be credited with having come up with 
workable models in the first place and having had the flexibility to adapt them to continuously 
changing conditions. 
 
123. Another major strength was the willingness of the Government and ADB to tackle difficult 
policy and institutional issues in some major productive sectors. This willingness is illustrated by 
the successful implementation of the Second Agriculture Program Loan and the Industrial 
Sector Program Loan and the establishment of the Road Board and the Road Fund. Both of the 
program loans set the stage for enhanced efficiency within these sectors, even though no 
further loans were given in the industry sector, per se. The Road Fund will help ensure the 
sustainability of the existing road network and of future roads to be built under road 
improvement and rural infrastructure projects. Related to this, a notable degree of success was 
discovered in improving the policy and institutional environment through the long-term ADTA. 
This has, again, been especially so in the agriculture and water supply and sanitation sectors, 
and in terms of facilitating private sector development.  
 
124. A third strength is the fact that the country was able to initiate and complete (or, for 
ongoing projects, seems likely to complete) most of the projects that it started in the past 
15 years, despite difficult circumstances and limited human, institutional, and financial 
resources. Almost all of the 24 projects completed during the review period were rated either 
successful or partly successful, while only eight out of the 22 ongoing projects appear to present 
serious implementation problems. Most of these will, eventually, be sorted out through the 
ongoing efforts of ADB and government staff members.  
 
B. Key Program Weaknesses  
 
125. One of the key program weaknesses was almost the mirror image of its major strength. 
While in some sectors and subsectors successful models were developed and further evolved, 
in others, past experience was either not adequately taken into account (e.g., rural credit 
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projects and the institutional problems of ADBN) or promising models and experiences were not 
followed up (e.g., the lack of follow-up of successful projects in the education sector). 
 
126. Related to this was the frequent absence (especially in the earlier years) of clear and 
shared visions (shared by the Government, ADB, and other key stakeholders) on ultimate sector 
development objectives. This, and the very short-term nature of ADB’s ADTA, hampered the 
effective delivery of assistance to strengthen key development and market institutions. More 
recently, examples exist of much more effective efforts in longer term institution building 
(notably the policy and institutional support provided to the agriculture sector). 
 
127. A further weakness, as brought out during stakeholder consultation, was an 
overestimation on the part of ADB staff members of the ability of government staff members and 
agencies to understand institutional, crosscutting, and policy concerns and be able to do 
something about them. This resulted in loans containing conditions that could not be met, 
thereby holding up implementation and disbursement. Moreover, inadequate attention was 
given to building broad-based support for policy reforms that adversely affected some interest 
groups. 
 
128. A third weakness was the propensity to spread investment too thinly over too many 
sectors. By the mid-1990s, successful investment models existed for projects in agriculture; 
water supply and sanitation; roads (and later rural roads); education; and, to some extent, 
power, all sectors that were a high priority in all three COSs. Little need existed to spread out to 
sectors such as tourism and urban development or corporate governance and finance when 
ample investment potential existed in established sectors for the rather limited IPF available to 
the country. Most projects in these latter sectors proved less successful than in more 
established sectors. This is, perhaps, not surprising, since they involved new implementing 
agencies and institutions, and working development models as a basis for project formulation 
had not yet been developed. 
 
C. Stakeholder Performance 
 

1. Government 
 
129. As indicated by the overall low scores for governance emerging from the portfolio 
analysis, government performance was mixed, at best. Previous analyses19 cited a large 
number of deficiencies on the part of the Government, as a whole, and executing and 
implementing agencies, in particular. These include (i) high turnover of staff and project 
managers and staff shortages; (ii) inadequate delegation of authority, resulting delays in 
decision making; (iii) lack of familiarity with ADB procurement procedures; (iv) lack of expertise 
and previous experience in similar projects; (v) weak interagency coordination; (vi) political 
interference; and (vii) lack of explicit and agreed upon roles and responsibilities of various 
project participants. To this may be added inadequate contractor supervision; noticeable 
contract award and management anomalies; recognizable inability to comply with key loan 
covenants; and general apathy among lower and middle-level staff members, due to low pay 
and poor working conditions.  
 
130. Some of these shortcomings can and have been improved upon. For example, agencies 
and staff members that were unfamiliar with ADB’s procurement procedures in the past have 
become familiar with these procedures during the implementation of projects. These individuals 

                                                 
19 ADB. 2000.  Country Synthesis of Evaluation Findings in Nepal . Manila. This analysis is one example. 
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and agencies also gained the experience needed to effectively implement multilateral-financed 
projects. This appears to have been the case in the agriculture and social sectors, where recent 
(from the early 1990s on) project results show much better results than under earlier studies. 
 
131. Despite this, some shortcomings are endemic. Frequent changes of project 
management still occur, ineffective or biased contract award and management still persists in 
some agencies,20 unsatisfactory compliance with covenants still results in some project and 
procurement delays, and interagency coordination and cooperation is still almost universally 
poor. 
 
132. A further shortcoming of the Government tends to be its passivity. Often, the findings or 
recommendations of an ADB mission are accepted and agreed to by either an executing agency 
or a coordinating and/or supervising agency, even though the agency either (i) does not really 
agree with the recommendations, or (ii) knows that in reality the recommendations cannot be 
implemented. This appears to have been the case with several loan conditions that were difficult 
to implement in practice, even though they were accepted in principle during loan preparation 
and appraisal.  
 
133. Countervailing these shortcomings are significant achievements made by the 
Government and its agencies in some sectors over the study period. Of particular note was the 
success in reforming fundamental policies in agriculture sector policy and institutions and 
important improvements in the enabling environment for private sector development. Also on 
the positive side was the Government’s ability to improve project design and implementation 
performance in the irrigation subsector, water supply and sanitation sector, livestock subsector, 
and road and rural infrastructure sectors.21  
 
134. Furthermore, it must be recognized that the Government and its agencies continued to 
implement ADB-financed projects while facing inherent and endemic institutional problems, 
continuing political turmoil, and ongoing insurgency issues. 
 

2. Asian Development Bank 
 
135. Earlier studies of ADB’s role in Nepal, especially the Synthesis of Evaluation Findings  

(footnote 19) were rather critical of the degree of resources allocated to project preparation and 
supervision in the country and the caliber of the work undertaken by ADB personnel. This latter 
point is also reflected in the stakeholder views expressed during the participatory workshop. 
That visiting ADB missions should be familiar with the Government’s strategic priorities and 
administrative procedures was indicated. Other views expressed during the workshop were that 
the time lag between project identification and on-the-ground implementation seemed 
inordinately long and that it took ADB personnel too long to act on pressing implementation 
issues. 
 
136. On the question of adequate resources, findings of the synthesis included the following: 
“Bank fact-finding and appraisal missions require more rigorous feasibility studies, more in-
depth sector analysis, and more extensive fieldwork. More resources and focus should be given 
to processing missions. There should be improved supervision of TA outputs to ensure that 

                                                 
20 Disputes are still ongoing on some physically completed projects, such as the Kali Gandaki “A” Hydroelectric 

Project. 
21 Although, recent problems with consultant recruitment and contract awards on the Road Network Development 

Project highlight the continued need for vigilance. 
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feasibility studies are more realistic from the technical (including economic), social (including 
poverty, beneficiary and gender), institutional and environmental perspectives, and to enhance 
Government accountability for and ownership of TA projects.” It also adds the “the Bank’s 
strategy should recognize that greater staff resources are needed to effectively formulate, 
supervise, and evaluate projects in Nepal. Adequate staff resources for site inspection outside 
Kathmandu are needed. This could be achieved by developing and strengthening the resources 
of the Resident Mission.”  
 
137. Another concern is that some policy and institutional reforms and conditionalities are 
developed (i) without adequate research of distributional consequence, (ii) without adequate 
consultation with key stakeholders, (iii) with inadequate attention to building the broad-based 
support needed to implement difficult reforms, and (iv) with often unrealistic expectations of the 
time frame needed to implement sustainable reform. The recent experience with agriculture 
sector reforms suggests that the sustained allocation of resources to address these 
weaknesses can generate tangible benefits. 
 
138. These criticisms indicate a degree of neglect or inattention by ADB, and possibly reflect 
the fact that a lack of understanding exists at headquarters as to how difficult preparing and 
implementing projects can be in a country with the difficult physical attributes and poorly 
developed level of human resources of Nepal. Field travel entails arduous journeys over long 
distances and often rough terrain, and the level of institutional development and technical 
expertise is usually quite deficient. Staff members need to be given the resources to operate in 
such conditions, but it appears that this has not been the case. The fact that eight of the 11 core 
projects in the current portfolio are facing implementation difficulties may indicate that 
inadequate preparation was undertaken prior to Board approval. 
 
139. In the case of NRM, the study can only concur, from direct observation, that NRM staff 
members are sorely stretched in trying to keep the program functioning with far fewer staff 
members than are needed to deal with the multiplicity of problems that the portfolio is facing. 
 

3. Beneficiaries 
 
140. The real source of success in the program was the beneficiaries, especially when project 
designs included mechanisms for beneficiary initiative and participation, projects showed high 
degrees of success in achieving other goals, such as efficient implementation and sustainability. 
This is especially so in irrigation, water supply and sanitation, and livestock and rural credit 
projects, but this was also true in the Rural Infrastructure Development Project and in the 
Kathmandu Urban Development Project. This is not necessarily surprising, since most people, 
when given a chance to better themselves or their children, will take it. But what was impressive 
was the willingness of beneficiaries to take on responsibilities, such as O&M, at cost to 
themselves and improve their skills through the training aspects of a variety of projects. In some 
cases, NGO intercession was necessary to catalyze this positive participation. In others, project 
staff members themselves were able to bring it about, once a workable model was formulated.  
 
141. Some major infrastructure projects do not appear to lend themselves readily to a high 
degree of beneficiary participation. Nonetheless, the success of projects when beneficiaries do 
participate suggests that when designing any type of project, incorporating beneficiary 
consultation and participation processes to the maximum extent possible is worthwhile and 
important. In addition to standard social analyses and consultations, a full public information 
campaign should accompany any and every project, so that affected parties can understand 
what will be involved. 
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D. Overall Assessment 
 
142. The overall evaluation of the country assistance program is based on a series of 
analyses. The results of these analyses are summarized in the following paragraphs. 
 

1. Overall Appropriateness of the Three Country Operational Strategies 
 
143. The 1988, 1993, and 1999 COSs, with their focus on poverty reduction through 
agriculture development, employment generation, and productivity growth in the rural areas 
were all generally relevant to the situation prevailing in the country and in conformity with 
government plans and ADB strategies. If any fault is to be found, it is that the latter two 
strategies were too broad and all encompassing. This allowed for such a wide range of sectors 
and such a diverse number of projects to be taken up, that it became difficult to judge which 
projects fit with the strategy and which did not. The idea of a strategy is to provide a basis to 
prioritize and direct limited investment resources. A strategy that allows investment of almost 
any type, in almost any sector, might thus be considered ineffective. While the latter two COSs 
gave more guidance than this, it still became difficult to judge whether some projects, such as 
the Corporate and Financial Governance Project, Governance Program Loan, and Public Sector 
Management Program Loan, whatever their merits, met with the 1999 COS’s primary criteria of 
“achieving a sustainable reduction in poverty through: (i) generation of productive employment 
opportunities and increased rural incomes and (ii) equitable improvements in basic social 
services to enhance human development resulting in reduction of population growth.” 
Nonetheless, the three COSs did provide general direction and a general sense of priorities. 
 

2. Incorporation of the Country Operational Strategies into Annual Lending 
Programs 

 
144. An examination of the ALPs from 1988 to 2003 showed a surprising amount of 
overprogramming, redundancy, and slippage of so-called firm projects from year to year. It must 
thus be concluded that the record of consistency between the COSs and the ALPs is not 
particularly impressive. One consequence of the high degree of slippage, despite 
overprogramming, was the underachievement of programmed lending during several years of 
the 1988 and 1993 COS periods. 
 

3. Consistency of the Program of Approved Loans with the Country 
Operational Strategies 

 
145. The concordance of approved loans with the priorities of the COSs, when taken over the 
whole COS period, is considerably better than for the ALPs. During the 1988 COS period, the 
concordance was very high with high-priority sectors, such as agriculture and/or rural 
development and social infrastructure, accounting for most of the lending. During the 1993 COS 
period, the proportion of lending for the rural sectors declined somewhat, but still remained high, 
despite the inclusion of two large-scale projects that diverted large sums to the power sector 
and the urban water supply sector. During the 1999 COS period, deficiencies showed up. 
Despite a priority being placed on increasing rural incomes, very little lending focused on the 
productive aspects of the rural sector. This phenomenon appears to be linked, once again, to 
slippages in approvals, rather than being either an oversight in annual programming or 
intentional. Over the whole study period, it can be concluded that the program of approved 
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loans was, with minor variations, generally in line with the 1988 and 1993 COSs. However, 
during the first 3 years of the 1999 COS, a significant deviation occurred.22  
 

4. Effectiveness of the Approved Lending Program in Implementing the 
Country Operational Strategies 

 
146. A detailed analysis of 37 past and ongoing projects, as well as an overview of the  
22 projects in the current portfolio, shows that most projects were selected and designed within 
the priorities of the three COSs. The majority of completed projects were successfully 
implemented (58%, the same as the overall ADB average for the same period). The remaining 
projects were assessed as partly successful with one project rated as unsuccessful. 
Crosscutting issues, such as beneficiary participation, gender equity, poverty focus, and 
environmental sustainability were dealt with positively and, in several projects, proactively. 
However, institutional and governance issues seem to be the primary reasons for delayed 
implementation of some projects, while a small number also suffered from poor initial design 
and selection. Some issues exist with ongoing projects in the current portfolio. Most of these are 
related to initial poor design and preparation. Staff members are working diligently to try to 
overcome them. In all likelihood, the majority of ongoing projects will ultimately be successfully 
implemented, although with some delays. Overall, the analysis showed that the net effect of 
ADB’s lending program was positive in terms of social impact, environmental impact, economic 
impact, and direct poverty impact. This conclusion is reinforced by the general improvement in 
economic and social indicators within the country. Interestingly, projects within the priority 
sectors identified in the COSs generally had a higher degree of success than projects in low-
priority sectors.  
 

5. Analysis of the Nonlending Program with a Particular View to Capacity 
Building and Institutional Strengthening 

 
147. ADB’s nonlending program helped strengthen several key institutions and build national 
support for the implementation of policy and institutional reforms that eliminated important 
bottlenecks to sector development and poverty reduction. ADB’s impact in building-sector level 
institutions through its nonlending program was probably most significant in the agriculture 
sector. In this sector, ADB provided long-term support and increasingly shifted away from 
support to subsector agencies directly responsible for implementation of ADB-financed projects. 
Instead, ADB moved toward more complete sector support that allowed a strong focus on 
addressing priority sector issues and constraints and institutional development needs. However, 
in one key subsector, rural finance, much remains to be done to resolve a wide range of 
institutional and policy issues. ADB’s nonlending support also made important contributions in 
the water supply and sanitation, education, industry, and energy sectors. Although, in this last 
sector, support to the leading institution (NEA) has not yet been fully reflected in institutional 
effectiveness. In general, while ADB’s nonlending support has not always had the full desired 
impact, it has nonetheless made a positive contribution to institution building in the country. 
 

6. Achievement of Poverty Reduction Goals 
 
148. The ultimate goal of the three COSs and the CAP over the 15-year review period was 
the reduction of poverty in Nepal. As outlined in paras. 7 and 8, the country seems to have 
made progress in poverty reduction during the past 15 years. Preliminary results of the Nepal 
Living Standards Survey, as yet unpublished, seem to confirm this. Assessing the extent of 
                                                 
22 In terms of TAs, allocations were generally in line with the three COSs, even more so than for loans. 
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ADB’s contribution will perforce remain a tenuous exercise even when the results are confirmed 
on publication later in 2004. For one, half of the projects undertaken during the period under 
review have yet to be completed and their impact even at the project level cannot yet be 
determined. For another, few means exist of determining any direct poverty reduction link 
between the micro and/or project level and the macro and/or overall economy level.  
 
149. Despite this, the results of the portfolio analysis decidedly indicate general success in 
overall development impact and in direct poverty impact on a project-by-project basis. There 
can be little doubt, for example, that a project such as the Kali Gandaki “A” Hydroelectric 
Project, which added 144 megawatts to the country’s electricity grid, has had a positive effect on 
poverty reduction. Similarly, the expansion of irrigation on several thousand hectares will also 
have a labor generation and thus poverty reduction impact. However, few ways exist to 
measure the precise extent of that impact (especially without preproject baseline data) or to 
disaggregate the impact of other factors on poverty reduction.  
 
150. A more general assessment would simply indicate that all three COSs were designed to 
reduce poverty and that the analysis of the CAPE study is that the COSs were and are being, in 
general, successfully implemented. By implication, then, the country assistance program has 
had and is having a poverty reduction impact, as demonstrated at the micro and/or project level 
by the project-by-project analysis. However, determining the extent to which overall poverty 
reduction in the country has been due to the country assistance program is not realistically 
possible. 
 

VII. DEVELOPMENT CHALLENGES AHEAD 
 
A. Lessons Learned  
 
151. Consistency Between a Country Operational Strategy and Country Strategy 
Program. Since projects and TA activities are the instruments used to implement a strategy, 
any CSP is only as good as the projects placed in the country program. Without continuous 
reference to the strategy during annual country programming exercises, deviating from or 
missing out on important features of the strategy becomes possible, as occurred during the first 
3 years of the 1999 COS period.  
 
152. Clear and Properly Defined Strategy. An important purpose of a CSP is to allow ADB 
and the Government to make choices between one type of investment or another in an 
environment of limited resources. To be of value, a CSP should be specific and defined well 
enough so that a decision can be readily made about whether a particular project meets its 
priorities or not. One of the problems with the 1993 COS and the 1999 COS is that they were 
broadly defined, although within the overall and overarching goal of poverty reduction. Since 
almost any investment activity in Nepal can be considered as poverty reducing, it does not take 
much to stretch a point and suggest that, for example, a project aimed at corporate and financial 
governance also meets poverty reducing criteria and therefore fits the CSP. If taken too far, this 
tendency could render the CSP meaningless. There needs to be some basis for a sorting 
mechanism among proposed projects, just as there needs to be flexibility in changing or 
adapting the strategy as conditions change and develop over the implementation period. It 
would seem to be preferable to have a tight and properly defined CSP, with the facility for 
changes as and when justified, than a generally loose and open CSP that would allow almost 
any sort of investment, if a poverty-reducing rationale can be devised. 
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153. A Meaningful and Relevant Country Assistance Plan. The relative success of the 
CAP during the 1988–2003 period shows that, with imagination and innovativeness, a relevant 
CSP can be designed and projects that meet ADB’s and the Government’s requirements in 
terms of crosscutting issues (gender equity, beneficiary participation, environmental soundness, 
and good governance) can be identified, prepared, and implemented effectively in Nepal. 
 
154. Consider Crosscutting Priorities. Based on the analysis undertaken of 37 projects, it 
can be concluded that projects that, through innovation and imaginativeness, attempt to address 
crosscutting issues, such as beneficiary participation, gender equity, social inclusion, and 
environmental soundness, in their design are also most likely to be efficiently and effectively 
implemented and have a high degree of positive development impact. It may be argued that it 
will be easier to do this in some sectors than in others, but even in physical infrastructure 
projects or program loans, being innovative is possible, as is preceding the investment with a 
strong public information campaign. Delays and project implementation disputes on several 
projects might have been avoided or at least mitigated if potential users and beneficiaries were 
consulted and better informed of project or program intentions. 
 
155. Sound Institutional Base. The evidence from the analysis undertaken is unequivocal. 
Projects undertaken by sound institutions succeed, and projects undertaken by weak institutions 
experience implementation difficulties. While this might sound trite, one of the most common 
failings during project design in Nepal was to overestimate the capacity of the executing and 
implementing agencies. At this time of limited Asian Development Fund resources, this is a 
particularly important point. Little call exists to design projects in sectors with weak institutions, 
especially when the limited resources available can be more effectively used in sectors with 
efficient and sound institutions. It might be argued that part of ADB’s role as a development 
institution, rather than just a financing institution, is to build institutional capacity within the 
country. However, history shows that institutions can only be improved if a will exists to do so. If 
that will exists, it can be done without significant investments. The lesson learned, then, is to 
fully assess the institutional capacity of agencies responsible for proposed projects and avoid 
projects that would be dependent on weak institutions.  
 
156. Sector Approach and Long-Term Assistance. Institution-building assistance often 
focuses on strengthening state agencies and enterprises to meet project-specific needs. 
Planning for institutional strengthening should reflect broader and longer-term sector 
development needs and include consideration of alternative institutional arrangements, such as 
community institutions, public utility and state enterprise privatization, central government 
agency role transformation, and public services provision contracting. Such a shift in focus has 
become more apparent in recent years (e.g., in the agriculture sector). Institutional building 
could have focused more on strengthening the recipient organization's culture and orientation 
for efficient and timely delivery of services. The process should include activities to change 
(i) attitudes, commitment, and skills in dealing with communities; (ii) structures of institutions; 
and (iii) policies and procedures. TA designs often gave inadequate attention to this first point.  
 
157. Proven Development Model. A high degree of success was achieved in water supply 
projects, irrigation projects, and road projects. One of the primary reasons for this is that many 
projects in these sectors were based on a model developed over the past two decades. ADB 
and executing agencies’ staff members know what is expected, what procedures to follow, and 
how to implement projects on a step-by-step basis. Even a major infrastructure project, such as 
the Kali Gandaki “A” Hydroelectric Project, could be considered to fit into this category. Although 
the first of its size and kind in Nepal, the design followed was that of a standard hydroelectricity 
generating plant, and the power generated went straight into the national grid. However, 
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pioneering projects are bound to suffer a series of delays and setbacks, especially if the agency 
is new and not experienced with multilateral and, especially, ADB procedures. One way of 
capitalizing on this lesson, while still being innovative, is to try to identify successful projects or 
models among projects being undertaken by bilateral sources of assistance or NGOs, and then 
scale them up. The Rural Infrastructure Development Project and the Rural Microfinance Project 
are examples of this being done with a degree of success.23 
 
158. Sound Governance and Commitment. At times, following the general guideline of 
keeping projects simple, using proven models and using effective agencies, is not possible. In 
some cases (e.g., the Melamchi Water Supply Project), there seems no alternative but to take 
on a difficult, complex project with a new or weak implementing agency. In such cases, projects 
must be prepared with very thorough planning and implemented with strong supervision and a 
high degree of attention from either consultants or ADB staff members. The history of ADB 
projects over the past 15 years is replete with instances when this was not done, with 
consequent negative effects on project outcomes. These have included the Kathmandu Urban 
Development Project, Sagarmatha Agriculture Development Project, Special Assistance for Oil 
Supply, Tourism Development Project, and Tribhuvan Airport Improvement Project, all of which 
merited special attention by ADB and sound governance by the executing agencies but received 
neither. The result was partly successful ratings for all five projects. In this context, the degree 
of attention being paid to the current implementation concerns for the Melamchi project reflects 
a much more proactive stance by both ADB and the Government, and thus bodes well for the 
future of the project. 
 
159. Reasonable and Attainable Conditions for Disbursement. A thorough assessment of 
the capacity of executing and implementing agencies to meet conditions of disbursement is just 
as essential as an assessment of overall institutional capacity. Unrealistic or unattainable 
conditionalities have delayed a number of projects and program loans. This is especially serious 
for project loans wherein physical investments might be significantly delayed while 
conditionalities are being met. The most glaring example of this was the Rural Electrification 
Project, where, in essence, electricity provision to several thousand rural households was 
delayed over a period of 4 years while a financial covenant regarding the viability of NEA was 
being met. This may have been important to the financial health of NEA, but the economic 
impact on the country, as a whole, and on the area to be served, in particular, must have been 
decidedly negative. Similar delays were experienced during the Corporate and Financial 
Governance Project, although the economic consequences probably were not so serious. 
 
160. Large-Scale Projects. Large-scale projects represent an important aspect to strategy 
formulation in that they absorb a significant degree of the country’s and ADB’s financial and 
manpower resources. The two large-scale projects undertaken so far in Nepal have absorbed 
about three times the normal annual IPF and a substantial amount of ADB and government 
personnel time over and above what would normally be devoted to a standard project or 
program loan. The contrasting histories of the Kali Gandaki “A” Hydroelectric Project and the 
Melamchi Water Supply Project illustrate the potential advantages and pitfalls of investing in 
large-scale projects. The Kali Gandaki Project was successfully implemented, and the country is 
currently benefiting from the investment made in it. The Melamchi Water Supply Project, 
however, continues to suffer a series of implementation delays, and no immediate resolution 
seems to be in sight for the many problems facing the project. Moreover, the Melamchi project 
is drawing off financial, institutional, and manpower resources significantly over and above 

                                                 
23 Although scaling up, the Rural Microfinance Project has generated some institutional problems since many of the 

NGOs involved are not ready to act as financial intermediaries. 
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those originally dedicated to it. Already two further follow-up loans, the Kathmandu Valley Water 
Services Sector Development Program ($5 million) and the Kathmandu Valley Water Services 
Sector Development Project ($10 million) were approved to supplement the original loan, and a 
further project, the Kathmandu Valley Water Distribution and Urban Development Project 
($30 million), is programmed for preparation in 2004/05. Total ADB investment in the project will 
thus ultimately be $162.0 million. Moreover, while the Melamchi project is being sorted out, 
funding, manpower, and attention might be diverted away from other important development 
issues.  
 
161. Such problems suggest that the programming of future large-scale projects should be 
approached with caution, and the design of such projects (if taken up) should be undertaken 
with great care. These cautionary comments should not, however, be considered a 
recommendation against large-scale projects. In essence, only major development agencies, 
such as ADB, have the resources to finance large-scale projects, and, if properly designed and 
implemented, their beneficial effects can be proportional to the size of the investment.  
 
B. Implications for Future Asian Development Bank Strategies and Programs  
 
162. Need for a Well-Focused Program. Since the role of a CSP is to provide clear 
guidance for the programming of ADB investment and other activities, the CSP should be 
sharply focused and be easily understood and acted upon by ADB personnel. The past three 
COSs each had their own strategies that provided varying degrees of focus, depending on how 
well they were designed. The strategy of the 1988 COS was straightforward and emphasized 
agricultural productivity and industrial and infrastructure development. The 1993 COS was 
spelled out in general terms but focused on poverty reduction through broad-based, labor-
absorbing economic growth. The 1999 COS took an even wider, broad-brush approach that 
adopted sustainable reduction in poverty as the overarching objective. This objective is to be 
achieved through (i) generating productive employment opportunities and increased rural 
incomes, resulting from faster and broad-based economic growth; (ii) improving basic social 
services equitably to enhance human development that will result in reduced population growth; 
and (iii) protecting and improving the environment to sustain gains.  
 
163. The strategies of the three COSs have been characterized by varying degrees of 
generalities. Once a strategy becomes too general, the utility of the COS is lost. It becomes 
more and more difficult to determine which particular investment fits the strategy and which 
does not, or which should have priority and which should not. It then becomes difficult to 
determine whether a project should or should not be included in the country program. Likewise, 
monitoring the country program would also become difficult, since it will not be possible to 
determine whether the projects chosen were in conformity with the strategy. 
 
164. Need for Flexibility. Notwithstanding the need for a well-defined, sharply focused 
strategy, the current situation in Nepal calls for a large measure of flexibility in whatever strategy 
is chosen. Too many unknowns exist in the current environment to be able to prescribe a 
strategy that will be valid for up to 5 years. First, no one knows how long the insurgency will last 
or what its long-term impact will be on development efforts. In the late 1990s, its impact seemed 
to have been somewhat restricted, but over the past 4 years or so the impact became 
increasingly negative, seriously affecting the implementation of several projects. Next, the level 
of Asian Development Fund resources available is also uncertain. Loan and TA funds 
programmed for 2004 have a much lower IPF than was the case in past years. In addition, the 
level of staff resources available on the part of ADB needs to be taken into account. The 
Synthesis on Evaluation Findings for Nepal (footnote 19) placed considerable emphasis on the 
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need for additional staff resources at NRM. This included the recommendation that if further 
staff resources were not forthcoming, due to budgetary limitations, then no new projects should 
be undertaken until the implementation problems of current projects were resolved. While NRM 
seems to have continued to function effectively over the past 4 years since this recommendation 
was made, NRM staff members are clearly carrying a heavy burden of projects needing 
intensive supervision. Future strategies and programming exercises will need to take this into 
account. 
 
165. A high degree of flexibility to change or adapt whatever strategy is chosen will thus be 
needed. 
 
166. Sector Focus. As the analysis undertaken during this CAPE points out, ADB and the 
Government were able to attain a good degree of success in certain sectors. Moreover, these 
sectors were, primarily, those that were attributed a high priority by the various COSs (i.e., rural-
oriented projects mainly in agriculture, water supply and sanitation, and transport). Direct 
investment in rural areas within these sectors not only provides productive and labor-saving 
infrastructure in the long run, it also generates employment during the construction period, 
providing income directly to groups of people that ADB assistance is targeted to assist through 
its poverty reduction strategy. Moreover, since funds available for Nepal appear to be limited, it 
makes little sense to spread development efforts over a wide and diverse range of investments. 
This CAPE thus strongly recommends that the next strategy be clearly focused on sectors that 
have already proven successful avenues of investment and that will, additionally, contribute 
directly to the improvement of incomes among socially and regionally disadvantaged groups.  
 
