
NEPAL 
ECONOMIC 
FORUM

nefport

Docking Nepal’s Economic Analysis

June 2012 | Issue 9





CONTENTS JUNE 2012 | ISSUE 9

Issue 9 | June 2012 

Publisher: Nepal Economic Forum
Website: www.nepaleconomicforum.org

P.O.Box 7025, Krishna Galli, Lalitpur - 3, Nepal
Phone: +977 1 554-8400
email: info@nepaleconomicforum.org

Editor: Pranab Man Singh
Contributors: Chandni Singh, Raju Tuladhar, Rojesh 
Shrestha, Shayasta Tuladhar, Shristi Singh
Design & Layout: Big Stone Medium
contact@bigstonemedium.com

The document is solely the work of the Nepal 
Economic Forum and the information documented in 
and the views expressed by this economic periodical 
do not necessarily reflect the ideas of the sponsor

05 Editorial 

General Overview

08 Political Overview  

09 International Economy  

Macroeconomic Overview  

10  Agriculture  

12 Education  

12 Energy

14 Foreign Aid 

15 Health 

16 Infrastructure

18 Manufacturing and Trade

19  Remittance 

20  Telecommunication and Media 

21 Tourism

24 Macroeconomic Outlook 

Review

26 Financial and Capital Market

34 Endnotes





With our ninth issue of the nefport, we are happy to bring to you an overview of 
Nepal’s economy over the past three months. Building upon the general structure 
established in previous issues, this issue is divided into two sections. The first section 
provides a general overview of the overall macroeconomic state of Nepal’s economy. 
It goes into some depth within each sector and provides an overview of key stories 
that have developed over the last quarter. It also provides an outlook for the next 
quarter of the Nepali economy.

Like with previous issues, the second part of nefport is more analytical. In this issue, 
we have decided to do an extensive review of the banking and financial sector. We 
provide a detailed analysis and assessment the performance and figures of banks, 
financial institutes and the Nepal Stock Exchange. We hope that this analysis will 
be beneficial for those who make critical decisions in these sectors and will also be 
of interest for those invested in the general economic well being of the country. 

While the US dollar has appreciated in value considerably during the course of the 
last quarter, we have used a USD conversion rate of NPR 77.64 to a dollar, the one 
year average. As Nepal approaches its historic constitutional deadline, this issue 
reports on events up till May 15, 2012. 

Nepal Economic Forum is a not for profit organization and a wing of beed man-
agement. We would like to thank beed invest and beed management for their 
support in making this issue possible. We also thank all our readers for their 
invaluable feedback. Your input helps us develop this publication and better cater 
to your needs. We appreciate your encouragement.

We are eager to receive your valuable feedback on how to make future issues 
of nefport more useful and user friendly. Please email us your suggestions at  
info@nepaleconomicforum.org

Sujeev Shakya 
Chairman 
Nepal Economic Forum

EDItoRIAL
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a lot of hope and aspirations are tied 
to the drafting of the new constitu-
tion. the ability to the constituent 
assembly to pass a new constitution 
within the stated deadline of may 27, 
2012 remains up for grabs. Within 
the drafting process, the new federal 
structure of the country remains the 
most contentious issue. should the 
political parties be able to compro-
mise and negotiate an agreement, 
then the chances of meeting the 
deadline are viable. However, the 
political parties need to pay atten-
tion to the sentiments of the people of 
Nepal and must come up with a solu-
tion that at the very least addresses 
all their disparate demands. Without 
popular acceptance of the new con-
stitution and federal structures, the 
government is bound to face even 
more problems in the near future. 

 outlook

Political overview
The hopes for the successful completion of the peace process and the drafting of the new 

constitution have grown with a number of political agreements and decisions taken by the 

big three political parties – the Nepali Congress (NC), Unified Marxist Leninists (UML) and 

United Communist Party of Nepal - Maoists (UCPN - Maoists). However, there is growing 

resentment among people from around the nation in the way decisions are being made. 

This has precipitated in nationwide strikes and closures as people attempt to have their 

voice heard and their demands met. Major contentions on the nature and structure of a 

federal Nepal still need to be resolved. 

 HIGHlIGHTs  

11 state federal model with mixed 
governance system: The three major 
political parties, UCPN (Maoist), 
Nepali Congress and UML together 
with the Madhesi Front reached a 
breakthrough on the new constitution 
as they agreed on an 11-province 
federal structure along with a mixed 
governance system on May 15, 2012. 
As per the agreement, the names of 
the provinces would be determined 
by elected state assemblies themselves 
while the federal states would be 
carved out on the basis of ethnicity, 
geography and language. Likewise, 
a mixed system of governance was 
selected with a directly elected 
President who will share powers with 
the Prime Minister elected from the 
parliament. However, the deal started 
facing major objections from various 
political parties once announced. 

severe closures in the Mid-West 
and Far-West: the Far West region 
has been suffering from closures for 
over three weeks. Groups demanding 
an “undivided Far West” have been 
saying that the two districts of 
Kailali and Kanchanpur must remain 

together along with the other seven 
districts of the region when the 
state is restructured. tharus, on the 
other hand, have been demanding 
that the two districts be included in 
the tharuhat state. the competing 
demands have resulted in clashes, 
leading to fears of communal dis-
harmony in the region.

Agreement on forming a consensus 
government:  The three major parties 
and the Madhesi Morcha came to 
an agreement on May 4, 2012 to 
form a consensus government that 
would promulgate the constitution 
with Baburam Bhattarai as the Prime 
Minister. The agreement stipulated the 
formation of a consensus government 
lead by the Nepali Congress after the 
formation of the new constitution. 
However, severe opposition towards 
the agreement lead the UML to stay 
out of the government while the NC 
faced major objections from within its 
own party. 

People’s Liberator Army integrated into 
the Nepali Army: on April 11, 2012, 
the People’s Liberation Army was inte-

grated into the Nepal Army. The con-
clusion of the process meant that the 
existence of two parallel armies came to 
a formal end.



NEFPOrt issuE 9 juNE 2012 |  9

docking nepal’s economic analysis 

 

 HIGHlIGHTs  

Jim Yong Kim named World Bank 
President: The World Bank named a 
public-health expert, Jim Yong Kim, 
as its next president. There was some 
hope that the World Bank would break 
away from its tradition of always nomi-
nating an American for the top job with 
candidates from developing countries 
bidding for the job. However, Mr. Kim, 
in the end, was backed by China, India, 
Mexico and other big emerging markets.   

Nokia in trouble: one of the world’s 
biggest mobile phone manufactures, 
Nokia, is facing a major financial crises 
as it posted a first-quarter operating 
loss of USD 1.7 billion (NPR 131.98 
billion ) as its partnership with 
Microsoft has not resulted in the sales 
boost it desired. 

Gold prices increase: Gold prices 
surged past USD 1,600 (NPR 
124,224) an ounce for the first time 
in history. The euro-zone crisis and 
uncertainty over America’s federal-
debt ceiling  were the main reasons 
behind the surge in prices as investors 
bought into safe assets. 

international economy

India cuts interest rates: the Reserve 
Bank of India, India’s central bank, 
reduced its benchmark interest rate 
for the first time in three years by 
half a percentage point to 8%. 
Between March 2010 and october 
2011, in an attempt to battle 
inflation, it had raised interest rates 
13 times. However, with the slowing 
down of the Indian economy, its 
main concern now is to bolster the 
country’s growth.

Dollar rises against the Rupee: The 
US dollar has seen a steady rise against 
the Indian Rupee. With the Nepali 
Rupee pegged to the Indian currency, 
it witnessed a similar rise. This has 
been attributed to the outflow of 
capital from India as the developing 
economy starts to see a drop in its 
growth figures. 

China moves towards currency liber-
alization: The Government of China, 
in a modest step towards currency 
liberalization, loosened the trading 
limits for the yuan, allowing prices 
against the dollar to fluctuate by up 

signs of a global economic recovery 
bode well for Nepal, the country will 
be able to enjoy the trickle down 
effects of global growth. specifically, 
it stands to benefit from increasing 
labor demand – an industry that has 
become the primary stabilizer in the 
national economy. Other than through 
remittances, Nepal’s linkages to the 
global economy are limited. a growing 
global economy does promise a rise 
in tourist numbers, but given Nepal’s 
internal political instability, a dramatic 
rise is unlikely. closer to home, the 
slowing down of the indian and chinese 
economies suggests that the future still 
holds some challenges. a dramatic 
rise of the dollar could hurt imports but 
would be a boon to exporters.  

 outlook

There are signs that the global economy is on its way to recovery. According to 

the International Monetary Fund (IMF), world GDP is set to rise by 3.5% this year, 

and by 4.1% in 2013. Emerging markets are expected to have robust growth 

and the American economy is expected to register a 2.1% growth. Several risks 

threaten the recovery, chief of which are the euro crisis, instability in the Middle 

East, and the slowdown of growth in Nepal’s two neighbors, India and China. 

to 1% either side of the reference rate 
set each day by the Chinese central 
bank. This lead HSBC, a global bank, 
to issue the first yuan bond outside 
China or Hong Kong in the London 
financial markets. 
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 AGRICulTuRE 

Agriculture accounts for the highest 
contribution to Nepal’s GDP, espe-
cially as farmers move to cash crops. 
However, even though the sector was 
given priority status by the government, 
it faces some major hurdles including 
an acute shortage of fertilizers. 

