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EXECUTIVE SUMMARY 
 

The economic performance of Nepal was exceptionally weak in FY2002, registering a 
negative growth rate for the first time in the past two decades. Real gross domestic product 
growth fell precipitously to -0.5% in 2002—the lowest in South Asia—from 4.6% in 2001. A 
series of domestic and external shocks, especially the continued escalation of the insurgency, 
irregular monsoon, and weak external demand, have exacerbated the economic downturn that 
began in mid–2001. Agricultural output slipped to 2.2% in 2002 due to the irregular monsoon, 
after strong performance in 2000 and 2001. Industry and tourism were hit hard by the 
insurgency and weak external demand. After exceptional expansion of 8.7% in 2000, and for the 
first time since 1990, industrial growth was lower than agricultural growth, plummeting to -3.3% 
in 2002 after expanding to 2.7% in 2001, largely due to –10% growth in manufacturing, the 
sharpest contraction in two decades (Appendix 2, Table A2.1). Service sector growth was kept 
down by domestic security problems and declined by 1.4% in 2002 after expanding by 5.3% in 
2001. Tourist arrivals have declined by 28%, resulting in an estimated 34% reduction in receipts 
from tourism. 
 

Given the high annual population growth of 2.24%, the country faces a huge challenge 
of absorbing about 300,000 persons entering the labor force each year on top of the large 
number of the existing underemployed, estimated at 47% of the total employed labor force.  
Consistent with an economy dominated by subsistence agriculture, labor force participation is 
high and unemployment low. The 1999 Labor Force Survey showed that about 86% of the 
working-age population was economically active, and unemployment less than 2%. Labor 
market conditions deteriorated further in 2002, given the weak performance of the agriculture 
sector and a sharp downturn in the service and industry sectors. 
 

The sharp economic downturn had a major negative impact on the Government’s fiscal 
position. While the budget deficit after grants was contained at 3.3% of GDP in 2002, down from 
4.5% in 2001, it was at the expense of development expenditure, which had to be cut sharply. 
Despite the Government’s intensified revenue collection measures, including the introduction of 
voluntary disclosure of income scheme and raising of special fees on imports and surcharges to 
income tax, domestic revenue increased only by 4.5% in 2002, down sharply from 13.2% in 
2001. To contain the fiscal deficit, in 2002 development expenditure was curtailed drastically by 
40% of the budgeted target. The Government was unable to cut regular expenditure due to a 
steep rise in security spending.  
 

The growth of broad money (M2) decelerated sharply to 6.3% in 2002, much lower than 
target rates of 12–14%.  An abrupt slowdown in the growth of net foreign and domestic assets 
prompted by income verification efforts of the tax and anti-corruption authorities as well as by 
the weak economy resulted in acute deceleration. Because the exchange rate is pegged to the 
Indian rupee, and trade is active across the relatively open border between the two countries, 
Nepal's inflation rate generally follows India’s. Inflation stood at 2.9% in 2002, compared with 
2.4% in the previous year. The decrease in nonfood prices helped counteract price increases of 
rice and rice products, meat, oil, and beverages.  

 
Nepal’s current account deficit widened significantly to 7.0% of GDP in 2002 from 5.4% 

in 2001, below the average deficit of 8.5% that prevailed during the 1990s.1 Despite an increase 
of 11.8% in the dollar value of net transfers mainly due to rising remittances from out-of-country 

                                                                 
1  The officially recorded remittance from abroad is known to be a significant underestimation of total actual value. 

The current account could be surplus at 2.5% of GDP in 2002 if informal remittance were taken into account.  
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workers, a steep decline of 62.5% in the dollar value of net service receipts increased the 
current account deficit.  The trade sector was severely set back in 2002. While the trade deficit 
was reduced to 14.1% of GDP in 2002 from 14.7% in 2001, exports and imports declined 
acutely. Growth in the dollar value of merchandise exports dropped by 18.0% in 2002, 
continuously falling from marginal growth of 4.6% in 2001 since substantial growth of 38.0% in 
2000.  
 

Despite security problems and political instability, the Government introduced a number 
of reform measures in 2002. The deteriorating economic and security conditions coincide with 
the initiation of the Tenth Five-Year Plan (FY2003–2007), which is also the Government’s 
poverty reduction strategy. The Tenth Plan, approved only in February 2003 due to delays 
consequent to a change in Government and in leadership of the National Planning Commission, 
refocuses poverty reduction through a 3 year medium-term expenditure framework (MTEF), 
designed to anchor the Tenth Plan to a realistic resource estimate and the annual budgets. The 
Tenth Plan aims to reduce poverty to 30% by 2007, with a strategy based on equitable and 
sustainable economic growth, social sector development, targeted programs for the poor and 
disadvantaged, and good governance. 
 

In response to the fiscal crisis and critical need to improve delivery of basic public 
services, the Government approved the Immediate Action Plan (IAP) on 3 June 2002, to 
prioritize and expedite reform programs in the short term, and monitor reform progress. In line 
with the objectives of the Tenth Plan and MTEF, the IAP focuses on improving public 
expenditure management, delivery of basic services, and governance and accountability. A key 
element is to prioritize development expenditure and to drop low-priority projects. The IAP also 
proposes allocation of resources consistent with the Government’s decentralization policy, no 
cuts were made in the allocation of block grants to local bodies in the 2003 budget.  
 

The 2003 budget, announced on 8 July 2002, focuses on security and implementation of 
the IAP. 2 Reflecting the increasing expenditures for anti-insurgency operations, the security 
budget has remained at 15-16% of the total budget since 2001, a sharp increase from 9-11% 
during 1990s. In accordance with national and sector priorities guided by MTEF and the Tenth 
Plan, the development budget has been significantly restructured, dropping or amalgamating 
160 low-priority projects and programs and prioritizing the remaining projects and programs 
based on poverty-based selection criteria, to ensure adequate flow of resources to priority 
activities and ease the fiscal burden. The budget incorporates several significant reforms, and 
estimates of domestic revenue, projected to grow at 7%. The initial projection of 14% was too 
optimistic, given the sharp downturn of manufacturing and service sectors, the main sources of 
tax revenue. As a result of the sharp economic downturn, increase in anti-insurgency 
expenditures, slow foreign aid disbursement, and short-fall in external financing, the budget 
deficit before grants in 2003 is likely to widen to above 6.5% in 2003 from 5.3% in 2002, 
requiring domestic borrowing larger than budgeted.  
 

In the financial sector, after considerable delays, the external management contracts to 
facilitate restructuring and improve the management of the two largest stated-controlled 
commercial banks—Rastriya Banijya Bank and Nepal Bank Limited—have been completed. An 
operational review and the preparation of a restructuring plan for the Agricultural Development 
Bank and Nepal Industrial Development Bank are underway to address similar issues. The IAP 
and the 2003 budget stressed the importance of reforming public enterprises, the Government 

                                                                 
2 The IAP 2002 was implemented reasonably effectively, and the Government is preparing the IAP 2003, focusing on 

the four key poverty reduction strategies of the Tenth Plan (Chapter 3).   
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has taken some significant steps to privatize or liquidate 10 public enterprises. The privatization 
of Butwal Power Co. which has been pending for the past several years, has just been 
concluded.  
 

Governance reform is one of the four strategies of the Tenth Plan and a key element in 
the Government’s broad economic and structural reform program. In particular, the civil service 
is being made more efficient and streamlined with a pay increase for civil servants and 
downsizing through a voluntary early retirement scheme. The Government eliminated 7,500 
unnecessary vacant positions of 17,000 in September 2002. The computerized civil service 
personal information system is being installed to improve accountability and transparency of the 
civil service. Progress was mixed in decentralization. Under the IAP, progress was made in 
devolving responsibility for key service areas (primary education, agriculture extension, and 
health service delivery) to local bodies. The Government approved the Decentralization 
Implementation Plan in January 2002 and charged the line ministries with its implementation. 
The previous Government has decided not to extend tenure of the local elected bodies after 
completion of their elected term in July 2002. Decentralization is important to bring development 
and poverty reduction planning and implementation closer to the intended beneficiaries. In spite 
of the range of recent reforms, corruption remains a critical challenge to good governance. 
Measures adopted to counteract corruption have either been inadequate or ineffective. To 
contain corruption, the Government enacted four anticorruption laws in April 2002.3 These 
establish the National Vigilance Center and require all public servants to declare their property 
and income. The Government has strengthened the Commission for the Investigation of Abuse 
of Authority. 
 

Over the next few years, economic performance will depend on domestic security and 
the political scenario, the weather conditions, and the global and Indian economy. While the 
breakthrough announcement of a cease-fire on 29 January 2003 is a welcome development, 
any positive impact on the economy is likely to take time. The economy is projected to grow by 
1.5% in 2003 and about 3.5% in 2004, assuming that (i) law and order will be restored in 2004 
to allow private and public sector investment, (ii) global economic recovery will continue, (iii) the 
Indian economy will grow by about 6.0%, and (iv) the weather in Nepal and neighboring regions 
in India will be normal. Agricultural growth may slow to about 2% in 2003, but may recover to 
about 3% in 2004, depending on the weather and security. This reflects a large cut in the 2003 
development budget for agriculture. The irregular monsoon in July-August 2002 adversely 
affected the production of summer crops such as paddy, maize, and vegetables. Industry is 
likely to grow by 0.2% in 2003 and may recover to 3.5% in 2004. However, its recovery will be 
determined by export growth and domestic political stability. A major upturn in the service sector 
is unlikely unless the cease-fire leads to significant improvement in security and the political 
environment. The service sector’s growth rate is expected at 0% for FY2003, but 3.5% for 
FY2004, which is lower than the 6-7% during 1990s, assuming that tourism and trade recover. 
Although prices of agricultural goods from India might increase in 2003, and domestic fuel 
prices were hiked in November 2002 and March 2003, inflation is projected to grow modestly 
over the next few years.   
 

Monetary policy is geared to supporting the exchange rate peg with the Indian rupee. 
Given the projections for real growth and inflation, targets for broad money growth need to be in 
the range of 12–14% in the medium term. This will support the central bank’s efforts to control 
inflation and maintain the exchange rate peg to the Indian rupee. Government securities market 

                                                                 
3  Anticorruption  Act, Commission for Abuse of Authority Act, Impeachment Act, and Special Court Act have been 

passed. 
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should be developed to break the link between budget deficits and monetary expansion. The 
Government’s overdraft with the central bank needs to be kept within prudent limits.  
 

The current account deficit may rise to as high as 7%, as the dollar value of net transfers 
continues to increase. While economic recovery in the Nepal’s major export markets such as 
India, the United States (US) and European Union offers some prospects, domestic security 
problems continue to be a challenge. India has enjoyed impressive growth of 39% during the 
past five years and largely benefited from the bilateral trade treaty, which allows Nepal 
essentially free access to the Indian market. However, export growth is now being adversely 
affected by nontariff barriers imposed under the renewed bilateral trade treaty signed in March 
2002. Garment exports have rebounded in FY2003 to some extent by US’s initiative in providing 
duty- and quota-free access to Nepali garments until 2005. However, other items remain 
depressed. Exports of carpets and pashmina shawls have declined sharply and export 
prospects are uncertain due to uneven quality and marketing, and intensified competition with 
other low-cost producers. 
 

The challenges facing Nepal are daunting. While the cease-fire announcement between 
the rebels and interim Government gives hope of economic recovery, the medium-term political 
situation is uncertain. To avoid a repeat of the breakdown of the peace negotiations in 2001, the 
two sides have agreed upon a code of conduct and are engaged in various confidence-building 
measures. At the end of April 2003, the first round of peace talks were held. The focus is on the 
roundtable conference, which the rebels insist should be followed up by formation of an interim 
government to oversee a constituent assembly to prepare a new constitution. Addressing the 
root causes of the insurgency—persistent rural poverty and failure to spread the fruits of 
development more widely, particularly in rural areas—is a prerequisite for effective 
development. The Government must pursue reconciliation, rehabilitation and reconstruction 
measures through (i) rural development, especially in conflict-ridden and impoverished areas; 
(ii) improvements in basic social services and infrastructure; (iii) empowerment of 
disadvantaged groups, including women; and (iv) governance and fiscal reform in the public 
sector.   
 

Given the Government's fiscal problems, drastic public resource management reform is 
needed to ensure the macroeconomic stability and effective use of limited public resources. 
Major improvements are needed in budget planning, domestic and external resource 
management, and expenditure management. Development expenditures based on the Tenth 
Plan should be prioritized to raise the efficiency of public sector investments. As most of the 
poor depend on agriculture for their livelihood, the Government’s continued commitment to 
improve the performance of agriculture within the framework of the Agriculture Perspective Plan 
is also important. Improved governance in the public sector will be critical to make development 
most effective. Civil service reform, which aims to improve efficiency, predictability, 
transparency, and accountability, is critical to deliver public service effectively and keep 
recurrent expenditure in check. Financial sector reform needs to be accelerated to increase the 
country’s savings rate and funnel the funds efficiently into productive investments. While difficult 
in the short- term, continued efforts are needed to mobilize domestic resources and reduce the 
fiscal deficit to lessen dependence on foreign assistance for development expenditures over the 
medium-term. Private sector development and alternative basic service delivery mechanisms 
through decentralization and involvement of community-based organizations/NGOs should also 
be listed as part of important reform measures.   