167. In discussions with NRM staff members, there seemed to be the presumption that if a 
particular project was ongoing in a particular sector, then there would be no need or scope for 
further involvement in that sector, until the project was completed. This point of view does not 
take into account the breadth of investment needs and potential in the country. Estimates point 
out, for example, that at the current pace of irrigation improvement, it will take another 70 years 
until all potential schemes are upgraded. One may raise the issue of implementation capacity, 
but the construction or improvement of an irrigation scheme or a road in Eastern Nepal will not 
in any way detract from the ability to implement another possible scheme in another district in 
Western Nepal or Central Nepal. The level of engineering expertise required is simple and 
straightforward enough and staff members are available in most key agencies to have several 
projects under way concurrently. Therefore, no good reason can be found to explain why there 
should not be, for example, three ongoing rural infrastructure projects in different parts of the 
country, now that the procedures and methodologies for the implementation of such projects 
have already been established through earlier projects. This is, moreover, one way for ADB 
assistance to have a strong and meaningful impact, by concentrating limited resources in 
sectors where success has proven to be possible. 
 
168. In terms of particular sectors that should receive priority or emphasis in future strategies, 
this report has pointed out the importance of road transport to the country’s economy and the 
furtherance of the well-being of its people and, concomitantly, the relative dearth of road 
transport projects in the country assistance program over the last 15 years. A stronger 
emphasis on road or rural infrastructure projects is thus recommended. 
 
169. Modality Focus. The analysis undertaken during the evaluation shows a higher rate of 
success than average for sector loans and a lower rate of success than average for program 
and project loans that contain a large number of conditionalities.  
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170. On this basis, a primary recommendation would be that, whenever possible, sector loans 
would be a preferable modality to simple investment loans. Not only do they allow development 
to proceed within an overall sector perspective, they also include an inherent flexibility to adjust 
project designs to changing circumstances as projects are being implemented. They also allow 
extended preparation periods for subprojects, something that may be needed to ensure full 
beneficiary consultation and participation. Moreover, by approaching development on a sector 
lending basis, ensuring uniform policies and a long-term approach to institution building is 
possible. 
 
171. A further recommendation stemming from these observations would be that 
conditionality-based loans, such as program loans, should be used with caution. They should, of 
preference, be taken up only if focused upon a particular sector where policy or institutional 
adjustment is crucial to future investment project lending. From this perspective, sector 
development programs (of which there has so far only been one in Nepal) would seem to be a 
preferable modality to simple program loans.  
 
172. Large-Scale Projects. As noted earlier in this report, large-scale projects can have 
great benefits, and they can also present great challenges. Nonetheless, institutions such as 
ADB may be the only sources of financing for such investments, and well-planned and 
judiciously chosen large-scale projects could have a significantly beneficial impact on a 
significant portion of the population. They could, conceivably, even take the country to another 
plane of development. This CAPE thus does not recommend completely excluding large-scale 
projects from a future strategy or from the program in future years.  
 
173. It will, however, be important to ensure that possible large-scale projects are in 
conformity with the future strategy. In that context, it may be worthwhile for the CSPs to 
examine possible large-scale projects that might be suggested for the program within the next 
5 years to determine beforehand if there would be any that would meet the strategy criteria and 
also if the strategy itself would need to be adjusted to accommodate a particularly promising 
project. A further concern about large-scale projects is their potential for significant 
environmental and social impacts. These also need to be carefully assessed when considering 
their inclusion in a future CSP. 
 
174. Governance Projects and Programs. During the preparation of the CAPE and the 
analyses undertaken as well as during interdepartmental consultations, the question of 
governance projects and programs generated a large amount of discussion. Of particular 
concern was how relevant the Corporate and Financial Governance Project, Governance 
Program Loan, and Public Sector Management Program Loan were to the respective COSs. 
There can be little doubt about the importance of governance itself, as the CAPE report has 
elsewhere pointed out. Governance is one the three pillars of ADB’s poverty reduction strategy. 
Governance is also a central theme in the 1999 COS. The point in question is what steps could 
and should be taken as part of ADB’s lending program to assist the Government in improving 
governance.  
 
175. In the view of the CAPE team, relevant governance projects or programs would focus on 
improving governance within the context of the prevailing COS. In the case of the 1999 COS (as 
revised during the 2001 CSP), the overarching goal was stated as “to achieve sustainable 
reduction in poverty through (i) generation of productive employment opportunities and 
increased rural incomes resulting from faster and broader-based growth; (ii) equitable 
improvements in basic social services to enhance human development resulting in reduction of 
population growth; and (iii) improved governance.” The implementation and monitoring of the 
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APP was to be the main thrust of rural development efforts, and involvement in any sector or 
subsector was to require an assessment of the extent to which interventions met the criteria of, 
inter alia, (i) reducing poverty, directly or indirectly; (ii) providing evidence of government 
commitment to necessary policy and institutional reforms; and (iii) providing evidence of past 
success or progress from past interventions by ADB or other development partners. Without 
questioning the individual value of the projects and program loans mentioned above, the CAPE 
team believes that more relevant projects and program loans could have been identified. These 
could have focused on the governance of institutions directly involved in ADB operations in key 
sectors, such as the roads sector. ADB’s earlier involvement in improving governance through 
sector-based programs, such as the Agriculture Program Loan, the Industrial Sector Program 
Loan, and the Second Agriculture Program Loan, are good examples of a preferred path to 
follow and one that is closer to the overall intent of the strategy. In addition, efforts at improving 
governance within the overall context of the strategy could have focused on the restructuring of 
government institutions at the grassroots implementation level. Indeed, the 1999 COS 
suggested this by noting that “support to implement the Government’s initiative in 
decentralization, including for local administrations like village development committees and 
district development committees to plan and implement development activities and better serve 
local needs is also an important cross-cutting element of the strategy.” In this context, a 
program loan such as the Pakistan Decentralization Support Program24 would seem much 
closer to the type of intervention that would be relevant to the 1999 COS. Future interventions 
aimed at governance might thus be deemed more relevant if they are focused on priority sectors 
and institutions and are prepared within the overall context and philosophy of the strategy.  
 
C. Recommendations for the Government 
 
176. Ownership of and Direction for the Future Country Strategy Program. The ultimate 
beneficiaries of ADB operational programs are supposed to be the people of Nepal, represented 
by the Government. ADB staff members come and go, and ADB policies are changed; revised; 
and, at times, even rejected. While ADB aims at continuity in its staffing, most of the personnel 
preparing the next CSP will most likely not remain in Nepal throughout the whole CSP 
implementation period. The main stakeholder with a vested interest in the CSP will thus be the 
Government, which will ultimately be faced with implementing it over the full 5-year period. From 
that point of view, the Government must take ownership of the CSP and the CSP preparation 
process. It must clearly be made known to ADB consultants and personnel preparing the CSP 
what its points of view, policies, and constraints are and what it wants the CSP to emphasize. It 
needs to be active in providing guidance and feedback to the CSP preparation team. The 
Government’s development priorities and directions are spelled out in the Tenth Five-Year Plan, 
and the Government is responsible for ensuring that these policies and directions are 
incorporated into the CSP. 
 
177. Clear Presentation of Priorities, Policies, Issues, and Procedures. During the 
participatory workshop and individual meetings, many government personnel expressed firm 
opinions about ADB, its policies, and its business practices. They expressed concern about the 
drift away from the agriculture and/or rural sector in recent lending; the increasing number of 
thematic and policy-based loans, with difficult (and possibly unattainable) conditionalities; the 
number of excessively complex projects being placed in the program; and the deviation of 
project implementation arrangements away from established procedures. Concern was also 

                                                 
24 ADB. 2003. Report and Recommendation of the President to the Board of Directors on a Proposed Program and 

Technical Assistance Loans to the Islamic Republic of Pakistan for the Decentralization Support Program . Manila. 
(Loan 1936-PAK for $65.0 million, approved on 21 November 2002). 
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expressed about the lack of focus and, hence, impact of training programs. During consultations 
on the next CSP, Government representatives must ensure that these concerns are raised and 
communicated to ADB’s CSP preparation team in a constructive manner. Because nothing can 
be gained by commenting after the fact, raising these issues at the time of CSP preparation, so 
that they can be addressed in the strategy and guidance can be provided to future country 
programming and project formulation missions, is much more critical. 
 
178. Enhanced Monitoring of Ongoing and Completed Projects. ADB-financed projects 
and TA activities are not really ADB projects, they are the Government’s projects. To make 
maximum use of the resources available to it, which include ADB loans and TAs, the 
Government must ensure that these resources are being used efficiently. Proper and effective 
project implementation is much more important to the Government than ADB, which will 
ultimately be able to reclaim at least the loan funds it provides. However, few mechanisms are 
available to the Government to monitor the implementation or the operation of its projects. 
Moreover, monitoring is considered a low-priority expense. In the long run, this attitude is 
counterproductive and will surely cost the country substantial sums in lost resources. 
Consideration should be given to a small monitoring unit that could be established in one of the 
key ministries (perhaps the Ministry of Finance or the Planning Commission) to keep tabs on the 
implementation and operation of development partner-financed projects, so that problems can 
be quickly brought to the attention of the responsible decision makers in the Government and 
ADB. 
 
179. Operation and Maintenance Financing. Significant strides were made in addressing 
the issue of O&M financing for completed projects. The Road Fund should help reduce many of 
the problems earlier encountered in that sector, and the involvement of beneficiaries in O&M 
financing for agriculture and water supply projects should also help improve sustainability in 
those sectors. However, O&M financing was still raised as an issue during the participatory 
workshop and it clearly continues to be of significant concern. In a similar vein to the 
recommendation made regarding monitoring, the ultimate parties to suffer from poor O&M are 
the Government and the country. Resources allocated to project implementation will be lost if 
completed projects are not maintained. Sustainability should thus be an issue and consideration 
on the part of the Government from the time a project is identified and should continue to be 
such after it has been physically completed. 



Major Funding Agency Loan Grant Loan Grant Loan Grant Loan Grant Loan Grant Loan Grant Loan Grant

Multilateral Agencies
ADB 252.7  4.2      255.0   4.3       80.0       24.2       54.7    3.8      50.0     4.2       692.4        40.7          62.6         6.3            
EC 15.0       — 15.0          — 2.3            
EU/EEC 23.0     — 23.0          — 3.6            
IFAD 8.9         8.9            — 0.8           —
IMF — — — —
OPEC Fund 8.3      11.0       19.3          — 1.7           —
UNICEF 53.4       0.1      — 53.5          — 8.3            
UNIFEM — — — —
UNDP 3.3       7.5         — 10.8          — 1.7            
World Bank 127.6     12.5    59.8     199.9        — 18.1         —
WFP 25.8    15.0       — 40.8          — 6.3            
Others — — — —
   Subtotal 261.0  30.0    255.0   7.6       227.5     115.1     67.2    3.9      109.8   27.3     920.5        183.9        83.2         28.4          

  
Bilateral Agencies   

Belgium 2.2      2.2            — 0.2           —
Canada 2.8      2.9       — 5.7            — 0.9            
China, People's Republic of 6.3      13.7     — 20.0          — 3.1            
Denmark 19.1       59.5    — 59.5          — 9.2            
Finland 4.5      1.9      11.5     — 17.9          — 2.8            
France 2.5       1.9       2.5            1.9            0.2           0.3            
Germany 0.2       37.4       50.4    21.0     — 71.6          — 11.1          
India — — — —
Japan 8.8      153.0   11.0     16.9       42.7    72.1     153.0        134.6        13.8         20.8          
Korea, Republic of 13.2       13.2          — 1.2           —
Kuwait Fund 5.0      5.0            — 0.5           —
Netherlands 5.7      3.9       — 9.6            — 1.5            
Norway 2.4      25.1     — 27.5          — 4.3            
Saudi Fund for Development 10.5       10.5          — 0.9           —
Switzerland 2.6      2.2       3.3         4.7      4.3       — 13.8          — 2.1            
United Kingdom 5.0      25.4     5.4         2.6      — 33.0          — 5.1            
USA 9.1      30.0     14.3       17.0    2.0       — 58.1          — 9.0            
Others 10.2     — 10.2          — 1.6            
   Subtotal — 30.0    155.5   80.9     23.7       96.4       7.2      196.0  — 156.5   186.4        463.4        16.8         71.6          

  
             Total 261.0  60.0    410.5   88.5     251.2     211.5     74.4    199.9  109.8   183.7   1,106.9     647.2        100.0       100.0        

Sources: Various country assistance plans of Nepal. 

— = not available, ADB = Asian Development Bank, EC = European Council, EU = European Union, IFAD = International Fund for Agricultural Development, IMF = International Monetary Fund, OPEC = Organization of Petroleum 
Exporting Countries, UNICEF = United Nations Children's Fund, UNIFEM = United Nations Development Fund for Women, UNDP = United Nations Development Programme, WFP = World Food Programme, USA = United States of 
America.
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COUNTRY OPERATIONAL STRATEGIES (1988–2003) 
 
A. Summary of Country Operational Strategy, March 1988 
 
1. The country operational strategy (CSS) of March 1988 recommends that the Asian 
Development Bank (ADB) concentrate on (i) improving the productivity of agriculture; 
(ii) containing factors that threaten future agriculture productivity (principally deforestation); 
(iii) enhancing industrial development, especially by the private sector; and (iv) developing 
supporting physical and social infrastructure. 
 
2. To achieve increased output and productivity of agriculture, efforts should be directed to 
enhancing food adequacy and diversification into cash crops, horticultural efforts, and animal 
husbandry. This will entail intensification of agricultural production in the Terai and in selected 
hill areas by fuller exploitation of existing irrigation facilities, selective expansion of irrigation, 
and overall improvement of the effectiveness of support services and the availability of key 
inputs, including fertilizer, credit extension, and research. In the forestry subsector, a concerted 
effort to reduce deforestation is urgently needed, particularly in the hills, since agriculture 
productivity is threatened by the loss of forest cover and the downstream problems of soil 
erosion, landslides, and sedimentation in rivers. 
 
3. In view of the relatively small and underdeveloped state of the industrial sector and the 
limited capacity of industrial sector institutions, including financial institutions, the scope for ADB 
assistance in this sector is likely to be modest in the medium term. Nevertheless, ADB should 
look for opportunities to stimulate the development of this sector and pair financing with 
technical assistance (TA) for institution building and sector policy support, as appropriate. 
 
4. Considering the rugged terrain of the country, an appropriate transport infrastructure 
must be in place to move inputs to farmers and outputs to market. In light of the landlocked 
position and rugged terrain of the country, air transport also assumes significance for 
international tourism and regional integration. 
 
5. Hydropower development in Nepal provides a unique challenge because of its potential 
for foreign exchange earnings, substitution for imported fuels and fuelwood, and ability to meet 
the needs of Nepal's growing industrial sector. The 400-megawatt hydropower Arun-3 Project 
was identified as the next generation project to be developed in Nepal's least-cost development 
sequence. The project's detailed design phase was to commence in October 1988. Although 
ADB's historical role was in transmission and distribution, the time is appropriate for ADB to 
expand its role through strong support to this important hydropower project. 
 
6. ADB should provide assistance on a selective basis to the social sectors, such as 
education and water supply, keeping in view the availability of grant financing by other 
development partners for this sector. 
 
7. Within the broad parameters set out in Nepal's development strategy, ADB should give 
priority to devoting its resources and energies to reducing binding constraints and critical 
bottlenecks. ADB should continue to provide assistance to strengthen the institutional capacity 
of government agencies, including various executing agencies and ministries and planning 
agencies. Any positive move by the Government for privatization of public enterprises, 
whenever appropriate, should be supported by ADB, so as to conserve on limited administrative 
resources. Further institution building, human resources development, and public administration 
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reforms should be strongly supported under ADB's program to enhance the effectiveness of 
ADB operations. 
  
B. Asian Development Bank’s Operational Strategy in Nepal, April 1993 
 
8. ADB's operational strategy in Nepal in the near-to-medium term1 will focus on poverty 
reduction through broad-based, labor-absorbing economic growth. Since agriculture is the 
backbone of the economy, accounting for over 55% of the gross domestic product (GDP) and 
90% of employment, this sector will need to receive substantial attention, together with physical 
infrastructure and energy, tourism, and industry. In each case, the guiding criterion to qualify for 
ADB support will be a sector’s growth-enhancing effect. To enable the poor to take advantage of 
the employment and income-earning opportunities deriving from growth, targeted efforts will be 
made in the social sectors to enhance the productivity of the poor and raise their incomes. 

 
9. The strategy explicitly recognizes that many development projects suffered from serious 
implementation difficulties, often aggravated by policy constraints, systemic deficiencies, and 
institutional weaknesses. The strategy, therefore, calls for increased efforts by ADB in the 
implementation of ongoing projects. The strategy also emphasizes efforts aimed at improving 
the absorptive capacity of institutions by (i) operating within the context of an appropriate 
macroeconomic and sector policy framework, (ii) providing TA, and (iii) supporting institutional 
strengthening measures. The strategy also calls for a more realistic assessment of the 
institutional, implementation, and absorptive capacities of the particular sectors and subsectors 
where potential new or additional investments are being considered. Essentially, then, the 
strategy calls for a more discriminating emphasis on the quality of projects in their selection and 
design and more intense involvement by ADB in project implementation. 
 
10. In all potential investments, but particularly in the social sectors and those requiring 
substantial grassroots involvement in the design and implementation of projects, the strategy 
calls for ADB to pursue its overall objectives in Nepal through a shared approach with other 
development partners, particularly in activities where other aid agencies might have a distinct 
comparative advantage over ADB in the Nepalese context. This shared approach might extend 
from entering into cofinancing arrangements to joint implementation to not pursuing any activity 
in a particular subsector, important as it might be (population planning and control, for example, 
where United Nations agencies, World Bank, and some bilateral sources of aid are actively 
involved), if the needs of that subsector are already adequately taken cared of or constraints of 
absorptive capacity are obvious.  
 

1. Sector Strategies  
 

11. Agriculture and Rural Development. The relative size of the agriculture sector, which 
accounts for over 55% of GDP, and its dominant position as a source of employment signals its 
importance as a contributor to economic growth, generally, and to income-earning opportunities 
for the majority of the population. Agriculture development must, therefore, be a central feature 
of ADB's medium-term strategy. Over the longer term, however, as population density on 
cultivated land already far exceeds that of all other South Asian countries, whose land is 
                                                 
1  This strategy formulation was prepared for a 3–5 year horizon. While it is expected that this strategy will remain 

broadly valid over this period, relevant changes in political and economic circumstances may warrant a change in 
the details of the strategy that will be accommodated through the annual cycle of preparing the country operational 
strategy. 
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generally much more fertile, growth outside the sector will have to assume an increasing share 
of the country's GDP to be able to absorb the increasing manpower.  
 
12. Empirical evidence points to the considerable scope for increasing the level of 
agriculture production. Average yields are far below the regional averages, and there is no 
technical constraint to their increase. Most estimates indicate that food and cash crops 
production could double with improved seed and fertilizer use, enhanced up to levels in 
neighboring countries with similar natural resources. The impact of this would be of major 
significance, as nutritional standards would improve, household incomes would rise, surplus 
incomes would be generated, and environmentally sensitive areas would experience reduced 
pressure.  
 
13. Given past experience, however, investments in the sector should be articulated in a 
more orderly and strategically conscious fashion. This implies following a sequence of projects 
that promise to maximize the overall return of ADB's investments in the sector, in accordance 
with the strategic objective set for the country of relieving poverty mainly through growth- 
enhancing initiatives. In particular, in attempting to achieve the overall objectives of sector 
growth, it is deemed counterproductive to spread assistance thinly across all subsectors and 
geographical areas. Unlike in the past, investments in agriculture will need to be directed at 
projects and areas where the marginal returns are high. For the latter, evidence at hand 
indicates that the areas where dynamic agriculture growth might most expeditiously be expected 
are in the Terai and readily accessible hill areas. ADB should, therefore, concentrate its efforts 
in these areas. 
 

2. Physical Infrastructure 
 

a. Transport 
 

14. ADB believes that when the East-West Highway is completed, tentatively set for 1993, 
the thrust of short-term future involvement should shift away from new large-scale construction 
toward the rehabilitation and maintenance of existing roads. Budgetary support is a perennial 
problem: allocations for rehabilitation and maintenance are equivalent to less than 1.0% of 
GDP, whereas it is estimated that, at a minimum, allocations should amount to 2.5% of GDP, if 
road deterioration is to be prevented. ADB will need to press the Government to fund operation 
and maintenance more adequately. Moreover, institutional weaknesses that have hampered 
efficient implementation of projects (e.g., the lack of capacity of the local contracting industry) 
should be addressed as a matter of priority.  
 
15. The shift toward rehabilitation, however, does not rule out completely the construction of 
new roads, such as feeder roads, to increase accessibility of areas with substantial growth 
potential or crucial missing links between existing highways aimed at enhancing the efficiency of 
the road system. Eventually, some consideration may be given to strategic north-south road 
links. Nevertheless, ADB involvement in road construction will, as in other sectors, be 
contingent upon an adequate consideration of the institutional and resource constraints. 
 

b. Urban Development 
 

16. ADB should play a role in the formulation of integrated and affordable urban 
development projects to improve the access of the population to urban amenities and avoid 
environmental deterioration of urban areas. Such projects should be designed to improve the 
urban environment, reduce urban poverty, and foster improved management of urban 



 Appendix 2 48

infrastructure. The strategy should also encompass the promotion of private sector participation, 
both financially and managerially, and the strengthening of sector institutions, so that they can 
participate effectively in the development and expansion of housing finance, urban facilities 
pricing, and municipal administration. In designing its program of urban assistance, ADB must 
be cognizant of the past overconcentration of investment in urban areas, at the expense of rural 
development. The Government has a clear preference for investments in rural areas and has 
indicated that it will be highly selective in its borrowings for urban development. ADB should 
ensure that its urban development projects are growth enhancing (for instance by incorporating 
components aimed at tourism development) and offer substantial benefits to the urban poor.  
 

c. Water Supply and Sanitation 
 
17. ADB's role in this sector should focus on the twin objectives of expanding coverage of 
safe water supply and sanitation and supporting community-based approaches in the 
construction and management of water supply projects. Current coverage is far below the 
Government's target of 77% for water supply and 31% for sanitation by the year 2000. ADB was 
recently heavily involved in this sector, through three sector loans, and will be focusing its 
attention on their satisfactory implementation and in strengthening institutions during the next 
few years. Subsequent interventions will be shaped by experience gained in implementing 
ongoing projects and addressing the shortcomings in the sector's absorptive capacity.  
 

d. Energy  
 
18. A number of alternatives for the long-term development of the energy sector are being 
considered, and these will be identified in the Government's forthcoming power development 
strategy, which is currently under preparation. ADB can play a useful role in supporting better 
use of power and/or energy in Nepal, both from a domestic demand perspective and an export 
market potential.  
 
19. Two large hydropower projects (i.e., Kali Gandaki and Arun-3), are currently under 
consideration. As part of the ongoing processing of both projects, ADB will have to be satisfied 
that the operational efficiency and financial viability of the National Electricity Authority was 
properly strengthened. This would include adjustments of tariffs and adequate measures to 
reduce system losses from the present high levels (about 25%). 
 
20. The scale and lumpiness of the prospective hydropower investments raises the specter 
that it might crowd out ADB involvement in other sectors in Nepal. While some scaling back of 
new commitments to other sectors cannot be ruled out, such an outcome should occur not 
because of a need to make room for investment in the energy sector but as an intrinsically 
defensible reaction to deficiencies in Nepal's absorptive capacity. Indeed, should ADB become 
involved in financing hydropower expansion, the overall scale of its lending program will 
increase, perhaps substantially in the short run.  
 

e. Tourism 
 
21. For the period of this review, ADB should encourage the Government to facilitate private 
sector operations through improved links between the sector and the economy, by improved 
marketing, and through support of infrastructure and services. Specifically, ADB support should 
be directed to (i) the development and expansion of domestic civil aviation and, through the 
ADB's Private Sector Department, catalytic investments in areas such as airlines and hotels; 
and (ii) the environmental protection of popular tourist destinations. 
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f. Industry, Trade, and Finance  
 
22. The focus of ADB efforts should be directed toward providing adequate incentives for 
deepening export-oriented industrial development, including tourism-related industries. In 
connection with its forthcoming Industrial Sector Program Loan, ADB is striving to foster private 
sector initiatives by supporting reforms in trade and industry, including eliminating price 
distortions, reducing biases against export, strengthening concerned government institutions, 
and easing administrative bottlenecks. The aim of this exercise is to boost manufacturing and 
service activities (mainly real estate and tourism and banking) and encourage the involvement 
of foreign investment in these sectors. Unlike in the past, ADB should refrain from direct 
involvement in public sector enterprises and should, as an element of its strategy, support the 
disengagement of the public sector from active involvement in manufacturing where the record 
is dismal and the ensuing burden on public finance large. ADB support for the development of 
the small and medium enterprises where most of employment generation can be expected 
would appropriately follow the ongoing reforms of the overall industrial, trade, and financial 
sectors. ADB involvement in hydropower will support industrial growth, as with the current 
electricity shortage, little further progress is possible.  
 

g. Human Resources Development  
 
23. ADB’s strategy for the social sectors supports the Government's view that access to 
social services, such as education and health care, are not only basic human rights but are also 
prerequisites for economic growth and development. The needs of this sector are huge and 
obvious, given the poor state of human resources development in Nepal. However, in designing 
an appropriate strategy for this sector, two factors need to be remembered: (i) existing or 
planned commitments for education, health, and population programs from several development 
partners, including ADB, are already straining the fragile financial and institution-related 
absorptive capacities in these sectors; and (ii) the Government's preference is to seek grant 
funds for social sector investments to the extent possible. ADB's strategy is cognizant of both 
these issues.  
 

h. Private Sector: A Growing Asian Development Bank Role  
 
24. ADB should play a strong role, though primarily of a catalytic nature, in supporting 
enhanced private sector involvement in Nepal's development. This role is chiefly to stimulate 
policy changes bearing on foreign investment, domestic capital markets, and regulatory 
framework liberalization that will encourage greater private sector participation.  
 

3. Executive Summary of the Country Operational Strategy for Nepal, July 
1999 

 
25. The overarching goal of the new operational strategy is to achieve a sustainable 
reduction in poverty through (i) generating productive employment opportunities and increased 
rural incomes, resulting from faster and broad-based economic growth; (ii) improving basic 
social services  equitably to enhance human development resulting in reduced population 
growth; and (iii) protecting and improving the environment to sustain gains.  
 
26. A major difficulty in achieving these objectives is the lack of efficiency, predictability, 
transparency, and accountability in key development and market institutions. Thus, building the 
effective institutions needed to implement socioeconomic development in a market economy is 
the strategic approach of the new strategy.  
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27. Improved governance will require policy and institutional reforms, particularly to 
strengthen key institutions in undertaking a changing role to promote private sector participation. 
Support to implement the Government’s initiative in decentralization, including for local 
administrations, such as village development committees and district development committees, 
to plan and implement development activities and better serve local needs is also an important 
crosscutting element of the strategy. Other strategic elements include private sector 
development, gender equity, and subregional cooperation.  
 

a. Sector and Subsector Focus  
 
28. ADB support to particular sectors and subsectors will depend on progress toward 
strengthening the policy and institutional environment in these sectors. A clearly documented 
assessment of the policy and institutional environment will be required prior to consideration of 
new investment projects. Longer term TA will support the policy and institutional reforms needed 
to create such an environment. To effectively use ADB’s limited concessional resources, a 
sharper focus on fewer sectors and subsectors will be necessary. In narrowing ADB's focus, 
future involvement in any sector or subsector will require an assessment of the extent to which 
the following criteria are met:  

(i) Interventions will contribute directly or indirectly to reducing poverty.  
(ii) Evidence exists of the Government’s commitment to necessary policy and 

institutional reforms and of adequate institutional capacity to implement these 
reforms.  

(iii) ADB will play a substantive role in a sector or subsector where it has a 
comparative advantage.  

(iv) Interventions will play a catalytic role in mobilizing additional financing from 
official and/or private sources.  

(v) Interventions will support the development of a competitive market economy.  
(vi) Evidence exists of success or progress from past interventions of ADB or other 

development partners, including compliance with loan covenants.  
 

29. Based on the assumptions2 of ADB’s current indicative planning figure and the intensity 
of involvement in any sector over a period of time to sustain desired development impact, ADB 
would focus on up to 10 sectors or subsectors, compared with 18 sectors or subsectors3 in the 
past. Ten indicative sectors and subsectors are identified to allow future ADB assistance to 
focus on the three operational objectives that include (i) promoting economic growth, 
(ii) enhancing human development, and (iii) protecting and improving the environment. The 
sectors and subsectors include (i) agriculture, (ii) irrigation, (iii) roads, (iv) power, (v) finance, 
(vi)  education, (vii) health, (viii) water supply and sanitation, (ix) environment improvement, and 
(x) natural resources management.  
 
30. Implementation and monitoring of the Agriculture Perspective Plan (APP) will be the 
main thrust of rural development efforts. Key areas of assistance will be agriculture technology, 
irrigation, rural roads, rural electrification, and rural finance. Improvement of corporate 

                                                 
2  Assuming ADB’s annual lending of $80 million a year and average loan size of $20 million in Nepal, ADB will revisit 

the sector with an investment project every 4 years to support the momentum of institutional and policy reform 
measures. For a 10-year period, which is a reasonable time frame for sustainable development, ADB can assist up 
to 10 sectors  and subsectors. 

3 These include forestry, irrigation, crop diversification, aquaculture, livestock, rural roads, rural credit, primary 
education, secondary education, technical and vocational education, highways, civil aviation, tourism, rural water 
supply and sanitation, urban development, power generation, power transmission and distribution, and industrial 
development. 
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governance and legal regulatory functions of prudential agencies within the framework of 
financial sector reform will help to develop the necessary environment for effective resource 
mobilization as a key to private sector development. Support to infrastructure will focus on roads 
and hydropower development, with emphasis on promoting private sector participation in 
infrastructure development. ADB aims to promote human development with support to basic 
education, health, and water supply and sanitation. Environment protection and improvement 
will be supported through environmental management and watershed rehabilitation and 
management.  
 