Government increases spending 
in agriculture: the current foreign 
exchange expenditure agriculture 
commodities stands at 80% of 
total foreign exchange earnings. 
to address this, the government 
is taking firm steps to increase 
spending in agriculture in order to 
boost production and productivity. 
Compared to the budget in the 
2010/11 fiscal year, the 2011/12 
agricultural budget increased by 
17.87%2  to NPR 384.9 billion 
(USD 5 billion). the government 
plans to increase the budget for 
agriculture in the next fiscal year 

macroEConomIC
With the deadline for the drafting of the new constitution looming in the horizon, the future of the Nepali economy will 

depend on the events that lead up to May 27, 2012 and the choices made by the Constituent Assembly. At the turn of 

the century, Nepal’s GDP for the 2000/01 fiscal year stood at NPR 413 billion (USD 5.62 billion). Since then, Nepal’s 

economy, as estimated for the 2010/11 fiscal year, has painstakingly grown to NPR 637 billion (USD 8.76 billion) 

at 2000/01 prices. The decade saw momentous change in Nepal’s political spectrum through the removal of the 

monarchy and the end of the civil war. However, economic progress has at best trudged forward with socio-political 

issues consistently trumping the economy. According to the Central Bureau of Statistics (CBS), Nepal’s per capita 

Gross National Income (GNI) during this time period doubled from NPR 19,144 (USD 260) in 2000/01 to NPR 46,859 

(USD 645) in 2010/11. However, this still keeps Nepal close to the bottom of global income tables. 

OV ERV i Ew

to approximately NPR 429 billion 
(USD 5.6 billion). 3  Directed by 
the government, Nepal Rastra Bank 
has also made it mandatory for 
banks and financial institutions 
(BFIs) to ensure that the agriculture 
sector accounts for at least 10% of 
total lending by July 2014. Agri-
culture received up to 24.8% of 
lending from BFIs in the 1992/93 
fiscal year, but figures have since 
dropped to a meager 2.7% in the 
2010/11 fiscal year. 

Agriculture productivity increases 
due to improved varieties of seed: A 
report by Nepal Agriculture Research 
Council (NARC)4  shows that pro-
duction has been increasing at a 
faster rate than expansion of culti-
vatable area due to the introduction 
of improved seeds which enhance 
productivity.  Since its establishment, 
NRC has distributed 233 improved 

seeds to farmers, of which 68 are for 
paddy alone. of all seeds distributed, 
potato farming has seen a significant 
increase in production, cultivation 
area and productivity.

Farmers face fertilizer shortage: the 
import of fertilizers in the first eight 
months of the 2011/12 fiscal year 
has decreased by 12.3% compared 
to imports in the same period last 
year.5  this has created a shortage 
of chemical fertilizer among farmers 
in the mid-hill districts including 
Kavre, Sindhupalchowk, Dolakha, 
Ramechhap and okhaldunga.  the 
government authorized 552 farmers 
cooperatives, who need about 15,000 
tons for the ongoing plantation 
season, in these  five districts to 
distribute chemical fertilizers. the 
Ministry of Agriculture and Coop-
eratives has blamed the Ministry of 
Finance (MoF) for the shortage, 
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macroEConomIC claiming that they could not procure 
more chemical fertilizers due to the 
MoF´s refusal to allocate fund.6

Expected change in composition of 
Agriculture Gross Domestic Product: 
The Agriculture Gross Domestic 
Product (AGDP) is projected to reach 
NPR 655 billion (USD 8.5 billion),7  
an increase of approximately 25% from 
last year. AGDP will also contribute to 
42% of GDP, projected at NPR 1557 
billion (USD 20 billion) in the current 
fiscal year. Cereal crops are expected 
to witness a record production of 9.4 
million metric tonnes in the cu rrent 
fiscal year in spite of a decrease in pro-
duction area for cereal. However, its con-
tribution to AGDP will decrease from 
36% in 2010/11 to 28% in 2011/12, 
because of an increase in vegetable pro-
duction by 6.2%, fruit production by 
6.5%, and potato production by 7%. 
An increase in the production area for 
horticulture sees it record the highest 
contribution to AGDP during this 
fiscal year. This increase in production 
has not been able to bring down veg-
etable prices, due to the lack of a 
reliable market chain. Limited infor-
mation sharing and monitoring has 
meant consumers are still compelled to 
pay high prices for vegetables.

Figure 3: Percentage changes between 1984-2010
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Informal agrIculture trade accounts for 
more 21% of formal trade

according to the Nepal council for devel-
opment research’s (Ncdr) study on 
informal trade at five major customs points 
along the Nepal-india border (kakarbhitta, 
Biratnagar, Birgunj, Bhairahawa and 
Nepalgunj)  Nepal’s informal trade accounts 
for 21%1  or NPr 65 billion (usd 837 million) 
annually of the formal trade of agriculture 
commodities. Of the informal trade, it is 
estimated that imports accounts for NPr 
54.75 billion (usd 705 million) and exports 
accounts for NPr 9.86 billion (usd 127 
million). Birgunj, which accounts for NPr 
32.65 billion (usd 500 million) in imports, is 
the most popular custom point for informal 
imports. similarly, Biratnagar, from where 

50% of informally traded goods are exported, 
is the most popular custom point for informal 
exports to india.  

according to the report, the following are 
some of the key reasons for informal trade 
between india and Nepal:

1. a  porous border with india 

2. the government of india’s trade barriers on 
agricultural commodities through formal channels

3. difference in treatment of  goods orig-
inated in Nepal and goods of third country 
origin by the government of india

Figure 2: informal export of agricultural 
commodities
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 EDuCATION 

Despite the growth in higher edu-
cation service providers and improved 
accessibility, the quality of education 
remains low. This is due to the lack 
of a mechanism that monitors and 
evaluates teaching, learning and 
research practices. The lack of quality 
within the education system is evident 
by the low employability of graduates. 
The Second Higher Education Project 
(2007-2013), supported by the World 
Bank, is therefore establishing a Quality 
Assurance and Accreditations (QAA) 
division within the University Grants 
Commission (UGC) to improve the 
quality of higher education institutions 
in the country.8 

Fee ceiling set for private schools: 
the Fee Fixation and Moni-
toring Committee (FFMC) from 
Kathmandu District has determined 
the amount private schools can 
charge in the new academic session. 
As per the educational regulations 
determined by FFMC - A grade 
schools can set their fees up to 50% 
higher, B grade schools can set their 
fees up to 25% higher, C grade 
schools at the amount fixed by the 
FFMC, while D grade schools have 
to reduce their fees by 25%.9 

Government’s school enrollment 
campaign: The Department of Edu-
cation (DoE) organized an enrollment 
campaign for government schools to 
meet its objective of providing primary 
education to all children by 2015. 
The campaign is being conducted 
to provide education to over 40,000 
children below the age of 14 who have 
not been attending school. It intends 
to encourage them to enroll through 
door-to-door campaigns, street plays 
and mass meetings with the aim of 

educatIon  
In the  

mother tongue

despite constitutional provisions pro-
moting people’s rights to education 
in their own language, only 24 out of 
32,000 government schools in the coun-
try are registered as multilingual schools. 
according to the inclusive Education 
section of the department of Education, 
the two major obstacles are the scar-
city of books and educational material, 
and the reluctance of schools to take 
on the initiative. despite the availability 
of government support to run classes 
in various languages, only a handful of 
schools have applied so far. 

the school sector reform Plan (ssrP) 
aims to transform over 7,500 schools 
into multilingual schools. However, edu-
cational material has been developed in 
only 19 of the 125 languages listed in the 
country. the united Nations Educational, 
scientific and cultural Organization 
(uNEscO), citing the importance of mul-
tilingual education in Nepal, has piloted 
a mother tongue based 10-month edu-
cation program for 120 school children 
who had left school due to language 
barriers in dhansua and siraha. the 
program has had remarkable success in 
reducing absentee levels.10

a total of 6,347 schoolteachers have 
shown an interest in the multilingual 
training to be held in sanothimi, by the 
National centre for Educational devel-
opment (NcEd). this training is aimed 
towards assisting teachers in better 
communicating lessons through the use 
of the student’s mother tongue. this 
training is expected to help children to 
better understand and retain of what is 
being taught in the classroom.11

increasing the admission rate to 97% 
during this academic session.12 

Vocational subjects soon to be an 
integral part of school education: The 
Education Ministry has initiated the 
integration of vocational subjects in 
school level education under the Nepal 
Education Policy (NEP) despite its 
failure during the 1980s. This failure 
is said to be due to a lack of technical 
manpower. The government plans 
on piloting the program though 100 
schools.13 