 
 



I. RECENT ECONOMIC DEVELOPMENTS 

A. Growth, Employment, Savings, and Investment 
 

1. Economic Growth and the Structure of Production 
 
1. Despite a series of ambitious development plans and assistance from international aid 
agencies, Nepal’s economic growth has barely kept pace with its expanding population. In 
FY2002, gross domestic product (GDP) per capita was only $231, making Nepal one of the 
poorest countries in Asia. Nepal’s overall human development index ranking (based on 2000 
data) is 142 out of 173, lower than all the country's South Asian neighbors except Bangladesh. 
Poverty has been the major cause of low human development. About 40% of the population of 
23.7 million lives below the national poverty line of NRs4,400 ($77) per capita per annum. 
Poverty is primarily rural, with urban poverty rates about half the national average. The 
incidence of poverty in the mid–western and far western development regions greatly exceeds 
the national average, as does the rate in the mountain districts. Data suggest that the incidence 
of poverty has improved little in recent years and, due to the growing population, the number of 
people living in poverty has probably increased.  
 
2. During FY2002, Nepal's economic performance was exceptionally weak, registering a 
negative economic growth rate for the first time in 19 years. Growth in total output, as measured 
in gross domestic product (GDP), fell precipitously to -0.5% in FY2002—the lowest in South 
Asia1—from 4.6% in FY2001. A series of domestic and external shocks, especially the 
continued escalation of the insurgency, the irregular monsoon, and weak external demand, 
further exacerbated the economic downturn that began in mid–2001. The disruptions have 
slowed the performance of several key sectors such as agriculture, manufacturing, tourism, and 
exports (Table 1 and Appendix 1). While the Ninth Five-Year Plan (FY1998-2002) projected 
average annual GDP growth of 6.0%, performance fell short of target as GDP growth averaged 
only 3.5% per annum. The population grew at 2.24% per annum, and per capita income at 
1.3%, well below the 3.7% rate envisaged as being necessary to make a significant dent on 
poverty. 
 

Table 1: Real Gross Domestic Product Growth by Sector 
(% change per annum) 

 
  Average        

Item FY1990/95 FY1996 FY1997 FY1998 FY1999 FY2000 FY2001 FY2002a 
         
Gross Domestic    
  Product Growth 4.9 5.6 5.1 3.2 4.5 6.0 4.6 (0.5)
    Agriculture Sector        2.3 3.8 4.4 0.9 2.8 4.9 5.5 2.2
    Industry Sector            8.2 8.8 6.5 2.3 6.0 8.7 2.7 (3.3)
        Of which: Manufacturing 13.3 9.0 7.1 3.4 5.3 7.2 3.8 (10.0)
    Services Sector            6.9 5.9 4.8 6.7 5.4 5.7 5.3 (1.4)
                  
a Revised estimates.         
b Preliminary estimates.         
Source:  Central Bureau of Statistics, Ministry of Finance. 2002. Economic Survey ; Appendix Table A2.1. 

                                                                 
1  Bangladesh, Bhutan, India, Maldives, Pakistan, and Sri Lanka. Real GDP growth in South Asia is forecast at about 

5.8% in 2003, excluding Nepal.  (ADB. 2003. Asian Development Outlook . Manila) 
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3. Agriculture is still the main economic sector, but its performance is determined by the 
weather and constrained by structural weaknesses, including the difficult terrain, dispersed 
population, insufficient transport network, and limited irrigation facilities. Growth of real 
agricultural output slipped to 2.2% in FY2002, much below the Ninth Plan’s sector target of 4%, 
after having two exceptional years in FY2000-2001 (Table 1; and Appendix 2 Table A2.1). The 
decline was largely attributed to rice production by 1.2% in FY2002, due to insufficient monsoon 
rainfall during the peak season of paddy planting in June-July 2001, and irregular monsoon in 
July-August 2002. While wheat production expanded by 8.6% in FY2002 due to favorable winter 
rainfall, excessive rainfall and landslides kept maize production at only 1.8%, down from 2.7% in 
the previous year, millet production to decline by 0.3% from the previous year. Cash crop 
production grew by only 2.9% in FY2002, slipping from 7.0% in the previous two years.  
 
4. The Government’s 20-year Agriculture Perspective Plan (APP) aims to eliminate the 
sector's structural constraints and reduce the country’s physical ones. To raise annual 
agricultural growth rate to 5% while reducing the variation in growth performance, APP has 
identified priorities involving four essential inputs—fertilizers, irrigation, road and power, and 
extension services—and four priority outputs—livestock, high-value crops, agribusiness, and 
forestry. Under the APP, the Government deregulated the fertilizer industry by removing 
subsidies to promote private sector participation, introducing a competitive research grant 
system to improve effectiveness and quality of agriculture research using a participatory 
approach, and removing capital cost subsidy on shallow tubewells. The recent agriculture sector 
performance review shows that reforms' impacts were positive but still modest and fragile. 
Agricultural productivity remains low and commercialization of agriculture limited. The key 
findings of the review are summarized in Box 1. 
 
5. Although generally higher than agricultural growth, industrial growth is subject to wide 
year-to-year fluctuations. The industrial base is very narrow, and its development is constrained 
by inadequate infrastructure, a small domestic market, high transport costs, and a low domestic 
savings rate. Growth of the industry sector continued to decline after exceptional expansion of 
8.7% in FY2000. Industrial growth in FY2002 further declined to -3.3% from 2.7% in FY2001, 
and lower than agricultural growth for the last two years and for the first time since FY1990, 
mainly due to -10% growth in manufacturing, the sharpest contraction in two decades (Appendix 
2 Table A2.1). The Ninth Plan had projected an average annual industrial growth rate of 7.7%, 
but actual performance averaged only 2.7%.  
 
6. Within industry, manufacturing has been the strongest performer. The trade and transit 
treaties with India, which were signed in 1991 and later renewed in 1996 and 1999 respectively, 
have provided manufacturers easy access to the vast Indian market and the port at Calcutta 
(Kolkata). However, reliance on producing a limited range of goods has left the manufacturing 
subsector vulnerable to external shocks. The periodic negotiations of the two treaties and 
unpredictable amendments of terms and conditions continue to be sources of economic 
uncertainty. Exports to India have been growing by 42% during the last four years but are 
expected to slow down from this year. The five-year-old bilateral trade treaty expired in March 
2002 and was renewed in September,2 allowing Nepali goods into India with quota. The 
deceleration in industry is attributable to a sharp contraction in the garment and pashmina 
industries, which were adversely affected by the insurgency and low demand from the United 
States and Europe.    
 
 

                                                                 
2  For the renewed trade treaty with India, see para. 30.   
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Box 1: Agriculture Sector Performance during the 1990s 
 

• Agricultural growth was not strong but some changes in agricultural performance were encouraging:  
- Agricultural gross domestic product (GDP) per capita turned around to a positive average growth 

rate of 0.7% during the second half of the 1990s from a negative growth of 0.6 % during the first-
half. 

- Farmers’ per capita income increased by 2% during FY1996-2001 despite decreased public 
investment in agriculture. 

 
• Agricultural diversification has been limited at the aggregate level: shares in agricultural GDP of food 

grains (34%), livestock (29%), and cash crops (7%) were largely unchanged.  
 
• Production growth of cereals was weak, cash crops' performance mixed, and that of high-value crops 

and livestock strong.  
 
• Average annual agricultural exports to India grew by 37% during FY1996-2001, compared with an 

average of 3% during FY1991-1995, narrowing the trade gap. 
 
• Agriculture extension services, improved seeds and modern technology from the Government and 

private sector increased substantially. 
 
• Availability (from 108,000 metric tons [MT] in FY1998 to 138,747 MT in FY2001) and use (from an 

annual average of 37 kilograms/hectare [kg/ha] during the first half of the 1990s to 58 kg/ha in the 
second half) of chemical fertilizer increased considerably due to imports by the. 
- Quality, however, was inconsistent.  
- Application of chemical fertilizer by small and marginal farmers increased substantially compared 

with middle and large farmers. 
 

• Production of milk, meat and egg grew more rapidly than population, nearly meeting the Agriculture 
Perspective Plan target. Animal protein consumption grew significantly. Private sector participation in 
milk marketing and processing doubled.  

 
• Construction of rural roads was much less than the APP target. However, construction of black-

topped roads has increased during the second half of the 1990s. 
 
• Despite the high public investment and extremely low cost recovery, surface irrigation had limited 

impact on overall crop yield and cropping intensity. 
 
• Shallow tubewell (STW) farmers are deriving an annual incremental benefit of about NRs15,000/ha. 

After the removal of capital cost subsidy in July 2000, new STW installations dropped off in FY2001.  
New installation has picked up from late FY2002 and is expected to increase. At the end of 2003, 
there will be an estimated 1,900 new STWs.    

 
Source: Ministry of Agriculture and Cooperatives. March 2002. Agriculture Sector Performance Review.  
 
7. Despite a series of market-oriented policy reforms since the early 1990s, one survey 
indicates that the greatest obstacle to doing business in Nepal is the bureaucratic (Figure 1):3 
excessive red tape, delays, and corruption, as well as unpredictability, inconsistency, lack of 
clarity, and poor policy implementation. Weak domestic and external demand, poor access to 
finance, inadequate infrastructure, difficult procedures for layoff of permanent labor, and lack of 

                                                                 
3 Federation of Nepalese Chambers of Commerce and Industry and World Bank. 2000. The Business Environment 
and Manufacturing Performance in Nepal. Kathmandu. 
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skilled workers are among the major obstacles. The survey also shows that manufacturing 
productivity is low by international standards. Firms with access to learning mechanisms and 
new technologies exhibit higher productivity on average. However, private as well as collective 
learning mechanisms such as training, trade, and foreign direct investment are limited. Rigid 
labor regulations, including difficult layoff procedures, encourage firms to hire contract rather 
than permanent workers; 48% of workers in manufacturing are casual.   
 

Figure 1: Business Environment
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Source: Federation of Nepalese Chambers of Commerce and Industry and World Bank. 2000. The Business 
Environment and Manufacturing Performance in Nepal. Kathmandu. 
 
8. Nepal’s estimated potential for hydropower generation is 83,000 megawatts (MW), of 
which about 42,000 MW are technically and economically viable. Only about 527 MW (public 
sector 412.5 MW, private sector 115 MW), or 1.25%, however, have been developed. The 
national electrification ratio remains low at only 20% of the population, with most service and 
sales concentrated in urban areas. The difficult terrain and scattered population hamper 
expansion of existing distribution and transmission systems.  With the commissioning of the 144 
MW Kali Gandaki "A" in June 2002, Nepal's hydroelectric generating capacity increased by 
nearly 38% in 2002. Utilities dominated by electricity generation and distribution—grew by 5.5% 
in FY2001. The recent agreement between Nepal and India to increase the amount of power 
exchange from 50 MW to 150 MW further facilitates exchange of power to meet the demand in 
border areas that are not connected to the countries' central grids.  While it could develop and 
export substantial amounts of power to the northern Indian states,4 Nepal faces complex 
challenges in developing large-scale hydropower projects, including lack of capital resources, 
poor health of electricity boards in India, and the difficulty in setting agreeable tariffs.  
 
9. Service sector growth also plummeted to -1.4% in FY2002, down from 5.3% in the 
previous year. In FY2002, tourism-related businesses were particularly hard hit by the June 
2001 royal family massacre plus 11 September events, and by the escalating insurgency. Only 

                                                                 
4 The estimated shortage in the northern region is estimated to be about 10,000 MW in 2007. (Indian Central 

Electricity Authority. 1998. Fuel Map of India. New Delhi) 
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about 370,000 tourists arrived in FY2002, down from 460,000 in the previous year, bringing 
foreign exchange earning from tourism down from $160 million to $120 million.  
 

Figure 2: Sector Composition of Production
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Source: Ministry of Finance. 2002. Economic Survey. Kathmandu; Central Bureau of Statistics; and Appendix 2 Table 
A2.2. 
 