31. Tourism will be promoted through public and private partnership in improving 
environmental management, particularly to enhance rural tourism. Actual sector and subsector 
involvement will, however, be assessed and justified during the annual country programming, 
based on the preceding criteria.  
 

b. Modalities and Levels of Asian Development Bank Involvement  
 
32. While the strong emphasis on policy and institutional reform in ADB's strategy may 
suggest a need for program lending, past ADB experience with this modality in Nepal was not 
encouraging. Any additional quick-disbursing program loan will be jointly formulated with the 
Government. Important elements of such assistance would include demonstrated government 
and community commitment and stakeholder support of the reform measures, while institutional 
arrangements for effective implementation need to be carefully assessed and agreed upon. In 
this regard, ADB needs to closely monitor and learn from experiences in implementing the APP 
and the ongoing program loan in the agriculture sector, which supports liberalization of fertilizer 
trade and shallow tubewell irrigation facilities and related institutional reforms that promote 
private sector participation.  
 
33. The emphasis in the strategy on sector development modalities implies a more important 
role for economic and sector work, as well as longer term advisory and operational TA in 
sectors and areas where ADB plays a leading role in policy dialogue and institutional reform. 
Presently, the sectors include agriculture and rural development, rural finance, water supply and 
sanitation, power, private sector development, governance, and civil service reform. Immediate 
priorities for economic and sector work include institutional support to decentralization, public 
administration and civil service reform, corporate governance improvement, and APP 
implementation.  
 
34. ADB will support institutional and policy analysis aimed at improving the efficiency of 
service delivery for road; power; education, including lower secondary education; health; water 
supply and sanitation; urban services; and environmental management, with an emphasis on 
promoting private sector participation or public and private partnership. ADB will work more 
closely with stakeholders to build support for policy recommendations and will cooperate with all 
interested aid agencies in undertaking sector work, so as to assist in developing consistent 
approaches. Risks affecting the successful implementation of the new strategy include internal 
and external risks. Internal risks include (i) continued political instability that diverts resources 
and attention from a focus on development priorities and agenda, and (ii) a lack of political 
commitment to undertake necessary reform measures to develop an appropriate policy and 
institutional environment that will ensure effective private and public investments. The majority 
Government, elected in May 1999, may provide better prospects for political stability. The 
external risk relating to the impact of the Asian financial crisis and international downturn is 
considered minor, relative to the internal risks. A key risk, however, lies within ADB. The 
strategy emphasizes participatory approaches at all stages of the project cycle and recognizes 
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that much greater emphasis needs to be given to institutional development. Both institutional 
building and participatory processes are time-consuming.  
 
35. Difficult topography and a limited transport network will require relatively more time for 
domestic travel to rural areas. The new strategy, therefore, requires ADB’s commitment to 
allocating greater staff and time resources, including those to the Nepal Resident Mission, to 
effectively formulate, supervise, monitor, review, and evaluate assistance and interventions in 
Nepal. 



 

 
 

Title
Date 

Approved

Amount per 
Loan 

Document         
($ '000s) Cancellation

Original 
Completion 

Date

Actual 
Completion 

Date PCR PPAR

Irrigation Sector Project 22 Nov 1988 36,300 13,305 26,646 31 Dec 1994 30 Jun 1997 generally successful

Agriculture Program 24 Nov 1988 55,000 0 55,667 31 Dec 1990 5 Jul 1991 no rating partly successful

Second Water Supply Sector Project 31 Jan 1989 13,821 708 13,113 31 Dec 1993 31 Dec 1995 generally successful

Secondary Crops Development Project 27 Jun 1989 11,400 0 5,347 31 Dec 1996 31 Dec 1997 partly successful
Technical Education and Vocational Training Development 28 Sep 1989 11,800 800 12,579 31 Dec 1995 30 Sep 1997 generally successful successful

Second Road Improvement Project 09 Nov 1989 50,000 1,820 53,560 30 Jun 1994 30 Jun 1997 generally successful

Special Assistance for Oil Supply 14 Nov 1989 31,500 23,489 10,965 30 May 1992 31 May 1997 partly successful

Seventh Power Project 11 Jan 1990 51,000 0 53,630 31 Aug 1994 9 Aug 1997 successful

Third Small Farmers Development Project 04 Oct 1990 30,000 0 31,859 31 Dec 1994 21 Nov 1997 partly successful

Forestry Program Loan 23 Oct 1990 40,000 20,022 20,968 31 Dec 1995 15 Jul 1996 partly successful partly successful

Sixth Agricultural Credit Project 31 Oct 1991 35,000 0 35,474 10 Mar 1996 10 Mar 1996 unsuccessful

Rajapur Irrigation Rehabilitation Project 31 Oct 1991 16,620 0 16,596 31 Dec 1997 21 Mar 2001 successful

Upper Sagarmatha Agricultural Development Project 31 Oct 1991 13,260 2,031 11,189 30 Jun 1999 —

Primary Education Development Project 05 Dec 1991 19,500 5,886 13,614 31 Dec 1997 31 Mar 2000 partly successful

Tourism Infrastructure Development Project 16 Jan 1992 10,400 2,343 8,057 31 Dec 1996 31 Dec 1997 generally successful partly successful

Third Water Supply and Sanitation Sector Project 25 Jun 1992 20,000 311 20,505 30 Jun 1997 31 Dec 1997 generally successful

Secondary Education Development Project 24 Nov 1992 12,600 6,088 6,512 31 Dec 1998 30 Jun 2000 successful

Industrial Sector Program 27 Apr 1993 20,582 0 20,741 31 Dec 1995 12 Dec 1997 generally successful successful

Microcredit Project for Women 24 Jun 1993 5,000 1,261 3,695 31 Dec 1999 30 Jun 2002 successful  

Kathmandu Urban Development Project 29 Jun 1993 12,016 4,524 7,492 30 Jun 1998 31 Oct 1999 partly successful partly successful

Irrigation Management Transfer Project 13 Sep 1994 12,910 0 6,475 31 Dec 2001 —

a

b Loan disbursements for active projects are based on data from latest project performance report.
c ADB loan was denominated in special drawing rights (SDR), and due to the depreciation of the dollar against SDR, the loan amount increased to $39.95 million, from $36.30 million at appraisal.
d ADB loan was SDR42.622 million or $55.0 million equivalent at loan appraisal.
e ADB loan equivalent after partial cancellation of $ 1million equivalent in December 1993.
f This loan had a change in scope in June 1992.  Project cost now stands at $7.0 million, from $15.1 million and ADB financing was reduced from $11.4 million to $5.35 million. 
g ADB loan was SDR9.386 million (equivalent to $11.8 million). Due to the appreciation of SDR against the US dollar, the loan amount increased to $13.4 million.
h

I ADB loan was SDR40.539 million (equivalent to $51.0 million).  Due to currency fluctuations, the loan amount increased to $53.6 million.
j ADB loan was SDR25.585 million (equivalent to $35.0 million). Due to currency fluctuations, the loan amount increased to $35.5 million.
k The estimated project cost at appraisal was $20.7 million. The project reformulation and loan reallocations estimated a total project cost of $20.5 million.
l

m

n

o

p

q The loan closing date was revised from 30 June 2002 to 30 June 2004.

 

ADB Loan (US$ '000) Completion Date

0987

0923c

0924d

1113k

Ratings

DisbursementsbLoan No.

Continued on next page

0974g

0982h

1237o

— = not available, ADB = Asian Development Bank, PCR = project/program completion report, PPAR = project/program performance audit report. 

1040

1112j

ADB loan was SDR40.291 million (equivalent to $50.0 million). Due to the appreciation of SDRagainst the US dollar, the loan amount increased to $55.0 million.  In July 1994, the Board of Directors approved a reallocation of $1.8 million 
to Loan 651-NEP(SF): Feeder Roads Project .

Excludes Loan 936-NEP(SF) (Second Tribhuvan International Airport Project -2nd Supplementary Loan, approved on 15 December 1988 for $8.0 million) since this is a supplementary loan to the Second Tribhuvan International Airport 
Project approved in 1978 for $20.0 million.

ADB loan was SDR14.27 million (equivalent to $19.5 million). The loan was reduced to $13.6 million after three cancellations of the loan surplus balance of $5.9 million, due to replacement of the loan with grant funds from other aid 
agencies, additional government financing, trainee reduction, and rupee devaluation.

0949e

0964f

1011i

1037

1114

1141l

1156

1240p

1165

1196m

1229n

ADB loan was SDR8.73 million (equivalent to $12.6 million). ADB loan was reduced to $6.5 million after three cancellations of the loan surplus balance of $5.6 million, due to the replacement of part of the loan by a grant from another aid 
agency, reduction of actual costs of equipment, and devaluation of the rupee.

1311q

 Approved Projects to Nepal (1988–2003)a

ADB loan was SDR15.000 million (equivalent to $20.6582 million ).The loan was increased to $20.7 million, due to currency fluctuations.
The actual project cost for Loan 1237-NEP: Microcredit for Women  Project was higher than the appraisal estimate because after June 2000, some of the branches of participating banks and FI-NGOs and SCCs continued the credit 
component through their own funds or from apex institutions.
ADB loan, originally set at $12.0 million equivalent, was reduced to $7.5 million, after cancellations of $3.3 million (November 1995), $0.7 million in (August 1999), and $0.6 million (at loan closing). Total costs increased despite 
cancellations because of substantial costs for land pooling.
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Loan No. Title
Date 

Approved

 Loan 
Amount per 

Loan 
Document ($ Cancellation

Original 
Completion 

Date

Actual 
Completion 

Date PCR PPAR

Third Road Improvement Project 21 Sep 1995 40,000 17 34,932 31 Dec 2000 30 Jun 2000 successful

Second Irrigation Sector Project 16 May 1996 25,000 0 22,661 30 Jun 2002 —

Rural Infrastructure Development Project 27 Jun 1996 12,200 0 8,721 31 Dec 2002 —

Second Tourism Infrastructure Development Project 2 Jul 1996 17,200 0 10,919 30 Jun 2001 —

Kali Gandaki "A" Hydroelectric Project 23 Jul 1996 160,000 0 140,668 15 Jan 2001 May 2002 successful

Third Livestock Development Project 19 Sep 1996 18,300 0 10,142 31 Dec 2002 —

Fourth Rural Water Supply and Sanitation Sector Project 24 Sep 1996 20,000 0 18,512 31 Dec 2001 —

Tribhuvan International Airport Improvement Project 23 Jan 1997 27,000 2,777 21,844 30 Jun 2001 31 Dec 2002 partly successful

Second Agriculture Program 22 Jan 1998 50,000 0 48,881 31 Jul 2000 30 Jun 2000 successful

Community Groundwater Irrigation Sector Project 26 Feb 1998 30,000 0 2,485 31 Dec 2004 —

Melamchi Water Supply (Engineering) Project 10 Nov 1998 5,000 379 4,437 30 Jun 2000 31 Mar 2002 successful

Rural Microfinance Project 8 Dec 1998 20,000 0 4,146 31 Dec 2004 —

Rural Electrification, Distribution, and Transmission Project 21 Dec 1999 50,000 0 70 31 Dec 2004 —

Small Towns Water Supply Sanitation Sector 12 Sep 2000 35,000 0 1,763 30 Jun 2006 —

Crop Diversification Project 9 Nov 2000 11,000 0 2,381 31 Dec 2006 —

Corporate and Financial Governance Project 14 Dec 2000 7,300 0 907 31 Dec 2004 —

Melamchi Water Supply Project 21 Dec 2000 120,000 0 3,407 30 Sep 2006 —
 Teacher Education Project 24 Sep 2001 19,600 300 1,766 31 Dec 2007 —

Governance Reform Program 27 Nov 2001 30,000 0 11,923 31 Dec 2005 —

Road Network Development Project 13 Dec 2001 46,000 0 1,333 30 Jun 2007 —

Secondary Education Support Project 20 Sep 2002 30,000 0 500 31 Mar 2008 —

Urban and Environmental Improvement Project 10 Dec 2002 30,000 0 900 30 Sep 2009 —

Public Sector Management Program 8 Jul 2003 35,000 0 20,000 31 Dec 2004 —
Community-Based Water Supply and Sanitation Sector Project 30 Sep 2003 24,000 0 0 31 Dec 2009 —
Kathmandu Valley Water Services Services Sector (Program 
Loan)

18 Dec 2003 5,000 0 0 30 Jun 2005 —
Kathmandu Valley Water Services Services Sector (Project 
Loan)

18 Dec 2003 10,000 0 0 31 Dec 2010 —

Community Livestock Development 19 Dec 2003 20,000 0 0 30 Jun 2010 —

Total 1,406,309 86,061 807,982 24 6

Total Projects 47

Total Loans 48
r ADB loan was SDR25.649 million (equivalent to $40.000 million). The loan was reduced to $34.950 million, due to the depreciation of special drawing rights from the time of loan negotiation to the loan closing date.

Sources: Lotus Notes Database on Loans, Technical Assistance, and Equity Approvals; Loan Financial Information System; PCRs; and PPARs.The loan closing date was revised from 31 December 2002 to 30 June 2003.
t The loan closing date was revised from 30 June 2003 to 30 June 2005.
u The loan closing date was revised from 31 December 2001 to 31 March 2003.
v The loan closing date was revised from 15 July 2001 to 31 December 2003.
w The loan closing date was revised from 31 July 2003 to 31 July 2004.
x ADB loan was SDR18.644 million (equivalent to $27.0 million). The loan amount was reduced to $24.6 million due to currency fluctuations.
y ADB loan was SDR36.5 million (equivalent to $50.0 million). The loan amount was reduced to $49.0 million due to currency fluctuations.
z ADB loan was SDR15.585 million (equivalent to $19.6 million). The loan amount was reduced to $19.3 million due to cofinancing by the Danish Government.

aa Loans 2008, 2058, 2059, and 2071 have no back-to-office reports yet. Inception missions are to be fielded during the first quarter of 2004.
bb Loans 2058 and 2059 are treated as one project.

ADB Loan (US$ '000) Completion Date Ratings

1512x

1461w

1464

Approved Projects to Nepal—Continued

1452v

1377r

1450t

1451u

1876

1640

1650

1732

1755

1820

1840z

1604y

2008aa

1437s

2002

1861

2071aa

Disbursementsb

Sources: Lotus notes dtabase on loans, technical assistance, and equity approvals; loan financial information system; PCRs; and PPARs.

2058aa/bb

2059aa/bb

1917

1966

1778

1811

1609
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CORRESPONDENCE OF THE LENDING PROGRAM TO THE 
COUNTRY OPERATIONAL STRATEGIES 

 
1. An analysis was undertaken to see how closely annual lending programs (ALPs) 
conformed with the priorities of the three country operational studies (COSs) and also how 
closely the overall lending program over the whole COS period followed the COS.  This entailed 
a look at lending proposals on a year-by-year basis (based on each year’s country assistance 
plan [CAP]) and an analysis of the projects actually approved by the Board of Directors from the 
time a COS was approved until the next COS became current.1 The analyses undertaken and 
the results are presented in the following paragraphs. 
 
A. From Country Operational Strategy to Annual Lending Program 
 
2. An attempt was made to see how closely firm projects in each year’s lending program 
aligned with the respective COS.  Theoretically, ALPs should closely reflect the priorities of the 
COS.  The most meaningful basis for such an analysis is the list of firm projects in the CAP for a 
particular year. This is meant to indicate to the Government and the Board which projects will be 
approved in that year.   
 
3. An examination of each year’s ALP was thus undertaken (Table A4.1).  Surprisingly, this 
shows that most projects were included as firm loans in at least two ALPs. Some projects were 
included in up to five. One project in particular, the Tea Development Project, was included as a 
firm loan in five separate years, in amounts ranging from $8 million to $21 million and then was 
eventually dropped. The Okhara Limestone Project was included three times and then dropped. 
The Second Agriculture Program Loan was included four times, over 8 years, in amounts 
ranging from $20 million to $50 million. 
 
4. This churning of projects can be attributed to the high degree of overprogramming and 
possibly, to some extent, to a lack of originality in project identification. The net effect, however, 
is that analyzing the extent to which COSs were followed by the ALPs on a year-by-year basis is 
almost impossible. For example, in 1991, two projects that were very relevant to the strategy 
were included in the CAP. These were the Tea Development Project and the Second 
Agriculture Program Loan. Their inclusion strongly weighted the overall CAP toward a lending 
program consistent with the COS. But neither loan was actually approved that year. Both loans 
were once again included in the 1994 CAP, once again providing a heavy weighting toward 
agriculture sector projects. Neither was approved in that year, either. The Tea Development 
Project was eventually dropped, and the Second Agriculture Program was not approved until 
1998. In a similar way, the Women’s Development Project was included in three consecutive 
years, seemingly providing a weighting toward gender equity in each year, but this project was 
only approved in 1993. 
 

                                                 
1  Strategy periods were assumed to start only after a 1-year gap, subsequent to approval of the strategy by the 

Board. Since the processing period for loan appraisals is about 1 year, the earliest that a project following the 1988 
strategy could be presented for Board approval would be in 1990. 
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Table A4.1: Firm Loans to Nepal in Annual Country Assistance Plans from 1988–2003 
 

 Year 
(Source)  Project Name 

No. of Times in CAP  
as Firm Loan 

Year Finally  
Approved 

1988 Agricultural Program Loan 55,000              1 1988 
(CPP) Irrigation Sector Loan 36,000              1 1988 

Tea Development 15,000              5 dropped 
Okhare Limestone Development 20,000              3 dropped 
Seventh Power 35,000              2 1990 
Technical Schools 12,000              2 1989 
Second Water Supply Sector 15,000              2 1989 

1989 Secondary Crops Development 10,000              1 1989 
(CPP) Tea Development 21,000              5 dropped 

Small Farmers Development Program (Phase III) 25,000              1 1990 
Seventh Power 45,000              2 1990 
Technical Education and Vocational Training  12,000              2 1989 
Second Water Supply Sector 14,400              2 1989 
Okhare Limestone Development 18,000              3 dropped 
Second Road Improvement 40,000              1 1989 

1990 Upper Sagarmatha Rural Development 20,000              2 1991 
(CPP) Rajapur Irrigation 25,000              2 1991 

Sixth Agricultural Credit 45,000              2 1991 
Forestry Program 30,000              1 1991 
Arun-3 Hydropower 80,000              3 dropped 
Primary Teacher Training 15,000              2 1991 
Industrial Sector Loan 30,000              3 1993 

1991 Sixth Agricultural Credit (ADBN VI) 50,000              2 1991 
(CPP) Rajapur Irrigation Rehabilitation 17,800              2 1991 

Upper Sagarmatha Agricultural Development Program 11,400              2 1991 
Second Agricultural Program Loan  50,000              4 1998 
Women In Development 5,000                3 1993 
Tea Development 20,000              5 dropped 
Primary Teacher Training 20,000              2 1991 
Tourism Development 15,000              2 1992 
Thrid Water Supply and Sanitation Sector 20,000              2 1992 
Okhare Limestone 20,000              3 dropped 

1992 Women In Development 5,000                3 1993 
(CPP) Second Agriculture Program Loan 30,000              4 1998 

Tourism Infrastructure Development Project 10,400              2 1992 
Third Water Supply and Sanitation Sector 20,000              2 1992 
Secondary Education 15,000              1 1992 
Industrial Sector Program  20,000              3 1993 
Export Processing Zone 10,000              1 dropped 
Kali Gandhaki - A Hydropower Detailed Engineering  
Design 

4,000                1 1992 

ADBN = Agricultural Development Bank of Nepal, CAP = country assistance plan, CPP = country programming paper.   Con tinued on next page 

 Loan Amount          
($'000)  
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Table A4.1—Continued 
 

 

 Year 
(Source)  Project Name 

No. of Times in CAP  
as Firm Loan 

Year Finally  
Approved 

1993 Micro Credit Project for Women 5,000                3 1993 
(COPP) Tea Development 20,000              5 dropped 

Kathmandu Urban Development 12,000              1 1993 
Industrial Sector Program 20,000              3 1993 
Arun III Hydropower 150,000            2 dropped 

1994 Tea Development 8,000                5 dropped 
(COPP) Second Agriculture Program 20,000              4 1998 

Irrigation Management Transfer 20,000              1 1994 
Third Road Improvement 35,000              1 1994 
Arun III Hydropower 135,000            2 dropped 

1995 Second Irrigation Sector 20,000              2 1996 
(COPP) Rural Infrastructure Development 10,000              2 1996 

Second Tourism Infrastructure 20,000              2 1996 
Non-Formal Education 10,000              1 dropped 
Kali Gandaki "A" Hydroelectric 125,000            2 1996 

1996 Second Irrigation Sector 25,000              2 1996 
(CAP) Rural Infrastructure 12,200              2 1996 

Third Livestock Development 18,300              1 1996 
Kali Gandaki "A" Hydroelectric 160,000            2 1996 
Second Tourism infrastructure Development 17,200              2 1996 
Fourth Rural Water Supply and Sanitation Sector 20,000              1 1996 

1997 Community Groundwater Irrigation Sector 35,000              2 1998 
(CAP) Second Agriculture Program Loan 50,000              4 1998 

Tribhuvan International Airport  30,000              1 1997 

1998 Rural Finance 30,000              1 1998 
(CAP) Rural Transmission and Distribution 50,000              2 1999 

Capital Market Development 40,000              1 Replaced a 

1999 Rural Electrification and Distribution Improvement 50,000              2 1999 
(CAP) Melamchi Water Supply 50,000              2 2000 

2000 Crop Diversification  15,000              1 2000 
(CAP) Melamchi Water Supply (Investment Project) 50,000              2 2000 

Small Towns Water Supply and Sanitation 30,000              1 2000 
Civil Service Sector Development 20,000              3 2002 

2001 Basic Education 20,000              1 2001 
(CAP) Ecotourism 20,000              1 dropped 

Fourth Road Improvement 50,000              1 2001 
Civil Service Reform Program 20,000              3 2002 

COPP = country operational program paper. 
a  Replaced with the policy loan Corporate and Finance Governance Program. 

 Loan Amount          
($'000)  

Continued on next page 
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Table A4.1—Continued 
 

 
5. The inclusion of the same projects in the CAP over several years does, however, hold 
some lessons.  For one, it illustrates the high degree of overprogramming2 in the early years of 
the study period.  For another, it illustrates a deficiency in country program planning in the fact 
that most projects slipped from their originally projected year of firm inclusion in the country 
program. This, in turn, suggests chronic overoptimism on the part of annual country 
programming missions and institutional constraints on the part of the Asian Development Bank 
(ADB) and/or the Government, which make meeting original lending plans difficult.  As will be 
illustrated, this consistent inability to meet ALPs had a negative impact on the overall ability to 
achieve the indicated levels of assistance on an annual basis and also, especially in the case of 
the 1999 COS, a negative impact on the ability to approve a range of projects consistent with 
the intent of the COS.  
 
B. Incorporation of the Country Operational Strategy into the Approved Lending 

Program 
 
6. Taking a broader look, the analysis next looked at the degree to which the 
recommendations of the COS were reflected in the lending program over the full strategy 
period. The results are outlined in the following paragraphs. 
 

1. Concordance with the 1988 Country Operational Strategy 
 
7. The March 1988 COS recommends that ADB concentrate on (i) improving the 
productivity of agriculture; (ii) containing factors that threaten future agriculture productivity 
(principally deforestation); (iii) enhancing industrial development, especially by the private 
sector; and (iv) developing supporting physical and social infrastructure. In the latter case, 

                                                 
2  During the 1990s, it was common practice for country programming missions to overprogram about 50% in cas e a 

project slipped for one reason or another. On the basis of an indicative planning figure in the neighborhood of $100 
million, it appears that for some years over-programming in Nepal reached 100% or more. 

 Year 
(Source)  Project Name 

No. of Times in CAP  
as Firm Loan 

Year Finally  
Approved 

2002 Second Rural Infrastructure Sector Development 20,000              2 
programmed for 

2004 
(CSPU) Urban and Environment Improvement 30,000              1 2002 

Secondary Education II 20,000              1 2002 
Improving Financial Service and Delivery Through  
Information and Communication Technology 20,000              1 2001 (standby) 

2003 Third Irrigation Project 30,000              3 
programmed for 

2005 
(CSPU) Women Empowerment 10,000              2 programmed for 

2004 
Integrated Agriculture Development 20,000              ? dropped 
Community-Based Water Supply and Sanitation Sector 30,000              1 2003 
Nonformal Education for Women 20,000              2 programmed for 

2004 

Sources:  Various country assistance plans, country strategy and program updates, country programming papers, country operation 
program papers. 

CSPU = country strategy and program update. 

 Loan Amount          
($'000)  
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transport infrastructure and hydropower were significantly mentioned. Involvement in the social 
sectors, such as education and water supply, were to be on a selective basis in view of the 
availability of grant financing by other sources. 
 
8. Lending during the 1988 COS period stayed broadly in line with the COS. This is 
illustrated in Tables A4.2, A4.3, and A4.4, which show individual projects approved by year and 
each project’s relevance to the COS, as well as the number of loans and loan amounts during 
the 1990–1994 period, inclusive by sector.  
 
9. In the 5-year period, seven agriculture or forestry projects and programs were approved 
out of a total of 14. Lending for agriculture and forestry amounted to $150.7 million, out of a total 
of $296.8 million, or nearly 51% of the total. Investment in other priority sectors was modest, 
with only one loan each in industry, water supply, and hydropower, and two in education. 
Surprisingly, despite its stated priority in the COS, no loans were approved in the transportation 
sector. In addition, two modest-size loans were approved in the tourism and urban development 
sectors, which were not mentioned in the COS. Also worth noting is the discrepancy between 
the size of the lending program and the number of projects actually approved. Indeed, the 
number of projects approved per year dwindled from four in 1991, for a total of $82.3 million, to 
a low of one in 1994, for $12.9 million. Total lending was significantly lower than projected in 
annual country programs and amounted to $296.8 million in total loan approvals for 14 projects, 
versus a combined indicative planning figure (IPF) of $475.0 million. (The total programmed 
amount of more than $1.0 billion for the period represents a significant amount of annual 
overprogramming).  
 
10. Furthermore, if subsequent loan cancellations are taken into account, the funding 
allocated for COS implementation decreases even further. Table A4.2 shows loan cancellations 
for projects approved during the 1990–1994 period. In total, $42.5 million of the loan amount 
approved was cancelled, reducing the total amount transferred to Nepal to $254.3 million and 
the amount dedicated to the COS to $231.9 million (after deducting the $10.4 million and 
$12.0 million approved for the tourism and urban development sectors, which were not strategic 
priorities). On average, less than $50 million per year was allocated to the COS during the 
1988 COS period (Table A4.4). Moreover, of the 35 loan projects planned for the COS period, 
only 14 were actually approved. Of particular concern were the years 1992–1994, when 
approvals were far below the IPF, at $25.6 million and $12.9 million, respectively. This was to 
some extent a result of the Arun III Project, a large hydropower project that is being dropped but 
still represents the fact that during the 1988 COS period problems existed in turning loan 
proposals into actual projects. 
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Table A4.2:  Approved Projects to Nepal 
(1990–1994) 

 
 
11. On balance, it appears that during the 1988 COS implementation period, overall 
strategic priorities (Table A4.4) were followed.  Fifty percent of projects and 51% of lending was 
directly to the agriculture sector, and much of the balance was to supporting sectors in rural 
areas, such as education and rural water supply. However, one important sector, transport 
infrastructure, was left out entirely, and two projects were supported in sectors that did not 
conform with the COS. Of greater concern is the fact that far fewer resources were transferred 
to Nepal than were potentially available, as indicated by the IPF, especially in the latter 3 years 
of the COS period. Thus, while some conformity existed between the COS and the instruments 
used to implement it, more could have been done to ensure that greater emphasis was placed 
on lending to priority sectors, such as transport infrastructure, and far more could have been 
done to ensure that Nepal received the development resources allocated to it by country 
programming missions.3  

                                                 
3  It might be noted that a road project was approved for Nepal in 1989, just prior to the strategy period, and another 

was approved in 1995, just after the 1988 strategy period. While the implementation period for infrastructure 
projects is lengthy, 6 years is still a long gap between investments in a priority sector, especially one that was 
identified as basic to the economic success of the country and the social well-being of its population.  

 

Loan  
No. Title 

Date  
Approved 

 Loan  
Amount per  

Loan  
Document  Cancellation 

Relevance to  
COS 

1011 Seventh Power Project 11 Jan 1990 51,000           — relevant 
1037 Third Small Farmers Development Project  4 Oct 1990 30,000           — relevant 
1040 Forestry Program Loan  23 Oct 1990 40,000           20,022              relevant 
1112 Sixth Agricultural Credit Project 31 Oct 1991 35,000           — relevant 
1113 Rajapur Irrigation Rehabilitation Project 31 Oct 1991 16,620           — relevant 
1114 Upper Sagarmatha Agricultural Development Projec t 31 Oct 1991 13,260           2,031                relevant 
1141 Primary Education Development Project 5 Dec 1991 19,500           5,886                relevant 
1156 Tourism Infrastructure Development Project 16 Jan 1992 10,400           2,343                not relevant 
1165 Third Water Supply and Sanitation Sector Project 25 Jun 1992 20,000           311                   relevant 
1196 Secondary Education Development Project 24 Nov 1992 12,600           6,088                relevant 
1229 Industrial Sector Program 27 Apr 1993 20,582           — relevant 
1237 Microcredit Project for Women 24 Jun 1993 5,000             1,261                relevant 
1240 Kathmandu Urban Development Project 29 Jun 1993 12,016           4,524                not relevant 
1311 Irrigation Management Transfer Project 13 Sep 1994 12,910           — relevant 

Total 298,888         42,466              

— = not available,  ADB = Asian Development Bank, COS = country operational strategy, no. = number.  
Source: Lotus notes database in loans, technical assistance and equity approvals. 