Problem within the school enrollment 
campaign: As per a study conducted 
by the Department of Education, 
7,799 school-aged children are still 
deprived of education in the Baglung 
district alone. The reason behind this is 
said to be the compulsion of working 
as wage laborers and grazing cattle 
to earn money.14  Despite increasing 
enrollment rates, school infrastructure 
is yet to catch up, many schools are not 
in a position to admit all students, due 
to a lack of space.15 

 ENERGY 

For the fifth time in the current fiscal 
year, there has been a hike in the prices 
of petroleum products. With the most 
recent hike, the prices of petrol, diesel 
and kerosene have gone up by NPR 4 
(USD 0.05), bringing the price of 
petrol to NPR 120 (USD 1.54) per 
liter and the price of diesel and kerosene 
to NPR 89 (USD 1.14) per liter. The 
price of Liquid Petroleum Gas (LPG) 
remained unchanged at NPR 1415 
(USD 18.22) per cylinder.16  However, 
analyzing the price rises against the 
losses incurred by the Nepal oil Cor-
poration, it can be seen that there has 
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been no positive impact. total losses as 
estimated by the Nepal oil Corpo-
ration have increased from NPR 714.5 
million (USD 9.2 million) in July 2011 
to NPR 1.14 billion (USD 14.68 
million) in May 2012. 

Alternative arrangements for elec-
tricity: In order to cope with load 
shedding, commercial and domestic 
households are depending more on 
invertors and generators for electricity. 
According to the NoC, approximately 
531 megawatt (MW) of electricity is 
being generated through the use of 
diesel.17  out of the total purchase 
of diesel, around 30 to 40% is being 
used to generate electricity. The Nepal 
Electricity Authority (NEA) has been 

able to import an additional 40 MW 
of electricity from India since the 
beginning of May after upgrading 
infrastructure in both countries. 
Nepal had earlier been importing 
130 MW of electricity during the dry 
season. The additional electricity is 
purchased at NPR 7.21 (USD 0.09) 
which is NPR 0.7 (USD 0.009) more 
than NEA’s average selling price.

NEA approves Nepal-India Power 
Project: The Nepal Electricity 
Authority has agreed on the financial 

table 1: Fiscal year 2011/12 to Date increase in Price of Petroleum Products

Particulars July-11 october-11 January-12 February-12 march-12 Growth

in nPr in USD in nPr in USD in nPr in USD in nPr in USD in nPr in USD

Petrol 102 1.31 105 1.352 112 1.44 116 1.49 120 1.55 18%

Diesel/Kerosene 73.5 O.94 76 0.98 81 1.04 85 1.09 89 1.15 21%

lPG 1325 17.07 1325 17.07 1325 17.07 1415 18.23 1415 18.23 7%

structure of the 140 km long cross 
border transmission line that runs 
from Muzaffarpur to Dhalkebar. The 
400 KV transmission line will be con-
structed by the end of 2015.18  of the 
140 km, 40 km lies in Nepal and will 
be constructed by the Power trans-
mission Company Nepal (PtCN). 
of the total cost, NEA has agreed to 
raise 50%, Power Grid India 26% and 
Infrastructure Leasing and Financial 
Services Ltd (IL&Fs) 10%. The 
remaining 14% will be reserved for 
financial institutions in Nepal, in case 
of a lack of interest, these shares will 
be taken up by the NEA. According to 
the agreement, NEA will invest USD 
20 million (NPR 1.55 billion) in the 
project.

lPG Consumer Cards issued, dual 
pricing next: The government started 
the distribution of LPG customer 
cards from April 17, in an attempt 
to establish a dual pricing system for 
household and commercial consumers 
of LPG and also to regulate its distri-
bution. Household consumers received 
red cards whereas commercial con-
sumers blue cards. A total of 4 million 
cards (2.5 million red and 1.5 million 
blue cards) were issued by the NoC.19  
These cards were made available to 
consumers upon filling a form worth 

NPR 10 (USD 0.13), which is sub-
mitted by the dealers to the NoC to 
verify the legibility of consumers and 
to maintain a database. Families will be 
given 8 cylinders per year at subsidized 
rates once the dual system is imple-
mented. With approximately 40% of 
consumers being commercial ones, the 
dual pricing system intends to curb 
NoC’s losses of NPR 1 billion (USD 
12.88 million) from the sales of LPG 
cylinders by NPR 400 million (USD 
5.15 million).20  However this depends 
on the successful implementation of 
the dual pricing system.

NOC, IOC sign new deal: With the 
Petroleum Supply Agreement between 
Nepal oil Corporation (NoC) and 
Indian oil Corporation (IoC) having 
ended in April, the two parties held 
negotiations to decide the terms before 
renewing the 5 year agreement.21  The 
agreement sees the IoC waiving the 
Price Adjustment Factor (PAF) which 
includes costs pertaining to refineries 
and duties. In addition, the 2.5% 
increase in the marketing margin has 
been withdrawn, leaving the percentage 
to be charged at the pervious figure of 
2.5%. NoC had argued that with the 
increase in both crude oil prices and the 
volume of consumption in Nepal, profits 
for IoC had significantly increased. 
However, the IoC maintained its stance 
on being the sole supplier of NoC and 
also charging the current profit margin. 

lamjung District with hydro potential: 
With numerous rivers in the Lamjung 
District, a recent study shows that the 
district has great potential for hydro 
power projects. According to the study, 
a total of 1600 MW can be generated 
from the various water bodies in the 
district during the dry season while 
during the rainy season up to 2600 
MW can be produced.22  According to 
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the Hydropower Management Welfare 
Committee (HMWC), the rivers reg-
istered for constructing the hydro 
projects have been divided into four cor-
ridors and will aim at generating 1000 
MW of electricity within a decade.

MoE and Three Gorges undertake 
West seti Project: the Ministry 
of Energy (MoE) and China three 
Gorges Corporation (CtGC) have 
signed a Memorandum of Under-
standing to set up the West Seti 
Project in a public partnership model 
with MoE holding 25% of the equity 
and China three Gorges holding the 
balance of 75%. the project will be 
set up in a Build, own, operate and 
transfer (Boot) model with the 
transfer happening after 30 years.23  
CtGC will perform a technical and 
financial evaluation to fix the cost 
of the project estimated at USD 
1.6 billion (NPR 124.22 billion). 
However, if the project cost does 
not look feasible, the Government 
of Nepal can revoke the license of 
the project. CtGC will assist the 
MoE to raise money for its equity 
investment through soft loans from 
the Exim Bank of China; and if the 
amount falls short CtGC will make 
provision for the remaining loan. the 
construction of the project will begin 
in January 2015 and end in 2019 
and will provide approximately 3.33 
billion units of energy every year. 
the project sites will be located in 
Doti, Dadeldhura, Baitadi, Bajhang, 
Kailali and Kanchanpur districts.

Petroleum product imports doubles 
in two fiscal years: The import bill of 
petroleum products is on a rising trend 
and can be attributed to two factors: 
an increase in consumption and a rise 
in the cost of petroleum products. The 
import bill for the 2010/11 fiscal year 

stood at NPR 75.07 billion (USD 
966 million) which is almost twice the 
amount of NPR 41.4 billion (USD 
533.23 million) for the 2008/09 
fiscal year.24  According to the Nepal 
oil Corporation, petroleum products 
account for 11% of the total energy 
consumed in the country.