10. The share of agriculture in production dropped from 62% in the second half of the 1970s 
to 40% in FY2003 (Figure 2), mainly due to a shift to services. In the last two years, the value of 
production from services has surpassed agriculture. Trade, restaurants, and hotels—a category 
strongly influenced by tourism—has been the largest producer in the service sector in recent 
years despite tourism's sharply decelerated growth (Appendix 2 Table A2.2). After a surge in 
the 1980s, industrial expansion tapered off in the 1990s, with industry’s share of GDP hovering 
around 20%. Within industry, manufacturing and construction account for the bulk of production, 
each accounting for 9-10% of output in FY2002. Untapped hydroelectric potential is reflected in 
GDP statistics as utilities account for 2% of total output.  
 

2. Employment and Wages   
 

11. The 2001 population census revealed that the annual compound population growth rate 
increased to 2.24%, up from 2.1% in 1991. The country thus must absorb about 300,000 people 
entering the labor force each year on top of the large number of existing underemployed, 
estimated at 47% of the total employed labor force.  
 
12. The Central Bureau of Statistics' national labor survey in FY19995 shows high labor 
force participation and low unemployment, which is consistent with predominately subsistence 
agricultural economy. About 86% of the population aged 15 years and over was economically 
active (Table 2). Although urban unemployment was about 7%, total unemployment was less 
than 2% as 87% of the working-age population lived in rural areas. Most workers in Nepal—

                                                                 
5  Central Bureau of Statistics. 2000. Report on the Nepal Labour Force Survey 1998/1999. Kathmandu. As previous 

data on the employment situation did not apply internationally consistent definitions of economic activity, changes 
in the workforce over time are difficult to compare. 



 6 

especially women—are employed in agriculture. Nationwide, 76% of those employed worked in 
agriculture (85% for women), the vast majority in subsistence agriculture.  
 

Table 2: Key Labor Force Indicators 
 

Rural  Urban  Nationwide 
Item Male Female Total  Male  Female Total  Male Female Total 

    Economic Activity (%) 
    Labor Force Participation Rate 91.1 84.5 87.7  83.9 62.9 73.3  90.2 81.9 85.8 
    Unemployment Rate   1.5   0.8   1.2    5.9   9.3   7.3    2.0   1.7   1.8 
            
Employment Distribution by  Sector (%) 
 
    Agriculture 72.2 87.9 80.2  28.2 56.9 40.5  67.1 85.2 76.1 
        Of which: Subsistence  61.5 80.3 71.0  23.4 50.6 34.9  57.0 77.7 67.3 
        Agriculture     
    Industry 13.4   4.3   8.8  22.9 13.1 18.7  14.5   5.1   9.8 
        Of which: Manufacturing   6.8   3.2   5.0  14.5 11.2 13.2    7.7   3.9   5.8 
    Services 14.3   7.7 11.0  48.9 29.7 40.8  18.4   9.7 14.1 
 
Memorandum Items:     
    Working-Age Population ('000)a 4,652 5,151 9,803  709 720 1,429  5,361 5,871 11,232 
    Employed ('000) 4,176 4,316 8,492  560 411    971  4,736 4,727   9,463 
            
a Refers to individuals age 15 and above. 
Source: Central Bureau of Statistics. 2000. Report on the Nepal Labour Force Survey 1998/99. Kathmandu. 

 
13. The preponderance of subsistence agriculture also affects the distribution of workers by 
employment. Only 16% of all workers were paid employees, and only 8% of women workers 
worked for pay. Paid employees earned NRs2,143 ($32) per month on average, including cash 
and kind. Legislators and senior officials were the highest-paid workers earning NRs8,037 
($118) per month on average, while workers in basic occupations, such as menial labor and 
clerical jobs netted the least—earning NRs1,491 ($22) per month on average. Men grossed 
about 75% more than women on average, not entirely because of gender discrimination. The 
gender gap also incorporates differences in average education levels, labor market experience, 
and occupational distribution. The large informal sector and or are self-employed.  
 
 3. Savings and Investment 
 
14. After rising rapidly in the early 1990s, fixed capital accumulation has tapered off, 
remaining at around 19% of GDP over the last three years (Figure 3), lower than in Bangladesh 
(22.5%), Sri Lanka (23.0%), and India (24.6%). As public investment has generally hovered 
around 7-8% of GDP, changes in private investment determine the overall trend. Private fixed 
capital investment in the early 1990s rose to 15% from 10% of GDP in the mid-1980s, but has 
slipped to 12% mainly due to financial sector problems and domestic political instability. Foreign 
investment has the potential to make up the shortage of domestic investment and provides 
access to advanced technology and transfer of management skills. However, foreign investment 
has been weak, less than 2% of total private investment. Gross domestic investment, which 
includes changes in stocks, has been much more variable over time than fixed capital 
investment (Appendix 3). However, since changes in stocks are not measured independently 
(they are derived as a residual to ensure equality between the savings-investment gap and the 
current account balance), these figures should be interpreted with caution.  
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Figure 3: Saving and Fixed Capital Investment
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Source: Ministry of Finance. 2002. Economic Survey. Kathmandu; and Appendix 3. 
 
15. Savings rose over the last six years but in FY 2002 went down to 16.6%, mainly due to 
political instability and low investment confidence, and are lower than in Bangladesh (23.6%) 
and India (24.5%). Savings were on par with investment, measured by gross fixed capital 
formation in FY2001, for the first time in 30 years but dropped in FY2002. The savings-
investment gap increased to 8% in FY2002. Sluggish private investment is worrisome as it 
undermines the ability of the economy to sustain future growth and generate employment 
opportunities, which are critical to reduce poverty. The Government must enhance the 
investment6 environment by strengthening the financial sector and improving predictability, 
transparency, and accountability in all institutions, in the public and private sectors.  
 
B. Fiscal Developments 
 
 1. Recent Fiscal Performance7 
 
16. While domestic revenue generation has improved since the early 1990s, receipts are still 
much too low. In FY2002, domestic revenue recorded 11.4% of GDP, up from 11.2% in the 
previous year (Table 3). However, domestic revenue of NRs48 billion was still lower than the 
budgeted NRs60 billion. Domestic revenue generation in other South Asian countries is much 
higher: 20% of GDP in India, 16.9% in Pakistan, and 16.5% in Sri Lanka. Only Bangladesh has 
a lower revenue generation rate than Nepal (10.2%). Tax collection in FY2002 was 9.6% of 
GDP, no improvement from the previous year (Appendix 4). Indirect taxes make up about 75% 

                                                                 
6  The incremental capital-output ratio (ICOR)—the ratio of the real rate of capital accumulation to the real rate of 

output growth—was high at 4.3 in FY2000, compared with 3.0 in India and 3.5 in Bangladesh.  
7  Since the Government’s reported fiscal data do not follow internationally consistent definitions and formats, as   

detailed by the International Monetary Fund (IMF), this report makes some minor adjustments to bring the budget 
figures closer to IMF definitions. The biggest adjustment is in the treatment of principal repayments on outstanding 
loans. The Government treats these payments as an expense, while IMF guidelines bring these as part of net 
financing, so that the budget deficit reflects the net change in the outstanding national debt. The deficit figures in 
this report, therefore, will be considerably lower than the Government’s official figures.  IMF publishes Nepal's fiscal 
data according to these standards but the data are not available on a timely basis. For the IMF guidelines, see 
Manual on Government Finance Statistics. 1986. Washington DC. 
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of tax revenues, mainly from customs duties (33% of the total) and value-added tax (VAT) 
(30%).  
 
17. Over the last two years, the Government has taken several measures to reduce tax-
induced distortions, strengthening tax administration, and make tax laws and procedures 
simpler and more transparent. The Income Tax Act 2001 broadened the tax base significantly, 
rationalized the tax structure by reducing the number of tax slabs to two, and established 
neutrality of taxation in various income-generating activities.  The Customs Act amendment was 
prepared to implement the WTO valuation system and to reform customs administration. The 
potential to broaden the tax base and mobilize additional revenues by curtailing the wide range 
of exemptions is significant. Estimates show that exemptions extended in key revenue sources 
such as customs duty, VAT, and income tax add up to about NRs6 billion, (12% of government 
revenue) or more than 0.25% of GDP.8 The Government is beginning to eliminate these 
exemptions. The voluntary disclosure of income scheme (VDIS) introduced in FY2001 also had 
a significant effect on tax revenue.   
 
18. After a decline in the late 1980s, social sector spending increased in the 1990s, 
including for education, health, and drinking water. In FY1990 social sector spending was less 
than 15% of total government expenditures. By FY2002 the share had risen to nearly 26%, and   
this upward trend was projected to continue. However, under the FY2003 budget, social sector 
spending did not increase (25%). Education is the largest subsector with expenditures of 18% of  
the entire budget, mainly on recurrent expenditures. While higher spending in these areas can 
improve social and human development spending needs to be translated into sustainable 
results. Quality, efficiency, and sustainability of social services provision must be improved 
immediately.  
 

Table 3: Government Finance 
(% of gross domestic product at market prices) 

 

  Average                  

Item FY1990-95 FY1996 FY1997 FY1998 FY1999 FY2000 FY2001 FY2002 a FY2003c 
Revenues and Grants  10.8   12.7   12.7   12.3   11.5   12.2   13.1   13.6   15.7  
    Domestic Revenues   9.1   10.8   10.5   10.5   10.2   10.7   11.2   11.4   12.3  
        Of which: Tax Revenue   7.3    8.7    8.7    8.6    8.4    8.8    9.5    9.6   10.3  
    Grants   1.7    1.9    2.1    1.8    1.3    1.5    1.6    2.1    3.3  
Expenditures and Net Lending  16.9   16.7   16.5   16.9   15.4   15.5   17.6   16.9   19.3  
    Regular Expenditures    6.0    7.1    7.4    7.7    7.7    7.7    9.0   10.0   11.0  
    Development Expenditures  11.3   10.0    9.5    9.6    8.3    8.4    9.0    7.3    8.7  
    Lending Less Repayments  (0.3)  (0.4)  (0.3)  (0.4)  (0.6)  (0.6)  (0.5)  (0.5)  (0.3) 
Overall Balance   (6.1)  (4.0)  (3.9)  (4.6)  (3.9)  (3.3)  (4.5)  (3.3)  (3.6) 
    Foreign Financing   4.1    3.0    2.4    3.7    2.2    2.3    1.8    1.5    1.4  
    Domestic Financing   2.2    1.0    1.4    1.9    1.4    1.1    2.7    2.5    2.2  
        Of which: Bank Financingb   1.7    0.4    1.1    1.2    0.6    1.0    2.3    2.0    6.4  
Memorandum Item:          
   Foreign Funds/          
        Development Expenditure (%)  51.0   49.2   48.4   56.9   42.0   45.3   38.6   48.3   54.1  
a Revised estimates.          
b Includes changes in cash balance.         
c Budget estimates.          
Source:  Ministry of Finance. 2002. Economic Survey; Budget Speech; Appendix Table A.4.    
 
 

                                                                 
8 International Monetary Fund, September 2002, Nepal: 2002 Article IV Consultation, Washington DC. 
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19. In FY2002 total expenditures decreased slightly by 0.7%. Actual regular expenditures in 
FY2002 of NRs42.1 billion were 13% more than FY2001 (NRs37.0 billion), and NRs30.8 billion 
in development expenditures represented a 17% decrease from the previous year. The main 
regular expenditure item in FY2002 was salaries and allowances, which made up 25% of total 
regular expenditures. Grants and subsidies, the next largest item, made up 24% of the total, 
while interest payments accounted for 14%. The social sectors—education and health 
subsectors in particular—accounted for the largest share (26%) due to the large wage 
component. The main sectors absorbing development expenditures in FY2002 were electricity 
(18%), transportation (12%), local development (13%), and irrigation (10%). The expenditure 
was compounded by increased security spending of NRs2 billion, in addition to NRs11.4 billion 
provisioned in FY2002. 
 
20. With the large cut in development expenditure, the FY2002 budget deficit decreased to 
3.3% of GDP from 4.5% in the previous year. While it is manageable compared with that of 
other South Asian economies, the sharp decline of development expenditure is worrisome since 
it sacrifices poverty. With the deficit of NRs13.8 billion, the budgeted level of development 
spending could not be achieved due to increased regular expenditure. The deficit was financed 
by domestic financing, with banks covering 62% and domestic nonbanks, 15%.    
 
         2. FY2003 Budget 
 
21. The FY2003 budget has ambitious goals for revenue collection and increasing 
expenditure, particularly regular expenditure, with a total outlay of NRs86.2 billion, representing 
an increase of 21% over NRs71 billion for FY2002. The Government is budgeting domestic 
revenues of 12.3% of GDP. The main source of the additional tax revenue is improved tax 
collection through broadened VAT and income tax coverage and an introduction of a 10% 
capital gain tax. The budget calls for a 25% increase from the previous year’s revised estimate 
figure for development expenditures. The increase will be financed in great part by grant 
assistance, which is expected to increase to NRs14.6 billion from the previous year’s NRs8.7 
billion. A 16% increase is expected in regular expenditure. The budget is constantly burdened 
by counterinsurgency expenses, which have significantly increased in recent years. In the 
FY2003 budget, security expense is projected to rise to NRs14.8 billion (3.3% of GDP). 
Although the FY2002 budget envisages the fiscal deficit remaining at the previous year’s 3.3% 
of GDP, the deficit is likely to deteriorate to 3.6%, which is still within an acceptable range.  
 