ADB Loan ($ '000) 
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Table A4.3:  Number of Projects and Program Loans Approved per Sector During 1988 Strategy Period 
 

 
Table A4.4: Loan Amount by Sector During 1988 Strategy Period 

($ million) 
 

 

Year 

Agriculture  
including  
Forestry Industry Transportation 

Water  
Supply and  
Sanitation Education Hydropower Tourism 

Urban  
Development  Total 

Planned in  
Country  
Program 

IPF/ADF  
Allocation  

1990 70.0 51.0 121.0 245.0 100.0 

1991 62.8 19.5 82.3 229.2 140.0 
1992 20.0 12.6 10.4 43.0 114.4 85.0 

1993 5.0 20.6 12.0 37.6 207.0 70.0 
1994 12.9 12.9 219.0 80.0 
Total 150.7 20.6 20.0 32.1 51.0 10.4 12.0 296.8 1014.6 475.0 
Percent (%) 51 7 0 7 11 17 4 4 100 

Source: Lotus notes database on loans, technical assistance, and equity approvals.  
ADF =  Asian Development Fund, IPF = indicative planning figure. 

 

Year 

Agriculture  
including  
Forestry Industry Transportation 

Water  
Supply and  
Sanitation Education Hydropower Tourism 

Urban  
Development  Total 

Planned in  
Country  
Program 

1990 2 1 3 7 
1991 3 1 4 10 
1992 1 1 1 3 8 
1993 1 1 1 3 5 

1994 1 1 5 
Total 7 1 1 2 1 1 1 14 35 

Percent (%) 50 3 0 3 14 7 7 7 

Source: Lotus notes database on loans, technical assistance, and equity approv als. 
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2. Concordance with the 1993 Country Operational Strategy 
 
12. While focusing generally on “poverty alleviation through broad-based, labor absorbing 
economic growth,” the 1993 COS continues the previous (1988) COS’s focus on agriculture, 
physical infrastructure, energy, and industry, and also adds tourism to the list of priority sectors. 
Only targeted efforts are recommended for the social sectors. 
 
13. Table A4.5 shows the individual projects approved during the COS period. Tables A4.6 
and A4.7 show the number of loans and loan amounts by sector during the 1995–2000 period. 
Some adjustments were made to make the sector allocations more meaningful. First, the Rural 
Infrastructure Development Project was grouped with the transportation projects, since its main 
focus was on road construction. Second, the Tribhuvan International Airport Development 
Project was grouped with the tourism sector, since its main focus is on support to the tourism 
industry, even though it can be considered a transportation project.4 
 
14. During the 1993 COS period, lending stayed within the priority sectors enunciated in the 
strategy. This was partly because the sectors selected were rather broad and incorporated 
tourism, which had not been a priority sector in the 1988 COS. In terms of sector emphasis, 
agriculture was again the priority sector in terms of number of projects, with six projects 
approved totaling $154.3 million (24% of total lending). However, energy came first in terms of 
resources transferred, with only two projects but a total investment of $210.0 million (33% of 
total lending). In fact, the focus on agriculture during this COS period could be considered to 
have declined generally, especially since the total of six projects in 6 years, totaling 
$154.3 million during the 1993 COS period did not compare favorably with the seven projects in 
5 years, totaling $150.7 million, achieved during the 1988 COS period. Mitigating factors, 
however, did exist. First, the Rural Infrastructure Development Project, approved in 1996, while 
entailing mainly road construction, was designed to provide access to rural areas and thus had 
a favorable impact on the agriculture sector. To a large extent, this same type of agriculture 
supportive impact would also be expected from the Third Road Improvement Project, approved 
in 1995, and also from the Rural Electrification Project, approved in 1999. 
 
15. As a whole, then, the approved projects still maintain a strong, pro-agriculture, and rural 
development bias, in conformity with the COS. Once again, though, as in the 1988 COS, the 
emphasis on road transportation could be considered insufficient, with only two projects, totaling 
$55.5 million, having been approved in a 6-year period. The importance of a sound land 
transportation network in a landlocked country such as Nepal, with its highly dispersed 
population and agriculture production regions, cannot be understated. When compared to the 
investments in the two other main infrastructure sectors, energy and water supply, the 
investments in road transportation look rather skimpy.  

                                                 
4 The 1993 COS period is considered to stretch for 6 years, from 1995 to 2000, allowing a 1-year gap for COS 

initiation and running until 1 year after the 1999 COS was formulated. See footnote 7 (main text) for the rationale 
behind this selection. 
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Table A4.5: Approved Projects to Nepal 
(1995–2000) 

 

 
  

16. Two investments in these former sectors bear mentioning, since they represent the entry 
of ADB into what might be called megaprojects in Nepal. They are the Kali Gandaki “A” 
Hydroelectric Project, for which ADB provided a loan of $160 million, and the Melamchi Water 
Supply Project, for which a loan of $120 million was provided. Neither of these projects 
particularly closely fits the 1993 COS. Although access to water is a basic human necessity, the 
Melamchi Water Supply Project is intended to augment the water supply to the Kathmandu 
Valley, the country’s main urban area and its richest in terms of income. This makes its 
selection rather off-center for a strategy that focuses mainly on agriculture and poverty 
reduction. The Kali Gandaki project, however, will provide a solid base for broad-based, labor 
absorbing economic growth but does merit cautionary mention in the COS. The authors of the 
COS were concerned that “the scale and lumpiness of prospective hydropower investments 
raises the specter that it might crowd out Bank involvement in other sectors in Nepal” and note 
that “the private sector offers an attractive alternative to massive Government investment in 
large scale projects.”5 This latter avenue of possible power development does not seem to have 
been followed up, since the subsequent power sector project to the Kali Gandaki project was 
the Rural Electrification Project, which perpetuated the Government’s involvement (through the 
National Electricity Authority) in the power sector. 
 

                                                 
5 ADB. 1993. The Bank’s Operational Strategy in Nepal. Manila. 

 

Loan  
No. Title 

Date  
Approved 

 Loan Amount  
per Loan  

Document  Cancellation Relevance to COS 

1377 Third Road Improvement Project 21 Sep 1995 40,000 17 relevant 
1437 Second Irrigation Sector Project 16 May 1996 25,000 0 relevant 
1450 Rural Infrastructure Development Project 27 Jun 1996 12,200 0 relevant 
1451 Second Tourism Infrastructure Development Project 2 Jul 1996 17,200 0 relevant 
1452 Kali Gandaki "A" Hydroelectric Project 23 Jul 1996 160,000 0 relevant 
1461 Third Livestock Development Project 19 Sep 1996 18,300 0 relevant 
1464 Fourth Rural Water Supply and Sanitation Sector Project 24 Sep 1996 20,000 0 relevant 
1512 Tribhuvan International Airport Improvement Project 23 Jan 1997 27,000 2,777 relevant 
1604 Second Agriculture Program  22 Jan 1998 50,000 0 relevant 
1609 Community Groundwater Irrigation Sector Project 26 Feb 1998 30,000 0 relevant 
1650 Rural Microfinance Project 8 Dec 1998 20,000 0 relevant 
1732 Rural Electrification, Distribution, and Transmission Project 21 Dec 1999 50,000 0 relevant 
1755 Small Towns Water Supply Sanitation Sector Project 12 Sep 2000 35,000 0 relevant 
1778 Crop Diversification Project 9 Nov 2000 11,000 0 relevant 
1811 Corporate and Financial Governance Project 14 Dec 2000 7,300 0 relevant to 1999 COS 
1820 Melamchi Water Supply Project 21 Dec 2000 120,000 0 not relevant  

1995 – 2000 643,000 2,794 

Sources: Lotus notes database on loans, technical assistance, and equity approvals; and Operation Evaluation Mission estimates. 
ADB = Asian Development Bank, COS = country operational strategy, no. = number.  

ADB Loan ($ '000) 
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Table A4.6: Number of Project and Program Loans Approved Per Sector During 1993 Strategy Period 
 

Year 

Agriculture and 
Rural 

Development Transportation 

Water Supply 
and 

Sanitation Energy Tourism 

Industry  
and  

Finance  Total 

Planned in 
Country 
Program 

1995  1     1 5 
1996 2                1a 1 1 1  5 6 

1997                  1b  1 3 
1998 3      3 4 

1999    1   1 2 
2000 1   2   1 4 4 

Total 6 2 3 2 1 1 15 24 
Percent (%) 40 13 13 13 7 7 100   
a   Rural Infrastructure Development Project.       
b   Tribhuvan International Airport Improvement Project.       
Source: Lotus notes database on loans, technical assistance, and equity approvals.    

 
 

Table A4.7: Project and Program Loans by Sector During 1993 Strategy Period 
($ million) 

 

Year 

Agriculture and 
Rural 

Development Transportation 

Water 
Supply and 
Sanitation Energy Tourism 

Industry  
and  

Finance  Total 

Planned in 
Country 
Program 

IPF/ADF 
Allocationc  

1995  40.0     40.0 185.5 80.0 
1996 43.3 12.2a 20.0 160.0 17.2  252.7 252.7 80.0 
1997     27.0b  27.0 115.0 100.0 
1998 100.0      100.0 120.0 100.0 
1999    50.0   50.0 100.0 78.0 
2000 11.0  155.0   7.3 173.3 115.0 80.0 
Total ($) 154.3 52.2 175.0 210.0 44.2 7.3 643.0 888.2 518.0 
Percent (%)                  24                 8         27         33 7         1      100   

ADF = Asian Development Fund, IPF = indicative planning figure.     
a   Rural Infrastructure Development Project.        
b   Tribuhuban International Airport Improvement Project.        
c   Excluding major hydroelectric projects.        
Source: Lotus notes database on loans, technical assistance, and equity approvals.     
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17. A third project that seems to have only a tenuous relationship to the COS is the 
Corporate and Financial Governance Project. This project, which takes the form of a large, loan-
financed technical assistance (TA) undertaking and has a large associated TAs, focuses on 
legal and financial reform and does not seem to have any real link to the COS at all, except for a 
small component to finance a study to restructure the Agriculture Development Bank of Nepal.  
 
18. Of the $643.0 million in 15 projects approved during the study period, at least two, 
totaling $162.3 million (or about 25% or the approved loan totals), do not seem to have had a 
close link with the COS. Since only $2.8 million was cancelled during this COS period (from the 
Tribhuvan International Airport Development Project), total lending during the 1993 COS period 
thus amounted to $477.9, for 14 projects. That is a substantial increase over the 1988 COS 
period in terms of amount, but only for one more project over a 6-year period, as opposed to a 
5-year period.  
 
19. Notably, the attainment of planned lending was much closer during the 1993 COS 
period, with 15 loans being approved for a total of $643 million, exceeding the IPF of 
$518 million. However, the IPF did not include $160 million for the Kali Gandaki “A” 
Hydroelectric Project. If this is deducted from the overall lending total, the total is reduced to 
$483  million, or $35 million below the planned IPF. Moreover, in 3 years out of 6, only one 
project was approved per year. The smallest of these was for only $27 million, in 1997. This 
seems to generally indicate some type of operational problem with loan processing and 
approval in Nepal (as during the 1988 COS period) and, hence, difficulties in implementing the 
COS. In fairness, however, it must be noted that low lending levels in 1995 were a result of 
political uncertainties, and many of the projects intended for that year were simply deferred until 
1996.  
 
20. In summary, during the 1993 COS period, ADB seemed to maintain its major focus on 
agriculture and the rural economy, in line with the COS, and choose projects for support that 
were generally in line with the strategy. Two significant exceptions to this are the Melamchi 
Water Supply Project and the Corporate and Financial Governance Project. Another significant 
fact is that the 1993 COS period saw ADB getting involved in megaprojects, one of which (the 
Kali Gandaki “A” Hydroelectric Project) was consistent with the COS and the other (the 
Melamchi Water Supply Project) had a somewhat tenuous relationship to the COS. The primary 
strategic issue of investment in megaprojects is simply that large investments, bigger than the 
normal total annual country program, can divert substantial amounts of financing and attention 
away from the basic goal of poverty reduction. These projects may well divert the main thrust of 
the COS simply by the level of attention and financing they require.  
 

3. Concordance with the 1999 Country Operational Strategy 
 
21. The 1999 COS emphasized that the overarching goal of the new strategy was to achieve 
a reduction in poverty through (i) generating productive employment opportunities and 
increased rural incomes, (ii) improving basic social services equitably, and (iii) protecting and 
improving the environment. Within this context, the implementation of the Agriculture 
Perspective Plan is to be the main thrust of rural development efforts. Other sectors to be 
covered include roads, finance, education, health, water supply and sanitation, environment, 
and natural resources management. Table A4.8 shows the individual projects approved by year. 
Tables A4.9 and A4.10 show the number of loans and loan amounts by sector during the 2001–
2003 period. (The 1999 COS period is considered to have begun in 2001, given the  
1-year loan processing period.)  
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22. The first issue raised when analyzing lending trends vis-à-vis the COS is the surprising 
drop in lending to the agriculture sector. The portion of agriculture lending within the total 
portfolio drops to only 8% of total lending, with only one project out of nine, as opposed to the 
1988 COS period, when it made up 51% of total lending, and the 1993 program, when it made 
up 33% of total lending. Furthermore, since no mitigating factors existed, such as the approval 
of large megaprojects, the 1999 COS might have skewed the lending amount away from 
agriculture.  
 
23. The presence in the 2001–2003 portfolio of a road project mitigates this lack of 
emphasis on the economic development of rural areas, to some extent, but the fact that the 
main focus of the COS was served only by two projects out of nine is surprising. This becomes 
even more surprising when the 1999 COS is examined in detail. First, agriculture and irrigation 
are listed as the first of the 10 priority sectors and subsectors. Second, having acknowledged 
the importance of a focus on rural areas to reduce poverty, the COS states that “key areas of 
assistance will be agricultural technology, irrigation, rural roads, rural electrification and rural 
finance.” To date, only one agriculture sector project has been approved during the COS period, 
the Community Livestock Development Project, which was approved in 2003. On this basis, it 
does not look like the COS’s focus on poverty reduction through agriculture and rural 
development was achieved during its first 3 years of implementation, nor does it appear that the 
program has yet followed up in any meaningful way on the successful preparation of the 
Agriculture Perspective Plan, which is supposedly one of the focal points of ADB’s strategy in 
the country. 
 

Table A4.8: Approved Projects to Nepal 
(2001–2003) 

 

 

 

Loan  
No. Title 

Date  
Approved 

 Loan  
Amount per  

Loan  
Document  

Relevance to  
COS 

1840   Teacher Education Project  24 Sep 2001 19,600          300 relevant 
1861   Governance Reform Program 27 Nov 2001 30,000          — uncertain 
1876   Road Network Development Project 13 Dec 2001 46,000          — relevant 
1917   Secondary Education Support Project 20 Sep 2002 30,000          — relevant 
1966   Urban and Environmental Improvement Project 10 Dec 2002 30,000          — relevant 
2002   Public Sector Management Program  8 Jul 2003 35,000          — uncertain 
2008   Community-Based Water Supply and Sanitation  30 Sep 2003 24,000          — relevant 
2058   Kathmandu Valley Water Services Sector  18 Dec 2003 5,000            — not relevant 
2059   Kathmandu Valley Water Services Sector  18 Dec 2003 10,000          — not relevant 
2071   Community Livestock Development  19 Dec 2003 20,000          — relevant 

  Total 94,000          — 

Source:  Lotus notes database on loans, technical assistance, and equity approvals; and Operations Evaluation Mission estimates. 

Cancellation 

ADB Loan ($ '000) 

—  = not available, ADB = Asian Development Bank, COS = country operational strategy, no. = number.  
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Table A4.9: Number of Projects and Program Loans Approved by Sector During 1999 Strategy Period 
 

Year 

Agriculture 
including 
Irrigation Roads Power Finance 

Basic 
Education 

Water 
Supply and 
Sanitation   

Natural 
Resource 

Management Governance 
Overall 
Total 

Planned in 
Country 
Program 

2001  1   1    1 3 4 
2002     1     2 4 
2003 1     2   1 4 5 

Total 1 1 0 0 2 2  0 2 9 13 

Percent (%) 11 11 0 0 22 22  0 22 100   

Sources: Lotus notes  database on loans, technical assistance, and equity approvals; and Operations Evaluation Mission estimates.    
 

 
Table A4.10: Project and Program Loans by Sector During 1993 Strategy Period 

($ million) 
 

Year 

Agriculture 
including 
Irrigation Roads Power Finance 

Basic 
Education 

Water 
Supply and 
Sanitation   

Natural 
Resource 

Management Governance 
Overall 
Total 

Planned in 
Country 
Program 

IPF/ADF 
Allocation  

2001  46.0   19.6    30.0 95.6 110.0 80.0 
2002     30.0  30.0   60.0 90.0 83.0 
2003 20.0     39.0   35.0 94.0 110.0 100.0 

Total 20.0 46.0 0.0 0.0 49.6 39.0 30.0 0.0 65.0 249.6 310.0 263.0 

Percent (%) 8 18 0 0 20 16 12 0 26 100     

ADF = Asian Development Fund, IPF = indicative planning figure.    
Sources: Lotus Notes Database on Loans, Technical Assistance, and Equity Approvals; Operations Evaluation Mission estimates.    
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24. This matter was investigated further to determine what caused this degree of deviation 
from the stated thrust of the COS. As far as could be determined, this was not intentional. There 
seemed to have been a short hiatus in project preparatory TA activities for agriculture and rural 
sector projects in the late 1990s, but several were programmed for the 2001–2003 period. 
These included the Integrated Agriculture Development Project, the Second Rural Infrastructure 
Project, the Third Irrigation Sector Project, and the Women’s Empowerment Project. On the one 
hand, it appears that delays occurred in processing these projects due to technical concerns. 
On the other hand, it appears that delays resulted from hesitation to proceed because of the 
ongoing insurgency. Some of these issues were resolved, and the Second Rural Infrastructure 
Project and the Women’s Empowerment Project are due for approval in 2004, while the Third 
Irrigation Sector Project is a standby project for 2004 and a firm project for 2005. Moreover, a 
new initiative in rural finance is programmed for 2005, through the Rural Finance Development 
Sector Cluster Program. Some of the imbalance shown in Tables A4.9 and A4.10 is thus likely 
to be redressed during the next 2 years. 
 
25. Several other concerns are raised by an analysis of Tables A4.9 and A4.10. No projects 
at all were approved in the power and natural resources management sectors, while only one 
was approved in the environmental improvement sector despite the inclusion of these projects 
as priority sectors in the COS. Once again, as in the other COS periods, the emphasis on roads 
is meager, at best. Despite the desperate need for transportation links within the country to 
stimulate economic development, there will be at most two road projects approved within the 
COS period, the already approved Roads Network Development Project and, if it is approved in 
2004, the Second Rural Infrastructure Development Project. 
 
26. In terms of the total amount of resources transferred, as opposed to the amount 
programmed, the 1999 COS period shows a much greater concordance than other COS 
periods. Of the $310 million programmed, $249.6 million was approved with no significant 
cancellations. 
 
27. In conclusion, unlike in previous COS periods, lending during the 1999 COS period to 
date does not appear to have been as much in conformity with the overall priorities and intent of 
the strategy as it might have been. The focus on implementing the Agriculture Perspective Plan 
and pursuing rural development to achieve a direct poverty impact seems to have slipped, 
although it may be redressed, to some extent, during the next 2 years, based on projects 
planned for approval during that period. Conversely, the COS is light on physical infrastructure 
improvements to meet the investment potential in some priority sectors (e.g., roads and power).  
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TECHNICAL ASSISTANCE TO NEPAL  BY SECTOR 
(as of 31 December 2003) 

 

 Item 

1988–2003 
Amount 

($) 

1988 COS 
(1988–1992) 

($) 

1993 COS 
(1993–1998) 

($) 

1999 COS 
(1999–2003) 

($) 

     
Total ADTA per year 3,329,919 4,035,940 3,114,833 2,882,000 
Total PPTA per year 1,247,000 929,560 1,300,917 2,183,750 
   
    percent of total ADTA for period 
Total ADTA 53,278,700 100 100 100 
Agriculture and Natural Resources 19,952,000 45 52 9 
Energy 3,812,000 7 8 6 
Industry and Nonfuel Minerals 1,095,000 3 3 0 
Finance 4,735,700 1 2 29 
Transport and Communications 1,375,000 4 3 0 
Social Infrastructure 6,440,000 14 8 15 
Others 15,869,000 26 25 41 
      
   percent of total PPTA for period 
Total PPTA 21,188,300 100 100 100 
Agriculture and Natural Resources 8,431,500 56 37 34 
Energy 1,550,000 22 6 1 
Industry and Nonfuel Minerals 187,000 4 0 0 
Finance 1,561,000 0 8 11 
Transport and Communications 1,678,000 4 19 0 
Social Infrastructure 6,720,800 12 25 48 
Others 1,060,000 2 6 6 

ADTA = advisory technical assistance, COS = country operational strategy, PPTA = project preparatory technical 
assistance.      
Source: Asian Development Bank management information systems.  

 
 



 Appendix 6 70

METHODOLOGY FOR IN-DEPTH ANALYSIS OF THE LENDING PROGRAM 
 
A. Approach to the Analysis  
 
1. To assess the effectiveness of the Asian Development Bank (ADB) lending program 
since 1988, a broad-brush methodology was adopted. This covered all projects, ongoing and 
completed, approved between 1988 and 2000,1 with the exception of one supplementary loan 
and a technical assistance loan. Thirty-seven projects and program loans have thus been 
assessed and ranked on the basis of 16 factors. These factors were considered to be crucial to 
the conformity with the strategies, to the effective and efficient use of development resources, 
and to meeting overall ADB and government policies, strategies, and aspirations. These factors 
were (i) design relevance, (ii) design efficiency, (iii) implementation efficiency, (iv) development 
impact, (v) direct poverty impact, (vi) project replicability, (vii) project sustainability, (viii) gender 
impact, (ix) environmental impact, (x) institutional impact, (xi) capacity-building impact, 
(xii) policy impact, (xiii) project innovativeness, (xiv) beneficiary participation degree, 
(xv) economic impact, and (xvi) adequate governance. 
 
2. The assessment was based on a scale of ”1” to ”5”, with “1” being the lowest score and  
”5” being the highest. A value of “3” was considered to be a midpoint value, indicating general 
acceptability in terms of achievement or quality. The basis for the ranking for each factor was an 
examination of the original report and recommendation of the President (RRP); project 
completion reports and project performance audit reports, as available for completed and 
postevaluated projects; and recent review reports and project performance reports for ongoing 
projects. Evaluation sheets were prepared for each project, as an objective basis for justifying 
the rankings and for future reference during discussions on the projects themselves. Examples 
of representative project evaluation sheets are given in Part B (Tables A6.1–A6.3). The resulting 
evaluation was refined through discussions with Nepalese authorities, Nepal Resident Mission 
staff members, and headquarters staff members. Moreover, selected project evaluations were 
cross-checked in the field through a more thorough examination of individual projects by a team 
of local consultants. The ranking criteria for this exercise are shown in Part C.  
 
3. The results of the ranking exercise are summarized in Appendix 7 and are the basis for 
the analysis undertaken in Appendix 8 and Appendix 9.  
 
4. In looking at the results, it should be noted that the rankings measure the performance of 
individual projects against goals set for those project, as outlined in the RRP and against the 
overall crosscutting priorities considered important by ADB and the Government. Individual 
overall project rankings do not necessarily imply that one project or sector is better than 
another. Directly comparing a $5 million women’s microfinance project with a $450 million 
hydropower project that was partly cofinanced by a $160 million ADB loan is not realistic or 
fruitful. However, determining how closely one or the other achieved its intended results and 
met the strategic priorities of ADB and the Government is possible. As such, the analysis is 
primarily a tool to show trends and reach general conclusions. 
  
 
 
 
 

                                                 
1  Projects and programs approved since 2001 were not included, since they are mainly still in the initial stages of 

implementation, and an assessment of their impact would be premature.  
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B. Sample Project Evaluation Sheets 
 

Table A6.1: Project Evaluation Sheet for Loan 982-NEP(SF):  
Second Road Improvement Project 

 
Date Approved:  9 November 1989 

Factor Rating  Justification 
Design Relevance  3 As originally designed, the road improvements planned under the 

project would have included road links in particularly poor regions 
of the country. By inference, they would have met the objectives of 
both economic growth and poverty reduction by improving the 
market access for economic  (primarily agricultural) goods and 
enhancing access to services. 

Design Efficiency 2 The project was subject to major design changes and a reduction 
in scope, due to higher than expected costs. 

Implementation 
Efficiency 

2 The project was only completed after a 31-month delay. 

Development Impact 3 Benefits are noted from the substantial increase in traffic on 
improved roads. On the other hand, while the traffic volumes are 
higher than expected, the road length improved is less. A midpoint 
rating of “3” is considered appropriate. 

Direct Poverty Impact 4 A positive poverty impact may be inferred due to the increased 
level of road access in isolated poor regions. 

Replicability 3 The project can be replicated in terms of scope, but in terms of 
design and implementation efficiency, a new and better model 
needs to be found. 

Sustainability 3 Pending further review, the roads are assumed to be still 
functional. 

Gender Impact — This type of project does not lend itself readily to gender equity 
enhancing activities. 

Environmental 
Impact 

3 Environmental protection measures were included in project 
design. No major permanent impact was reported. 

Institutional Impact 2 Institutional issues between Ministry of Works and Transport and 
Department of Roads impeded implementation progress. 

Capacity-Building 
Impact 

1 The project did not seem to include any measures to enhance the 
capacity of public sector personnel or private sector contractors. 

Policy Impact 2 The project appeared to be policy neutral, with no specific 
covenants on maintenance financing or improvement. 

Innovativeness 2 The project is a standard copy of previous projects. 
Degree of Beneficiary 
Participation 

— This type of project does not lend itself readily to direct beneficiary 
participation. 

Economic Impact 4 The economic internal rate of return calculated at appraisal was 
24.1%, while that calculated by the project completion report was 
23.2%. 

Impact on 
Governance 

1 Undue delays in consultant recruitment and in implementation, as 
a result of poor contractor supervision, reflect badly on the level of 
governance among the agencies responsible for the project. 

— = not applicable. 
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Table A6.2: Project Evaluation Sheet for Loan 1037-NEP(SF): Third Small Farmers 
Development Project 

 
Date Approved:  4 October 1990 

Factor Rating  Justification 
Design Relevance  5 By focusing on poor farmers in poor areas, with a specific focus 

on gender equity, the project proactively addressed major 
strategy elements. 

Design Efficiency 4 The project was generally implemented within the design and 
cost estimated at appraisal. 

Implementation 
Efficiency 

3 The project was completed after one extension of about 16 
months. 

Development Impact 5 Due to a devaluation of the Nepalese rupee, vis-à-vis special 
drawing rights, considerably more borrowers were reached, and 
the total number of small farmer group members reached 
151,000, against an appraisal target of 138,000. 

Direct Poverty Impact 4 According to the project completion report, “the project had some 
success in increasing income and reducing poverty.” 

Replicability 3 The project is, in principle, replicable, but major adjustments in 
design would be needed. 

Sustainability 2 The small farmers development program needs substantial 
redefinition for it to be sustainable. 

Gender Impact 5 The project had a specific gender focus and was successful in 
achieving a 22% level of women borrowers. 

Environmental 
Impact 

2 The project was environmentally neutral. 

Institutional Impact 1 The project was hampered by the institutional issues affecting the 
Agricultural Development Bank of Nepal (ADBN). 

Capacity-Building 
Impact 

5 A specific training and capacity-building program was undertaken 
as part of the project, resulting in over 25,000 men and nearly 
15,000 women receiving training. These numbers included over 
4,000 staff members of ADBN. 

Policy Impact 1 Policy issues pertaining to the best way to approach rural finance 
and the role of a state-owned bank, such as ADBN, were not 
resolved by the time of the project completion report. 

Innovativeness 2 Except for the special focus on women, the project was a 
replication of earlier small farmers development projects. 

Degree of Beneficiary 
Participation 

4 As borrowers, beneficiaries had a primary role in deciding which 
activity would be financed. 

Economic Impact — No economic internal rate of return was calculated. 
Impact on 
Governance 

1 The success of the project in providing credit directly to a large 
number of poor beneficiaries was tainted by the poor governance 
performance of ADBN and undue political interference with its 
operations. 

    — = not applicable. 
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Table A6.3: Project Evaluation Sheet for Loan 1604-NEP(SF):  
Second Agriculture Program 

 
Date Approved:  22 January 1998 

Factor Rating  Justification 
Design Relevance  5 Agriculture development aimed at economic growth and poverty 

alleviation is the basis of the 1993 Asian Development Bank country 
strategy and the program aimed directly at tackling some of the major 
policy and institutional issues restraining sector growth. 

Design Efficiency 4 The program tranches were released more or less as originally 
programmed, and all major covenants were substantially complied with. 

Implementation 
Efficiency 

4 Most major measures were in place by the end of the program period. 
Two policy measures were not fully complied with until after the loan 
closed and one was not fully complied with but accepted, as the Board 
believed that the measure was complied with to the extent feasible. 

Development Impact 3 The program certainly set the stage for increased agriculture growth, 
but the whole development scenario took a turn for the worse with the 
growing impact of the ongoing insurgency in rural areas. Agricultural 
gross domestic product initially  declined after the completion of the 
program, although it has recently shown very healthy growth. In the 
longer term, increasing growth is projected. Moreover, anecdotal 
evidence indicates a switch in cropping patterns from traditional grain 
crops to higher value horticulture crops.  