FOREIGN AID 

Foreign aid continues to be a major 
contributor towards the Government 
of Nepal’s development budget, this 
was evident in the Finance Min-
istry’s expectation of NPR 110 billion 
(USD 1.4 billion) in foreign aid com-

mitments for the 2012/13 fiscal year. 
However, without the institutional-
ization of foreign aid management 
and an increase in the capacity of aid 
absorption, the impact and effec-
tiveness of such assistance will continue 
to fall below its potential of boosting 
development activities, propelling 
growth, generating employment and 
reducing poverty.25 

Japan provides grant for sindhuli Road 
Project: The Government of Japan has 
extended NPR 580 million (USD 7.5 
million) as grant assistance to the Gov-
ernment of Nepal for the construction 
of the Sindhuli Road Section III, a 37 
km road from Khurkot to Nepalthok. 
Upon completion, the road, which 
stretches over 160 km from Bardibas 
to Dhulikhel, will be the main corridor 
connecting Kathmandu to the eastern 
terai and will significantly reducing 
travel distance. Since 1995, the Gov-
ernment of Japan has provided grant 
assistance totaling over NPR 21 billion 
(USD 270 million) exclusively for the 
Sindhuli Road Project, which is the 
world’s largest aid project implemented 
by Japan.26 
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Finance Ministry fails to submit 
foreign aid details: As per the con-
stitution, detailed information on 
the inflow and outflow of foreign 
aid has to be submitted to the office 
of Auditor General and the Par-
liament by the Ministry of Finance. 
However, the Finance Ministry has 
not provided any details to the office 
of Auditor General, a clear violation 
of the constitution. transparency is 
essential for improving foreign aid 
effectiveness.27 

Japan pledges to support school 
sector Reform Program: the Gov-
ernment of Japan has pledged to 
provide grant assistance of NPR 1 
billion (USD 12.8 million) along 
with technical assistance to the Gov-
ernment of Nepal for the implemen-
tation of the Project for Basic Edu-
cation Improvement in support of 
the School Sector Reform Program 
(SSRP). the grant assistance will be 
used to construct 700 classrooms, 
provide 4200 desks and benches, and 
supply 4000 tables in eight districts - 
Sunsari, Sarlahi, Dhading, Dhanusha, 
Mahottari, Nawalparasi, Banke and 
Kailali. the technical assistance will 
focus on the capacity development 
of school management committees, 
parent-teacher associations, educa-
tional administrators, and teachers.28  

Germany pledges NPR 1.06 billion 
(usD 13.7 million) towards health 
sector reforms: The Government of 
Germany through KFW Development 
Bank has agreed to support the imple-
mentation of the Nepal Health Sector 
Support Program (NHSSP) by pro-
viding financial assistance of NPR 1.06 
billion (USD 13.7 million). NHSSP 
aims to development an effective, 
efficient and sustainable Ministry of 
Health and Population, along with 

improving the health and nutrition 
status of the Nepali people with a focus 
on poor and excluded groups and com-
munities. This program works towards 
increasing access to and utilization of 
quality health care services, reduction 
in cultural and economic barriers to 
accessing health care services, and 
improving health systems to achieve 
universal coverage of essential health 
care services.29 

CERF allocates NPR 380 million 
(usD 5 million) to address food inse-
curity: The United Nations Central 
Emergency Response Fund (CERF) 
has allocated NPR 380 million (USD 
5 million) to address the problem of 
food insecurity and provide support 
for life saving responses and other 
urgent humanitarian needs in the 
most vulnerable communities in 
Nepal. The assistance is expected to 
benefit as many as 200,000 Nepalis.  
The first phase of the project will focus 
on nutrition for pregnant women and 
children under five through integrated 
nutrition, water hygiene, sanitation 
and health interventions, whereas 
the second phase will focus on food 
distribution in districts facing food 
insecure. Immediate support will also 
be provided through the rehabilitation 
and reconstruction of essential food, 
agriculture and drinking water related 
infrastructure.30 

Japan to aid food production in 
Nepal: The Government of Japan has 
extended grant assistance of NPR 
261 million (USD 3.4 million) to 
the Government of Nepal to increase 
food production among underpriv-
ileged farmers. The grant also covers 
for securing  the items necessary to 
increase food production. The Gov-
ernment of Japan has been supporting 
Increase in Food Production (KR2) 

since 1977 in its endeavor to support 
socio economic development.31 

Canada to reduce aid mission: The 
Canadian Government has decided 
to gradually withdraw assistance to 
a dozen countries in Asia and Africa, 
including Nepal, from its development 
assistance missions by 2014. With this 
move, Nepal is likely to lose at least 
NPR 430 million (USD 5.5 million) in 
annual aid assistance from Canada. The 
Canadian International Development 
Agency (CIDA) has stated that no new 
projects will be started in Nepal and all 
ongoing projects will be wrapped up by 
2014. Low aid effectiveness in Nepal is 
the primary reason for this move.32 

ADB to assist in urban development: 
The Asian Development Bank (ADB) 
has agreed to support the Government 
of Nepal in the implementation of 
its Integrated Urban Development 
Project (IUDP) through aid assistance 
amounting to NPR 931 million (USD 
12 million). An additional amount of 
NPR 3.5 billion (USD 44.8 million) 
will also be provided in loans for the 
development of physical infrastructures 
including drainage systems, solid waste 
management facilities and urban 
roads in the municipalities of Dharan, 
Janakpur, Nepalgunj and Siddhar-
thanagar.33

 

 HEAlTH 

According to the Nepal Demographic 
Health Survey (NDHS), Nepal has seen 
improvements in most health indicators 
including infant rate mortality, immu-
nization, nourishment, and women’s 
health. The findings of this survey are 
expected to serve as a guideline in for-
mulating effective health policies.34 
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school Health and Nutrition Project 
gains ground in VDC’s: The National 
School Health and Nutrition Project 
(SHNP) was jointly prepared and 
endorsed by the Ministry of Health 
and Population and the Ministry of 
Education with support from the 
Japan International Cooperation 
Agency (JICA) in June 2006. It seeks 
to promote a healthy school envi-
ronment, positive health and nutrition 
habits, and strengthen community 
support systems. The project has been 
successful in achieving these factors 
as evident by its success across 113 
primary schools in the 12 VDC’s of 
Syangja district, which has lead to it 
being implemented across 546 primary 
schools in 60 VDC’s in the Sindhu-
palchowk district.35 

No polio detected in Nepal for 20 
months: According to the Child Health 
Division (CHD) under the Ministry of 
Health and Population (MoHP) no 
cases of polio have been detected for 
20 months in the country. However, 
according to health officials, declaring 
the eradication of this disease is still 
far as the World Health organization 
(WHo) makes such a declaration only 
after the countries of a whole region 
are free from the virus. The last cases 
of polio were detected in 2010, in the 
districts of Rautahat and Mahottari.36

Anemia still high among six to eight 
month children: Anemia, which is 
characterized by low hemoglobin, 
has long been a major public health 
problem in Nepal among young 
children and pregnant women. It is 
considered to be the primary cause of 
maternal deaths and low birth weight. 
According to the Nepal Demographic 
Health Survey (NDHS) 2011, 78% 
of children aged six to eight months 
are still anemic, a negligible drop 

of two percent since 2006, whereas 
the number of anemic women aged 
between 15 – 49 years has seen merely 
a one percent drop to the current 
35%. Research indicates that anemia 
is high among the rural populations 
with the problem being most severe 
among children in the terai.37 

Health ministry to table human 
resource plan: The MoHP has 
prepared a Human Resource for 
Health Strategic  Plan (HRHSP) to 
guide human resource management 
in the health sector. The HRHSP was 
developed after a number of chal-
lenges and constraints affecting the 
delivery of health services were brought 
forward by the Nepal Health Sector 
Program-Implementation Plan – II. 
The HRHSP aims to improve human 
resource planning in the health sector 
by instituting effective recruitment and 
deployment, reducing absenteeism, 
and making rural area jobs and postings 
more attractive.38 

INFRAsTRuCTuRE

Economic development is largely 
dependent upon the access to and 
quality of its infrastructural facilities. 
The Government of Nepal has con-
sistently invested in infrastructure 
development. Nepal’s geography, the 
resources required for construction, 
and endemic structural corruption 
has meant that many infrastructure 
projects are delayed or compromised 
upon quality. 

Tatopani Dry Port construction: The 
construction of tatopani Dry Port 
is set to begin this year.  As per the 
agreement between Nepal and China, 
the total construction cost of the dry 

port is estimated at approximately 
NPR 1 billion (USD 12.88 million) 
and will be borne by the Government 
of China while the Government of 
Nepal will bear the land acquisition 
cost. In this regard, the Government 
of Nepal has already spent NPR 600 
million (USD 7.73 million) on the 
acquisition of land. In the fiscal year 
2009/10, the government further 
allocated NPR 500 million (USD 
6.44 million) for the construction 
of the tatopani Dry Port.39  The 
upgrading of the Araniko Highway 
from Lipibazar to the dry port, the 
construction of a bridge over Bho-
tekoshi river, and the construction 
of the dry port will go hand in hand. 
As per the plan, the dry port will be 
developed on an eight sq. km area 
from Miteri Bridge to Dumithama.