22. The Government has had difficulty achieving its ambitious goals for development 
expenditures and foreign funding. In recent years, foreign loans have been far short of 
projections (Table 4; Appendix 4). Foreign loans have been around 55% of the budgeted 
amount. Given the poor prospects for any significant improvement in domestic and external 
revenue mobilization, the prioritization and close monitoring of development expenditures and 
rationalization of regular expenditures will be of paramount importance.    
 
23. In presenting the FY2003 budget, the finance minister reiterated, “Peace and security 
are prerequisites for the economic rebound. The Government has formulated the Immediate 
Action Plan (IAP) and started its implementation to prioritize public resources and provide relief 
to the Nepalese people and reduce poverty, envisaged as the main agenda under the Tenth 
Plan.” Financial sector reform and private sector development also featured prominently in the 
budget statement. Recent measures prioritize development spending within a three-year 
framework and strengthen control over regular expenditure. In light of the budget’s optimistic 
revenue and foreign financing assumptions, achieving the targeted overall deficit will probably 



 10 

require additional efforts during the fiscal year. More focus is needed on raising revenue and 
cutting low–priority spending to contain domestic borrowing.  
 

Table 4: Comparison of Fiscal Performance with the Budget 
(actual as % of budget) 

 
Item  FY 1997 FY1998 FY1999 FY2000 FY2001 FY2002 a 

         
Revenues and Grants    90.4  88.8  85.4  91.3 86.1 79.3 
    Domestic Revenues     89.8  88.7  91.4  96.5 92.9 83.6 
        Of which: Tax Revenue    91.3  87.7  93.1  95.7 91.5 85.6 
    Grants     93.5  89.6  55.8  66.0 57.0 61.6 
         
Expenditures and Net Lending    88.2  89.6  82.7  85.4 87.5 78.9 
    Regular Expenditures     96.8  96.2  97.3  99.6 100.7 101.0 
    Development Expenditures     81.5  85.0  75.6  75.9 77.0 61.1 
    Lending less Repayments     61.9  94.9 196.2  93.4 81.5 90.6 
         
Overall Balance    81.6  91.6  75.7  68.8 91.9 77.1 
    (including grants)         
    Foreign Financing    58.5 84.7 53.2 61.4 52.1 58.3 
    Domestic Financing   240.6 273.4 143.8 109.0 193.9 145.0 
                 
a Revised and staff estimates.          
Source: Ministry of Finance. Various.Budget Speech of the Fiscal Year, Kathmandu; and Appendix 4. 
 
C. Monetary Developments and Prices 
 
24. The growth of broad money (M2) decelerated sharply to 6.3% in FY2002, much lower 
than target rates of 12-14%. In FY2001 it was 15.2%, reflecting the weaker economy, and 
deposit withdrawals prompted by verification efforts of the tax and anticorruption authorities 
associated with VDIS. It raised NRs440 million of additional tax revenue, with 2,200 taxpayers 
brought under the system, and NRs4,400 million untaxed property declared. VDIS is meant to 
raise the public's awareness of taxes and to cultivate a tax paying culture. VDIS discouraged 
deposits and prompted withdrawal by depositors who feared the tax and anti-corruption 
measures targeting undeclared income in the domestic banking system. Growth of net foreign 
assets slowed due to the unfavorable economic outlook stemming from political unrests. 
Domestic credit fell to 5%, but the Government borrowed most of the extra money. The banks’ 
large cash holdings also pushed down inter-bank lending rates to 3.3% from 4.0% in October 
2002, partly due to government borrowing. Monetization, which was brought forward by GDP 
growth, low inflation, and increasing demand for money, slowed in FY2002. Monetization, needs 
political stability, but the Government should also boost private sector investment, job creation, 
and income generation across all sectors. In terms of the monetary accounts from the asset 
side of the balance sheet, domestic credit to the public sector has contracted, reflecting a drop 
in net government borrowing in FY2002. Change in net foreign asset percentage against GDP 
continued to decline to 0.4% in FY2002 from 1.8% in the previous year. FY2002 saw domestic 
borrowing pressures increase due to sharp decline in revenues.   
 
25. The auction of Treasury bills and securities by the central bank, Nepal Rastra Bank 
(NRB), is an integral part of the monetary program, and open-market operations are the 
principal instrument for controlling domestic liquidity. NRB established a secondary market 
window for Government securities in FY1994 to improve open-market operations. Steps were 
also taken to reduce the Government’s automatic recourse to NRB’s overdraft facilities, which 
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had complicated the conduct of monetary policy. Authorization to issue Treasury bills was 
advanced to the beginning of the fiscal year. Legislation provides for a ceiling of 5% of the past 
year’s "net revenue"9–the overdraft limit for FY2003 is about NRs2.4 billion. The Government 
must maintain a prudent fiscal stance to avoid fueling inflation, as the thin domestic market for 
Government securities means that the banking system will continue to provide much of the 
domestic finance the budget deficit.  
 

Table 5: Monetary Developments 
 

Item  FY1998 FY1999 FY2000 FY2001 FY2002a 
       

(% of GDP at market prices) 
       
Change in Net Foreign Assets  5.1  2.8  4.1  1.8  0.4  
Change in Net Domestic Credit  5.0  5.6  6.1  7.1  5.0  
    to the Public Sectorb  0.9  1.5  1.2  2.9  2.7  
    to the Private Sector  4.0  4.1  4.9  4.2  2.3  
Change in Broad Money (M2)  7.6  7.7  8.8  6.9  3.2  
Change in Narrow Money (M1)  2.2  1.7  2.6  2.3  1.9  
       

(% change per annum) 
       
Broad Money Growth (M2)  21.9  20.8 21.8 15.2  6.3 
Narrow Money Growth (M1)  17.4  13.1 19.4 15.7 11.3 
Memorandum Item:       
    Velocity of M2    2.4  2.3  2.1  2.0  1.9 
a Provisional figures.       
b Includes claims on government enterprises.    
Source: Appendix 5.       
 
26. Commercial banking, the largest segment of the financial sector, is dominated by the 
state-owned Rastriya Banijya Bank (RBB) and the formerly state-owned Nepal Bank Limited 
(NBL), which account for about half of all commercial bank deposits. Nepal began planning to 
restructure the banks after an international auditor reported in early 2000 that both were 
“technically insolvent," 10 had poor accounting practices, and were plagued by political influence. 
Under government management, the banks developed extensive but costly branch networks 
and staff resources. The bank's inefficiencies and mounting nonrecoverable loans drive the 
interest rate spread between deposit and lending rates in the economy due to the sheer size of 
the banks' operations. Reforms are needed to (i) enhance the commercial orientation of the 
banks, and the operational autonomy and accountability of bank management; (ii) reduce 
overhead costs, including staff retrenchment and consolidation of bank branches; and (iii) 
improve the quality of the portfolio and loan recovery rates of the banks.  Management contracts 
to facilitate restructuring and ownership reform of RBB and NBL were completed in early 
February 2003. In December 2002, NRB appointed a foreign banker to be RBB’s chief 
executive officer for two years.  
 
27. Government domination and intervention in rural finance have discouraged the 
emergence of a viable rural finance system with active private sector participation. Rural finance 
institutions are weak and insolvent. Commercial banks are reluctant participants in the rural 

                                                                 
9   Revenue minus loan repayments and proceeds from government property sales.  
10  The report sugges ted that collective negative net worth of about 7% of GDP combined.  
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finance clientele. Rural finance markets development is critical for the success of rural 
development and the Government's APP.  
 

Table 6: Inflation Rates 
(% change per annum) 

 
  Average                

Item FY1990-95 FY1996 FY1997 FY1998 FY1999 FY2000 FY2001 FY2002a 
         
Consumer Price Index 11.0  8.1  8.1  8.3 11.4  3.5  2.4  2.9 
    Food 11.4  8.9  8.2  7.9 16.1  0.4 (2.3)  3.7 
    Nonfood 10.4  6.7  8.0  9.1  5.8  7.1  8.1  2.1 
                  
a Provisional figures.         
Source: Ministry of Finance, Economic Survey; Nepal Rastra Bank. Current Economic Scenario;  Appendix 5. 
 
 
28. Because of the exchange rate peg to the Indian rupee and active trade between the two 
countries, inflation in Nepal generally follows India’s inflation rate. Inflation stood at 2.9% in 
2002, compared with 2.4% in the previous year. The decrease in nonfood prices helped to 
counteract increases in food prices of rice and other grains, meat, oil, fish, and beverages. The 
price index of food and beverages group increased by 3.7%11 compared to a decrease of 2.3% 
last year. Despite the decline in the prices of spices (-2.8%), sugar (-2.3%), and vegetables and 
fruits (-11%), with the increased: grains and cereal products (7.8%); beverages (6.1%); and 
meat, fish, milk products, and restaurant meals (3.7%). The price index of non-food and 
services went up by only 2.1% compared to a huge 8.1% increase last year.  Within the nonfood 
index, fuel, light, and water prices decreased by 1.8%; education and recreation by 1.6%; and 
transportation and communication rose by 0.7%. Despite the hike in domestic fuel prices in 
November 2002 and a possible increase in imported agricultural prices from India in 2003, 
inflation is projected to grow modestly over the next few years, assuming that the Iraq war has 
limited impact on oil prices.  
 
D. External Trade, Balance of Payments, and Foreign Debt 
 
29. While the trade deficit was reduced to 14.1% of GDP in 2002 from 14.7% in 2001, 
exports and imports sharply declined. Growth in the dollar value of merchandise exports 
declined by 18.0% in 2002, continuously falling from a marginal growth of 4.6% in FY2001 since 
substantial growth of 38.0% in FY2000 (Table 7).12 Most of the decline was due to a sharp drop 
in exports of ready-made garments and woolen carpets,13 which declined by 35% during 
FY2002, continuing the trend of 9% decrease in the previous year. Despite the global economic 
                                                                 
11  Nepal Rastra Bank, April 2003, Macro Economic Situation of Nepal, Kathmandu. 
12 The Government’s reported balance-of-payments data are generally consistent with the internationally accepted 

definitions promoted by the IMF, with the exception of the treatment of capital grants. In this report, “official grants” 
as shown in government sources are subtracted from “transfers, net” and then included with “official capital, net” to 
bring the figures closer to IMF definitions. This adjustment does not affect the change in reserves, but does alter 
the current account balance and the capital and financial accounts balance. This change also makes the current 
account balance consistent with the savings-investment gap. Some foreign grants are not specifically for 
investments (many Asian Development Bank advisory technical assistance grants, for example), and as such are 
current transfers. However, as the bulk of Nepal’s grant aid is linked to investments (bilateral grants and ADB 
project preparatory technical assistance, for example), the error from reclassifying official grants as a capital 
account entry is smaller than the error incurred by retaining the Government’s classification. (International 
Monetary Fund. 1993. Balance of Payments Manual. Fifth edition. Washington DC).  

13 In the past, ready-made garments and woolen carpets accounted for nearly 50% of total exports and 80% of 
exports to countries other than India. 
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slowdown, exports to India are still robust due to relatively strong economic growth in India, 
raising demand for Nepal’s products. During FY2002 exports India increased again to 28%, 
compared to 15% in FY2001. The dollar value of imports continue to decline, by 11.4% in 
FY2002 and 0.2% FY2001. Poor import performance reflected the sharp deceleration of 
manufacturing, and sluggish development. 
 
30. The significant increase in Nepal’s exports to India has been a main cause of the recent 
disagreement between the two countries on automatic renewal of the trade treaty of 1996, 
which expired in 2002. The renewed treaty signed in September 2002 imposes quantitative 
restrictions on four of Nepal’s export goods—vegetable fats (100,000 tons [t]), acrylic yarn 
(10,000 t), copper products (7,500 t) and zinc oxide (2,500 t)—are significantly lower than the 
preceding year’s export levels. Since signing the treaty in 1996, Nepal’s trade deficit with India 
has been widening. Exports to third countries are likely to grow only modestly, in the range of 5-
8% during FY2003-2005, after an initial decline of more than 40% this year.  
 