Direct Poverty Impact 3 The program will have had a mixed poverty impact. While the prices of 
fertilizer and irrigation equipment increased as a result of subsidy 
removal, availability increased. Moreover, real prices of some irrigation 
equipment actually decreased, since access was provided to less 
expensive pumps and engines that were made in the People’s Republic 
of China. The impact of improved rural infrastructure would have been a 
directly positive poverty impact. 

Replicability 3 The program was successful, and if further policy adjustment is 
required, a similar model could be followed. 

Sustainability 4 The program is sustainable as long as no backsliding occurs on policy 
and institutional reforms. 

Gender Impact 2 The program was gender neutral. 
Environmental 
Impact 

5 Through the pesticide disposal component, the program worked 
proactively for environmental improvement. 

Institutional Impact 4 The program did not fully succeed in its institutional reforms, due to 
resistance to restructuring of the Nepal Food Corporation. 

Capacity-Building 
Impact 

4 Associated technical assistance for technical and advisory support was 
successfully implemented with positive results. 

Policy Impact 5 The program was specifically designed to improve the policy 
environment, and it succeeded in accomplishing this. 
 

Innovativeness 2 The program was not particularly innovative and mainly followed on 
from past program loan achievements. 

Degree of Beneficiary 
Participation 

2 While the program was prepared and implemented with the 
participation of stakeholders at the Government and private sector 
levels, the actual beneficiaries (i.e., farmers) did not participate in the 
program design. 

Economic Impact — No economic internal rate of return was calculated, and calculating one 
is not possible. 

Governance Impact 5 The program design included measures to improve governance, which 
were successfully implemented. 

— = not applicable.   
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C. Basis for Evaluation of Key Factors 
 
Key Factor Score to be Applieda  
  
Design Relevance   1 = no relevance to country strategy; 2 = meets basic strategy requirements,

such as economic growth, but without focus on poverty eradication; 
3 = generally conforms to strategy and addresses crosscutting issues; 4 = fully 
fits strategy, including a focus on poverty reduction, and takes into account 
policy and crosscutting issues; 5 = proactively focuses on major strategy 
elements. 

  
Design Efficiency 1 = implementation not completed, project dropped, or significant negative 

impacts reported; 2 = project only partly completed, major reformulation 
needed, or significant cost deviations from appraisal; 3 = minor design 
problems that were eventually overcome; 4 = generally implemented within 
design and cost assessed at appraisal; 5 = exceeded appraisal expectations.  
 
For projects not yet completed: 1 = implementation progress held up due to 
major policy or contract dispute; 2 = significant delay in contract awards and/or 
disbursements, or major reformulation appears necessary; 3 = minor design 
problems are affecting implementation but seem likely to be overcome; 4 = no 
problems envisaged in attaining project scope;  5 = project scope expanded 
beyond that envisaged at appraisal. 

  

Implementation 
Efficiency 

For projects that have already passed their original completion date:  
1 = completion delayed for 4 or more years;  2 = completion delayed up to 
3 years;  3 = completion delayed up to 2 years;  4 = physical works generally 
completed on time; 5 = completed and fully operating by scheduled completion 
date.   
 
For projects that have not yet reached original completion date: 1 = physical 
progress is less than 25% of elapsed loan period;  2 = physical progress is less 
than 50% of elapsed loan period; 3 = physical progress is less than 75% of 
elapsed loan period; 4 = physical progress is around 100% of elapsed  loan 
period, and 5 = physical progress exceeds 100% of elapsed loan period. 

  
Development 
Impact 

1 = no economic benefits and no readily identifiable direct beneficiaries;
2 = some economic benefits achieved, but identifiable direct beneficiaries 
significantly less than assessed at appraisal; 3 = generally meets appraisal 
estimates in terms of economic benefits and number of beneficiaries; 
4 = project benefits and beneficiaries spread beyond project area; 5 = project or 
program has significant impact at the national level. 

  

Direct Poverty 
Impact 

1 = adversely affects the poor; 2 = no poverty impact; 3 = design incorporates 
measures to improve well-being of the poor; 4 = project achieves positive 
poverty impact; 5 = project poverty impact extends well beyond original project 
area or target group. 

  
a Based on project/program  completion report, project/program performance audit report, project performance 

report, or report and recommendation of the President. 
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Key Factor Score to be Applieda  

Replicability 1 = not desirable to replicate the project; 2 = successful but not replicable; 
3 = part of the project could be replicated; 4 = the project can be readily 
replicated; 5 = the project has already been replicated. 

  
Sustainability 1 = not functioning or now defunct; 2 = functioning at less than 50% capacity; 

3 = fully functioning for less than 5 years; 4 = fully functioning for more than 
5 years with public sector support; 5 = fully functioning without public sector 
support. 
 

Gender Impact 1 = negative impacts reported or likely; 2 = gender neutral; 3 = project contains 
measures to enhance gender equity; 4 = reported improvements in gender 
equity; 5 = project proactively focuses on gender equity with reported 
successful achievements. 

 
Environmental 
Impact 

 
1 = negative impacts reported or likely; 2 = environmentally neutral; 3 = project 
design contains environmental protection measures that are being 
implemented; 4 = project contains environmental improvement measures that
are being implemented; 5 = project works proactively for environmental 
improvement. 

  
Institutional 
Impact 

1 = project includes institutional measures that perpetuate undesirable 
institutions and/or institutional structures; 2 = project includes institutional 
arrangements that are beyond the realistic capacity of the Government;  
3 = project includes realistic institutional arrangements that can be 
implemented; 4 = project includes improvement to existing institutional 
arrangements; 5 = project was actively designed to improve institutions and 
succeeds in doing this. 

  
Capacity-Building 
Impact 

1 = project does not include measures to enhance capacity of public or private 
sectors; 2 = project includes opportunity for public sector personnel to gain on-
the-job experience during implementation; 3 = project includes provision for 
specific training and/or capacity-building component; 4 = training component 
successfully implemented; 5 = project specifically targeted at capacity building
and significant degree of success achieved. 

 
Policy Impact 

 
1 = project supports or is dependent on undesirable policies; 2 = project is 
policy neutral; 3 = project designed within desirable policy framework; 
4 = project designed to proactively enhance policy environment and achieved 
partial success; 5 = project successfully results in major policy improvements. 

  
Innovativeness 1 = project replicates designs previously shown to be undesirable and/or 

unsustainable; 2 = project is a standard copy of previous successful projects; 
3 = project design includes innovative measures; 4 = project design includes 
innovative measures that were successfully implemented; 5 = project had a 
major impact nationally, based on new designs or approaches. 

  
Degree of 
Beneficiary 
Participation 

1 = no beneficiary participation in project design, implementation, or operation; 
2 = no or little beneficiary participation in project design but participation in 
operation; 3 = beneficiaries consulted on design and, to the extent possible, 
participate in implementation and operation; 4 = overall project design allows 
beneficiaries to play active role in project component formulation, 
implementation, and operation; 5 = beneficiaries played an active role in design 
and implementation and have taken on full operational responsibility. 
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Key Factor Score to be Applieda  
  
Economic Impact 1 = no economic impact; 2 = economic internal rate of return (EIRR) below 

10%; 3 = EIRR above 10% (or no calculation possible); 4 = EIRR as calculated 
at appraisal; 5 = significantly higher economic impact than calculated during 
appraisal. 

  
Governance 1 = project design allows or encourages undesirable governance practices 

(e.g., control of agriculture inputs by government corporations), or governance 
was a major factor adversely affecting project implementation and benefit 
accrual; 2 = project design replicated existing governance practices without due 
analysis, or governance problems resulted in implementation delays; 
3 = project design included an analysis on governance and made 
recommendations for improved governance; 4 = project design included active 
measures to improve governance; 5 = project design included active measures 
to improve governance that were successfully implemented. 
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EVALUATION BY SECTOR AND MODALITY 

A. Analysis of the 16 Factors 
 
1. Table A7.1 and Table A7.2 show the ranking of the individual projects by sector and by 
modality for each of the 16 factors. The ranking system was designed so that a score of ”3” 
would indicate a generally acceptable rating for the factor being measured. An overall ranking of 
“3” thus indicates that a factor was addressed or achieved at an acceptable level and had, more 
or less, the development impact assessed at appraisal.  
 
2. The average scores for each individual factor are shown in Table A7.3. These show that, 
on average, projects (and thus the country assistance program overall) score high for design 
relevance and direct poverty impact and moderately high for project replicability, gender impact, 
and capacity-building impact. Conversely, on average, projects scored rather low for institutional 
impact, adequate governance, and implementation efficiency. A closer look at individual factors 
is presented in Table A7.1. A more detailed analysis is presented in Appendix 8. 
 
3. Design Relevance. The assessment of design relevance looked at the relevance of a 
project and its design to the prevailing country operational strategy (COS). Given the high 
scores for this factor, most projects approved up to 2000 clearly were chosen and designed in 
manner relevant to the COS. This is consistent with the earlier analysis of completed projects. 
Several projects were proactively designed to meet the priorities of the COS. On a sector basis, 
scores were particularly high in the agriculture, transport and water supply sectors, and 
moderate in the education and energy sectors. Low scores in the tourism and urban 
development sectors reflected a focus on development in relatively better off urban areas, 
specifically Kathmandu and Pokhara, and a general lack of focus on poverty reduction. 
 
4. Design Efficiency. The assessment of design efficiency tested how well a project was 
designed to achieve its ultimate goals. This entailed adequate physical design and costing, 
proper implementation arrangements, and a sound assessment of the environment in which the 
project was to be undertaken. This is one category where deficiencies are evident. Fourteen of 
the 37 projects experienced some deficiency in design. This was often due to an 
underestimation of the complexities of project implementation within the Nepalese context and a 
tendency to expect more from Nepalese line agencies and counterparts than could be expected. 
A common deficiency was to assume or presume effective interagency coordination and 
cooperation, an assumption that often proved overly optimistic. Some projects, however, were 
simply poorly conceived. Inadequacies in project design continue to be a problem, as indicated 
by the low scores of even some of the most recent projects (those undertaken in 1998, 1999, 
and 2000). No particular sector scores high in this factor, almost all sectors had some problems 
with project design. Particularly poor scoring sectors are the energy and industry and finance 
sectors and the urban development sector. Average sector scores often are pulled down by one 
specific project, such as the Rural Electrification Project, for which implementation was held up 
for 5 years, due to noncompliance with a loan covenant. Similarly, the score of the industry and 
finance sector was affected by design problems with the Corporate and Financial Governance 
Project. 
 
 

 
 
 
 



Sector/ Subsector/ Project L
o

an
 N

u
m

b
er

A
p

p
ro

va
l Y

ea
r

 D
es

ig
n

 
R

el
ev

an
ce

 

 D
es

ig
n

 
E

ff
ic

ie
n

cy
 

 Im
p

le
m

en
ta

ti
o

n
 

E
ff

ic
ie

n
cy

  

 D
ev

el
o

p
m

en
t 

Im
p

ac
t 

 D
ir

ec
t 

P
o

ve
rt

y 
Im

p
ac

t 

 R
ep

lic
ab

ili
ty

 

 S
u

st
ai

n
ab

ili
ty

 

 G
en

d
er

 Im
p

ac
t 

 E
n

vi
ro

n
m

en
ta

l 
Im

p
ac

t 

 In
st

it
u

ti
o

n
al

 
Im

p
ac

t 

 C
ap

ac
it

y 
B

u
ild

in
g

 Im
p

ac
t 

 P
o

lic
y 

Im
p

ac
t 

 In
n

o
va

ti
ve

n
es

s 

 D
eg

re
e 

o
f 

B
en

fi
ci

ar
y 

P
ar

ti
ci

p
at

io
n

 

 E
co

n
o

m
ic

 
Im

p
ac

t 

 G
o

ve
rn

an
ce

 

 O
ve

ra
ll 

P
ro

je
ct

 
R

at
in

g
 

AGRICULTURE AND NATURAL RESOURCES

Irrigation
Irrigation Sector Project 923 1988 4.0 5.0 3.0 4.0 4.0 5.0 2.0 3.0 3.0 5.0 4.0 3.0 5.0 4.0 5.0 1.0 3.8
Rajapur Irrigation Rehabilitation Project 1113 1991 5.0 2.0 3.0 4.0 4.0 4.0 3.0 3.0 5.0 4.0 3.0 3.0 4.0 4.0 4.0 4.0 3.7
Irrigation Management Transfer Project 1311 1994 4.0 4.0 3.0 3.0 4.0 5.0 3.0 3.0 3.0 5.0 4.0 3.0 5.0 3.0 3.0 4.0 3.7
Second Irrigation Sector Project 1437 1996 4.0 4.0 3.0 3.0 4.0 5.0 3.0 3.0 3.0 5.0 4.0 3.0 5.0 4.0 3.0 4.0 3.8

Community Groundwater Irrigation Sector Project 1609 1998 4.0 1.0 2.0 3.0 4.0 3.0 3.0 3.0 3.0 2.0 4.0 4.0 2.0 4.0 3.0 3.0 3.0
Average Subsector Ranking 4.2 3.2 2.8 3.4 4.0 4.4 2.8 3.0 3.4 4.2 3.8 3.2 4.2 3.8 3.6 3.2 3.6

Rural Finance
Third Small Farmers Development Project 1037 1990 5.0 4.0 3.0 5.0 4.0 3.0 2.0 5.0 2.0 1.0 5.0 1.0 2.0 4.0 — 1.0 3.1
Sixth Agricultural Credit Project 1112 1991 5.0 4.0 5.0 4.0 4.0 3.0 2.0 3.0 2.0 1.0 2.0 1.0 2.0 5.0 — 3.0 3.1
Microcredit Project for Women 1237 1993 5.0 5.0 3.0 5.0 4.0 4.0 3.0 5.0 2.0 5.0 5.0 4.0 3.0 4.0 5.0 5.0 4.2
Rural Microfinance Project 1650 1998 4.0 3.0 2.0 3.0 4.0 4.0 3.0 5.0 3.0 3.0 3.0 4.0 4.0 5.0 3.0 3.0 3.5
Average Subsector Ranking 4.8 4.0 3.3 4.3 4.0 3.5 2.5 4.5 2.3 2.5 3.8 2.5 2.8 4.5 4.0 3.0 3.5

General Agriculture  Development
Secondary Crops Development Project 964 1989 5.0 2.0 4.0 4.0 5.0 4.0 5.0 4.0 4.0 2.0 4.0 2.0 4.0 3.0 4.0 2.0 3.6
Upper Sagarmatha Agriculture Development 1114 1991 3.0 2.0 2.0 2.0 4.0 2.0 2.0 4.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 1.0 2.3
Crop Diversification Project 1778 2000 5.0 4.0 3.0 3.0 4.0 4.0 3.0 5.0 3.0 3.0 4.0 4.0 3.0 5.0 3.0 3.0 3.7
Average Subsector Ranking 4.3 2.7 3.0 3.0 4.3 3.3 3.3 4.3 3.0 2.3 3.3 2.7 3.0 3.3 3.0 2.0 3.2

Policy-Based Loans
Agriculture Program 924 1988 3.0 2.0 3.0 3.0 4.0 1.0 2.0 2.0 4.0 1.0 3.0 4.0 2.0 1.0 — 1.0 2.4
Forestry Program Loan 1040 1990 5.0 2.0 3.0 2.0 4.0 3.0 2.0 4.0 4.0 2.0 4.0 4.0 3.0 2.0 — 1.0 3.0
Second Agriculture Program 1604 1998 5.0 4.0 4.0 3.0 3.0 2.0 4.0 2.0 5.0 4.0 4.0 5.0 2.0 2.0 — 5.0 3.6
Average Subsector Ranking 4.3 2.7 3.3 2.7 3.7 2.0 2.7 2.7 4.3 2.3 3.7 4.3 2.3 1.7 — 2.3 3.0

Livestock
Third Livestock Development Project 1461 1996 4.0 4.0 3.0 3.0 4.0 4.0 3.0 3.0 4.0 5.0 4.0 3.0 5.0 3.0 3.0 4.0 3.7
Average Subsector Ranking 4.0 4.0 3.0 3.0 4.0 4.0 3.0 3.0 4.0 5.0 4.0 3.0 5.0 3.0 3.0 4.0 3.7

Average Sector Ranking 4.3 3.3 3.1 3.3 4.0 3.4 2.9 3.5 3.4 3.3 3.7 3.1 3.5 3.3 3.4 2.9 3.4

— = not available.

Table A7.1:  Evaluation by Sector

Continued on next page
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TRANSPORT AND RURAL INFRASTRUCTURE

Second Road Improvement Project 982 1989 3.0 2.0 2.0 3.0 4.0 3.0 3.0 — 3.0 2.0 1.0 2.0 2.0 — 4.0 1.0 2.5
Third Road Improvement Project 1377 1995 5.0 4.0 4.0 3.0 4.0 4.0 3.0 — 3.0 3.0 4.0 4.0 4.0 — 4.0 5.0 3.9
Rural Infrastructure Development Project 1450 1996 5.0 4.0 3.0 4.0 4.0 4.0 3.0 3.0 3.0 3.0 4.0 4.0 3.0 3.0 3.0 3.0 3.5
Average Sector Ranking 4.3 3.3 3.0 3.3 4.0 3.7 3.0 3.0 3.0 2.7 3.0 3.3 3.0 3.0 3.7 3.0 3.3

WATER  SUPPLY AND SANITATION

Second Water Supply Sector Project 949 1989 4.0 5.0 3.0 4.0 4.0 5.0 5.0 5.0 5.0 4.0 4.0 3.0 4.0 5.0 — 4.0 4.3
Third Water Supply and Sanitation Project 1165 1992 5.0 3.0 4.0 4.0 4.0 5.0 4.0 4.0 5.0 4.0 4.0 4.0 4.0 5.0 — 4.0 4.2
Fourth Rural Water Supply and Sanitation 
          Sector Project

1464 1996 5.0 4.0 3.0 3.0 4.0 5.0 4.0 5.0 4.0 4.0 4.0 5.0 4.0 5.0 — 4.0 4.2

Small Towns Water Supply and Sanitation 
          Sector Project

1755 2000 5.0 3.0 2.0 3.0 4.0 4.0 3.0 4.0 4.0 4.0 3.0 3.0 4.0 5.0 — 1.0 3.5

Melamchi Water Supply Project 1820 2000 3.0 1.0 1.0 3.0 4.0 2.0 3.0 3.0 1.0 2.0 3.0 3.0 3.0 3.0 — 4.0 2.6
Average Sector Ranking 4.4 3.2 2.6 3.4 4.0 4.2 3.8 4.2 3.8 3.6 3.6 3.6 3.8 4.6 — 3.4 3.7

EDUCATION

Technical Education and Vocational 
      Training  Project

974 1989 3.0 4.0 4.0 4.0 3.0 3.0 4.0 4.0 4.0 4.0 5.0 4.0 4.0 3.0 4.0 2.0 3.7

Primary Education Development Project 1141 1991 4.0 4.0 3.0 3.0 3.0 3.0 3.0 3.0 — 3.0 3.0 1.0 2.0 1.0 — 3.0 2.8
Secondary Education Development Project 1196 1992 3.0 4.0 4.0 3.0 2.0 5.0 3.0 5.0 4.0 4.0 5.0 4.0 3.0 2.0 — 5.0 3.7
Average Sector Ranking 3.3 4.0 3.7 3.3 2.7 3.7 3.3 4.0 4.0 3.7 4.3 3.0 3.0 2.0 4.0 3.3 3.4

ENERGY 

Seventh Power Project 1011 1989 4.0 2.0 2.0 3.0 4.0 4.0 3.0 3.0 4.0 1.0 1.0 4.0 2.0 — 4.0 1.0 2.8
Kali Gandaki "A" Hydroelectric Project 1452 1996 2.0 4.0 2.0 4.0 — 2.0 3.0 2.0 1.0 1.0 2.0 2.0 3.0 — 4.0 1.0 2.4
Rural Electrification, Distribution, and 
          Transmission Project

1732 1999 4.0 1.0 1.0 3.0 3.0 3.0 3.0 3.0 3.0 2.0 1.0 2.0 2.0 1.0 3.0 1.0 2.3

Average Sector Ranking 3.3 2.3 1.7 3.3 3.5 3.0 3.0 2.7 2.7 1.3 1.3 2.7 2.3 1.0 3.7 1.0 2.5

Table A7.1—Continued

Continued on next page

A
ppendix 7               79



Sector/ Subsector/ Project L
o

an
 N

u
m

b
er

A
p

p
ro

va
l Y

ea
r

 D
es

ig
n

 R
el

ev
an

ce
 

 D
es

ig
n

 E
ff

ic
ie

n
cy

 

 Im
p

le
m

en
ta

ti
o

n
 

E
ff

ic
ie

n
cy

  

 D
ev

el
o

p
m

en
t 

Im
p

ac
t 

 D
ir

ec
t 

P
o

ve
rt

y 
Im

p
ac

t 

 R
ep

lic
ab

ili
ty

 

 S
u

st
ai

n
ab

ili
ty

 

 G
en

d
er

 Im
p

ac
t 

 E
n

vi
ro

n
m

en
ta

l 
Im

p
ac

t 

 In
st

it
u

ti
o

n
al

 Im
p

ac
t 

 C
ap

ac
it

y 
B

u
ild

in
g

 
Im

p
ac

t 

 P
o

lic
y 

Im
p

ac
t 

 In
n

o
va

ti
ve

n
es

s 

 D
eg

re
e 

o
f 

B
en

fi
ci

ar
y 

P
ar

ti
ci

p
at

io
n

 

 E
co

n
o

m
ic

 Im
p

ac
t 

 G
o

ve
rn

an
ce

 

 O
ve

ra
ll 

P
ro

je
ct

 
R

at
in

g
 

TOURISM

Tourism Infrastructure Development Project 1156 1992 1.0 2.0 3.0 2.0 2.0 3.0 2.0 2.0 4.0 2.0 4.0 1.0 3.0 1.0 2.0 2.0 2.3
Tribhuvan International Airport Improvement
          Project 1512 1997 3.0 3.0 3.0 3.0 — 1.0 3.0 — 2.0 2.0 2.0 1.0 2.0 — 3.0 1.0 2.2
Second Tourism Infrastructure Development 
          Project 1451 1996 2.0 4.0 2.0 3.0 3.0 3.0 3.0 2.0 4.0 3.0 3.0 4.0 3.0 1.0 3.0 3.0 2.9
Average Sector Ranking 2.0 3.0 2.7 2.7 2.5 2.3 2.7 2.0 3.3 2.3 3.0 2.0 2.7 1.0 2.7 2.0 2.5

INDUSTRY AND FINANCE

Industrial Sector Program Loan 1229 1993 3.0 4.0 2.0 3.0 2.0 3.0 4.0 2.0 1.0 2.0 2.0 5.0 3.0 1.0 — 4.0 2.7
Special Assistance for Oil Supply 987 1989 3.0 2.0 1.0 2.0 3.0 — 1.0 — 1.0 1.0 1.0 1.0 3.0 — — 1.0 1.7
Corporate and Financial Governance 1811 2000 2.0 1.0 1.0 1.0 2.0 1.0 2.0 — — 4.0 5.0 4.0 2.0 — — 4.0 2.4
Average Sector Ranking 2.7 2.3 1.3 2.0 2.3 2.0 2.3 2.0 1.0 2.3 2.7 3.3 2.7 1.0 — 3.0 2.3

URBAN DEVELOPMENT

Kathmandu Urban Development Project 1240 1993 1.0 2.0 3.0 2.0 4.0 3.0 2.0 4.0 3.0 2.0 3.0 4.0 3.0 2.0 3.0 1.0 2.6
Average Sector Ranking 1.0 2.0 3.0 2.0 4.0 3.0 2.0 4.0 3.0 2.0 3.0 4.0 3.0 2.0 3.0 1.0 2.6

Average Overall Ranking 3.8 3.1 2.8 3.2 3.6 3.3 2.9 3.5 3.2 2.9 3.3 3.1 3.1 3.1 3.4 2.7 3.2

Total Loans Evaluated 39 39

Source:  Operations Evaluation Mission estimates.
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1.  Program Loans
Agriculture Program 924 1988 3.0 2.0 3.0 3.0 4.0 1.0 2.0 2.0 4.0 1.0 3.0 4.0 2.0 1.0 — 1.0 2.4
Forestry Program Loan 1040 1990 5.0 2.0 3.0 2.0 4.0 3.0 2.0 4.0 4.0 2.0 4.0 4.0 3.0 2.0 — 1.0 3.0
Industrial Sector Program Loan 1229 1993 3.0 4.0 2.0 3.0 2.0 3.0 4.0 2.0 1.0 2.0 2.0 5.0 3.0 1.0 — 4.0 2.7
Second Agriculture Program 1604 1998 5.0 4.0 4.0 3.0 3.0 2.0 4.0 2.0 5.0 4.0 4.0 5.0 2.0 2.0 — 5.0 3.6
                Average (Program Loans) 4.0 3.0 3.0 2.8 3.3 2.3 3.0 2.5 3.5 2.3 3.3 4.5 2.5 1.5 0.0 2.8 2.9

2.  Project Loans
Secondary Crops Development Project 964 1989 5.0 2.0 4.0 4.0 5.0 4.0 5.0 4.0 4.0 2.0 4.0 2.0 4.0 3.0 4.0 2.0 3.6
Second Road Improvement Project 982 1989 3.0 2.0 2.0 3.0 4.0 3.0 3.0 — 3.0 2.0 1.0 2.0 2.0 — 4.0 1.0 2.5
Technical Education and Vocational Training Project 974 1989 3.0 4.0 4.0 4.0 3.0 3.0 4.0 4.0 4.0 4.0 5.0 4.0 4.0 3.0 4.0 2.0 3.7
Seventh Power Project 1011 1989 4.0 2.0 2.0 3.0 4.0 4.0 3.0 3.0 4.0 1.0 1.0 4.0 2.0 — 4.0 1.0 2.8
Special Assistance for Oil Supply 987 1989 3.0 2.0 1.0 2.0 3.0 — 1.0 — 1.0 1.0 1.0 1.0 3.0 — — 1.0 1.7
Third Small Farmers Development Project 1037 1990 5.0 4.0 3.0 5.0 4.0 3.0 2.0 5.0 2.0 1.0 5.0 1.0 2.0 4.0 — 1.0 3.1
Rajapur Irrigation Rehabilitation Project 1113 1991 5.0 2.0 3.0 4.0 4.0 4.0 3.0 3.0 5.0 4.0 3.0 3.0 4.0 4.0 4.0 4.0 3.7
Sixth Agricultural Credit Project 1112 1991 5.0 4.0 5.0 4.0 4.0 3.0 2.0 3.0 2.0 1.0 2.0 1.0 2.0 5.0 — 3.0 3.1
Upper Sagarmatha Agriculture Development Project 1114 1991 3.0 2.0 2.0 2.0 4.0 2.0 2.0 4.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 1.0 2.3
Primary Education Development Project 1141 1991 4.0 4.0 3.0 3.0 3.0 3.0 3.0 3.0 — 3.0 3.0 1.0 2.0 1.0 — 3.0 2.8
Third Water Supply and Sanitation Project 1165 1992 5.0 3.0 4.0 4.0 4.0 5.0 4.0 4.0 5.0 4.0 4.0 4.0 4.0 5.0 — 4.0 4.2
Secondary Education Development Project 1196 1992 3.0 4.0 4.0 3.0 2.0 5.0 3.0 5.0 4.0 4.0 5.0 4.0 3.0 2.0 — 5.0 3.7
Tourism Infrastructure Development Project 1156 1992 1.0 2.0 3.0 2.0 2.0 3.0 2.0 2.0 4.0 2.0 4.0 1.0 3.0 1.0 2.0 2.0 2.3
Microcredit Project for Women 1237 1993 5.0 5.0 3.0 5.0 4.0 4.0 3.0 5.0 2.0 5.0 5.0 4.0 3.0 4.0 5.0 5.0 4.2
Kathmandu Urban Development Project 1240 1993 1.0 2.0 3.0 2.0 4.0 3.0 2.0 4.0 3.0 2.0 3.0 4.0 3.0 2.0 3.0 1.0 2.6
Irrigation Management Transfer Project 1311 1994 4.0 4.0 3.0 3.0 4.0 5.0 3.0 3.0 3.0 5.0 4.0 3.0 5.0 3.0 3.0 4.0 3.7
Third Road Improvement Project 1377 1995 5.0 4.0 4.0 3.0 4.0 4.0 3.0 — 3.0 3.0 4.0 4.0 4.0 — 4.0 5.0 3.9
Third Livestock Development Project 1461 1996 4.0 4.0 3.0 3.0 4.0 4.0 3.0 3.0 4.0 5.0 4.0 3.0 5.0 3.0 3.0 4.0 3.7
Rural Infrastructure Development Project 1450 1996 5.0 4.0 3.0 4.0 4.0 4.0 3.0 3.0 3.0 3.0 4.0 4.0 3.0 3.0 3.0 3.0 3.5
Kali Gandaki "A" Hydroelectric Project 1452 1996 2.0 4.0 2.0 4.0 — 2.0 3.0 2.0 1.0 1.0 2.0 2.0 3.0 — 4.0 1.0 2.4
Second Tourism Infrastructure Development Project 1451 1996 2.0 4.0 2.0 3.0 3.0 3.0 3.0 2.0 4.0 3.0 3.0 4.0 3.0 1.0 3.0 3.0 2.9
Tribhuvan International Airport Improvement Project 1512 1997 3.0 3.0 3.0 3.0 — 1.0 3.0 — 2.0 2.0 2.0 1.0 2.0 — 3.0 1.0 2.2
Rural Microfinance Project 1650 1998 4.0 3.0 2.0 3.0 4.0 4.0 3.0 5.0 3.0 3.0 3.0 4.0 4.0 5.0 3.0 3.0 3.5
Rural Electrification, Distribution, and Transmission Project 1732 1999 4.0 1.0 1.0 3.0 3.0 3.0 3.0 3.0 3.0 2.0 1.0 2.0 2.0 1.0 3.0 1.0 2.3
Crop Diversification Project 1778 2000 5.0 4.0 3.0 3.0 4.0 4.0 3.0 5.0 3.0 3.0 4.0 4.0 3.0 5.0 3.0 3.0 3.7
Melamchi Water Supply Project 1820 2000 3.0 1.0 1.0 3.0 4.0 2.0 3.0 3.0 1.0 2.0 3.0 3.0 3.0 3.0 — 4.0 2.6
Corporate and Financial Governance 1811 2000 2.0 1.0 1.0 1.0 2.0 1.0 2.0 — — 4.0 5.0 4.0 2.0 — — 4.0 2.4
      Average (Project Loans) 3.6 3.0 2.7 3.2 3.6 3.3 2.9 3.5 3.0 2.7 3.2 2.8 3.0 3.0 3.4 2.7 3.1

— = not available.