Nepali rivers not feasible for trade 
and commerce: The latest feasibility 
study conducted to assess the viability 
of operating water transportation on 
three major rivers Koshi, Gandaki and 
Bheri stated that it was not possible due 
to irratic water flow pattern. The fea-
sibility study conducted an exhaustive 
study of five section of the Koshi 
river, six section of the Gandaki river 
and three section of the Bheri river. 
However, the report highlights 11 out 
of 14 different sections of rivers could 
be used for recreational purposes for 
tourism.40

Kathmandu Valley road expansion: 
The Kathmandu Valley road 
expansion initiative has come to a 
standstill with the formal termination 
of the town Development Act 2045 
as per the directive of the Supreme 
Court.  However, the enactment of 
the Kathmandu Valley Development 
Authority Act from April 13, 2012 
is expected to continue the road 
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expansion work. to hasten the road 
widening project in Kathmandu, the 
government plans on forming a new 
authority under a former secretary 
and fill up positions with political 
appointees.41 

Pokhara cable car: In accordance to 
the Private Financing  on Infrastructure 
Development and operation Act, the 
government  has invited expressions 
of interest from national and inter-
national firms for the development 
and management of cable car services 
in Pokhara under the ‘Build  operate 
and transfer’ (Bot) modality. The 
plan is to develop a 1.5 km cable car 
route from Fewa Lake to the World 
Peace Stupa at Pumdi Bhumdi. As per 
the feasibility study, the project cost is 
estimated at NPR 1.2 billion (USD 
15.46 million).42 

Troubled realty lending: Several 
endeavors have been undertaken to 
decrease the loan exposure of banks 
to the realty sector. For the first seven 
months of the fiscal year 2011/12, the 
size of the loan to the realty sector has 
remained static. Nepal Rastra Bank 
notes that total lending for real estate 
from commercial banks stood at NPR 
67.45 billion (USD 868.75 million) as 
of mid–February, 2012. The exposure 
of all commercial banks, development 
banks and finance companies stood at 
NPR 94.8 billion (USD 1.22 billion). 
This figure excludes all home loans up 
to NPR 8 million (USD 103,040) as 
the central bank, through its previous 
directive, allowed financial insti-
tutions to exclude such loans. The 
table below shoes real estate lending 
by commercial banks. In the last seven 
months, realty lending has decreased 
by NPR 1.45 billion (USD 18.68 
million), this was primarily brought 
about by the central bank raising the 

ceiling on home loans to NPR 10 
million (USD 128,800).43 

Cheaper home loans:  The liquidity 
surplus of approximately NPR 15 
billion (USD 193.19 million) in the 
banking sector is easing lending to 
the housing sector. Banks that were 
charging interest at 14-18% on home 
loans have slowly reduced their home 
loan rates. Bank of Asia and NIC 
Bank reduced its home loan rate to 
11.99% and 9.99% respectively. The 
main reason for decreasing interest 
rates is due to the lower cost of funds. 
Deposits rates have also dropped to an 
average of around 9.5% compared to 
around 12% a year ago.44 

Rental Tax:  The Inland Revenue 
Department (IRD), in a bid to increase 
revenue collection from rental tax, has 
begun cracking down on landlords 
who avoid paying rental taxes or 
undervalues rental contracts. Rental 
tax have been categorized into three 
sections by the IRD, namely house tax 
or non-professional tax, commercial 
tax and residential apartment tax45.
The IRD levies 10% on house tax 

or non-professional tax and 25% on 
commercial and residential apartment 
taxes.  The IRD has introduced 
tax cards for the enforcement of 
rent tax.  It is now compulsory for 
landlords who enjoy income through 
rent to possess and use rent tax card. 
The Income tax law of the country 
requires citizens earning rental income 
by leasing out space of building or 
land to pay 10% of the rent income as 
rental tax. Within Kathmandu, land 
owners can avail of such cards from 
48 outlets which include the 35 ward 
offices and 13 taxpayer service centers. 
The IRD has set a target of bringing 
25,500 rental taxpayers into its net 
through the issuance of cards by 
mid-July 2012. Through these cards, 
the Kathmandu Metropolitan City 
office is hopeful that it will be able to 
raise the 2% rent tax that it separately 
charges the landowners.46 The IRD 
through this campaign expects to raise 
an additional NPR 1 billion (USD 
12.88 million) from new taxpayers. It 
is estimated that the IRD has collected 
NPR 1.06 billion (USD 13.65 million) 
out of the targeted amount of NPR 
1.35 billion (USD 1.74 billion).47 

table 2: real estate lending by commercial banks

Details amount nPr in billions amount USD in millions

Mid – February 2012 67. 45 868.75

Mid – January 2012 67.15 864.89

Mid – December 2011 68.72 885.11

Mid – november 2011 68.49 882.15

Mid – October 2011 69.24 891.81

Mid – september 2011 68.75 885.50

Mid – August 2011 68. 75 885.50

Mid – July 2011 68.90 887.43
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National land use Policy 2012: The 
Ministry of Land Reforms and Man-
agement finalized the National Land 
Use Policy 2012 with the objective 
of managing, classifying and putting 
land to proper long term use.  As 
per the policy, land is to classified 
into six categories – agricultural area, 
residential area, commercial area, 
industrial area, forest area and public 
and other necessity area. The policy 
provides a provision for preserving at 
least 40% of the total lands area for 
forests and empowers the government 
to acquire any land for infrastructural 
development.48 

The Action Plan 2012 on land Reform: 
The government recently drafted an 
Action Plan 2012 on scientific land 
reform. The plan was prepared based 
on recommendations of two previous 
commissions on land reforms. It 
proposes to allow foreign companies to 
own land in Nepal for industrial and 
businesses purpose but prevents selling 
of land to foreign individuals. The 
Highlights of Action Plan 2012 are:

•	Formulate	and	implement	a	national	
land and land use policy so that sci-
entific land reforms and management 
can be set in place on a long term 
basis

•	Manage	 land	 usage	 and	 put	 fallow	
lands to productive use

•	Aims	 to	 manage	 assets	 and	 land	
owned by Guthis (trusts) 

•	Set	up	a	land	bank	where	landowners	
and buyers can deposit and purchase 
lands. 

•	Compensate	 people	 whose	 land	 has	
been seized for holding land over the 
ceiling fixed by law

•	Sell	 land	 to	 landless	 people	 and	
require them to make payments over 
a certain time frame49 

 MANuFACTuRING AND TRADE 

Nepal still faces significant challenges 
towards creating a favorable business 
climate. The government is taking steps 
to remedy illegal trade of goods but the 
effectiveness of these changes are yet to 
be seen.

Import of high value goods drops: 
In spite of an increase of 16.6%50  in 
the total imports of goods, customs 
revenues did not see a corresponding 
increase as there has been a decrease in 
the import of high value goods such as 
vehicles (decreased by 23.3%), cement 
(decreased by 32.2%), clinkers and rods 
as compared to the last fiscal year. There 
has been an increase in low value goods 
such as food, readymade garments 
(103.2%) and luxury items such as 
shoes (64.4%). The Department of 
Customs fears that the mandatory dec-
laration of a Maximum Retail Prices in 
goods such as automobiles may be one 
of the reasons for the decrease in the 
import of the goods.51 

Political instability poses greatest 
obstacle to investment: Political insta-
bility in the form of strikes (civil unrest 
and trade union actions) has led to a 
total loss of approximately 55 working 
days in 2011.52  Additionally, 96.4% of 
the firms identified political instability 
as the most important obstacle to road 
transport, which hinders trade. of the 
other obstacles, 57% of the firms cited 
electricity as an important obstacle to 
creating a favorable investment climate. 
Electricity shortages costs firms a stag-
gering 27% of their annual sales. 

Government prepares guidelines to 
check betel nut re-exports: Beetle 
nuts account for 50% of all agri-
cultural commodities exported 
illegally to India.53  Nepal produced 
approximately 7,500 tons of betel 
nuts in the 2010/11 fiscal year but 
imported more than 108,000 tons of 
beetle nuts in the same year.54  India 
has constantly raised an issue with 
the illicit export of beetle nut and has 
urged Nepal to take concrete steps to 
check it. Ministry of Agriculture and 
Cooperative (MoAC) believes that it 
is unlikely that the demand is as high 
as the import suggests. In response, 
Ministry of Commerce and Supplies 
has prepared new guidelines to issue 
certificates of origin with the recom-
mendation of the Betel Nut Producers 
Association and the MoAC, who 
will base their data on domestic pro-
duction. 