Table 7: Balance-of-Payments Indicators 
 

Items FY1998 FY1999 FY2000 FY2001a FY2002b 

      
(% of gross domestic product at market prices) 

      
Merchandise Trade Balance       (20.5)       (15.2)       (15.5)       (14.7)       (14.1) 
    Merchandise Exports          9.2         10.4         13.1         13.6         11.3  
    Merchandise Imports        29.6         25.6         28.6         28.2         25.4  
Current Account Balance         (8.7)         (3.3)         (5.3)         (5.4)         (7.0) 
Change in Reserves          3.6           2.9           3.8           1.3          (0.6) 
      

(% change per annum) 
      
Merchandise Exports Growthc        11.9         18.2         37.5           4.6        (18.0) 
    Exports to India        54.9         29.9         66.8         14.9         27.7  
Merchandise Imports Growthc       (12.4)       (10.3)        22.0          (0.2)       (11.4) 
    Imports from India          1.2           7.1         21.6           6.7         15.6  
aProvisional.      
bStaff estimates.      
cGrowth in the nominal US dollar value of the variable.     
Source: Appendix 6; Nepal Rastra Bank (various), Quarterly Economic Bulletin, and additional information provided to staff. 
 
31. Nepal’s current account deficit widened significantly to 7.0% of GDP in FY2002 from 
5.4% in FY2001, below the average deficit of 8.5% of the 1990s. Despite an increase of 24.6% 
in the dollar value of net transfers mainly due to rising remittance14 from out-of-country workers, 
a steep decline of 60% in the dollar value of net service receipts, mainly coming from the drop in 
tourism, and lower economic activity in general, resulted in a sharp increase in the current 
account deficit. The trade sector registered a severe setback in FY2002.  At the end of the year, 
foreign exchange reserves stood at about  $1 billion, sufficient to cover more than eight months 
of imports of goods and services. As foreign-aided development activities slowed mainly due to 
the insurgency, dependence on domestic debt financing became more pronounced beginning in 
FY2001.  
 

                                                                 
14 See footnote 1 (Executive Summary).  
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32. In FY2002 net domestic debt financing amounted to 2.5% of GDP, 1.0% higher than 
budgeted. External debt as a proportion of GDP also increased to 52% in FY2002 from 50% in 
FY2001, compared with a peak of 55% in FY1995 (Appendix 7). The debt-service ratio of 9.7% 
of exports and non-factor services sharply increased from 6.8% in 2001; the most recent figure 
was 10.0% in FY1990. Nepal’s external debt is all from international aid agencies, mainly Asian 
Development Bank (ADB) and World Bank. As such, the outstanding debt is characterized by 
low interest rates and long grace periods for repayments. At the end of FY2002, external debt 
was 52% of GDP. Although they come with a favorable interest rate and repayment terms, 
foreign loans disburse convertible currencies and require convertible currency interest and 
principal payments. Investments that do generate financial returns, however, generate local 
currency or nonconvertible Indian rupees. This mismatch between the currency of debt and of 
project benefits requires continued and close monitoring. Foreign debt management remains 
weak and systematic analysis of future debt requirement and debt carrying capacity is lacking. 
Given the economy’s high external debt dependence, a sound debt policy and debt 
management information system should be established to monitor and test the sustainability of 
the external public debt in a broad macroeconomic framework. The necessary elements include 
(i) creating debt obligation scenarios under different foreign exchange rates, (ii) simulating the 
repayment obligation in the future, (iii) computing the yield curve of different debts, (iv) quick 
monitoring of the level of indebtedness, and (v) forecasting the effects of currency and interest 
swaps. 
 

II. SHORT - AND MEDIUM-TERM ECONOMIC PROSPECTS AND POLICY ISSUES 
 
33. Nepal is unlikely to achieve the growth rates and price stability that it enjoyed a few 
years back, when the country had a fragile but more stable democracy. The economy is 
expected to grow by about 1.5% in 2003 and about 3.5% in 2004. Table 8 presents a short- and 
medium-term scenario for the economy. Over the next few years, economic performance will 
depend on domestic security and the political scenario. The underlying assumptions of the 
projections are that law and order will be restored to some extent in FY2003, and significantly in 
FY2004, which would encourage private and public sector investment. Global economic 
recovery is forecast to continue, the Indian economy to grow by about 6.0%, and the weather to 
be normal. A sharp reduction from the FY2003 development budget for agriculture reflects the 
irregular monsoon in July-August 2002, which affects the FY2003 summer crops. Agricultural 
growth may slow to about 2% in 2003 but may recover to about 3% in 2004, depending on 
weather and security. Industry is also likely to grow by 0.2% in 2003 and may recover to 3.5% in 
2004. However, recovery will be determined by export growth and the domestic political stability. 
The service sector may stagnate in FY2003 but should pick up to 3.5% in FY2004, still lower 
than the 6.0-7.0% level of the 1990s.   
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Table 8: Medium-Term Scenario 
 

Item FY2000 FY2001 FY2002a FY2003b FY2004b FY2005b 
        
Economic Growth (% change)        
    Real Gross Domestic Product at Factor Cost 6.0  4.6  (0.5) 1.5 3.5  5.0  
        Agriculture 4.9  5.5  2.2  2.0 3.0  3.0  
        Industry 8.7  2.7  (3.3) 0.2 3.5  7.0  
        Services 5.7  5.3  (1.4) 0.0 3.5  5.5  
Savings and Investment (% of GDP)       
    Gross National Saving 19.0  19.2  16.6  17.0 17.0  17.0  
    Gross Domestic Investment 24.3  24.0  24.6  22.0 22.0  23.0  
Central Government Finance  (% of GDP)      
    Fiscal Balance (3.3) (4.5) (3.3) (4.0) (4.0) (5.0) 
Money and Inflation (% change)      
    Broad Money (M2) 21.8  15.2  6.3  12.0 12.0  12.0  
    Consumer Price Index  3.5  2.4  2.9  5.0 5.0  5.0  
Balance of Payments      
    Current Account Balance (% of GDP)   (5.3) (5.4) (7.0) (5.0) (5.0) (6.0) 
    Export Growth ($, % change) 37.5  4.6  (18.0) 5.0 10.0  12.0  
    Import Growth ($, % change) 22.0  (0.2) (11.4) 5.0 10.0  12.0  
External Payments (% of exports)      
    Debt Service 6.0  6.8  9.7  7.0 7.0  7.0  
a Revised figures.       
b Staff estimates.       
Source: Appendix 1 and staff estimates.      
 
34. The Government attributes the -0.5% growth in FY2002 to (i) the global recession15 
and the after-effect of 11 September 2001 events; and (ii) the insurgency, which has been even 
more destabilizing, through increased insecurity, destruction of physical assets/infrastructure, 
general strikes, and loss of working hours and business confidence, among others. Together, 
these developments have adversely affected activity in virtually every economic sector, industry, 
trade, construction, tourism, exports, and services; as well as savings and investment levels and 
overall economic growth.  Effects on the government budget were severe due to low revenues 
and a sharp increase in security costs, when more resources were needed for development and 
poverty reduction.  
 
35. The Government projected GDP growth of 6.2% per annum for FY2003–2007. ADB 
staff projected (Table 8) agriculture sector growth at 2.0% for FY2003 and 3.0% thereafter. The 
APP, formulated in 1995, laid out a long-term vision of raising annual agricultural growth rate 
from less than 3% in the preceding two decades to 4% under the Ninth Plan, and to 5% during 
the next 15 years. The unpredictability of agricultural outputs has been exacerbated by the as 
yet unknown effect of mass migration from villages in insurgency-affected areas. Reliable 
statistics on cropping patterns since November 2001 are not available. Some aid agencies say, 
however, that many people, especially in areas deeply affected by the conflict, such as the 
western parts of the country, have left land fallow. Demand for credit remains low. Investors are 
unwilling to begin new projects. Government borrowing will continue to rise, putting pressure on 
interest rates and delaying any early increase in private sector credit demand. The strategy to 
accelerate agriculture growth will require (i) increased investment in private and public sectors 
and (ii) streamlining public expenditure programs in key sectors in line with the APP. Irrigation, 

                                                                 
15 While the global economy may be affected by the Iraq war, Nepal’s economy is fairly small, and trade is dependent 

on India. Events in the Middle East will not, therefore, severely or directly impact the growth of the economy. 
However, certain sectors such as tourism and construction will suffer from the uncertainties global economy.   
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rural roads, and rural electrification must be given highest priority. The agriculture sector’s share 
of total investment is projected at 13.8%.  
 
36. The nonagricultural sector has key areas where a strategic industry growth plan is 
needed in some key areas in the nonagriculture sector: manufacturing, trade, tourism, transport, 
construction and financial and social services. The Tenth Plan normal scenario projects a 7.3% 
average annual growth. Given the lingering political instability, ADB staff projects that industry 
will continue to grow modestly at 0.2% in FY2003, quickly picking up to 3.5% next year, and 
maybe reaching 7.0% in FY2005. Early restoration of stability would lead to a quick rebound in a 
number of these areas, especially tourism, manufacturing, construction and services, where 
capacity is substantially under-utilized. A revival of development activity, and rehabilitation and 
reconstruction will also provide economic stimulus. However, how quickly the insurgency can be 
resolved is difficult to foresee. The Government must focus on removing impediments to private 
sector development. Competitiveness requires a strong promotional package, especially export-
oriented industries, more incentives for investment, and a comprehensive technology and 
information program. The Government continuously strives to improve corporate and financial 
governance. For non-agriculture sectors, the Tenth Plan projects an outlay of NRs528.4 billion, 
86.2% of the NRs609.8 billion for non-agricultural and social service sectors.  
 
37. In services, the ADB staff projects a real growth rate of about 3.5% in FY2004, which 
is lower than the average performance of 8.0% over the past five years, but an improvement 
1.4% in FY2002. Despite the recent ceasefire agreement, the insurgency lingers, discouraging 
tourist arrivals. Latest statistics from the Department of Immigration and Tourism Board show 
that the number of tourists visiting Nepal by air for March 2003 declined by 10% from March 
2002, for a net loss of 2,163 tourists.16  
 
38. The current account deficit may return to the 5% level that prevailed in recent years as 
the dollar value of net transfers continues to increase. In the last three years, apparel has 
accounted for 25% of export earnings and has been growing rapidly, by more than 60% in US 
dollar terms. The country must become more competitive in apparel and diversify away from 
garments to other export sources. The Government has designated 2003 as Export Year and 
plans to spend about NRs80 million ($1 million) promoting Nepalese products. The security 
situation, however, continues to hamper manufacturing.  
 
39. Falling prices of some key food items kept Nepal’s inflation in check in FY2002.  
However, several factors suggest that inflation is likely to pick up to 5% as it did in India in 
FY2003. Food prices should be stable as South Asia experiences normal weather. Nonfood 
prices, however, are expected to rise. The depreciating Nepalese rupee will raise prices of 
imported manufactures. The Government can maintain these levels only as long as India does 
not alter its prices, but pressure on India’s budget suggests that this is unsustainable. The 
recent increases in electricity tariffs and a surcharge on petroleum products17 will also push 
prices up. In the absence of any external shocks, Nepal should still experience relatively 
moderate inflation over the next few years.  
 
40. Monetary policy will be geared to supporting the exchange rate peg with the Indian 
rupee. As such, interest and inflation rates need to be kept in line with those in India. Given 
projections for real GDP growth and inflation, targets for broad money growth need to be 12-

                                                                 
16 A total of 19,549 tourists visited Nepal for the month. Besides India, other Asian countries that performed positively 

for the month were Japan; People's Republic of China; Taipei, China; Pakistan, and Sri Lanka.  
17 See footnote 21. 
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14% in the medium-term. Narrow money supply has been shrinking largely owing to a decline in 
demand deposits. Time deposits grew slightly, which brought small expansion in broad money. 
Private credit remained low largely due to the economic slowdown. To support NRB’s efforts to 
control inflation and maintain the exchange rate peg, the government securities market needs to 
be developed to break the link between budget deficits and monetary expansion.  
 
41. Continuing institutional and human resource weaknesses constrain the emergence of a 
strong and efficient development administration. The Government is strongly committed to 
reform the civil service and governance and to build effective institutions. The Government will 
continue to freeze the remaining vacant positions, review redundant positions, and consider 
elimination of unnecessary positions. Commitment to anticorruption reforms and reduction of 
political interference in the civil service should also be pursued rigorously.  
 
42. In the private sector, improvements are needed to enforce contracts and property rights. 
Allowing international accounting and auditing firms to practice in Nepal will help improve 
corporate governance and promote an environment conducive to private sector participation. 
Efforts should be made to solve problems pointed out by firms: poor implementation of policy, 
bureaucratic burden, and uncertainty. Possible measures include an improved "one-window 
service" for investors, abolition of fixing floor prices for exports, and elimination of export taxes 
and service charges.  Financial sector reforms should be deepened the shortage of credit, 
particularly long-term credit. Accounting standards should be improved to enable the lender to 
assess risks. The court and legal system must be strengthened so that contracts can be 
enforced at a reasonable cost. These changes will also encourage firms to extend trade credit.  
 