Table A7.2:  Evaluation by Modality
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3.  Sector Loans
Irrigation Sector Project 923 1988 4.0 5.0 3.0 4.0 4.0 5.0 2.0 3.0 3.0 5.0 4.0 3.0 5.0 4.0 5.0 1.0 3.8
Second Water Supply Sector Project 949 1989 4.0 5.0 3.0 4.0 4.0 5.0 5.0 5.0 5.0 4.0 4.0 3.0 4.0 5.0 — 4.0 4.3
Second Irrigation Sector Project 1437 1996 4.0 4.0 3.0 3.0 4.0 5.0 3.0 3.0 3.0 5.0 4.0 3.0 5.0 4.0 3.0 4.0 3.8
Fourth Rural Water Supply and Sanitation Sector Project 1464 1996 5.0 4.0 3.0 3.0 4.0 5.0 4.0 5.0 4.0 4.0 4.0 5.0 4.0 5.0 — 4.0 4.2
Community Groundwater Irrigation Sector Project 1609 1998 4.0 1.0 2.0 3.0 4.0 3.0 3.0 3.0 3.0 2.0 4.0 4.0 2.0 4.0 3.0 3.0 3.0
Small Towns Water Supply and Sanitation Sector Project 1755 2000 5.0 3.0 2.0 3.0 4.0 4.0 3.0 4.0 4.0 4.0 3.0 3.0 4.0 5.0 — 1.0 3.5
      Average (Sector Loans) 4.3 3.7 2.7 3.3 4.0 4.5 3.3 3.8 3.7 4.0 3.8 3.5 4.0 4.5 3.7 2.8 3.7

Average Overall Ranking 3.8 3.1 2.8 3.2 3.6 3.4 2.9 3.5 3.2 2.9 3.3 3.1 3.1 3.1 3.4 2.7 3.2

Source:  Operations Evaluation Mission estimates.

Table A7.2—Continued
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Table A7.3: Overall Average Scores for All 27 Projects 
 

Evaluation Factor Average Overall Scorea 
   
1. Design relevance 3.8 
2. Design efficiency 3.1 
3. Implementation efficiency 2.8 
4. Development impact 3.2 
5. Direct poverty impact 3.6 
6. Project replicability 3.5 
7. Project sustainability 2.9 
8. Gender impact 3.5 
9. Environmental impact 3.2 
10. Institutional impact 2.9 
11. Capacity-building impact 3.3 
12. Policy impact 3.1 
13. Project innovativeness 3.1 
14. Beneficiary participation degree 3.1 
15. Economic impact 3.4 
16. Adequate governance 2.7 
   

 a Maximum ranking = 5; midpoint = 3; minimum = 1. 
 

 
5. Implementation Efficiency. Implementation efficiency was assessed by looking at the 
degree to which projects were implemented according to their original implementation schedule. 
The scores were adjusted to take into account the usual lag between Board approval and actual 
field implementation. Still, even with an adjustment, implementation efficiency overall is one of 
the weak points in the Asian Development Bank’s (ADB) implementation record. However, a 
close look at the whole portfolio does not reveal such a pessimistic picture. While a number of 
loans performed poorly, the fact is that most were implemented more or less within the schedule 
expected. The poor performers pull down the overall average. Indeed, 24 of the projects were 
acceptable in terms of implementation efficiency. Worth noting, however, is that many of the 
poorer performers are in the later part of the portfolio, with six having been approved since 
1998. Implementation efficiency thus seems to be deteriorating rather than improving. On a 
sector basis, energy projects and water supply projects seem to suffer more implementation 
delays, on average, than projects in other sectors. Again, in some cases, individual projects pull 
down the overall sector averages. 
 
6. Development Impact. In assessing development impact, a number of factors were 
taken into account, given the wide range of projects being assessed. These included the 
number of beneficiaries, range of the impacts, and benefits accrued overall, without looking 
directly at specific measurements, such as economic internal rates of return (EIRRs). All in all, 
the development impact of the portfolio can be considered satisfactory but not dramatic. Most 
projects appear to have achieved at least the development impact assessed at appraisal. In 
fact, only six projects did not or do not seem likely to achieve their appraisal targets. Even the 
lowest scoring projects had some degree of positive benefit that ties in with the ranking of either 
successful or partly successful for completed projects.  
 
7. Direct Poverty Impact. The assessment of direct poverty impact was based on the 
degree to which the poor (the main target group of the COS, ADB, and Government) directly 
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benefited from the project or program. To the credit of the CAP, the overall score for this factor 
shows a strong bias toward projects that have a poverty focus and a good degree of success 
through such projects. Twenty-five projects and/or programs scored high, while only three 
scored low. As might be expected, agriculture sector, transport sector, and water supply sector 
projects scored high, as did urban development sector projects. Education projects scored 
rather low, since some were aimed at special groups, such as secondary level students or 
technical and vocational students, who would not normally be among the poorest of the 
population. Industry and finance and tourism projects scored low. 
 
8. Project Replicability. Replicability was considered an important aspect of a project in 
assessing its overall benefit and impact. Given the extent of development needs in Nepal and 
the annual lending program of ADB (and other development partners), the probability is low that 
any single, one-off project would make a significant, long-term impact on the country, its 
economy, and its poor (unless it was a large-scale project, such as the Kali Gandaki “A” 
Hydroelectric Project). In terms of irrigation, for example, calculations reveal that at the current 
rate of improvement by ADB and other development partners, it will take 70 years for all of the 
potential schemes in the country to be upgraded. The lending program during the period under 
study has quite a good record vis-à-vis replicability. Eighteen projects, about half of those 
reviewed, had high scores, indicating that they had the potential to be replicated or had already 
been replicated. Except for four projects that were considered undesirable for replication, the 
remaining projects were either successful but not replicable or partly replicable. The best 
example of the benefits of replicability is in the rural water supply sector, where, from the 
Second Water Supply Sector Project through the Fourth Rural Water Supply and Sanitation 
Project, the degree of sophistication in project design and beneficiary participation steadily 
increased based on a simple, effective model developed during the first project. These projects 
have benefited millions of poor throughout the country with few if any negative consequences or 
implementation problems. The same applies to irrigation projects based on farmer-managed 
irrigation systems, of which four were or are being successfully implemented, and road 
improvement projects. 
 
9. Project Sustainability. Much of the assessment undertaken in the analysis was on the 
basis of project/program completion reports (PCRs) and project/program performance audit 
reports (PPARs), thus the amount of time involved does not always allow for an assessment of 
long-term sustainability. To obtain a broader picture of the degree of sustainability of past 
projects, the country assistance program evaluation (CAPE) employed a team of domestic 
consultants to investigate projects for which a PCR was already prepared. Nonetheless, in 
terms of scoring, the portfolio is skewed very much toward projects with a midpoint ranking 
indicating that general sustainability for most projects is likely but not assured. The reasons for 
reduced sustainability in some sectors seem varied and included poor initial design and thus no 
real need to continue the project: inability to maintain sophisticated infrastructure provided by 
the project, or institutional problems. To ensure sustainability, several sectors and subsectors 
(water supply and irrigation and rural infrastructure) depend on a high level of beneficiary 
participation or insist on viable tariffs and sound corporate management (energy projects). 
Others, such as rural credit, assume that once beneficiaries assume responsibility for their 
subproject investments, they will be able to sustain them independently, and studies show that 
this has generally been the case. One way to ensure sustainability is to work with experienced 
and dependable agencies that have a proven track record. Indeed, at this critical time in the 
country’s history, it could be recommended that, from the point of view of sustainability, sticking 
to tried and true project models that work (of which several exist) is better than experimenting 
with new, untested approaches. An additional factor complicating the question of sustainability 
is the ongoing insurgency. The inability to reach previously accessible project areas, to ensure 



 Appendix 7 85

sustainability and provide operational guidance and maintenance, was found to be a problem 
faced by some executing agencies (EAs). 
 
10. Gender Impact. The large number of projects scoring high for gender equity in the 
analysis (seven out of 37, or 19%) indicates that substantial proactive efforts were carried out by 
ADB, where possible, to mainstream gender concerns in its projects. These included crop 
diversification projects and livestock projects wherein many of the direct beneficiaries and 
participants were women; rural credit projects, two of which (the Microcredit Project for Women 
and the Rural Microfinance Project) specifically targeted women; rural water supply projects that 
targeted women, since women are traditionally the major water carriers and users in rural areas; 
and education projects that also specifically targeted women. In addition, a further six projects, 
or 16%, that were not necessarily proactively designed to address gender issues also reportedly 
had a positive impact on gender equity. No project was identified as having an inimical or 
negative impact on gender equity. This is quite impressive when recognizing that some projects 
or programs (e.g., major infrastructure projects) are by nature not amenable to special direct 
gender interventions.  
 
11. Environmental Impact. On balance, the impact of ADB projects during the study period 
was environmentally positive, although it could have been more so with a greater focus on 
environmental issues and environment-related projects at the time of programming. A small 
minority of projects had a distinct negative environmental impact. All other projects were 
environmentally neutral, at worst, and many are environmentally positive. Several of the 
agriculture sector projects are considered to be in this latter category, since they entail the 
intensification of production in already cultivated areas, thus preventing encroachment on 
environmentally sensitive marginal areas, such as steep hill slopes or forest land. Moreover, 
some entail a change in animal raising techniques that promote improved fodder production and 
stall raising of goats and cattle, thus preventing overgrazing on sensitive hill slopes and the 
trampling of saplings in newly planted forests. Some, such as the Forestry Program Loan, 
actively promoted environmental protection and erosion control measures. Water supply and 
education projects also had positive environmental effects, the former through drainage and 
sanitation improvements in populated areas and sound water sharing practices and the latter in 
providing an awareness of environmental concerns to the school-age population. 
 
12. Institutional Impact. The impact of the lending program on institutions was mixed. 
Some projects paid much attention to institutions and their design and had a good degree of 
success. Others accepted the institutions in place and, as a consequence, often were impaired 
in achieving expected results. To be fair, institutional reform was easier in some sectors than in 
others. Reforming a major established agency that has many vested interests, such as the 
National Electricity Authority (NEA) or the Agricultural Development Bank of Nepal (ADBN), is 
more difficult than convincing a government department, such as the Department of Irrigation 
(DOI) or the Department of Water Supply and Sewerage, to devolve some of its functions to end 
users. 
 
13. Eighteen of the 37 projects surveyed, or just slightly less than 50%, had institutional 
problems of one sort or another. Of these, six perpetuated institutions that would better have 
been abolished, revamped significantly, or at least not supported by an internationally financed 
development project. These include Agriculture Inputs Corporation of Nepal, NEA, and ADBN. 1 
Several of the projects associated with these institutions were in themselves quite successful, 

                                                 
1  The role of several aid agencies including ADB and the World Bank in establishing these agencies in the first place 

needs also to be acknowledged.  
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but the perpetuation of inefficient institutions was costly to the Government and the 
development process as a whole. Equally of concern are the projects that included institutional 
measures that were not realistic and thus affected the overall efficiency of project 
implementation. For example, some projects depended on a variety of different agencies that 
were found to be unable to work together. In others, a lack of definition of responsibility existed 
between agencies, and several projects suffered from having weak executing or implementing 
agencies that were expected to perform beyond their true capabilities.  
 
14. From a different perspective, the balance of ADB projects surveyed had a more positive 
institutional impact. While some were merely implemented within institutional capabilities, others 
entailed significant institutional reform. These include irrigation and domestic water supply 
projects that moved very strongly toward full beneficiary participation and involvement in all 
stages of project design, implementation, and operation and program loans that entailed a 
restructuring of the institutional environment and the Third Livestock Development Project, 
which had a significant impact on livestock industry and dairy sector privatization. Other 
projects, such as the Microcredit Project for Women and the Rural Finance Project, played a 
significant role in strengthening nongovernment organizations (NGOs) and community-based 
organizations. 
 
15. Capacity Building. Only four projects of the 37 examined did not include some kind of 
capacity-building or training component in the project scope, and three of these were in the very 
early years of the period under review. Many projects included not just a component to improve 
capacity in the executing and implementing agencies but measures to improve capacity among 
beneficiaries, NGOs, contractors, and entrepreneurs. Most of the rural credit projects and the 
crop diversification and livestock projects included substantial measures to train beneficiaries 
and the personnel of rural credit agencies, including NGO staff members. Similarly, water 
supply projects included provisions for the training and capacity enhancement of beneficiaries 
and their representatives in the physical and financial management of water supply schemes. 
Projects in the irrigation sector included field training in beneficiary mobilization and scheme 
management and road and rural infrastructure projects included provisions for contractor 
training and operation and maintenance (O&M) training. All in all, the record for including 
capacity-building components in project design is quite positive, especially in the latter part of 
the review period, from about 1992 onward.  
 
16. The results were mixed. As a general rule, it appears to have been possible to enhance 
capacity at the field level among field staff, NGO staff, and beneficiaries (i.e., among people 
directly connected with a project) but more difficult to strengthen capacity within the 
headquarters of an institution, be it a government department or a state institution, such as 
ADBN or NEA. This may, in part, be due to high levels of turnover in the former case and the 
fact that an existing institutional ethos is hard to change. Within an existing agency, many 
vested interests and fixed operating procedures exist. But at the field level, room can be found 
for pragmatism, flexibility, adaptation, and improvement. 
 
17. Policy Impact. Most of the policy issues relating to the loans under review revolve 
around the degree of public sector versus private sector involvement in the investment and in 
the regulation of a particular sector. In some cases, such as the supply of agriculture inputs and 
the marketing of agricultural produce and investment in industry, ADB was able to convince the 
Government of the wisdom of greater private sector initiative and public sector accountability. 
This positive policy impact also included the provision of sufficient funding for O&M after 
projects and the involvement of project beneficiaries therein. Thus, several projects, including 
several program loans, scored rather well in terms of policy impact. Of particular note are the 
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Industrial Program Loan and the Second Agriculture Sector Program Loan. Most other projects 
were formulated at least within a desirable policy framework and many were partly successful in 
bringing about more economically and socially sound policies.  
 
18. However, in certain instances, either the policy situation was not taken into account 
during project design or changing prevailing policies was not possible. This generally had a 
negative effect on the projects concerned. Several policy issues remain unresolved in the rural 
finance sector. These entail, primarily, the role of ADBN and alternative agencies for credit 
provision. In view of the general overall success of rural finance projects in effectively meeting 
the stated development goals of ADB and the Government, it would serve the country well if 
these particular issues were quickly resolved.  
 
19. Project Innovativeness. Twenty-four out of the 37 projects included innovative 
measures, often with a considerable degree of success. Even repeat projects can include 
innovative measures. For example, the Second Water Supply Project began by involving 
beneficiaries in O&M, an innovative measure in itself. Next, the Third Water Supply and 
Sanitation Project moved on to forming water users associations prior to scheme design. By the 
time of the Fourth Rural Water Supply Project, the project design was taking into account water 
use conflicts and questions of water quality. Thus, while following the same basic model, 
innovative measures with each new project were able to result in a continually evolving and 
improving project design. Similar results were seen in irrigation projects that built on the concept 
of farmer-managed schemes. There exists, however, a less than positive twist in this case. 
Farmer-managed schemes based on water users associations are effective for gravity-based 
irrigation systems but not necessarily for shallow tubewell-based groundwater schemes. By 
following the practices of previous (surface water) irrigation projects and requiring the formation 
of water users groups prior to project support, the Community Groundwater Irrigation Sector 
Project injected an element into the project that resulted in slow uptake and delayed 
implementation to date. Another innovative project was the Third Livestock Improvement 
Project. This project aimed, successfully, at a wide range of innovative measures in the 
livestock sector, including commercialization of livestock support services, privatization of the 
dairy industry, and formation of livestock farmer groups. The success of these innovations was 
followed up by the Community Livestock Development Project, which was approved in 2003. 
 
20. Beneficiary Participation Degree. Substantial measures were taken during the review 
period to ensure beneficiary involvement in all stages of the project cycle for a large number of 
projects. This was true for most of the irrigation projects, water supply and sanitation projects, 
rural credit projects, and crop diversification projects. In looking at which projects in which 
sectors could have benefited by making more of an effort to contact intended beneficiaries and 
get their views, it seems that road projects and energy projects might have been improved if 
they had more of an end-user focus. Rural electrification projects, in particular, seem to have 
neglected the potential for more beneficiary participation. 
 
21. Economic Impact. Considering the 13-year time frame, many of the projects have not 
been operational long enough for their full economic impacts to be assessed. Moreover, for 
some projects (e.g., program loans, water supply projects, and some education projects), 
calculating an EIRR was not meaningful. Nonetheless, from the data available, most projects for 
which an EIRR could be measured clearly had a positive economic impact and attained an 
EIRR over 10%. Some were successful, with benefits exceeding appraisal calculations. Worth 
noting were the irrigation projects, rural credit projects, and road projects that generally met their 
appraisal targets and often exceeded them.  
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22. Adequate Governance. The overall governance score was one of the lowest achieved 
for any of the factors. In essence, 13 projects, or 35% of all projects reviewed, were adversely 
affected by governance issues. Significantly, most of these were clustered in the first few years 
under review, in the late 1980s and early 1990s. The situation improved considerably during the 
latter part of the review period. Typical governance issues included noncompliance with 
important conditions, lack of interagency coordination, active interagency interference in 
implementation, and major contract disputes that could not be readily worked out using normal 
government procedures.  
 
23. Despite this, some appreciably positive impacts on governance were brought about by 
ADB projects. These include devolving managerial responsibilities to user groups in rural credit 
and irrigation, livestock, and water supply projects; training key senior staff members in several 
projects, including education projects in particular; strengthening the role of NGOs and 
community-based organizations; enhancing accountability of public sector and quasi-public 
sector agencies through program loans and some project loans; and establishing a sound 
mechanism for road and rural infrastructure maintenance funding through establishing a road 
board and a road fund. 
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ANALYSIS OF INDIVIDUAL FACTORS AND INDIVIDUAL PROJECTS 
 

1. This section looks in greater detail at the 16 factors analyzed and how well they were 
addressed by individual Asian Development Bank (ADB) projects approved between 1988 and 
2003. In some instances, overall sector conclusions are also drawn. The observations were 
derived from an analysis of the data evaluation sheets for each project, as summarized in 
Appendix 7. 
 
A. Design Relevance 
 
2. The assessment of design relevance looked at the relevance of a project and its design 
to the prevailing country operational strategy (COS). Given the high scores for this factor, most 
projects approved up to 2000 were clearly chosen and designed in a manner relevant to the 
COS. Several were proactively designed to meet the priorities of the COS, especially such 
factors as agriculture sector focus, beneficiary participation, and women’s welfare 
enhancement. These include the Crop Diversification Project, Forestry Program Loan, Fourth 
Rural Water Supply and Sanitation Sector Project, Microcredit Project for Women, Rajapur 
Irrigation Rehabilitation Project, Second Agriculture Sector Program, Secondary Crops 
Development Project, Sixth Agricultural Credit Project, Small Towns Water Supply and 
Sanitation Sector Project, Third Road Improvement Project, Third Small Farmers Development 
Project, and Third Water Supply and Sanitation Project. All of these projects focused specifically 
on poverty reduction and economic growth, often in particularly poor regions of the country, and 
several also had a specific gender equity component or bias.  
 
3. Notable exceptions to the general rule of relevance to the COS were the Corporate and 
Financial Governance Project, Kali Gandaki “A” Hydroelectric Project, Kathmandu Urban 
Development Project, Second Tourism Development Project, and Tourism Infrastructure 
Development Project. The last three received low scores for their focus on development in 
relatively better off urban areas, specifically Kathmandu and Pokhara, and their general lack of 
focus on poverty reduction. The Kali Gandaki “A” Hydroelectric Project received a relatively low 
score in view of the fact that the 1993 COS urged caution on investment in large hydropower 
projects and specifically noted that these projects should only be undertaken within the context 
of an institutionally and financially strong National Electricity Authority (NEA). The Corporate 
and Financial Governance Project, on the other hand, received a low score due to its ill-defined 
project scope, which could not be readily related to the 1999 COS. With the exception of these 
projects, all others scored “3” or better.  
 
B. Design Efficiency 
 
4. The assessment of design efficiency tested how well each project was designed to 
achieve its ultimate goals. This entailed adequate physical design and costing, proper 
implementation arrangements, and a sound assessment of the environment in which each 
project was to be undertaken. This is one category where deficiencies are evident.  
 
5. Fourteen of the 37 projects experienced some deficiency in design. This was often due 
to an underestimation of the complexities of project implementation within the Nepalese context 
and a tendency to expect more from the Nepalese line agencies and counterparts than could be 
expected. A common deficiency was to assume or presume effective interagency coordination 
and cooperation, an assumption that often proved overly optimistic. Some projects, however, 
were simply poorly conceived. The Upper Sagarmatha Agriculture Development Project, for 
example, assumed that agriculture development could take place in an isolated area with no 
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road access for agriculture inputs or egress to markets. The Special Assistance for Oil Supply 
not only entailed the support of two major government corporations that would better have been 
privatized, but it also entailed the construction of massive fuel storage areas (still unused), 
without any type of prior site inspection. Buildings provided under the Primary Education 
Development Project were so large and sophisticated that they have yet to be fully occupied 
and, moreover, have such high recurrent maintenance costs that some have been abandoned, 
and the Rural Electrification Project included such stringent policy and institutional criteria that 
physical progress was held up for 2-½ years while all of the conditionalities were being met by 
the Government. 
 
6. Inadequacies in project design continue to be a problem, as indicated by the low scores 
of even some of the more recent projects, which were approved in 1998, 1999, and 2000. 
 
C. Implementation Efficiency 
 
7. Implementation efficiency was assessed by looking at the degree to which projects were 
implemented according to their original implementation schedule. The scores were adjusted to 
take into account the usual lag between Board approval and actual field implementation. Still, 
even with an adjustment, implementation efficiency overall is one of the weak points in ADB’s 
implementation record.  
 
8. However, a close look at the whole portfolio does not reveal a completely pessimistic 
picture. While a number of loans have performed poorly, the fact is that most have been 
implemented more or less within the schedule expected. The poor performers are responsible 
for pulling down the overall average. Indeed, 24 of the projects were acceptable in terms of 
implementation efficiency. It is notable, however that many of the poorer performers are in the 
later part of the portfolio, with six having been approved since 1998. Implementation efficiency 
thus seems to be deteriorating rather than improving. 
 
D. Development Impact 
 
9. In assessing development impact, a number of factors were taken into account, given 
the wide range of projects being assessed. These included the number of beneficiaries; range 
of impacts; and benefits accrued overall, without looking directly at specific measurements, such 
as economic internal rates of return (EIRRs).  
 
10. All in all, the development impact of the portfolio can be considered to be satisfactory, 
but not dramatic. Most projects appear to have achieved at least the development impact 
assessed at appraisal. In fact, only six projects did not or do not seem likely to achieve their 
appraisal targets. Even the lowest scoring projects have had some degree of positive benefit. 
For example, while the Upper Sagarmatha Agriculture Development Project is now several 
years late in closing and will finish without achieving its reformulated scope (an access road to 
the main road network), the agriculture components of the project were reportedly successfully 
implemented and the unfinished links in the road constructed to date will likely be taken up 
under the forthcoming Second Rural Infrastructure Project. Similarly, while the Tourism 
Development Project was somewhat off-target in its focus, some of the infrastructure provided in 
Pokhara could have a positive impact on the urban poor of that city. Even the lamentable 
Special Assistance for Oil Supply can be thought to have had a positive impact in providing fuel 
to the country and its poor, which they would not otherwise have been able to obtain, although 
this was done with serious economic consequences. Some outstanding impacts were also 
achieved, notably in rural credit projects, where the number of borrowers often far exceeded the 
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number expected at appraisal, and in rural water supply projects, where the ultimate coverage 
was significantly greater than appraisal estimates. 
 
E.  Direct Poverty Impact 
 
11. The assessment of direct poverty impact was based on the degree to which ADB’s and 
the Government’s main target group, the poor, was directly benefited by a project or program. 
To the credit of the country assistance program, the overall score for this factor shows a strong 
bias toward projects that have a poverty focus and a good degree of success by such projects 
Some projects and programs have a low direct poverty impact, by their very nature, even while 
ultimately having a strong development or poverty reduction effect. An industrial program loan 
or a hydroelectric generating project, for example, would be less likely than an agriculture credit 
project or a rural water supply project to have a direct impact on the poor, even though the 
ultimate impact of the project might be reduced poverty. Nonetheless, the country assistance 
program record on direct poverty impact is rather good. Twenty-five projects and/or programs 
scored high, meaning that they resulted in a direct positive poverty impact, while only three 
scored low, meaning that direct poverty impact was not considered in the project design. Some 
of the projects that did not score well were education projects aimed at special groups, such as 
secondary level students or technical and vocational students, who would not normally be 
among the poorest members of the population. Nonetheless, the indirect poverty reduction 
impact of such projects might be significant. 
 
F. Replicability 
 
12. Replicability was considered an important aspect of a project in assessing its overall 
benefit and impact. Given the extent of development needs in Nepal and the annual lending 
program of ADB (and other development partners), it is unlikely that any single, one-off project 
would make a significant long-term impact on the country, its economy, and its poor (unless it 
were a megaproject, such as the Kali Gandaki “A” Hydropower Project).  
 
13. In terms of irrigation, for example, it has been calculated that at the current rate of 
improvement by ADB and others, it will take 70 years for all of the potential schemes in the 
country to be upgraded. The same applies to rural water supply, rural roads, and rural 
electrification. If a project can be readily replicated, it is much more likely to have a positive 
impact in a shorter period of time. The reasons for this are that implementation arrangements 
will already have been worked out, staff members will have been trained, project contractors will 
be familiar with the techniques needed for high-quality project works, beneficiary participation 
techniques will have been formulated and tested, and teething problems that projects normally 
undergo will have already been resolved.  
 
14. The best example of this is in the rural water supply sector, where, from the Second 
Water Supply Sector Project through the Fourth Rural Water Supply and Sanitation Project, the 
degree of sophistication in project design and beneficiary participation steadily increased based 
on a simple and effective model developed during the first project. These projects benefited 
millions of poor throughout the country with few if any negative consequences or 
implementation problems. The same applies to irrigation projects based on farmer-managed 
irrigation systems, of which four were successfully implemented and also to road improvement 
projects and rural credit projects. Projects in the education sector, though, as well as in urban 
development, while potentially replicable, do not seem to have followed the same pattern.  
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15. Some projects or programs may be valuable but not replicable. Large-scale 
megaprojects, such as the Kali Gandaki “A” Hydropower Project or the Melamchi Water Supply 
Project are based on unique situations. Program loans are also generally not replicable, since 
they are aimed at resolving specific institutional and policy issues that, once resolved, should 
not require further intervention.  
 
16. The lending program during the period under study has quite a good record vis-à-vis 
replicability. Eighteen, or about half, of the projects reviewed had high scores, indicating that 
they had the potential to be replicated or had already been replicated. Except for four projects 
that were considered undesirable to replicate, the balance were either successful but not 
replicable or partly replicable. Those considered undesirable to replicate generally suffered from 
an initial design defect and were poor performers overall. They include the Corporate and 
Financial Governance Project, the First Agriculture Program Loan, the Special Assistance for Oil 
Supply, and the Tribhuvan International Airport Development Project. 
 
G. Sustainability 
 
17. Sustainability is one of the factors of greatest concern in assessing the past lending 
portfolio and also one of the most difficult to assess. Much of the assessment undertaken has 
been on the basis of project completion reports and project performance audit reports, thus the 
time scale involved does not always allow for an assessment of long-term sustainability. One 
way of assessing sustainability is to refer back to the replicability category. If a project is based 
on a previous successful project that is still successfully operating, then there exists a good 
chance that it will also be sustainable. To ensure sustainability, several sectors and subsectors 
(water supply and irrigation and rural infrastructure) depend on a high level of beneficiary 
participation or insist on viable tariffs and sound corporate management (energy projects). 
Others, such as rural credit, assume that once beneficiaries assume responsibility for their 
subproject investments, they will be able to sustain them independently. (Studies undertaken 
after the fact show that this has generally been the case).  
 
18. To obtain a broader picture of the degree of sustainability of past projects, the country 
assistance program evaluation employed a team of local consultants to investigate projects for 
which a project completion report had already been prepared. The team’s role was to reassess 
all 16 of the factors at least 5 years after the project had officially been completed. Their findings 
have been mixed. Some projects, such as the Technical and Vocational Education Training 
Project, continue to operate successfully, even though ADB has had no further activities in this 
sector since the project closed in 1998. On the other hand, due to the ongoing insurgency, 
Department of Irrigation staff members cannot reach the Rajapur Irrigation Project area. Thus, 
some deficiencies in maintenance have been reported. Nevertheless, the schemes continue to 
function, although less efficiently than they should. 
 