Nepal dropped 21 places in the last 
five years in Global logistics Per-
formance Report: In 2012, Nepal 
stands at 151st position of the Logistics 
Performance Index (LPI).55  In 2007, 
Nepal was ranked at 130th position but 
fell to 147th position in 2010. The fact 
that Nepal ranks among the bottom 5 
means that Nepal’s ability to integrate 
into global trade has dwindled signifi-
cantly. The LPI measure logistics effi-
ciency, which measures the following: 

•	 efficiency	 of	 the	 clearance	 process	
(speed, simplicity, and predictability 
of formalities) by border control 
agencies, including customs 

•	 quality	of	trade-	and	transport-related	
infrastructure (ports, railroads,  
roads, information technology) 

•	 ease	 of	 arranging	 competitively	
priced shipments 
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•	competence	and	quality	of	logistics		services	
(transport operators, customs  brokers) 

•	 ability	 to	 track	 and	 trace	 con-
signments.

Trade deficit stands at usD 3.2 billion: 
In the first eight months of the 2011/12 
fiscal year, Nepal’s foreign trade deficit 
increased by 16.8% to NPR 242.9 
billion (USD 3.2 billion) from NPR 
207.9 billion (USD 2.7 billion) the 
previous year.56  In the current fiscal 
year, exports increased by 8.4% but 
imports increased by 15.3%. The ratio 
of export to import stood at 1:6.1 
while the ratio was 1:5.7 in the same 
period in the previous fiscal year. table 
3 shows Nepal’s major trading partners 
in the 2011/12 fiscal year. Exports 
to Bangladesh decreased by 53.6% 
and imports from UAE increased by 
247.5%. The major export items were 
carpet, readymade garment, textile, 
lintel, iron and steels goods, handicraft, 
cardamom, tea and herbal products. 

 REMITTANCE 

As has been the case in the past few 
years, remittance inflows remained 
strong with a total of NPR 217.77 

to Nepali workers seeking foreign jobs.58  
The reason for such a substantial amount 
of sales can be attributed towards the 
policy that requires migrant workers to 
buy insurance policies before seeking 
foreign employment. Approximately 
22% of the total insurance premiums 
was deposited by workers going to Qatar 
while 19% was contributed by workers 
going to Malaysia. on an average, a 
migrant worker pays NPR 3000 (USD 
38.64) in insurance for a period of a year.

Migrant Workers number increase: The 
departure of migrant workers is again 
increasing and a total of 283,970 Nepalis 
have left for foreign employment in the 
current fiscal year 2011/12, an increase 
of almost 19% compared to last year 59.  
This is due to the rapid infrastructure 
development happening in Qatar as it 
prepares for the World Cup in 2022. 
Most countries have posted restrictions 
on sending migrant workers to low 
paying destinations whereas it is not the 
case with Nepal. other than Malaysia, 
the number of departures for the major 
destination countries including Qatar, 
Saudi Arabia, the UAE and Kuwait have 
increased significantly. The number of 
migrant workers leaving Malaysia has 
on the contrary declined by 23% due to 
the restriction posed by the Malaysian 
government on issuing permits to new 

billion (USD 2.81 billion) being 
received in the first 8 months of the 
Fiscal Year 2011/12. The remittance 
inflows saw an increase of 34.7% as 
compared to last year’s figure for the 
same time period. Moreover, a steady 
rise can be seen during the course of 
the fiscal year. As a result, the overall 
Balance of Payments registered its 
highest ever surplus of NPR 79.9 
billion (USD 1.03 billion) during the 
first eight months of FY 2011/12. The 
current account also registered a surplus 
of NPR 37.51 billion (USD 483.1 
million).57  Contrarily, during the cor-
responding period in the previous fiscal 
year, both the BoP and the current 
account were in a deficit of NPR 11.29 
billion (USD 145.4 million) and NPR 
8.79 billion (USD 113.2 million) 
respectively. Such a change can be 
attributed to the increase in remittance 
inflows to Nepal along with grants 
received by Nepal and improvements 
in the service account which accounts 
for transportation, construction, travel, 
communication, insurance, financial  
and other such services.

Migration Boosts Insurance Companies’ 
sale: In a period of 7 months, starting 
September 2011, Nepali insurance com-
panies have sold insurance policies worth 
NPR 594.1 million (USD 7.65 million) 
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table 3: major trade Partners in Fy 2011-12

S.n. export Partners import Partners

1 India India

2 united states of America China

3 Bangladesh Argentina

4 uK Thailand

5 France Malaysia



20 | dOckiNg NEPal’s EcONOmic aNalysis 

Macroeconomic Overview

dOckiNg NEPal’s EcONOmic aNalysis 

workers. The number of female migrant 
workers also grew by a massive 168.5% 
in the first 9 months of the 2011/12 
fiscal year. Increasing demand for house 
maids and free visa provisions in Kuwait 
have been able to attract more female 
workers from Nepal. However, it is 
believed that if the government provided 
machine readable passports more easily, 
the number would increase even further.

Defrauded migrant workers claim com-
pensation: With increasing cases of 
fraudulent activities, the compensation 
demanded by migrant workers has seen 
an unprecedented rise in the current 
fiscal year. According to the Department 
of Foreign Employment (DoFE), a 
total of 1,126 complaints of fraud were 
lodged and the compensation claims 
stood at NPR 686 million (USD 8.84 
million) in the first seven months of the 

2011/12 fiscal year, an increase of 203% 
as compared to the figure for the same 
time period last year.60  of the com-
pensation claimed, NPR 527.8 million 
(USD 6.79 million) has been swindled 
by manpower agencies and NPR 158.3 
million (USD 2.04 million) has been 
compensated at the organizational 
level. Various workers have filed cased 
against such companies, however, most 
are not traceable. Since the government 
is not in a position to financially afford 
compensating the migrant workers, it is 
most likely that due compensation will 
not be received by the migrant workers.  

Worker demand more than supply: 
Despite the increasing trend in the 
number of migrant workers going 
abroad for foreign employment, the 
demand for workers is even higher than 
what is currently being supplied by the 

Nepali market. Higher demand than 
supply has forced the government to 
revise salaries in an upward direction. 
Starting from the Gulf states, the 
Ministry of Labor and transport Man-
agement has increased the monthly 
salary from USD 160 (NPR 12,422) to 
USD 213.32 (NPR 16,562). Revision 
in the salaries for other destinations is 
on the cards as the Ministry aims at 
increasing the average monthly salary 
from USD 180 (NPR 13,975) to at 
least USD 250 (NPR 19,410).

  TElECOMMuNICATION AND  
  MEDIA 

The Nepal telecommunication 
Authority’s (NtA) Management Infor-
mation Systems Report stated that there 

source: Nepal telecommunication authority “mis rEPOrt” dated april, 2012.

table 4: Growth trend of voice telephony and Data service penetration

 

Mar-Apr Apr-May May-Jun Jun-Jul Jul-Aug Aug-Sep Sep-Oct Oct-Nov Nov-Dec Dec-Jan Jan-Feb
Feb-Mar 
(2012)

Fixed 2.96 2.96 2.93 2.93 2.94 2.94 3.16 3.17 3.17 3.18 3.18 3.19

Mobile 37.47 38.31 39.53 40.59 41.7 42.52 47.38 49.21 50.16 51.1 52 53.39

Other 2.34 2.38 2.43 2.52 2.63 2.68 2.96 3.03 3.13 3.28 3.46 3.75

Total 42.77 43.65 44.9 46.05 47.27 48.14 53.5 55.41 56.46 57.56 58.66 60.34

Data/Internet 8.74 10.03 10.28 10.89 11.46 11.72 13.49 14.09 14.55 15.2 15.75 16.67
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were more than 14.2 million mobile sub-
scribers as of mid-March 2012 after the 
addition of 890,564 new connections 
in the preceding three month period. 
Meanwhile, fixed line connections 
reached 849,786 (including 222,798 
WLL lines) as of mid-March 2012.The 
overall tele-density (fixed and mobile) as 
on mid march 2012 stands at 60.34% 
up from 56.46% in mid-December. 
Nepal telecom (Nt) added a total of 
249,054 mobile subscribers between 
mid-December to mid-March to boost 
its total to 6.751 million users.  Its 
major competitor, Ncell reported a total 
of 7.463 million connections, having 
added 611,510 users in the same period. 
The country’s smaller players fared less 
well in terms of subscriber growth 
with United telecom Limited reaching 
613,801 customers from 591,511 pre-
viously, Nepal Satellite telecom upped 
its total from 111,905 to 146,319, 
Smart telecom had 311,227 users, up 
from 203,040 at mid-December, and 
StM had 5,336 up from 5,263. The 
total number of data and internet sub-
scribers stood at 4.437 million with 
the overwhelming majority (over 4.106 
million) due to GPRS mobile internet 
connections. The number of ADSL 
connections topped 81,661 for Nt, 
with cable modem, CDMA1x and other 
(wireless, fibre-optic) reaching 17,036, 
180,958 and 32,279 respectively.