43. The challenges facing Nepal are daunting. While ending the insurgency is a 
prerequisite for development, the conflict is in large part a consequence of continued deep-
seated rural poverty and the failure to spread the fruits of development, particularly to rural 
areas. To achieve the level of growth necessary to reduce poverty, Nepal needs to solve these 
problems and continue and accelerate reforms begun in the early 1990s and envisaged in the 
Tenth Plan to encourage private sector development. The Government must pursue 
reconciliation, rehabilitation and reconstruction.  
 
 

III. SELECTED POLICY ISSUES 
 
A. Tenth Five-Year Plan 
 
44. In February 2003 the Government approved the Tenth Plan, which is also the poverty 
reduction strategy paper (PRSP), and meant to encourage stakeholder participation and thus 
promote greater ownership than in the past. The plan is more focused on poverty reduction than 
earlier ones. Reducing rural poverty and addressing poor governance such as lack of 
accountability, corruption, and public services reach, are the plan's core elements. The plan's 
fiscal framework is more realistic than previous ones, and includes alternative scenarios 
depending on resource availability. The plan has a built-in mechanism to adjust annual 
development programs on the basis of poverty reduction priorities, and has prioritized sectoral 
programs and activities, with emphasis on effective implementation and monitoring. To improve 
service delivery, the plan aims to accelerate decentralization, and promote community 
participation and nongovernment organizations (NGOs). The plan also emphasizes creating an 
enabling environment for the private sector (Box 2).   
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45. The Tenth Plan’s poverty reduction strategy consists of four pillars: (i) equitable 
economic growth; (ii) social development; (iii) targeted programs for the ultra poor, vulnerable, 
and deprived groups; and (iv) good governance. These four pillars will attempt to reduce poverty 
comprehensively by focusing on income poverty, human poverty, and social exclusion. The 
Government will implement the APP with emphasis on a package program (Box 1). To 
encourage non-agriculture growth, the Government will create an enabling environment to 
facilitate private investment through legal and policy reforms. The Government will also improve 
corporate and financial governance, bring accounting standards in line with international norms, 
and increase the dynamism of the tourist sector as it has the potential to generate considerable 
direct and indirect urban and rural employment.     
 
46. Under “normal” circumstances—assuming peace and political stability—the Government 
forecasts GDP growth of 6.2% a year, comprising agricultural growth of 4.1% and non-
agricultural growth of 7.5%. Should political instability and conflict persist, the Government 
forecasts annual average growth of 4.3% (with agricultural growth of 2.8%, and non-agricultural 
growth 5.2%). The IAP assumes that total investment during the plan period will be from 
NRs490 billion ($6.4 billion) and NRs640 billion, with around 40% financed by the Government 
and the remainder by bilateral and multilateral funding agencies. The Government is likely to 
struggle to meet the IAP's targets, which include reducing the number of people living on less 
than one $1 a day from about 38%18 to 30%. Achievements in other human development 
indicators were below target. Massive job creation is needed, which, in turn, will require 
increased private investment, which is unlikely to be forthcoming while political instability 
persists. Nepal has not been able to meet the targets of past plans. The target for annual 
average GDP growth under the Ninth Plan was 6%, but actual growth averaged just 3.9%, 
which did not help create a sound foundation for the Tenth Plan.   
 
47. A number of critical assumptions have been made in financing the Tenth Plan, not all of 
which may materialize. Two key ones are that investment as a portion of GDP will rise by over 
4.6% during the plan (24.4% at the end of the Ninth Plan to 29.0% at the end of the Tenth Plan) 
and that domestic savings will rise by 5.7%. The plan also projects that the ratio of government 
revenue to GDP will increase by 2%, or twice that achieved under the Ninth Plan. While the ratio 
of expenditure to GDP is also projected to increase by 2%, the composition of government 
spending is expected to change significantly, with a sharp drop in regular (current) expenditure 
of 2% and an increase in development expenditure by 4%. In this scenario, the fiscal deficit will 
average 7.3% of GDP, to be financed by foreign aid (loans and grants) equivalent to 5.9% of 
GDP, and domestic borrowing equivalent to 1.4%. External resource requirements will increase 
from $270 million in FY2003 to $400 million in FY2007, compared to an average inflow of about 
$250 million per annum over the last five years. This means that if the plan’s poverty reduction 
targets are to be met, the Government must streamline and prioritize expenditure, improve 
resource mobilization, strengthen service delivery, and on evidence of improved performance, 
seek additional external resources from the donor community.    
 
48. The main risks in achieving the "normal scenario" are: (i) restoration of law and order 
may take longer than expected; (ii) revenue growth may be lower than projected due to 
prolonged economic weakness, and/or development expenditure may be difficult to increase 
due to continuing pressures on current expenditure; (iii) foreign assistance may not be 
forthcoming on the scale envisaged; and (iv) prices of imported goods, especially petroleum. 

                                                                 
18 While the mid-term progress review of the Ninth Plan estimated that poverty incidence had been reduced to 38%, 

this figure is not reliable since it is not based on a comprehensive survey. One is due this year. A closer figure 
would be 42%, according to the 1996 Nepal Living Standards Survey.   
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Alternative scenario, the "low case," which assumes average GDP growth of 4.3% per annum, 
implying per capita income growth of a mere 2% per annum, is more realistic. The normal 
scenario will be achieved only if the increase in private investment is substantial, fiscal balance 
is achieved, and reforms progress. Given the precarious situation for the last few years and the 
unstable global economic outlook, these conditions might not materialize. 
 
49. The Mid-term Expenditure Framework, adopted in 2002, focuses on allocating scarce 
resources to poverty reduction measures through effective public expenditure management. 
The framework prioritizes development projects and programs over three years to anchor the 
Tenth Plan to a realistic projection of resource availability. The IAP lists indicators of monitoring 
and evaluating reform measures that need urgent attention to reach the people suffering from 
the insurgency. The IAP prioritizes reform programs and lays out implementation schedules and 
expected outcomes, among other matters. In accordance with the national and sectoral 
priorities guided by the IAP, the development budget has been significantly restructured, 
dropping or amalgamating 160 low-priority projects and programs and prioritizing the remaining 
projects/programs based on poverty-based selection criteria.  
   

 
Box 2: Tenth Five -Year Plan and Poverty Reduction Strategy Paper 

 
The Government is implementing the Tenth Five-Year Plan (FY2003-2007) as a poverty reduction strategy paper 
(PRSP) in consultation with funding agencies and other stakeholders. The plan is expected to provide unified 
strategies to reduce poverty and guide Nepal on the path to sustainable, equitable growth. 
 
The achievements of the Ninth Five-Year Plan (FY1997-2002) were not encouraging due to multitude of reasons 
including growing insurgency and political instability. Economic growth was an average of 3.6% per annum against 
the targeted 6.0%. Around 38.7% of the population was below the poverty line against the targeted level of 32.0%. 
Achievements in other human development indicators were also below target, did not help create a sound foundation 
for the Tenth Plan. 
 
The major reasons for the poor achievement are the following: 
• poor internal security,  
• weak implementation of projects  
• weak implementation of decentralization efforts, and  
• low investment in development due to increasing allocation of resources to peace and security.  
 
The Tenth Plan has the following long-term goals to attain in two decades: 
• reduce poverty to 10% , 
• improve literacy to 100%, 
• reduce population growth rate by 1.5% per annum, and 
• improve access to infrastructure. 
 
The major targets specified by the Tenth Plan include the following: 
• reduce poverty to 30.0% by generating economic growth of 6.2% per annum at the factor cost during the next 

five years, 
• improve literacy to 70%, 
• enhance life expectancy at birth to 62 years and reduce infant mortality to 45 per 1,000 births, and  
• improve access to infrastructure. 
 
To attain these goals following strategies have been defined: 
• Attain higher, sustainable and equitable economic growth. 
• Develop the social sector and rural infrastructure. 
• Launch targeted programs.  
• Promote good governance. 
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The following are the Tenth Plan's priorities: 
• Promote agricultural development, sustainable management of natural resources, and bio-diversity. 
• Develop rural infrastructure. 
• Promote population management, social services, and basic social security. 
• Increase involvement of the private sector. 
• Develop human res ources and empowerment of women. 
• Improve the welfare of disadvantaged groups and programs for employment and basic security.  
• Strengthen local government units, NGOs and communities. 
• Develop remote areas and regions. 
• Use improved technology. 
• Guarantee good governance. 
• Protect and preserve the environment.  
• Develop infrastructure. 
 
Source: National Planning Commission. January 2003. The Tenth Plan (2002/03-2006/07). Kathmandu. 

 
B.  Public Enterprises Reform 
 
50. Most public enterprises were established in the 1960s and early 1970s when 
Government had important roles as producer and service provider. During the 1980s, the 
Government recognized the need to privatize these roles and began to consider privatization 
only in the early 1990s.  
 
51. The Government strongly supported privatization during the Eighth Five-Year Plan 
(FY1992-1997). The first democratically elected Government recognized that supporting 
unprofitable public enterprises (PEs) was no longer justified. The Privatization Act (1994) 
became effective and 18 PEs were privatized. During 1997-2002, only 3 of 30 targeted 
enterprises were privatized. In a volatile political environment, members of the privatization 
committee changed frequently. Ultimately the committee became dysfunctional due to 
excessive delegation of issues to subcommittees, and disagreement over modalities. 
Privatization was also blocked by labor unrest. Potential investors lost interest since bidding 
documents usually required the takeover of existing large liabilities. Since 2001 privatization has 
been further hampered due to recession and deteriorating security and political situation. In view 
of the tight budgetary situation and large and increasing contingent liabilities, the Government 
now recognizes that it can no loner afford operations of PEs, in which it has invested over $500 
million equivalent in share capital from 1997 to 2002, and that it must disengage from PE19 
operations that are not socially sensitive.20    
 
52. Net assets of the 39 public enterprises (PEs) were estimated at NRs198 billion ($2.5 
billion) in 2002 and concentrated in a few large entities. One utility, two banks, and one 
industrial enterprise represent roughly 90% of PE assets. Utilities represent by far the largest 
share of PE equity (80%), while the equity of state-owned financial institutions has been eroded 
because of extremely poor loan portfolio quality. The trade and industrial PEs are performing 
poorly. Although they have small assets, they contribute about 30% of PE employment. In about 

                                                                 
19 The Government maintains majority ownership in about 70 PEs. Official reports published by the Ministry of 

Finance, however, refer to only 39 PEs, of which 21 were established under the Company Act, 5 under the 
Corporation Act, 8 under PE special acts, and 5 under other legislation. The 39 PEs reportedly employ about 
47,000 staff at the end of FY2002. The PEs established under special acts represent about 90% of government 
equity in PEs. These acts provide special powers to the PEs’ board and management, including powers to issue 
by-laws, which are used to determine staff benefits, and to borrow. These powers have contributed significantly to 
the Government's contingent liabilities.    

20 Para. 9, (Executive Summary). 
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one third of the 21 trade and industrial PEs, reported liabilities exceed assets, and nearly all 
PEs are loss making. Despite annual transfers of share capital of $28 million, 17 PEs reported 
annual operating losses of about $12 million in FY2002 and accumulated losses of $149 million. 
Only half of the PEs submit accounts on time, limiting the validity of information. Poor quality of 
financial information is a major obstacle to professional commercial management and 
accountability of PEs. The overall lack of commercial management of PEs; external 
interference; and absence of business incentives and sound accounting, disclosure, and 
controls make it difficult to build commercial culture in PEs. Measures such as aggressive loan 
recovery and right-sizing PE staff are important to stem the inflow of additional contingent 
liabilities. Unprofitable enterprises must be liquidated; Government disengaged from commercial 
activity through privatization; and performance, cost of operations, and borrowing of PEs strictly 
controlled. ADB is giving technical assistance to the Government to accelerate the privatization 
of PEs through PSMP. Streamlining of privatization and review of the Privatization Act have not 
progressed. Following strict government directives, auditing of PEs has made headway. 
However, more progress needs to be achieved. The Government has also removed political 
appointees on the boards of all PEs and appointed ministry secretaries to oversee them as an 
interim measure. Restructuring of Grameen Banks is only in the preliminary stage. 
 
53. Nepal Oil Corporation (NOC) is an important public sector monopoly that imports and 
distributes petroleum in Nepal. A government task force reviewed the administered prices of 
petroleum products and alleged demurrage and irregularities in NOC. The recently completed 
investigation report recommends that the following be established: (i) financial management that 
will, for example, prepare a budget that will allow NOC to make sound management decisions 
(projected profit–and–loss accounts, balance sheet, and cash flow); (ii) agreements to be 
exchanged with Indian Oil Corporation; (iii) retail sale management that will, for example, 
regulate truck transport; and (iv) quality and price control. The report strongly advises removing 
the Government's control over setting petroleum product prices, and building a competitive 
market. The Government recent hiked the price21 of petrol and liquefied petroleum gas (LPG) to 
help the cash-strapped and loss-making NOC. In 2002, NOC was reportedly losing roughly 
NRs8 on each liter of kerosene it sold. After the price increase, NOC makes profit of NRs11 per 
liter of petrol sold but loses as much as NRs90 on each cylinder of LPG. The problem is 
exacerbated because the subsidized diesel and kerosene are smuggled into India, where the 
price is higher. These administered prices have to be adjusted to eliminate the distortions. To 
avoid distortions domestic price changes should be linked automatically to international prices.  
 