19. In terms of scoring, the portfolio is skewed very much toward projects with a midpoint 
ranking, since this is the ranking given to projects still operating less than 5 years after 
completion or that are still not yet completed but are likely to be sustainable. Looking at a 12-
year time slice for projects with a 5-year to 7-year implementation period, this is the ranking that 
one would most expect. This ranking is the basis for some optimism, since most projects appear 
to have been sustainable. Among the older projects, for which a longer time horizon is available, 
some appear to have been sustainable and others not. The reasons for reduced sustainability 
seem varied, and they include poor initial design, and thus no real need to continue the project 
(Special Assistance for Oil Supply), inability to maintain sophisticated infrastructure provided by 
the project (Irrigation Sector Project, Primary Education Development Project, Special 
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Assistance for Oil Supply, and Tourism Infrastructure Development); or problems that are 
institutional (rural credit projects in which the sustainability of the institution is a concern and the 
Kathmandu Urban Development Project). 
 
20. As the more recent projects mature, sustainability will continue to be a major issue. One 
way to ensure sustainability is to work with experienced and dependable agencies on projects 
that have a proven track record. After 30 years of operations in the country, it should not be 
hard for ADB to find such projects and still maintain the strategic priorities outlined in the COS. 
Indeed, at this critical time in the country’s history, it could be recommended that from the point 
of view of sustainability, sticking to tried and true project models that work (of which there are 
several) is better than experimenting with new, untested approaches. This consideration is 
especially relevant when considering some of the more recently approved projects in the 
portfolio, especially those approved since 2000. 
 
H. Gender Impact 
 
21. The promotion of gender equity is one of the major aims of all development agencies as 
well as the Government and is especially relevant and important in Nepal. As with direct poverty 
impact, some projects are by nature not amenable to special direct gender interventions. These 
include program loans and large infrastructure projects, such as roads and energy projects. On 
the other hand, the large number of projects scoring high for gender equity in the analysis (eight 
out of 37, or 22%) indicates that there have been substantial proactive efforts by ADB to 
mainstream gender concerns in its projects , where possible. These have included crop 
diversification projects and livestock projects, wherein many of the direct beneficiaries and 
participants have been women; rural credit projects, two of which (the Microcredit Project for 
Women and the Rural Microfinance Project) specifically target women; rural water supply 
projects that target women inasmuch as women are, traditionally, the major water carriers and 
users in rural areas; and education projects that also specifically target women. In addition, a 
further six projects, or 16%, have also reportedly had a positive impact on gender equity without 
necessarily being proactively designed to address gender issues. No project was identified as 
having an inimical or negative impact on gender equity. 
 
I.  Environmental Impact 
 
22. A small minority of projects have had a distinct negative environmental impact. These 
include the Special Assistance for Oil Supply, for which the oil storage facilities, especially in 
Pokhara but also in Kathmandu, raised questions about the impact of potential spills and leaks 
on the surrounding population; the Industrial Sector Program Loan, which resulted in a stimulus 
for industrial activity but without sufficient pollution control safeguards; the Kali Gandaki “A” 
Hydropower Development Project, for which cleaning after the project was inadequate and still 
requires mitigation work (currently ongoing); and the Melamchi Water Supply Project, which, 
when constructed, will alter the hydrology of the Melamchi River.  
 
23. All other projects are environmentally neutral, at worst, and many are environmentally 
positive. Several of the agriculture sector projects are considered to be in this latter category, 
since they entail the intensification of production in already cultivated areas, thus preventing 
encroachment on environmentally sensitive marginal areas, such as steep hill slopes or forest 
land. Moreover, some entail changing animal raising techniques, promoting improved fodder 
production, and raising goats and cattle in stalls, thus preventing overgrazing on sensitive hill 
slopes and the trampling of saplings in newly planted forests. Some, such as the Forestry 
Program Loan, actively promoted environmental protection and erosion control measures. 
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Water supply and education projects also had positive environmental effects, the former through 
improvements in drainage and sanitation in populated areas and in sound water sharing 
practices and the latter in providing an awareness of environmental concerns to the school-age 
population. 
 
24. On balance, the impact of ADB projects during the study period has been 
environmentally positive, although it could have been more so with a greater focus on 
environmental issues and projects at the time of programming. Also, it might be noted that the 
environmentally positive Forestry Program Loan was cancelled after the first tranche release 
due to a lack of progress on policy issues, but that in terms of activities on the ground, a lot was 
achieved from an upland conservation point of view. The cancelled funds could have been put 
to good use if the project had been reformulated into a sector project rather than a program 
loan. 
 
J. Institutional Impact 
 
25. Eighteen of the 37 projects surveyed, or just slightly less than 50%, had institutional 
problems of one sort or another. Of these, six perpetuated institutions that would better have 
been abolished or significantly revamped or at least not supported by an internationally financed 
development project. These include the Agriculture Inputs Corporation of Nepal, which received 
support under the Agriculture Program Loan; the National Electricity Authority, under several 
energy projects; and the Agricultural Development Bank of Nepal, under several rural credit 
projects. Several of the projects associated with these institutions were in themselves quite 
successful, but the perpetuation of inefficient institutions has been costly to the Government, in 
particular, and the development process, as a whole. Of equal concern are the projects that 
included institutional measures that were not realistic and thus affected the overall efficiency of 
project implementation. These include the Secondary Crops Development Project, which 
depended on a variety of different agencies that were found to be unable to work together; the 
Second Road Improvement Project, which suffered delays due to a lack of definition of 
responsibility between the Ministry of Works and Transport and the Department of Roads; the 
Upper Sagarmatha Agriculture Development Project, which was, in effect, assigned to the 
wrong executing agency; and several projects, such as the Kathmandu Urban Development 
Project, the Primary Education Project, the Tourism Infrastructure Development Project, and the 
Tribhuvan Airport Development Project, that suffered from having weak executing or 
implementing agencies that were expected to perform beyond their true capabilities. Two further 
projects must be noted in this context, the Rural Electrification Project, wherein it proved 
impossible for the NEA to meet ADB’s conditionalities, resulting in a       2-½ year delay in 
physical implementation and the ongoing Melamchi Water Supply Project, wherein bold and 
radical institutional arrangements, entailing, among other measures, the devolution of water 
supply management to a private international company may prove too controversial to finally be 
implemented. 
 
26. From a different perspective, the balance of ADB’s projects surveyed had a more 
positive institutional impact. While some were merely implemented within institutional 
capabilities, others entailed significant institutional reform. These include irrigation and domestic 
water supply projects that moved very strongly toward full beneficiary participation and 
involvement in all stages of project design implementation and operation; program loans that 
entailed a restructuring of the institutional environment (including, in the end, the Forestry 
Program Loan, even if the second tranche was never released); and the Third Livestock 
Development Project, which had a significant impact on privatization of the livestock industry 
and the dairy sector. Other projects, such as the Microcredit Project for Women and the Rural 
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Finance Project played a significant role in strengthening nongovernment organizations (NGOs) 
and community-based organizations. 
 
27. The impact of the lending program on institutions has thus been mixed. Some projects 
have paid a lot of attention to institutions in their design and have had a good degree of 
success. Others have accepted the institutions in place and, as a consequence, have often 
been impaired in achieving expected results. To be fair, institutional reform has been easier in 
some sectors than in others. Reforming a major established agency with many vested interests, 
such as the NEA, or the Agricultural Development Bank of Nepal (ADBN) is more difficult than 
asking a government department, such as the Department of Irrigation or the Department of 
Water Supply and Sewerage, to devolve some of their functions to end users. 
 
K. Capacity Building 
 
28. Only four projects did not include some kind of capacity building or training component, 
and three of these were in the very early years of the period under review. Typically, along with 
the situation seen with the related institutional impact factor, this was primarily a case of taking 
for granted, without full analysis, the fact that a major agency (the NEA or the Department of 
Roads) was capable of undertaking the task assigned to it. Once the deficiencies of this 
approach were identified, the thrust for capacity building became much more proactive.  
 
29. Many projects included not just a component to improve capacity in the executing and 
implementing agencies but measures to improve capacity among beneficiaries and contractors 
and  NGOs and private sector entrepreneurs. Most of the rural credit projects and the crop 
diversification and livestock projects included substantial measures to train beneficiaries and the 
personnel of rural credit agencies, including NGO staff members. Similarly, water supply 
projects included provisions for the training and capacity enhancement of beneficiaries and their 
representatives in the physical and financial management of water supply schemes. Projects in 
the irrigation sector included field training in beneficiary mobilization and scheme management, 
and road and rural infrastructure projects included provisions for contractor training and 
operation and maintenance (O&M) training. All in all, the record for including capacity-building 
components in project design is quite positive, especially in the latter part of the review period, 
which is from about 1992 onward.  
 
30. The results, however, were mixed. As a general rule, it appears to have been possible to 
enhance capacity at the field level, among field staff members, NGO staff members, and 
beneficiaries (i.e., among people directly connected with a project), but more difficult to 
strengthen capacity within the headquarters of an institution, be it a government department or a 
state institution, such as the ADBN or the NEA. This may, in part, be due to high levels of 
turnover, in the latter case, and the fact that an existing institutional ethos is hard to change. 
Within an existing agency, many vested interests and fixed operating procedures exist. At the 
field level, on the other hand, room exists for pragmatism, flexibility, adaptation, and 
improvement. 
 
L. Policy Impact 
 
31. Most of the policy issues relating to the loans under review revolve around the degree of 
public versus private involvement in the investment and in the regulation of a particular sector. 
In some cases, such as the supply of agriculture inputs and the marketing of agricultural 
produce or investment in industry, ADB was able to convince the Government of the wisdom of 
greater private sector initiative and public sector accountability. This positive policy impact also 
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included the provision of sufficient funding for O&M after projects and the involvement of project 
beneficiaries therein. Thus, several projects, including several program loans scored rather well 
in terms of policy impact. Of particular note are the Industrial Program Loan and the Second 
Agriculture Sector Program Loan. Most other projects were formulated at least within a 
desirable policy framework, and many were partly successful in bringing about more 
economically and socially sound policies.  
 
32. However, in certain instances, either the policy situation has not been taken into account 
during project design or it has not been possible to change prevailing policies. For example, 
under the Special Assistance for Oil Supply, it appears that the policy environment for the 
provision of petroleum products was not investigated during loan formulation, and it was taken 
for granted that this would remain a public sector responsibility, through two public sector 
corporations. Similarly, under the Tourism Infrastructure Development Project, it was taken for 
granted that the Government’s policy had a pro-private sector bias, when, in fact, the public and 
the private sectors were operating independently of each other, the latter more effectively than 
the former. As a result, little private sector interest was generated in the tourist sites improved 
under the project.  
 
33. Similarly, the Government’s commitment to private sector participation in the 
management of the Tribhuvan International Airport was assumed and taken for granted during 
appraisal but became a point of contention as the project progressed and has not yet been 
resolved. Lastly, several policy issues remain unresolved in the rural finance sector. These 
entail, primarily, the role of the ADBN as well as alternative agencies for credit provision. In view 
of the general overall success of rural finance projects in effectively meeting the stated 
development goals of ADB and the Government, it would serve the country well if these 
particular issues were quickly resolved.  
 
M. Innovativeness 
 
34. Notwithstanding the comments made above in the discussion on sustainability and 
replicability, an important positive aspect of multilateral investment is its potential to act as a 
catalyst for positive change. Replicable projects with proven implementation procedures may be 
desirable, but it is also important to continue to try to improve the effectiveness of investment 
and to broaden the impact of loan-financed projects. Twenty-four out of the 37 projects have 
included innovative measures, often with a considerable degree of success. Even repeat 
projects can include innovative measures. For example the Second Water Supply Projects 
began by involving beneficiaries in O&M, an innovative measure in itself. Next the Third Water 
Supply and Sanitation Project moved on to forming water user associations prior to scheme 
design. By the time of the Fourth Rural Water Supply Project, the project design was taking into 
account water use conflicts and questions of water quality. Thus, while following the same basic 
model, innovative measures with each new project were able to result in a continually evolving 
and improving project design.  
 
35. Similar results are seen in irrigation projects that build on the concept of farmer-
managed schemes. There is, however, a less-than-positive twist in this case. Farmer-managed 
schemes based on water user associations are effective for gravity irrigation systems but are 
unnecessary for shallow tubewell-based groundwater schemes. For this type of irrigation, 
farmers do not need to form water users associations but can equally well purchase and 
operate the equipment on their own. (This has been shown to be the case in Bangladesh, India, 
and Pakistan.) By following the practices of previous (surface water) irrigation projects and 
requiring the formation of water users groups prior to project support, the Community 
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Groundwater Irrigation Sector Project injected an element into the project that resulted in slow 
uptake and delayed implementation.  
 
36. Another innovative project was the Third Livestock Improvement Project. This project 
aimed, successfully, at a wide range of innovative measures in the livestock sector, including 
commercialization of livestock support services, privatization of the dairy industry, and formation 
of livestock farmer groups. The success of these innovations was followed up by the Community 
Livestock Development Project approved in 2003. 
 
N. Degree of Beneficiary Participation 
 
37. Experience in Nepal and other countries has shown that beneficiary participation in 
project and subproject selection, design, implementation, and O&M significantly increases the 
chances of success. Projects in Nepal that have proven this point are most of the irrigation 
projects, most of the water supply and sanitation projects, most of the rural credit projects, and 
all crop diversification projects. To the credit of ADB, substantial measures were taken during 
the review period to ensure beneficiary involvement in all stages of the project cycle for a large 
number of projects. Some sectors and projects, however, by their very nature, are not readily 
amenable to direct beneficiary participation. These include large infrastructure projects, such as 
road projects (with the exception of rural infrastructure projects); large-scale energy projects; 
airport projects; and policy-based program loans.  
 
38. All in all, it looks like ADB has done quite well in terms of beneficiary involvement. In 
looking at which projects in which sectors could have benefited by making more of an effort to 
contact intended beneficiaries and get their views one way or another, it seems that road 
projects and energy projects might have been improved if they had more of an end-user focus. 
Rural electrification projects, in particular, seem to have neglected the potential for more 
beneficiary participation. 
 
O. Economic Impact 
 
39. The ranking of economic impact is subject to similar provisos as sustainability. Within a 
13-year time frame, many of the projects have not been operational long enough for full 
economic impact to be assessed. Moreover, for some projects (e.g., program loans, water 
supply projects, and some education projects), it was not meaningful to calculate an EIRR. 
Nonetheless, looking at the results of earlier projects is useful. From the data available, most 
projects for which an EIRR could be measured clearly had a positive economic impact and 
attained an EIRR over 10%. Some were particularly successful, with benefits exceeding 
appraisal calculations. Of particular note were irrigation projects, rural credit projects, and road 
projects that generally met their appraisal targets and often exceeded them.  
 
P.  Governance 
 
40. Assessing governance impact was difficult. It was necessary to assess how a particular 
project affected or dealt with governance issues and also how governance or the lack of it 
affected the implementation of a project. The overall governance score was one of the lowest 
achieved for any of the factors and without the mitigating reasons noted earlier for the 
beneficiary participation factor. In essence, 13 projects, or 35% of those reviewed, were 
adversely affected by governance issues. Significantly, most of these were clustered in the first 
few years under review (i.e., in the late 1980s and early 1990s). The situation improved 
considerably during the latter part of the review period.  
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41. Typical governance issues included noncompliance with important conditionalities 
(Agriculture Program Loan, Forestry Program Loan, Rural Electrification Distribution and 
Transmission Project, Seventh Power Project, Special Assistance for Oil Supply, and Tribhuvan 
International Airport Improvement Project); lack of interagency coordination or active 
interagency interference in implementation (Kathmandu Urban Development Project, Primary 
Education Development Project, Sagarmatha Agriculture Development Project, and Second 
Road Improvement Project); or major contract disputes that could not be readily worked out 
using normal government procedures (Kali Gandaki “A” Hydropower Development Project and 
Small Towns Water Supply and Sanitation Sector Project). 
 
42. On the other hand, some appreciably positive impacts on governance were also brought 
about by ADB projects. These include the devolving managerial responsibilities to user groups 
in rural credit, irrigation, livestock, and water supply projects; training key senior staff members 
in several projects, including education projects, in particular; strengthening of the role of NGOs 
and community-based organizations; enhancing accountability of public sector and quasi-public 
sector agencies through program loans and some project loans; and establishing of a sound 
mechanism for road and rural infrastructure maintenance funding through the establishment of 
the Road Board and the Road Fund.  
 
Q. Overall Project Ranking 
 
43. While the overall ranking of the individual projects shown in Table A8.1 is not a hard and 
fast measure of success,1 it is a general indication of whether the country assistance program’s 
goals have been achieved. As noted earlier, the ranking system was designed so that a score of 
“3” would indicate a generally acceptable rating for the criterion being measured. An overall 
ranking of “3” thus indicates that a project was designed and implemented to an acceptable 
level and had more or less the development impact assessed at appraisal. 
 
45. In looking at the overall rankings in Appendix 7, the majority of projects are seen to meet                                                                        
this requirement. The averaged ranking for all projects is “3.1.” Of the 37 projects approved 
between 1988 and 2000, only 15 (or 40%) had an overall score below “3.” Moreover, only seven 
ranked below “2.5,” a score that would generally mean that there were serious deficiencies with 
the project. Only one of these, the Special Assistance for Oil Supply, scored below “2” with the 
rather abysmal ranking of “1.8.” Without reading too much into this, it can be concluded that 
most projects implemented during the period reviewed were implemented within the scope of 
the COSs and with a reasonable degree of success and efficiency. 
 
46. Two groupings of projects, the five lowest scoring projects and five selected high scoring 
projects,2 have been examined separately to assess if there is any commonality among them 
which can provide lessons for future project selection, design, and implementation supervision. 
The results, shown in Tables A8.1 and A8.2, are revealing. Instead of a random set of low 
scores among the five lowest scoring projects, the lowest scores cluster into five categories, 
governance; institutional impact; policy impact; degree of beneficiary participation; and, to a 
lesser extent, implementation efficiency.  
 

                                                 
1  A project could have a relatively high overall ranking but a low EIRR or poor sustainability and thus, in an individual 

evaluation, might be rated as only partly successful.  
2  These were specifically selected from a number of sectors. If only the top five projects were chosen, most of these 

would have been in the water supply sector. 
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47. Interestingly, these are the factors that scored best among the highest scoring projects. 
Almost all successful projects scored high in terms of institutional impact, policy impact, capacity 
building, and degree of beneficiary participation. They also scored high on design relevance and 
replicability. These results further reinforce the perception that institutional aspects are a key 
factor in determining the degree of success in project implementation in the country and that 
designing projects with a high degree of beneficiary participation can help guarantee project 
success.  
 
48. As a general conclusion on the overall portfolio, then, it was assessed that most projects 
within the loan portfolio were identified and designed to meet the exigencies of the COSs as 
well as ADB and government plans and priorities and that most were ultimately reasonably well 
implemented and at least partly successful, with the majority being generally successful or 
better. Institutional and governance deficiencies seem to have affected overall performance not 
just for the poorly performing projects but also for the best performing ones. While the 
performance of the portfolio was, on the whole, acceptable, there does not seem to have been 
any perceptible improvement or deterioration in the quality of the design and implementation of 
the portfolio between 1988 and 2000. 
 
49. Clearly, poorer performing projects were characterized by a poor institutional 
environment and a lack of beneficiary participation and poor governance. The best performing 
projects, on the other hand, were characterized by a close conformity to the COS, high degree 
of beneficiary involvement, and sound institutional policy and governance environment. 
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Upper Sagarmatha Agriculture Development 1991 3        2        2        2        4        2        2        4        2        2        2        2        2        2              2        1              2.3 

Rural Electrification Distribution and 
Transmission Project

1999 4        1        1        3        3        3        3        3        3        2        1        2        2        1              3        1              2.3 

Tourism Infrastructure Development Project 1992 1        2        3        2        2        3        2        2        4        2        4        1        3        1              2        2              2.3 

Tribbhuvan International Airport 
Improvement Project

1997 3        3        3        3        — 1        3        — 2        2        2        1        2        1              3        1              2.1 

Special Assistance for Oil Supply 1989 3        2        1        2        3        — 1        — 1        1        1        1        3        — 3        1              1.8 

Average Ranking 2.8     2.0     2.0     2.4     3.0     2.3     2.2     3.0     2.4     1.8     2.0     1.4     2.4     1.3           2.6     1.2     2.1     

Table A8.1:  Five Worst Projects

— = not applicable.
Source:  Operations Evaluation Mission estimates.
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Second Irrigation Sector Project 1996 4        4        3        3        4        5        3        3        3        5        4        3        5        4              3        4              3.8 

Microcredit Project for Women 1993 5        5        3        5        4        4        3        5        2        5        5        4        3        4              5        5              4.2 

Third Road Improvement Project 1995 5        4        4        3        4        4        3        — 3        3        4        4        4        — 4        5              3.9 

Fourth Rural Water Supply and Sanitation 
Sector Project

1996 5        4        3        3        4        5        4        5        4        4        4        5        4        5              3        4              4.1 

Secondary Education Dev. Project 1992 3        4        4        3        2        5        3        5        4        4        5        4        3        2              3        5              3.7 

Average Overall Ranking 4.4     4.2     3.4     3.4     3.6     4.6     3.2     4.5     3.2     4.2     4.4     4.0     3.8     3.8           3.6     4.6     3.9     

 

Table A8.2:  Five Selected High Scorers

— = not applicable.
Source:  Operations Evaluation Mission estimates.
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RESULTS OF THE SECTOR-BASED ANALYSIS FOR MINOR SECTORS 
 

A. Tourism Sector Projects 
 
1. During the review period, three tourism sector projects were approved and implemented. 
These included two tourism infrastructure development projects and the Tribhuvan International 
Airport Development Project. The relative priority to be given to tourism as a development 
sector must be subject to some question. Tourism was not mentioned as a priority in either the 
1988 country operational strategy (COS) or the 1999 COS but was included as a possible 
investment sector in the 1993 COS. While tourism is one of the few potential sources of foreign 
exchange for Nepal, forging a direct link to development strategies that focus on directly 
targeting the rural poor and promoting the initiative of the private sector is difficult. All three 
projects scored low on design relevance, but the Tribhuvan International Airport Improvement 
Project scored highest, since it also included a component aimed at promoting export growth 
through upgrading air cargo handling facilities.  
 
2. A tourism project that most closely meets the overall strategy of poverty reduction would 
include components that spread the benefits of tourism as widely as possible and bring direct 
benefits to local residents. Project components that focus a large part of their investment on the 
upgrading of urban walkways and garden footpaths in the country’s second major city (Pokhara) 
do not really meet these criteria. Such components made up a large part of the first and second 
tourism infrastructure development projects. However, the second project did include the 
upgrading of several provincial airports. Moreover, as a result of more efficient implementation 
than under the first project, greater focus on crosscutting issues, promotion of private sector 
initiative, and improved governance of the sector, the second project scored the highest overall. 
The Tribuhvan International Airport Improvement Project, on the other hand, suffered 
substantially from implementation delays; contractor disputes; governance issues, due to the 
reluctance of the Ministry of Transport to hand the airport over to a private sector operator; and 
general lack of focus on crosscutting issues. (In fairness, the project was mainly aimed at 
infrastructure provision and thus not readily amenable to the inclusion of crosscutting concerns). 
The project thus ranks as less than acceptable, even though the airport continues to operate 
and provide valuable services. 
 
B. Industry and Finance Sector Projects 
 
3. Perhaps the lesson to be learned from projects in the industry and finance sector during 
the period under review is that even poorly identified and designed projects can have some 
positive results. Of the three projects in this sector, the Industrial Sector Program Loan achieves 
the best overall ranking. It resulted in a liberalization of the industry and trade sector, in general, 
and in the capacity strengthening of the Department of Industry and the Department of 
Customs, in particular. Implementation benefited from the fact that the goals and policy reforms 
to be undertaken were clearly spelled out. However, a low degree of beneficiary participation 
existed. Moreover, gender was not focused upon, and a negative environmental impact 
occurred, since the increase in industrial activity was not accompanied by strict enforcement of 
environmental guidelines for existing or new industries. Still, the program can be said to have 
contributed significantly to the sector’s overall growth. 
 
4. The Corporate and Financial Governance Project, by contrast, does not seem to have 
the focus or clarity of purpose that characterized the Industrial Sector Program. It appears to be 
more of a loan-financed (and grant-financed) technical assistance (TA) activity aimed at basic 
institutional reform, with only a tenuous link to either the COS or any kind of direct investment. 
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The single largest component of the project is the establishment of the National Justice 
Academy, which is a worthy venture but not in any acknowledgeable way relevant to the COS. 
The project seems, also, to have been put together with very little input from intended 
beneficiaries, to have no particular gender focus, to have little direct poverty impact, and to have 
no direct economic impact. On the other hand, it could play a strong role in capacity building, if 
the National Justice Academy eventually proves functional. Moreover, associated with the loan 
are two grant-financed TA undertakings aimed at the institutional strengthening of the Nepal 
Rastra Bank, for the regulation and supervision of rural finance and for a financial and 
operational review of the Agricultural Development Bank of Nepal (ADBN) and the Nepal 
Industrial Development Corporation. A successful outcome of these TA activities could 
contribute directly to enhancing development in line with the COS. 
 
5. Finally, in this sector, is another unusual project, the Special Assistance for Oil Supply. 
This project was designed as an emergency loan to help the country overcome a dearth of 
petroleum products, due to the expiration and delayed renewal of the Trade and Transit Treaty 
with India. As a result of the ensuing shortages, industrial output fell 40%. The loan was 
intended to (i) meet Nepal’s immediate needs for petroleum products, (ii) facilitate a steady 
supply of petroleum to key sectors, and (iii) strengthen the Government’s conservation policy by 
ensuring a supply of kerosene as a substitute for fuelwood. Besides the procurement of 
petroleum products themselves, the project also provided funding for the construction of reserve 
storage facilities and for the procurement of tanker trucks. This latter part of the project had the 
effect of supporting two state corporations (the Nepal Oil Corporation and the Nepal Transport 
Corporation) in activities that would have been better left with the private sector (petroleum 
transport and storage). Perhaps if the loan had been limited to the first component, it would 
have been considered successful (although the policy implications of supporting the Nepal Oil 
Corporation would need to be addressed in reaching such a conclusion). As it happened, this 
was the only component that was fully implemented. The other components were either 
cancelled or only partly completed. This project scores the lowest of all 37 on the basis of poor 
design, very poor implementation, insufficient development impact, insufficient sustainability, 
poor policy impact, poor institutional impact, and poor governance record. Nonetheless, even 
this project had some positive features. It supplied the country with needed petroleum products 
at a crucial time and thus certainly had a positive development and economic impact as well as 
an impact on poverty reduction (or at least the prevention of increased levels of poverty). 
 
C. Urban Development Sector Project 
 
6. The Kathmandu Urban Development Project, the only project in this sector, may be 
considered, like the industry and finance sector projects, to be well-intentioned but of lesser 
relevance to the 1988 COS (which intended a focus on rural poverty) and overambitious. The 
project was designed without due consideration to the institutional difficulties facing the 
Kathmandu Municipal Corporation (the principal executing agency), while, at the same time, 
being dependent on an associated World Bank project that was ultimately dropped. As a 
consequence, implementation was slow and some components had to be abandoned. 
Moreover, institutional improvements expected within the Kathmandu Municipal Corporation 
were not instituted. Nonetheless, the project did have some positive results. The core urban 
upgrading component resulted in improved urban infrastructure in downtown Kathmandu; the 
land pooling component led to enhanced infrastructure and services in one part of the city, and 
it arrived at a successful model for future expansion; and the provision of storm water drains 
reduced flooding in several parts of the city. Some scope for considering further projects of a 
similar nature therefore exists, especially since only a portion of Kathmandu was covered by the 
project. It is interesting to note, therefore, that the subsequent project in this sector, the Urban 
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and Environmental Improvement Project (approved in November, 2002), was focused expressly 
outside the Kathmandu Valley. 
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PROJECTS WITH IMPLEMENTATION DIFFICULTIES 
 
1. Nepal’s current loan portfolio is shown in Tables A10.1 and A10.2. The following are projects 
which have experienced implementation difficulties. 
 
2. The Community Groundwater Irrigation Project. Implementation of this project has been 
slow, due to the slow formation of water users groups and uptake of the credit being provided for 
shallow tubewell purchase. This has been compounded by the subsidies removal for shallow tubewell 
equipment, subsidies temporary reinstatement, and subsidies subsequent removal, again. The road 
component was delayed, since the provision of roads is dependent on water users groups being 
formed in areas that the roads will serve. Improved uptake of credit and an overall improvement in 
performance was recently reported. 
 
3. The Rural Microfinance Project. This project has had a slow start-up, due to the difficulty in 
identifying and mobilizing suitable financial intermediaries. While progress is being made in building 
the capacity of Grameen Bikash Banks, slow implementation is expected to continue in the face of 
the current unstable situation in rural areas of the country. 
 
4. The Rural Electrification Project. Implementation of this project was delayed because a 
condition of disbursement relating to the financial soundness of the executing agency (the National 
Electricity Authority) was only recently resolved. No work could be undertaken until this issue was 
resolved, resulting in a 2.5-year delay before project works could be started. 
 
5. Small Towns Water Supply and Sanitation Project. This project has been slow to start due 
to the extended time required to form water users groups and the long consultative process involved. 
The problem is related to the transfer of a model that was successful in rural areas to urban areas, 
with concomitant complications. The formation of water users groups is reportedly progressing but at 
a slower pace than envisioned, thus the pace of project implementation will probably, ultimately, 
increase. 
 