Teliasonera exits Cambodia and lifts 
stake in Nepal: teliaSonera has sold 
its stake in Cambodian cellco Smart 
Mobile and increased its ownership 
share in Nepal’s largest mobile operator, 
Spice Nepal (Ncell). The Swedish giant 
announced that it had agreed to the 
sale of its 18.6% holding in Smart 
Mobile to a group of local partners, 
while agreeing with the same group to 
increase its stake in Ncell from 60.4% 
to 73%.61  

ITu push for a third Telecom Operator 
in Nepal: The International telecom-
munication Union (ItU) in its report 
titled “Wireless Broadband Master 
Plan until 2020 for the Federal Dem-
ocratic Republic of Nepal” has laid 
emphasis on facilitating the entry of 
a third player in the country’s mobile 
service business in order to expand 
wireless broadband services.  It also rec-
ommend a unified licensing structure 
which would simplify the licensing 
procedure, allowing service providers to 
use any technology to ensure flexibility 
and the efficient use of resources.62  

Interconnection agreement between 
three telcos: The Nepal telecommuni-
cation Authority (NtA) directed Smart 
telecom, Nepal Satellite telecom and 
StM to establish interconnection 
between their networks within 15 
days. The operators together had more 
than 0.35 million subscribers as of 
mid-January. As per ‘The Intercon-
nection Guideline’ enforced in 2008, 
it is compulsory for all operators to 
establish interconnection for making 
or receiving calls from any other local 
operator.63  Nepal Satellite, Smart 
telecom and StM telecom have agreed 
to invest equally to establish intercon-
nection between their service networks.  
This will allow subscribers within these 
telecos to make and receive calls within 
their networks. As per Nepal telecom-
munications Authority (NtA), the 
interconnection seeker must provide 
NPR 35,000 (USD 450.8) per port 
annually to the operator providing the 
interconnectivity.64 The three telcos are 
planning to use optical fibre to link up 
their networks and lease optical fibre 
lines provided by major internet service 
providers such as Mercantile commu-
nications, Websurfer and Subisu.

IP CDMA service: Nepal telecom plans 

to launch the IP CDMA service with 
high quality voice and data speed up 
to 3.1 Mbps in the eastern and central 
development regions for which test calls 
have already been completed. Huawei, a 
China based company, bagged the USD 
30 million (NPR 2.33 billion) tender for 
implementing the 2 million IP-CDMA 
project under two different phases. 
Under the IP-CDMA project 70% of 
the lines will be based on ‘Evolution Data 
optimized (EV-Do) technology’ while 
the remaining 30% will have ‘Packet 
Data Servicing Node’ (PSDN). Cur-
rently there are approximately 175,000 
CDMA users using PDSN. For availing 
the IP-CDMA service customers need 
to have a EV-Do compatible handsets 
and purchase a RIM card worth NPR 
300 (USD 3.9)65.

Interconnection usage charge The 
NtA plan to slash the fee for intercon-
nection usage charge for international 
incoming calls to NPR 0.72 (USD 
0.009) per minute has caused a dispute 
between government and telecom 
operators. telecom operators currently 
charge up to NPR 5.30 (USD 0.07) 
per minute for incoming international 
calls which depends on the call origi-
nating country. Revenues from such call 
termination contributes 40% of their 
total annual income. Currently Nepal 
telecom earns NPR 6 billion  USD 
(77.28 million) each year from inter-
national gateway service while Ncell 
earned over NPR 5 billion (USD 64.40 
million) from international gateway 
service last year.66 

 TOuRIsM 

Nepal tourism Year (NtY) 2011 has been 
reasonably successful in increasing inter-
national tourist arrivals to the country. 
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Between January to April 2012, Nepal 
saw a 23.1% rise to 2,07,961 visitors in 
total tourist arrivals by air compared the 
same time period last year. This suggests 
a growth in the popularity of Nepal as a 
travel destination. With the Government 
of Nepal declaring 2012, Visit Lumbini 
tourism Year, to promote Lumbini – the 
birth place of Lord Buddha, expectations 
for the current year are high.  

Tourists from India and Europe account 
for the biggest share: Amongst the 
South Asian Association for Regional 
Cooperation (SAARC) nations, Indian 
tourists accounted for the highest pro-
portion of visitors between January to 
March 2012. In March alone, 37,543 
Indian tourists visited the country, an 
increase of 43.6% compared to the same 
period last year. Meanwhile, European 
tourist arrivals accounted for 39,736 
in which the United Kingdom (UK) 
and the German nationals reported 
the highest share with 8,589 and 7,314 
arrivals respectively. Swiss tourists also 
saw a tremendous growth in the first 
three months with arrivals increasing by 
126%  to 1,915 arrivals as compared to 
the same period last year.67 

dOckiNg NEPal’s EcONOmic aNalysis 

land arrivals from China drop:  The 
number of Chinese tourists entering 
Nepal through the tatopani border 
has decreased by 25% in the first two 
months, compared to the same period 
last year. This has largely been attributed 
to the tightening of security in tibet as 
China had barred almost all visitors into 
tibet during March to avoid possible 
protests coinciding with the birthday 
of its exiled leader, the Dalai Lama. 
The overall number of tourists coming 
through China has also gone down by 
44%. As per the data provided by the 
Immigration office at Kodari, only 852 
tourists came to Nepal in the first two 

months of 2012 whereas last year a total 
of 58,000 tourists had entered Nepal 
through the tatopani entry-point.68 

Visit lumbini Year 2012:  Visit Lumbini 
Year (VLY) 2012, a campaign initiated 
by the Government of Nepal under the 
tourism Vision 2020 aims to attract one 
million tourists to Lumbini in 2012. 
The government intends to increase 
annual tourist arrivals to two million by 
2020 and augments economic opportu-
nities and increase employment in the 
tourism sector to one million. Under 
Vision 2020, a tourism perspective 
plan, the government seeks to conduct 
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 Figure 8: tourist arrivals comparison 

table 5: total tourist arrivals in march, 2012

country of 
nationality

march
% change % Share ‘12 

march
total ( Jan-mar)

% change % Share ‘12 
Jan-mar2011 2012 2011 2012

asia (Saarc) 11,550 18,642 61.40% 29.20% 32,051 44,046 37.40% 29.70%

asia (other) 9,630 11,698 21.5% 18.3% 28,825 35,272 22.4% 23.7%

europe 14,813 21,033 42.0% 33.0% 30,418 39,716 30.6% 26.7%

oceania 1,694 1,810 6.8% 2.8% 4,072 4,407 8.2% 3.0%

americas 4,553 5,401 18.6% 8.5% 11,031 12,485 13.2% 8.4%

others 4,251 5,215 22.7% 8.2% 10,592 12,620 19.1% 8.5%

total 46,491 63,799 37.2% 100.0% 116,989 148,546 27.0% 100.0%

Source: immigration Office, tia complied by Nepal tourism board
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tourism campaigns every year.VLY 2012 
is being promoted by the embassies of 
Nepal all around the world.69 

Fastbooking spreads its wings in 
Nepal: Fastbooking, a French based 
e-marketing and online booking 
platform for the hospitality industry 
has started its services in Nepal. It is the 
first company to represent online hotel 
bookings in the country. Nepal based 
Voyage Villa, entered into an agreement 
with the Fastbooking’s regional office, 
Fastbooking Asia Pte, and will rep-
resent hotel bookings in Nepal and 
Bhutan. Presently, Hotel Yak and Yeti 
and Hotel de l’ Annapurna have started 
utilizing Fastbooking.70 

Aviation companies vying to land in 
Nepal: Nepal currently has Air service 
Agreements (ASA) with 36 countries 
from all over the world. According to the 
Ministry of tourism and Civil Aviation 
(MotCA), five countries have requested 
additional flight and seat frequency to 
Nepal. RAK Airways from the UAE 
started operating flights into Nepal 
from 15th February, 2012 while turkish 
Airlines is on the verge of starting its 
services to the Nepali capital.71  

Air Operator Certificate granted to BB 
Airways: The Civil Aviation Authority 
of Nepal (CAAN) has granted Air 
operator Certificate (AoC) to BB 
Airways, a new airlines promoted by 
Non-Resident Nepalis (NRNs). The 
company has been allowed to operate 
international and chartered flights to 
seven major destinations. BB Airways 
has gained approval to serve Bangkok, 

Kuala Lumpur and New Delhi as well as 
the rights to fly to Doha, Hong Kong, 
Singapore and tokyo. It is finalising 
the acquisition of three Boeing 767-
300ERs and its Air operator’s Cer-
tificate (AoC) application to begin 
flights in September.72  BB Airways is 
backed by the tBI Group, a Japanese 
investment company led by Nepalese 
expatriates with interests in publishing 
and alcohol production.