54. Many countries, developed and developing, have adopted privatization schemes, and 
have faced new problems in attaining the original goals. Many countries have opted for 
privatization as part of structural reform and reduction of the budget burden. Selling public 
enterprises can substantially reduce the flow of public funds to them. Privatization also 
generates additional government revenue as sales proceeds and future taxation. Management 
is expected to become more efficient, and a work ethic to be developed among staff, thus 
benefiting the public. Among the key reasons for unsuccessful privatization and liquidation of 
public enterprises are: (i) frequent change of Government, and thus inconsistent political 
support; (ii) vested interests of line ministries in keeping investments or managing their disposal; 

                                                                 
21 Prices of petrol, diesel, kerosene and LPG were hiked on 22 November 2002 and 25 March 2003. Petrol was 

raised from NRs46 per liter to NRs52 (November), and to NRs56 (March 2003); LPG, NRs650/cylinder to NRs700 
(November 2002 and no hike in March 2003); kerosene, NRs17 to NRs28 (November) to NRs27 (March 2003). 
Kerosene prices are open-market prices; rationing prices are NRs23 (November) and NRs20 (March) respectively.  
The Government announced two downward adjustments in April and May 2003. Some observers speculate that 
the Government may increase prices again. As of 12 May 2003, petrol was NRs54 and kerosene NRs24/cylinder 
(market price).    
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(iii) weak political support and vague mandate for the responsible agency to pursue the process; 
(iv) lack of transparency in asset evaluation to ensure appropriate pricing and fair and consistent 
procedure and (v) lack of funding to absorb the cash cost privatization and liquidation. The key 
strategy to advance the public enterprise consists of the following:  
 

(i)  Improve governance, accountability of management, and efficiency of PEs. 
(ii) Reduce overstaffing and prepare plans to accommodate labor retrenchment and 

retraining. 
(iii) Establish hard budget and borrowing constraints for all PEs. 
(iv) Privatize PEs with market potential—scrutinize the financial and political 

implications of attached conditions. 
(v) Inform and educate the public of the advantages and risks of privatization.  
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KEY ECONOMIC INDICATORS 
 

Item  FY1998 FY1999 FY2000 FY2001 FY2002a 
      

Income and Growth      
    GNP per Capita (current prices, $)  230  236  253  250  242 
    GDP per Capita (current prices, $)  226  228  244  241  232 
    Growth in Real GDP at Factor Cost (% change)   3.2    4.5    6.0    4.6   (0.5) 
        Agriculture   0.9    2.8    4.9    5.5    2.2  
        Industry   2.3    6.0    8.7    2.7   (3.3) 
        Services   6.7    5.4    5.7    5.3   (1.4) 
      
Saving and Investment (% of GDP)      
    Gross National Saving  16.2   17.1   19.0   19.2   16.6  
    Gross Domestic Investment  24.8   20.5   24.3   24.0   24.6  
        Gross Fixed Capital Formation  21.7   21.6   19.3   19.0   19.3  
    Saving-Investment Gap  (8.7)  (3.3)  (5.3)  (4.8)  (8.0) 
      
Central Government Finance  (% of GDP)      
    Total Revenue (including grants)  12.3   11.5   12.2   13.1   13.6  
        Tax Revenues   8.6    8.4    8.8    9.5    9.6  
        Other Revenues and Grants    3.7    3.1    3.5    3.6    4.0  
    Total Expenditure (including net lending)  16.9   15.4   15.5   17.6   16.9  
        Regular Expenditures   7.7    7.7    7.7    9.0   10.0  
        Development Expenditures and Net Lending   9.2    7.7    7.8    8.5    6.9  
    Overall Fiscal Surplus (+)/Deficit (-)  (4.6)  (3.9)  (3.3)  (4.5)  (3.3) 
        Foreign Financing   3.7    2.2    2.3    1.8    1.5  
        Domestic Financing   1.9    1.4    1.1    2.7    2.5  
      
Money and Inflation (% change)      
    Narrow Money (M1)  17.4   13.1   19.4   15.7   11.3  
    Broad Money (M2)  21.9   20.8   21.8   15.2    6.3  
    Consumer Price Index    8.3   11.4    3.5    2.4    2.9  
        Food and Beverage Price Index   7.9   16.1    0.4   (2.3)   3.7  
    GDP Deflator   4.0    8.8    4.6    2.6    3.2  
      
Balance of Payments      
    Merchandise Trade Balance (% of GDP) (20.5) (15.2) (15.5) (14.7) (14.1) 
        Exports (% of GDP)  9.2  10.4  13.1  13.6  11.3  
        Imports (% of GDP)  29.6  25.6  28.6  28.2  25.4  
        Balance with India (% of GDP)  (6.2) (5.7) (4.9) (4.7) (4.7) 
    Current Account Balance (% of GDP)   (8.7) (3.3) (5.3) (5.4) (7.0) 
    Export Growth ($, % change) 11.9  18.2  37.5  4.6  (18.0) 
    Import Growth ($, % change) (12.4) (10.3) 22.0  (0.2) (11.4) 
      
External Payments Indicators      
    International Reserves ($ millions)   712  791  942  1,020  1,051  
        (in months of imports of goods and NFS)   5.2    6.3    6.3    7.0    8.0  
    External Public Debt (% of GDP)   53.8   53.2   50.3   50.1   52.2  
    External Debt Service    6.1    6.1    6.0    6.8    9.7  
    (% of exports of goods and NFS)      
Memorandum Items       
    Average Exchange Rate (NRs per $)  61.9   67.9   69.0   73.7   76.7  
    Midyear Population (millions)  21.5   22.0   22.5   23.2   23.7  
GDP= gross domestic product, GNP = gross national product, NFS = nonfactor services. 
a  Revised estimates. 
Source: Appendix 2-7 and Central Bureau of Statistics. 2002. National Accounts of Nepal . Kathmandu. 
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Table A2.1: Gross Domestic Product at Factor Cost by Sector of Origin 
(constant FY1985 prices) 

 
 

Item  FY1998 FY1999 FY2000 FY2001 FY2002a 

      
 (NRs millions at FY1995 prices) 
 
Agriculture Sector               93,496        96,151      100,856      106,380      108,752  
      
Industry Sector                   55,256        58,578        63,701        65,432        63,298  
    Mining and Quarrying          1,365          1,416          1,480          1,547          1,563  
    Manufacturing        23,607        24,856        26,646        27,649        24,892  
    Electricity and Gas          3,331          3,520          4,025          4,413          4,486  
    Construction        26,953        28,786        31,550        31,823        32,357  
      
Services Sector                   92,064        97,028      102,539      107,938      106,421  
    Trade, Restaurants, and Hotels        27,981        29,069        31,036        31,507        28,218  
    Transport, Communications, and Storage        17,186        18,355        19,644        20,860        21,248  
    Finance and Real Estate        24,494        25,719        27,026        27,491        28,410  
    Community and Personal Services         22,403        23,885        24,833        28,080        28,545  
Less:  Imputed Bank Service Charges           6,181          6,610          7,230          7,831          7,839  
      
GDP at Factor Cost           234,635      245,147      259,866      271,919      270,632  
Memorandum Item:      
    Implicit GDP Deflator (FY1995 = 100)          120.1          130.8          136.8          140.4          144.9  
      
 (growth rates, % per annum) 
 
Agriculture Sector        0.9 2.8 4.9 5.5 2.2 
      
Industry Sector            2.3 6.0 8.7 2.7 -3.3 
    Mining and Quarrying 1.3 3.7 4.5 4.5 1.0 
    Manufacturing 3.4 5.3 7.2 3.8 (10.0) 
    Electricity and Gas (4.1) 5.7 14.3 9.6 1.7 
    Construction 2.2 6.8 9.6 0.9 1.7 
      
Services Sector            6.7 5.4 5.7 5.3 (1.4) 
    Trade, Restaurants, and Hotels 5.8 3.9 6.8 1.5 (10.4) 
    Transport, Communications, and Storage 8.1 6.8 7.0 6.2 1.9 
    Finance and Real Estate 5.9 5.0 5.1 1.7 3.3 
    Community and Personal Services  7.6 6.6 4.0 13.1 1.7 
      
GDP at factor cost      3.2 4.5 6.0 4.6 (0.5) 
Memorandum Item      
    Implicit GDP Deflator 4.0 8.8 4.6 2.6 3.2 
GDP = gross domestic product. 
a  Revised estimates. 
Source: Central Bureau of Statistics. 2003, Ministry of Finance. 2002. Economic Survey. Kathmandu. 
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Table A2.2: Gross Domestic Product at Factor Cost by Sector of Origin 
(current prices) 

 
 

Item  FY1998 FY1999 FY2000 FY2001 FY2002a 

      
 (NRs millions) 
 
Agriculture Sector         112,495   132,373   145,131   151,059   160,144  
      
Industry Sector               63,406     69,916     78,689     84,007     84,465  
    Mining and Quarrying      1,553       1,685       1,815       1,924       2,054  
    Manufacturing    26,987     30,337     33,550     35,495     32,805  
    Electricity and Gas      4,383       4,632       5,942       7,004       7,359  
    Construction    30,483     33,262     37,382     39,584     42,247  
      
Services Sector             113,897   127,729   142,431   158,500   159,873  
    Trade, Restaurants, and Hotels    33,687     39,313     42,895     44,572     40,498  
    Transport, Communications, and Storage    22,598     24,631     29,336     33,297     34,725  
    Finance and Real Estate    29,778     33,203     36,919     41,634     43,882  
    Community and Personal Services     27,834     30,582     33,281     38,997     40,768  
Less:  Imputed Bank Service Charges       7,896       9,438     10,708     11,912     12,388  
      
GDP at Factor Cost       281,902   320,580   355,543   381,654   392,094  
 
 (percent of GDP at factor cost) 
 
Agriculture Sector        39.9 41.3 40.8 39.6 40.8 
      
Industry Sector            22.5 21.8 22.1 22.0 21.5 
    Mining and Quarrying 0.6 0.5 0.5 0.5 0.5 
    Manufacturing 9.6 9.5 9.4 9.3 8.4 
    Electricity and Gas 1.6 1.4 1.7 1.8 1.9 
    Construction 10.8 10.4 10.5 10.4 10.8 
      
Services Sector            40.4 39.8 40.1 41.5 40.8 
    Trade, Restaurants, and Hotels 11.9 12.3 12.1 11.7 10.3 
    Transport, Communications, and Storage 8.0 7.7 8.3 8.7 8.9 
    Finance and Real Estate 10.6 10.4 10.4 10.9 11.2 
    Community and Personal Services  9.9 9.5 9.4 10.2 10.4 
      
GDP at factor cost      100.0 100.0 100.0 100.0 100.0 
GDP = gross domestic product. 
a  Revised estimates. 
Source: Central Bureau of Statistics. 2003, Ministry of Finance. 2002. Economic Survey. Kathmandu. 
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EXPENDITURE ON GROSS DOMESTIC PRODUCT 
(current prices) 

 
 

Item FY1998 FY1999 FY2000 FY2001 FY2002a 

      
 (NRs millions) 
 
Consumption  259,407   295,473   321,911   349,257   371,526  
    Public     28,015     30,529     33,964     40,150     42,327  
    Private  231,392   264,944   287,947   309,107   329,199  
      
Gross Domestic Investment    74,728     70,061     92,272     98,313   103,616  
    Gross Fixed Capital Formation    65,375     73,844     73,324     78,031     81,260  
        Public    22,573     23,888     26,436     31,268     32,044  
        Private    42,802     41,381     46,888     46,763     49,216  
    Change in Stocks      9,353       4,792     18,948     20,282     22,356  
      
Net Exports of Goods and NFS   (33,290)   (23,498)   (34,695)   (37,283)   (53,808) 
    Exports of Goods and NFS    68,659     78,150     88,360     91,821     67,723  
    Imports of Goods and NFS  101,949   101,648   123,055   129,104   121,531  
      
GDP at Market Prices   300,845   342,036   379,488   410,287   421,334  
Plus: Net Factor Income from Abroad      6,025     10,881     13,125     16,172     18,375  
      
Gross National Product  306,870   352,917   392,613   426,459   439,709  
Plus: Net Transfers from Abroad      1,158       1,205       1,319       1,456       1,701  
      