6. Corporate and Financial Governance Project. Delays in required revisions to existing 
legislation as well as a hesitancy of the Government to adopt some of the institutional 
recommendations of the project consultants have prevented any meaningful implementation of this 
project to date. 
 
7. The Melamchi Water Supply Project. The sheer complexity of this project, along with 
complicated institutional arrangements, has meant that initial works have yet to start on its physical 
implementation. Due to problems with land acquisition and a lack of interagency cooperation, the 
access road to the main construction site is yet to be completed, and power lines are not yet installed. 
Progress has also been delayed due to contractual disputes and objections from cause-oriented 
groups. At the moment, access to the project site is being hampered by the insurgency situation. 
 
8. Governance Reform Program. Delays in meeting conditionalities have delayed the 
disbursement of the second tranche of the loan by more than 9 months. 
 
9. Road Network Development Project. Lengthy delays in recruiting the supervising consultant 
have delayed the initiation of works under this project by several years. The issues behind these 
delays have only recently been resolved. 
 
10. The Public Sector Management Program. While the date for the release of the second 
tranche of the program has not yet been reached, progress in meeting the conditionalities for its 
release appears slow. 
 
 



Loan No. Title
Date 

Approved

Loan Amount 
per Loan 

Document 
($'000)

Disbursements    
($ '000)a

Closing Date      
in Loan 

Agreement 
Revised 

Closing Date

Elapsed 
Loan 

Period 
(% of time) Project Progress (%)

1311 Irrigation Management Transfer Project 13 Sep 1994 12,910 6,475 30 Jun 2002 30-Jun-04 95 93
1437 Second Irrigation Sector Project 16 May 1996 25,000 22,661 31 Dec 2002 30-Jun-04 107 100
1450 Rural Infrastructure Development Project 27 Jun 1996 12,200 8,721 30 Jun 2003 30-Jun-05 83 68
1451 Second Tourism Infrastructure Development Project 2 Jul 1996 17,200 10,919 31 Dec 2001 31-Mar-03 111 97
1452 Kali Gandaki "A" Hydroelectric Project 23 Jul 1996 160,000 140,668 15 Jul 2001 31-Dec-03 100 100
1461 Third Livestock Development Project 19 Sep 1996 18,300 10,142 31 Jul 2003 31-Jul-04 93 95
1609 Community Groundwater Irrigation Sector Project 26 Feb 1998 30,000 2,485 31 Jul 2005 79 25
1650 Rural Microfinance Project 8 Dec 1998 20,000 4,146 30 Jun 2005 77 37
1732 Rural Electrification, Distribution, and Transmission Project 21 Dec 1999 50,000 70 30 Jun 2005 73 7
1755 Small Towns Water Supply and Sanitation Sector Project 12 Sep 2000 35,000 1,763 31 Dec 2006 54 16
1778 Crop Diversification Project 9 Nov 2000 11,000 2,381 31 Dec 2007 44 28
1811 Corporate and Financial Governance Project 14 Dec 2000 7,300 907 30 Jun 2005 67  
1820 Melamchi Water Supply Project 21 Dec 2000 120,000 3,407 31 Mar 2007 48 18
1840 Teacher Education Project 24 Sep 2001 19,600 1,766 30 Jun 2008 34 17

1861 Governance Reform Program 27 Nov 2001 30,000 11,923 31 Dec 2005 51
6 months delay in 

tranche release
1876 Road Network Development Project 13 Dec 2001 46,000 1,333 31 Dec 2007 34  
1917 Secondary Education Support Project 20 Sep 2002 30,000 500 30 Sep 2008 21 1
1966 Urban and Environmental Improvement Project 10 Dec 2002 30,000 900 31 Mar 2010
2002 Public Sector Management Program 8 Jul 2003 35,000 20,000 30 Jun 2005 24  
2008 Community-Based Water Supply and Sanitation Sector Project 30 Sep 2003 24,000 — 31 Dec 2010
2058 Kathmandu Valley Water Services Sector (Program Loan) 18 Dec 2003 5,000 — 31 Dec 2005 0 0
2059 Kathmandu Valley Water Services Sector (Project Loan) 18 Dec 2003 10,000 — 30 Jun 2011 2 0
2071 Community Livestock Development 19 Dec 2003 20,000 — 30 Jun 2010 1 0

TOTAL 768,510            251,167                 
Total Projects 22
Total Loans 23

Source: Lotus notes database on loans, technical assistance, and equity approvals. 

Table A10.1: Current Portfolio in Nepal as of 31 December 2003

a   Loan disbursements for active projects are based on data from latest project performance report.

A LOOK AT THE CURRENT PORTFOLIO

— = not available.



Loan 
No. Title

Date 
Approved

Loan 
Amount 
per Loan 

Document 
($' '000)

Disbursements 
($' '000)a

Disbursements 
as percentage of 

Loan Amount 
(%)

Closing 
Date 

Elapsed 
Loan 

Period 
(% of 
time)

Project 
Progress 
from PPR 

(%)

Project 
Progress as a 
Percentage of 
Elapsed Loan 

Period

1450 Rural Infrastructure Development Project 27 Jun 1996 12,200        8,721                   71 30 Jun 2005 83 68 82

1609 Community Groundwater Irrigation Sector Project 26 Feb 1998 30,000        2,485                   8 31 Jul 2005 79 25 32

1650 Rural Microfinance Project 8 Dec 1998 20,000        4,146                   21 30 Jun 2005 77 37 48

1732 Rural Electrification, Distribution, and Transmission Project 21 Dec 1999 50,000        70                        0 30 Jun 2005 73 7 10

1755 Smal Towns Water Supply and Sanitation Sector Project 12 Sep 2000 35,000        1,763                   5 31 Dec 2006 54 16 30

1778 Crop Diversification Project 9 Nov 2000 11,000        2,381                   22 31 Dec 2007 44 28 64

1811 Corporate and Financial Governance Project 14 Dec 2000 7,300          907                      12 30 Jun 2005 67 not reported —

1820 Melamchi Water Supply Project 21 Dec 2000 120,000      3,407                   3 31 Mar 2007 48 18 38

1861 Governance Reform Program 27 Nov 2001 30,000        11,923                 40 31 Dec 2005 51

6 months delay 
in tranche 
release —

1876 Road Network Development Project 13 Dec 2001 46,000        1,333                   3 31 Dec 2007 34 not reported —

2002 Public Sector Management Program 8 Jul 2003 35,000        20,000                 57 30 Jun 2005 24 not reported —

TOTAL 396,500      57,136                 14

a    Loan disbursements for active projects are based on data from latest project performance report.
Source: Lotus notes database on loans, technical assistance and equity approvals.

Table A10.2: Core Current Program in Nepal

— = not applicable, no. = number,  PPR = project performance report.
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SECTOR EVALUATION OF ASIAN DEVELOPMENT BANK NON-LENDING SUPPORT 
 
1. Agriculture and Natural Resources. The Asian Development Bank (ADB) has 
emerged as a (if not the) leading external supplier of policy advice on agriculture and rural 
development issues and is seen to have played a key role in building agriculture sector 
institutions, especially in recent years. Many earlier advisory technical assistance (ADTA) in the 
sector were designed to meet the specific needs of ADB loan-financed projects. This limited the 
overall impact in addressing priority sector institution-building needs. For example, substantive 
ADB institutional support to the Agricultural Development Bank of Nepal (ADBN) failed to 
develop a sustainable agriculture financial institution, and while ADB support to the 
development of rural microfinance institutions has had a more sustainable impact, problems 
remain in extending financial services to the rural poor, especially in the hill and mountain areas. 
More recently, ADB moved away from support to subsector agencies directly responsible for the 
implementation of ADB-financed projects toward more general sector support that allowed a 
strong focus on addressing priority sector issues and constraints and institutional development 
needs. Results of individual technical assistance (TA) activities have been mixed, and there 
have been areas of substantive disagreements between ADB, the Government, and other 
stakeholders, but dialogue has been sustained, and this has helped in moving toward a shared 
vision for sector development. ADB-funded studies have fed into public debate on key issues, 
and this has helped build national support for policy and institutional reforms that have 
eliminated important bottlenecks to agriculture and rural development.  
 
2. Water Supply and Sanitation. Despite acknowledged weakness in early ADTA designs 
(especially in terms of training needs assessments), ADB has played a leading and long-term 
role in building institutions and improving the policy environment for the development of water 
supply and sanitation. Institutional development focused on beneficiary participation in all 
aspects of project preparation, and implementation has contributed to sharp increases in 
coverage, which has contributed to significant improvements in health indicators, such as child 
mortality and the incidence of waterborne diseases. A key indicator of improved capacity is the 
fact that recent community water supply and sanitation projects were prepared without 
additional ADTA. More recently, most TA resources for water supply have been directed to 
developing institutional capacity and projects linked to improving water supply in the Kathmandu 
Valley, including the Melamchi Water Supply Project. Substantive impacts from this support are 
yet to be realized. 
 
3. Education. ADB support initially focused on strengthening primary teacher training, but 
because of the large number of other development partners involved in primary education, ADB 
is now focusing on lower secondary and vocational training. ADB evaluations of this assistance 
raised concerns about the lack of a coherent vision and clear goals regarding what ADB wanted 
to achieve in supporting education institutions and the lack of consultation and effective needs 
assessment in planning the earlier support in strengthening education institutions. The recent 
Government and development partner focus on millennium development goals appears to have 
helped in providing more focus and in clarifying key sector development targets. ADB’s most 
recent loan project in the education sector, which included Department for International 
Development-cofinanced institution-building TA, was tentatively judged to be highly successful 
in terms of institution building.1  

                                                 
1 Hutaserani, Suganya. 2004. Back-to-office report of Operations Evaluation Mission in the preparation of project 

performance audit report for Loan 1196-NEP(SF): Secondary Education Development Project. ADB. Manila. 
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4. Energy. ADB has provided sustained support aimed at improving the commercial 
viability and sustainability of the energy sector. The impact, in terms of improved price policies, 
management, and National Electricity Authority commercial viability, has fallen below ADB 
expectations, but the sustained support has contributed to gradual institutional improvements 
that appear likely to result in more commercially viable and autonomous energy sector 
institutions.  
 
5. Industry. ADTA to the industry sector was largely limited to support related to the 
preparation and implementation of the Industrial Sector Program Loan. Resulting reforms 
appear to have helped increase investment in the emerging but still very small private industrial 
sector. There was no follow-up support, but other business development constraints were 
addressed via corporate and financial governance reforms.  
 
6. Finance. ADB support to developing financial institutions has been mixed. As noted 
earlier, long-term support to improve access to credit in rural areas by strengthening ADBN has 
so far proven unsuccessful. In contrast, the more recent focus on developing microfinance 
institutions appears to be generating positive impacts in providing sustainable rural financial 
services that are reaching the poor and women. Efforts to develop leasing, streamline check 
clearing processes, and strengthen accounting and auditing standards have helped reduce 
business transaction costs and increase competitiveness. The impact of ADB support for 
securities market development is more questionable.  
 
7. Transport and Communications. ADB has provided only limited support to transport 
and communications institutions. Infrastructure remains weak and is deteriorating due to poor 
maintenance and attempts by Maoist groups to block government road access to large areas of 
the country. ADB support has focused on developing rural roads (under rural infrastructure 
projects) and working with subnational institutions to ensure greater community ownership of 
these roads, which will help ensure they are maintained. While this approach makes sense, 
given current instability, in the long term many of the potential benefits of rural roads will be lost 
if these roads do not provide access to adequately maintained roads that provide links to 
national and regional markets. ADB also provided support to strengthen the Department of Civil 
Aviation, as part of efforts to develop international and national air travel. 
 
8. Urban Planning. ADB addressed urban planning needs at a sector level and under 
water supply and other subsector projects. Initial overall subsector approaches were focused on 
strengthening the municipality of Kathmandu. Some progress has been achieved in terms of 
more effective land use planning, land pooling for infrastructure development, and increased 
private provision of some public service, but capacity weaknesses remain a constraint to 
improvements in quality of urban life. While rural urban planning needs were partly addressed 
under the recent urban sector strategy, more and earlier attention to developing rural urban 
areas might have been desirable, so as to promote more balanced development and facilitate a 
less disruptive rural urban transition.  
 
9. Governance. ADTA have been provided to support direct governance-related institution 
development in all three country operational strategy studies, but the range of interventions 
increased dramatically since 1999.2 Much of this assistance is directed at concerns raised in the 
                                                 
2  ADB. 1989. Technical Assistance to Nepal on Program Budgeting, Project Monitoring and Management 

Information Systems  (TA 1196-NEP for $2,500,000, approved on 14 August 1989). Manila; ADB. 1993. Small-
Scale Technical Assistance to Nepal on Establishing an Institutional Framework for a Policy Research and 
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1999 Country Operational Strategy Study, including substantive support to civil service and 
public sector governance reform. Assistance was also provided to reduce barriers to business 
entry, develop market institutions essential for mobilizing financial resources, and develop 
capital markets. ADB support to capital market reforms is likely to have relatively minor direct 
poverty impacts, given the current level of development and ongoing political instability. Poverty 
impacts may have been greater with a relatively stronger focus on issues of direct relevance to 
household and small enterprises, such as business regulation reform and developing 
mechanisms for regular consultation with small business to identify and address regulatory and 
institutional barriers to business development.  
 
10. The establishment and subsequent strengthening of ADB’s Nepal Resident Mission is 
seen as an important element of efforts to provide more effective institution building. The 
decentralization of decision making to country-based staff members is providing greater 
opportunity for the frequent interaction and substantive analysis that can facilitate the personal 
relationships and trust needed for effective dialogue on key issues. Regular interaction, 
including proactive contributions through the public media, probably helped in resolving key 
agriculture issues that might have otherwise slowed key reforms and implementation of the 
program loan. However, frequent changes of government and in key counterparts have, in 
recent years, restricted the realization of many potential benefits. Key differences about 
institutional and policy issues between ADB and government executing agencies remain in 
power and urban water supply. 
 
11. Another initiative has been to try to make better use of domestic consultants. Domestic 
consultants are generally better prepared to assess domestic needs and political pressures; 
more cost-effective in basic data collection; and able to be engaged for longer periods, which is 
often important, given the frequent delays in government decision making. They are also more 
readily available for follow-up action and support. Domestic consultant involvement in policy 
studies can also result in these consultants becoming effective domestic proponents of change, 
which can be especially beneficial in terms of building broad support for policy and institutional 
reform.  
 

                                                                                                                                                             
Analysis Institute  (TA 1913-NEP for $95,000, approved on 23 July 1993). Manila; ADB. 1995. Technical Assistance 
to Nepal for Efficiency Enhancement of Customs Operations (TA 2459-NEP for $1,168,000, approved on 
7 December 1995). Manila; ADB. 1997. Small-Scale Technical Assistance to Nepal for Capacity Building of the 
Ministry of Law and Justice (TA 2974-NEP for $150,000, approved on 31 December 1997). Manila; ADB. 1998. 
Technical Assistance to Nepal for Formulating an Action Plan on Civil Service Reforms (TA 3117-NEP for 
$630,000, approved on 14 December 1998). Manila; ADB. 1999. Technical Assistance to Nepal for Capacity 
Building for the Accounting and Auditing Profession (TA 3356-NEP for $665,000, approved on 22 December 1999). 
Manila; ADB. 2000. Technical Assistance to Nepal for Strengthening the National Statistical System  (TA 3451-NEP 
for $770,000, approved on 1 June 2000). Manila; ADB. 2000. Technical Assistance to Nepal for Company, 
Insolvency, and Secured Transactions Law Reform (TA 3461-NEP for $250,000, approved on 27 June 2000); 
ADB. 2000. Technical Assistance to Nepal for Formulating and Action Plan on Civil Service (Supplementary) (TA 
3117-NEP for $30,000, approved on 3 August 2000). Manila; ADB. 2001. Technical Assistance to Nepal for 
Institutional Support for Governance Reforms (TA 3622-NEP for $1,525,000, approved on 18 January 2001). 
Manila; ADB. 2001. Technical Assistance to Nepal for Support for the Preparation of the Tenth Five-Year Plan (TA 
3689-NEP for $300,000, approved on 23 July 2001). Manila; ADB. 2002. Technical Assistance to Nepal for 
Strengthening Institutional Capacity for Public Debt Management (TA 4017-NEP for $400,000, approved on 
6 December 2002). Manila; ADB. 2003. Technical Assistance to Nepal for Strengthening Performance-Based 
Management (TA 4249-NEP for $275,000, approved on 12 December 2003). Manila; ADB. 2003. Technical 
Assistance to Nepal for Establishing Economic Policy Network  (TA 4288-NEP for $200,000, approved on 
18 December 2003). Manila.  
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12. A limited number of cluster and/or follow TA activities have been used to better meet 
longer term sector development needs. Such activities have allowed ADB to undertake more 
substantive analysis of sector development issues (e.g., in agriculture and rural development 
and on governance issues) and thus engage with the Government and civil society in a more 
substantive manner to help in resolving key constraints. However, continuing political instability 
and the realities of ADB processes mean that many short-term ADTAs continue to be approved 
to address ad hoc needs. Such assistance can help meet immediate needs but generally has 
less impact in contributing to longer term institution-building needs. 
 
 
 
 



MANAGEMENT RESPONSE ON THE COUNTRY ASSISTANCE 
PROGRAM EVALUATION FOR NEPAL 

 
1. On 24 September 2004, the Director General, Operations Evaluation Department, 
received the following response from the Vice President (Operations 1) on behalf of 
Management. 
 
2. The Nepal Country Assistance Program Evaluation (CAPE) was prepared by Operations 
Evaluation Department (OED) at the same time that the Nepal Country Strategy and Program 
(CSP) for 2005-2009 was prepared by the South Asia Department (SARD). The CSP team 
benefited from the views and recommendations made by the CAPE team as feedback was 
provided to the Nepal Country Team at various stages of the preparation of the CAPE. 
Management wishes to express its appreciation to OED for undertaking the CAPE exercise at 
the same time that the new CSP (2005-2009) was being prepared. Real-time feedback of 
lessons learned from an independent evaluation team have enriched the CSP preparation 
process. The main findings of the CAPE, and from other self- and independent evaluations of 
ADB experience in Nepal, have provided a robust set of lessons that should be learned in future 
interventions. 
 
3. Management concurs with several important lessons and recommendations made in the 
CAPE. Management agrees that there is a need for sharper focus and more flexibility in the 
strategy and program, that sector lending is an appropriate assistance modality, that there 
needs to be more emphasis on transport and rural infrastructure, that mega-projects need to be 
carefully designed, that beneficiary participation enhances project quality, and that closer project 
monitoring is clearly warranted. These recommendations have been fully taken into 
consideration in preparing the new CSP (2005-2009). The incorporation of these lessons and 
recommendations in the CSP was reinforced by the latter's results-based nature.     
 
4. The CAPE expresses concern that previous strategies were too general, and that this 
contributed to a lack of sufficient focus in past country program. Management considers that 
while a certain lack of programmatic focus is acknowledged and is to be remedied in the future, 
this is not necessarily a reflection of flaws in the strategy, but of the nature of poverty in Nepal 
and ADB’s partnership role in the country. The fact that poverty is pervasive implies that 
interventions are required on a number of fronts to spur broad-based growth and address social 
development constraints. Moreover, since ADB is one of Nepal’s important development 
partners, the Government requested assistance to achieve its development objectives in areas 
it considered ADB could contribute to effectively. ADB's assistance also enable the Government 
to catalyze critical resources from other donors. However, Management does appreciate that 
having clearer strategies help sharpen the focus ADB's assistance. In this regard, it may be 
noted that the new CSP (2005-2009) has a significantly sharper focus on conflict related 
development and poverty reduction.   
   
5.      The CAPE recommends that sector loans would be preferable to simple investment loans, 
and that conditionality-based loans should be used with caution. It is Management’s experience 
that certain sectors, such as education and power, have sector programs and reform agendas 
which merit support. The choice of assistance modality must be based on the degree to which 
sector strategies, suitable investment programs, adequate implementation capacity, reasonable 
sector governance and suitable reform agendas are in place. Almost a third of lending in the 
pipeline in the CSP (2005-2009) is for sector operations and ADB will continue to move in this 
direction.   
 



6.   The CAPE expresses concern about large-scale projects, arguing that while ADB is an 
appropriate source of finance for these initiatives, they must be well prepared, and fully 
consistent with the country strategy and address poverty reduction. It is Management’s view that 
the past mega-projects, particularly in power, have eased critical bottlenecks to socio-economic 
development and were a major contributor to Nepal’s economic growth in the 1990s.   
Experience in Nepal has also shown that the greater constraints on mega-projects are 
inadequate institutional capacity to effectively implement such projects in the political and 
security context. It is Management’s view that mega-projects implemented thus far were 
consistent with the country strategy. Management concurs that more careful attention must be 
paid in the future to assessing and building institutional capacity to implement projects of such 
scales, and that political and security risks must be carefully assessed to ensure successful 
implementation.   
 
7. The CAPE expresses concern about slippage. The slippage in processing in the 
agricultural and rural sector was mainly due to the security situation. Management wishes to 
note that concerns about slippage in processing projects were addressed in formulating the new 
CSP that allows projects to be implemented in a conflict environment. 
 
8. The CAPE expresses concern that the approach adopted to address governance in the 
areas of private sector development and public sector management, may have been inferior to 
an approach that focused more on reforming sector institutions in the areas in which ADB has 
had investment operations. Management wishes to note that all investment operations, and 
particularly those in recent years, have involved strong measures of support for sector-specific 
institutional and policy reform. Accordingly, support for broader governance reform has been 
designed to complement and improve the effectiveness of sector-specific interventions. 
 
9. Management concurs with the CAPE recommendations to the Government that they 
take greater ownership and provide better guidance for the future direction of the CSP; that it 
make clearer presentation of its priorities, policies, issues and procedures; that it boost project 
monitoring; and that more secure financing be provided for project Operations and Maintenance 
(O&M). Regarding Government guidance in preparing the new CSP, Management wishes to 
note the commendable Government-driven process of preparing the Tenth Plan (which is also 
Nepal's poverty reduction strategy), and the continuous Government engagement and 
ownership of the CSP. While Government ownership of lending and nonlending operations has 
increased over time, it is acknowledged that more work needs to be done to ensure full 
government ownership in the future. ADB has provided capacity-building support to improve 
project implementation, monitoring, and O&M. However, a major lesson learnt is that durable 
institutional change takes time, particularly when the initial institutional capacity is weak, and is 
further complicated by lingering political instability and adverse security situation.   
 
10. While the CAPE provides helpful insights and useful recommendations, Management 
wishes to express certain concerns: 

 
• Methodological Concerns: the CAPE analysis was not based on a systematic framework 

which defines development objectives to which ADB should have contributed. Instead, 
the development effectiveness of the past strategy and program was defined on the 
basis of total lending in each sector and the project rating system. Also, the basis for 
reaching sector-specific judgments about the payoffs to past ADB operations is not 
clear. The manner in which projects in different sectors were ranked (Appendix 6) is the 
basis for which conclusions about the impacts of investments in different sectors were 
realized. This ranking is subjective, and is not based on the findings reported in PCRs or 



audit reports (which didn’t include such rankings). Subjective ranking of projects, some 
20 years after the fact, cannot substitute for a clear understanding of what was achieved 
within the realm of knowledge, constraints and opportunities available at the time these 
projects were undertaken. Since ADB is such an important development partner to 
Nepal, it would have been preferable to specify development outcomes, establish 
monitoring indicators in the different sectors defined by specific benchmarks and targets, 
and examine the extent to which ADB did, or did not contribute to progress made.  It is 
noteworthy that the new results-based CSP (2005-2009) for Nepal establishes a basis 
for a significantly vigorous and objective basis for evaluating CSPs. 

 
• Conflict and Political Instability:  The CAPE looks back and draws its findings over a long 

period of time during which Nepal enjoyed a high degree of internal stability.  Nepal now 
finds itself engulfed in conflict and political instability. These factors have become 
challenging constraints to poverty reduction. The CAPE is virtually silent on how this 
came about, and how these factors should be addressed. Exclusion—social, geographic 
and economic—is a major concern of Government and all development partners 
including ADB, and is a root cause of Nepal’s present volatile situation. However, the 
CAPE did not address the influence of the political and security situation on the 
implementation of past strategies and offered no significant insights into how future 
strategies could be prepared in the politically unstable and conflict situation, especially 
when it is clear that the conflict could persist over the medium term. 

  
 
 

 



OED Comment on Management Response to the  
Country Assistance Program Evaluation for Nepal 

 
 

 Following the 29 September 2004 meeting of the Development Effectiveness Committee 
of the Board of Directors, at which the committee considered the Country Assistance Program 
Evaluation for Nepal and Management’s response to the report, OED issued the following 
comment on the Management response. 
 
 “OED is pleased to note that the country strategy and program (CSP) preparation 
considered the CAPE process and findings useful. OED is also pleased to note that 
Management concurs with most of the important lessons and recommendations. 
 
. “Regarding Management's concern on methodology, it would be preferable to have a 
CAPE based on a comparison of achievements against the benchmarks of precise quantitative 
targets, but such an approach will only be feasible when CSPs are prepared on a results 
oriented basis with clearly defined development objectives and associated and systematic 
performance indicators. OED is pleased to note that CSPs are now being prepared in this way 
and looks forward to future evaluations of these. 
 
 “As indicated in para.3 of the CAPE for Nepal, the evaluation was conducted at three 
levels, (i) relevance of the country operational strategy (COS); (ii) alignment of country 
programming activities with COS priorities, and (iii) effectiveness of projects, programs, and 
technical assistance in delivering the COS priorities. Thus an integrated approach was taken, 
one level linking with the next. The analysis at the project/program level was based on findings 
of project completion and post evaluation reports for 24 projects, supplemented by additional 
analysis by the evaluation team of these projects and of a further 13 projects which were more 
recent approvals, most of which were still ongoing. The rankings provided in this supplementary 
work were strictly indicative. They were used to gauge rough trends and not to provide rigorous 
rating or comparison of individual projects. 
 
 “The analysis in much evaluation work is both quantitative and qualitative, and the 
conclusion drawn from the analysis is a matter of judgement. It would be wrong to characterize 
this as purely subjective. 
 
 “The CAPE was prepared with knowledge of and in the context of past stability and 
current instability of Nepal, but the purpose of the program evaluation was neither to dwell on 
reasons for this nor how to solve this in the future. The CAPE notes, however, that too many 
unknowns exist in the current environment to be able to prescribe a robust strategy that will be 
valid for up to 5 years, and thus flexibility to change or adapt the strategy will be needed.” 
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Chairperson’s Summary of the Committee’s Discussion  
on 29 September 2004  

of the Country Assistance Program Evaluation for Nepal 
 

 
1. The objectives of the Development Effectiveness Committee (DEC) in discussing 
the country assistance program evaluation (CAPE) for Nepal were to review the results 
of the evaluation and to ensure that the CAPE’s conclusions and recommendations were 
taken into account in the preparation of the new country strategy and program (CSP) for 
Nepal, which was to be considered by the full Board at a meeting the following week. In 
the case of Nepal, a new approach was piloted by which the CAPE and the CSP were 
prepared as parallel processes rather than in sequence. The key benefit attributed to this 
approach was that as lessons were learned from preparation of the CAPE, these were 
immediately fed into preparation of the CSP through interaction of the respective teams.  
By assessing how effectively lessons from the Nepal CAPE were being addressed in the 
Nepal CSP, the DEC could also provide an initial assessment of whether the parallel 
approach worked satisfactorily, or how it could be improved.   
 
2. In this framework, the DEC concluded that it generally agreed with the CAPE for 
Nepal and assessed that its overall conclusions and recommendations were taken into 
account in the formulation of the new CSP for Nepal. The DEC appreciated that the 
CAPE’s initial findings and recommendations had been endorsed by a stakeholder 
workshop in Kathmandu in mid-April.  
 
3. However, the committee could not fully satisfy itself on specific linkages between 
CAPE recommendations and CSP details. For instance, some DEC members 
considered that the new CSP was not addressing key issues relating to gender and 
human trafficking brought out in the CAPE. Some DEC members attributed the gaps 
partly to the over-generic nature of the CAPE analysis; for instance, a more detailed 
grasp of why some sectors had worked better than others might have facilitated the 
review of sector strategies and programs in the new CSP. At the same time, the DEC as 
whole was not convinced that the parallel CAPE/CSP approach worked sufficiently as a 
knowledge management process. The DEC thought there should be a more sequential 
process with a longer time lag for reviewing and assimilating lessons between the CAPE 
and the CSP. The CAPE should provide independent inputs to CSP preparation. 
Correspondingly, sufficient lead time should be planned between the DEC’s discussion 
of the CAPE and Board discussion of the CSP. 
 
4. The DEC emphasized the CAPE’s recommendation that the new CSP should 
embody a more sharply focused core program than in the past and, at the same time, 
that the formulated strategy should incorporate the flexibility needed to deal with the 
significant uncertainties facing Nepal due to the fluid political situation. DEC members 
suggested that lessons from the CAPE in regard to governance, need for institutional 
strengthening, and ownership of development programs by the Government should form 
the basis for initiatives formulated in the new CSP.   
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5. The DEC appreciated the substantive response to the CAPE that Management 
had provided. The DEC considered the concerns expressed by Management on certain 
aspects of the CAPE as a healthy sign of an active institutional dialogue on the lessons 
learning process. In the context of OED’s organizational independence since the start of 
the year, the common challenge facing OED, Management, and the DEC is to perform 
their respectively enhanced responsibilities effectively in this process, so that the reports 
and discussions actually lead to tangible results. 
 
 

Jusuf Anwar 
Chairperson  
Development Effectiveness Committee 
 
15 October 2004 
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