Gross National Disposable Income  308,028   354,122   393,932   427,915   441,410  
      
Gross National Saving    48,621     58,649     72,021     78,658     69,884  
      
 (percent of GDP at market prices) 
 
Consumption 86.2 86.4 84.8 85.1 88.2 
    Public  9.3 8.9 8.9 9.8 10.0 
    Private 76.9 77.5 75.9 75.3 78.1 
      
Gross Domestic Investment 24.8 20.5 24.3 24.0 24.6 
    Gross Fixed Capital Formation 21.7 21.6 19.3 19.0 19.3 
        Public 7.5 7.0 7.0 7.6 7.6 
        Private 14.2 12.1 12.4 11.4 11.7 
    Change in Stocks 3.1 1.4 5.0 4.9 5.3 
      
Net Exports of Goods and NFS -11.1 -6.9 -9.1 -9.1 -12.8 
    Exports of Goods and NFS 22.8 22.8 23.3 22.4 16.1 
    Imports of Goods and NFS 33.9 29.7 32.4 31.5 28.8 
      
GDP at Market Prices  100.0 100.0 100.0 100.0 100.0 
      
Gross National Product 102.0 103.2 103.5 103.9 104.4 
      
Gross National Disposable Income 102.4 103.5 103.8 104.3 104.8 
      
Gross National Saving 16.2 17.1 19.0 19.2 16.6 

   GDP = gross domestic product, NFS = nonfactor services. 
   a Revised estimates. 
   Source: Central Bureau of Statistics. 2003; Ministry of Finance. 2002. Economic Survey. Kathmandu. 
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SUMMARY OF CENTRAL GOVERNMENT FINANCES 
 
 

Item  FY1998 FY1999 FY2000 FY2001 FY2002a FY2003b 

       
 (NRs millions) 
  
Revenues and Grants     37,095      39,352      46,429      53,589      57,298      70,167  
    Current Revenues      31,572      34,919      40,537      45,887      47,945      54,726  
        Tax Revenue     25,990      28,806      33,218      38,922      40,463      45,998  
        Nontax Revenue      5,581       6,113       7,319       6,964        7,481       8,728  
    Capital Revenues         120            96          180          949          651          876  
    Grants      5,402       4,336       5,711       6,753        8,702      14,564  
       
Expenditures and Net Lending     50,942      52,701      58,883      72,087      71,101      86,236  
    Regular Expenditures      23,218      26,389      29,271      37,068      42,161      49,066  
    Development Expenditures     28,943      28,531      31,749     37,065      30,846      38,679  
    Lending Less Repayments     (1,220)     (2,220)     (2,136)     (2,047)      (1,906)     (1,509) 
       
Overall Balance (incl. Grants)    (13,846)    (13,348)    (12,454)    (18,497)    (13,803)    (16,068) 
       
Financing of the Overall Balance     13,846      13,348      12,454      18,497      13,803      16,068  
    Foreign Financing     11,070       7,643       8,681       7,543        6,194       6,375  
    Domestic Financing      5,572       4,692       4,323      10,954      10,553       9,693  
        Nonbank Financing      2,074       2,733          376       1,429        2,054     (18,755) 
        Bank Financingc      3,498       1,959       3,946       9,524        8,499      28,448  
       
 (percent of GDP at market prices) 
  
Revenues and Grants 12.3  11.5  12.2  13.1  13.6  15.7  
    Current Revenues  10.5  10.2  10.7  11.2  11.4  12.3  
        Tax Revenue 8.6  8.4  8.8  9.5  9.6  10.3  
        Nontax Revenue 1.9  1.8  1.9  1.7  1.8  2.0  
    Capital Revenues 0.0  0.0  0.0  0.2  0.2  0.2  
    Grants 1.8  1.3  1.5  1.6  2.1  3.3  
       
Expenditures and Net Lending 16.9  15.4  15.5  17.6  16.9  19.3  
    Regular Expenditures  7.7  7.7  7.7  9.0  10.0  11.0  
    Development Expenditures 9.6  8.3  8.4  9.0  7.3  8.7  
    Lending Less Repayments (0.4) (0.6) (0.6) (0.5) (0.5) (0.3) 
       
Overall Balance (incl. Grants) (4.6) (3.9) (3.3) (4.5) (3.3) (3.6) 
    Foreign Financing 3.7  2.2  2.3  1.8  1.5  1.4  
    Domestic Financing 1.9  1.4  1.1  2.7  2.5  2.2  
        Nonbank Financing 0.7  0.8  0.1  0.3  0.5  (4.2) 
        Bank Financing 1.2  0.6  1.0  2.3  2.0  6.4  
       
Memorandum Items       
    Social Spending (% of Total Expenditure) 24.7 23.4 25.8 23.5 26.0 30.3 
    Education Expenditures (% of GDP)  2.5 2.2 2.4 2.6 3.0 3.9 
    Health Expenditures (% of GDP)  1.0 0.8 0.9 0.8 0.9 1.1 
– = not available, GDP = gross domestic product. 
a  Revised and staff estimates. 
b  Budget estimates. 
c  Includes changes in cash balance. 
Source: Ministry of Finance. 2002. Economic Survey. Kathmandu; Nepal Rastra bank. 2002. Budget Speech. 
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MONETARY SURVEY 
 
 

      GDP = gross domestic produc t. 
      a  Includes claims on government enterprises. 
      b  Provisional. 
      Source: Ministry of Finance. 2002. Economic Survey. Kathmandu; Nepal Rastra Bank. 2003. Current Economic Scenario. 
 
 
 
 
 
 

Item FY1998 FY1999 FY2000 FY2001 FY2002b 

      
 (NRs millions, end of period) 
Assets       
 
Net Foreign Assets 55,572 65,027 80,467 87,798 89,527
 
Net Domestic Credit 115,812 134,832 158,001 187,321 208,222
    Claims on Government (net) 31,753 34,918 38,242 48,657 59,202
    Claims on Government Enterprises 7,228 9,114 10,310 11,906 12,593
        Financial Enterprises 6,170 7,547 8,502 9,683 9,732
        Nonfinancial Enterprises  1,058 1,566 1,808 2,223 2,861
    Claims on Private Sector 76,830 90,800 109,447 126,757 136,425
Other Items (net) (44,922) (47,060) (52,347) (60,665) (69,732)
 
Liabilities 
 
Broad Money Supply (M2) 126,462 152,800 186,120 214,454 228,017
    Narrow Money (M1) 45,163 51,062 60,979 70,576 78,533
        Currency Outside Banks  30,893 34,984 42,143 48,295 55,724
        Demand Deposits 14,270 16,078 18,836 22,281 22,809
    Quasi-Money 81,298 101,737 125,141 143,877 149,483
      
 (percent of GDP at market prices) 
 
Change in Net Foreign Assets  5.1 2.8 4.1 1.8 0.4 
 
Change in Net Domestic Credit 5.0 5.6 6.1 7.1 5.0 
    to the Public Sectora 0.9 1.5 1.2 2.9 2.7 
    to the Private Sector 4.0 4.1 4.9 4.2 2.3 
 
Change in Broad Money (M2) 7.6 7.7 8.8 6.9 3.2 
 
Change in Narrow Money (M1) 2.2 1.7 2.6 2.3 1.9 
      
 (percent change per annum) 
 
Broad Money Growth (M2) 21.9 20.8 21.8 15.2 6.3
 
Narrow Money Growth (M1) 17.4 13.1 19.4 15.7 11.3
      
Memorandom Items       
    Velocity of M2 2.4 2.3 2.1 2.0 1.9
    Velocity  of M1 6.8 6.9 6.4 6.0 5.6
    Consumer Price Index Inflation (% 
change) 

8.3 11.4 3.5 2.4 2.9
        Food Index Inflation (% change) 7.9 16.1 0.4 -2.3 3.7
        Nonfood Index Inflation (% change) 9.1 5.8 7.1 8.1 2.1
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BALANCE OF PAYMENTS SUMMARY 
 
 
Items FY1998 FY1999 FY2000 FY2001a FY2002b 

      
 ($ millions) 
 
Current Account Balance       (421)      (168)      (293)      (298)      (382) 
    Merchandise Trade Balance      (994)      (765)      (852)      (816)      (772) 
        Merchandise Exports, FOB       444        525        722        755        619  
            of which: India c        142        184        307        353        451  
        Merchandise Imports, CIF    1,439     1,290     1,574     1,572     1,392  
            of which: India c        441        472        575        613        709  
    Services (net)       470        444        383        301        120  
    Transfers (net)       103        152        175        216        269  
      
Capital and Financial Accounts Balance       598        312        503        368        350  
    Official Loans (net) and Capital Grants       343        305        292        244        166  
    Foreign Direct Investment        11           8  3.4 3.2 — 
    Private Capital and Errors and Omissions        243          (1)       210        124        183  
      
Change in Reserves       177        144        209         70        (32) 
      
 (percent of GDP at market prices) 
 
Merchandise Trade Balance       (20.5)       (15.2)       (15.5)       (14.7)       (14.1) 
    Merchandise Exports           9.2         10.4         13.1         13.6         11.3  
    Merchandise Imports         29.6         25.6         28.6         28.2         25.4  
    Balance with India         (6.2)         (5.7)         (4.9)         (4.7)         (4.7) 
      
Current Account Balance          (8.7)         (3.3)         (5.3)         (5.4)         (7.0) 
      
Official Loans (net) and Capital Grants          7.1           6.1           5.3           4.4           3.0  
      
Change in Reserves          3.6           2.9           3.8           1.3          (0.6) 
      
 (percent change per annum) 
 
Merchandise Exports Growth        11.9         18.2         37.5           4.6        (18.0) 
    Exports to India        54.9         29.9         66.8         14.9         27.7  
      
Merchandise Imports Growth       (12.4)       (10.3)        22.0          (0.2)       (11.4) 
    Imports from India          1.2           7.1         21.6           6.7         15.6  
 
Memorandum Items 
   Gross International Reserves ($ millions)       712.4        790.6        941.8     1,019.9     1,051.5  
      (in months of imports of goods & NFS)          5.2           6.3           6.3           7.0           8.0  
   Average Exchange Rate (NRs per $)        61.9         67.9         69.0         73.7         76.7  
CIF = cost, insurance and freight cost, FOB = free on board, GDP = gross domestic product, NFS = nonfactor services. 
a  Provisional. 
b  Staff estimates. 
c  Based on customs data unadjusted for border trade. 
Source: Ministry of Finance. 2002. Economic Survey. Kathmandu; Nepal Rastra Bank. 2003. Current Economic Scenario. 
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NATIONAL DEBT AND DEBT SERVICE 
 

Item  FY1998 FY1999 FY2000 FY2001 FY2002a 

      
 ($ millions) 
      
External Public Debt      
 
Outstanding External Debtb      2,382      2,658      2,698      2,661      2,807 
    Asian Development Bank        893        954      1,026      1,009      1,077 
    World Bank, IDA       1,056      1,112      1,129      1,107      1,160 
    Japan        228        265        310        296        317 
    Other        204        326        233        249        251 
 
Debt Service Paymentsc          67          69          77          84          85 
    Principal Repayments          44          47          53          61          61 
    Interest Payments          22          22          23          23          23 
      
 (NRs millions) 
Domestic Public Debt      
 
Outstanding Domestic Debt    38,406    49,669    54,357    57,617    70,694 
 
Debt Service Payments       3,481      3,977      4,711      4,187      5,637 
    Principal Repayments      1,151      1,446      1,531      1,190      1,683 
    Interest Payments      2,330      2,531      3,180      2,997      3,954 
      
 (percent of GDP at market prices) 
 
National Debt          66.6          67.7          64.6          64.2          68.9 
    External Public Debt          53.8          53.2          50.3          50.1          52.2 
    Domestic Public Debt          12.8          14.5          14.3          14.0          16.8 
      
 (percent of Government expenditures) 
 
Total Debt Service Payments           15.1          16.6          17.0          14.4          17.2 
    Total Principal Repayments            7.7            8.8            8.9            7.9            9.1 
    Total Interest Payments            7.4            7.7            8.2            6.5            8.1 
 
Memorandum Items 
    External Debt Service Ratio 
        (% of exports of goods and NFS)             6.1            6.1            6.0            6.8            9.7 
    Exchange Rate (NRs per $, end of period)          67.9          68.5          70.8          75.0          78.3 
    Exchange Rate (NRs per $, fiscal year average)           61.9          67.9          69.0          73.7          76.7 
– = not available, GDP = gross domestic product, IDA = International Development Association, NFS = nonfactor services. 
a  Preliminary figures and staff estimates. 
b Converted to US dollars using the end of period exchange rate. 
c Converted to US dollars using the period average exchange rate. 
Sources: Ministry of Finance. 2002. Economic Survey. Kathmandu; 2002. Budget Speech. Kathmandu. 
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