Tourist coaches from Pokhara to 
Chitwan in the deep:  The newly started 
tourist bus service between Nepal’s 
two most popular tourist destinations 
Pokhara and Chitwan was started by 
the Pokhara Chapter of Nepal Asso-
ciation of tours and travels Agents 
(NAttA). However, threats from 
Prithvi Highway Bus Entrepreneurs 
Committee (PHBEC), a syndicate 
of transporters, has halted services. 
PHBEC had previously announced 
that they would start operating direct 
bus service if tourism entrepreneurs 
demand. In response, NAttA has put 
forward conditions to PHBEC where 
they have to operate at least one bus 
every day on Pokhara-Chitwan and 
Chitwan-Pokhara route. The other 
conditions placed on PHBEC are to 
ensure buses are not carrying pas-
sengers beyond their seat capacity, 
services are regular irrespective of the 
number of passengers travelling, and 
hygiene and treatment of passengers 
should be good. PHBEC argue that 
adding luxury buses along the Pokhara-
Chitwan route would divert the flow of 
domestic passengers from the existing 
bus services. A monitoring committee 

has also been formed to make sure if 
the committee is operating the bus 
service properly.73 

Action plan for the Tourism sector: A 
12-member high-level tourism com-
mittee led by the Prime Minister´s office 
Secretary Lila Mani Paudel has recom-
mended the government to recognize 
tourism as a national priority industry. 
The final report recommends exemption 
to income tax for 10 years for hotels, res-
taurants, resorts and other tourism related 
industries in 22 least developed districts 
and 13 underdeveloped districts iden-
tified by the government. The report has 
further suggested that the government 
provide bank loans to the tourism sector 
at a concessional rates. 

Trail around Fewa lake: The Pokhara 
Valley City Development Committee 
(PVCDC) has taken initiative to con-
struct a 16 km foot trail around the 
lake with the aim to stop encroachment 
of Fewa Lake. The cost for the con-
struction of the trail has been estimated 
at NPR (969 million) of which USD 
5.15 million (NPR 387.7 million) has 
been already been spent. 

upper Manaslu to be opened: 
The government is planning to lift 
restrictions for foreigners to trek in 
the Upper Manaslu area of Gorkha 
district. After the restriction is lifted, 
foreigners can travel to the area by 
acquiring a trekkers Information 
Management System Card (tIMS) 
distributed by trekking Agencies 
Association of Nepal (tAAN) and the 
Nepal tourism Board. 
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the Nepali economy is expected to take a back seat and wait 
it out until the political decisions regarding the drafting of a 
new constitution are taken. the economy is expected to suffer 
from strikes and closures as regional groups assert them-
selves while the nation’s federal structures are defined and 
contentions arise with the new constitution. should the political 
parties be able to respond to the demands of the people and 
settle differences between themselves, they can secure the 
necessary support in the constituent assembly to draft the 
constitution within the stipulated may 27, 2012 deadline. the 
drafting of the constitution would be a boost to the economy 
and would largely create a favorable economic climate. 

leading up to the constitutional deadline, the ministry 
of Finance has pledged to arrange for loans for the Nepal 
Oil corporation (NOc) in an attempt to ease the supply of 
petroleum products. in this matter, it has formally written to 
the citizen investment trust and the Employees Provident 
Fund to provide a loan of NPr 1 billion (usd 12.87 million) 
each.74  However, this cannot be a permanent solution. alter-
native and renewable sources of energy such as biogas, solar 
energy and wind must be looked into to arrive at a long term 
solution for the country. if the data provided by the NOc is to 
be believed, the current supply of petroleum products sur-
passes the amount demanded by the customers. However, 
fuel shortage in the market has given rise to long lines outside 
fuel stations. the only explanation to such a situation is the 
possibility that people are hoarding supplies in expectation of 
events leading up to the constituent assembly deadline. 

the turmoil leading up to the passing of the new constitution 
is expected to hit the tourism industry the most. Even though 
tourism is going to be one of the major factors contributing to 
the service sector growth in years to come, the current political 
situation has sidelined the sector. However, the government is 
planning to increase employment in the tourism sector by over 
one million jobs under the tourism Vision 2020. it has adopted 
a plan to celebrate tourism years annually, focusing on different 
districts each year in order to promote the tourism potential of 
all 75 districts of the country and intends to bring annual inter-
national tourist arrivals to Nepal to two million by 2020.

the government has declared 2012 as Visit lumbini year 
(Vly), one of the campaigns designed by the government 
under their tourism Vision 2020. despite being a religious 

pilgrimage spot and a site of historical importance, Nepal 
has till date failed to promote lumbini as a key destination for  
both Buddhists and peace lovers.  Hence, Vly has created 
the opportunity to promote lumbini as a destination. the 
success of Vly 2012 is critical as it will set a precedence 
for the coming years. the government should also expand 
the overall volume and value of tourists coming to Nepal by 
concentrating on inherent product strengths and other com-
petitive areas to position Nepal firmly as an attractive and 
multi-faceted destination. along with an increase in volume, it 
is important increase the length of stay and spending per day 
of tourists who come to visit Nepal. 

aside from tourism, the countries major foreign currency 
earner remains remittance inflows. the direct and positive 
impacts of remittance inflows are evident through the improved 
standard of living of the families of migrant workers. there 
are inherent risks associated with foreign labor including 
the ill treatment of workers in destination countries and 
man power agencies in Nepal. in the long run, a remittance 
dependent economy will be dependent on the success of 
other economies. However, the direct benefits of remittance 
also bring a number of indirect ones including an increase 
in business for insurance companies and an increase in 
financial service agencies leading to an increase in liquidity 
and in turn improving access to capital in Nepal.

in a bid to increase internal revenue collection the internal 
revenue department (ird) is seeking to introduce the use 
of tax cards to settle rental tax payments in a similar manner 
to paying utility bills. although rental taxes have been in place 
for decades, its compliance has been negligible. However, 
merely introducing rent tax cards without fixing a minimum 
rent per square feet depending upon the location will not have 
the desired effect as landowners are bound to undervalue the 
rental contract price. 

a considerable amount of the government’s revenues are 
being directed towards the agricultural sector. in order to 
facilitate economic growth, the government intends to support 
investment in agriculture, particularly in encouraging commer-
cialization of farms and cash crops. the current government’s 
steps are positive but its impact is yet to be seen. it’s com-
mitment to the sector is evident with the increase in budgetary 
allocation to the sector. However, to protect local farmers, the 

 macroeconomic outlook    
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government also needs to implement strict measure when 
it comes to informal trade of agriculture commodities, espe-
cially on the certificate of origin, if it wants to facilitate trade 
with india.  

considering that world trade is projected to slow down and 
given Nepal’s current constraints, we can only expect that trade 
figures for this fiscal year will most likely not be too promising. 
if Nepal is to increase its global competitiveness and integrate 
into the world economy, it needs to focus on creating the right 
policies and infrastructure. a basic requirement for this is to 
improve the quality of education currently being provided in 
schools. the government is seeking to improve education 
levels through its school enrollment programs while increasing 
the impact of education by improving the quality of education 
through education in mother tongues. a multilingual teaching 
methodology would benefit the children by increasing their 
engagement and retention. the government is also seeking 
to re-introduction vocational subjects into the curriculum to 
ensure that graduates from the educational system are of more 
relevance to employers. 

Nepal continues to show improvement in most of its health 
indicators with the exception of neo-natal mortality, whereas 
the government of Nepal, continues its attempt towards 
improving health through better services and its ambitious 
universal health insurance plan. a major chunk of the 
foreign aid received by Nepal goes into addressing of food 
insecurities and improving health and nutrition along with 
infrastructural development. However, aid effectiveness 
continues to be ineffective due to a lack of transparency 

in the flow or distribution of foreign aid. it is therefore nec-
essary to internalize international tools like the international 
aid transparency initiative (iati) to ensure financial trans-
parency which in turn will make aid data more accessible 
and open to scrutiny.75  

Nepal’s  telecommunication sector is undergoing a major 
transformation. the Nepal telecom authority decision on 
reducing the interconnection usage charge will discourage 
illegal voice over internet protocol (VOiP) call bypass and help 
operators attract more international calls thereby increasing 
their earnings. Operators fear that the existing call termination 
rate would leave a negative impact on the telecom operator’s 
revenue. access to information remains a central issue in Nepal 
and the spread of telecommunication networks will assist in 
ensuring greater penetration. 

the Nepali media has come under increasing number of 
threats and have been the victim of a number of violent attacks 
as the country heads toward the drafting of the new consti-
tution. it will be important to maintain the freedom of the press 
and ensure that the right to free speech and expression are 
not curtailed while taking the necessary steps to ensure that 
people do not have to cause closures and strikes in order to 
be heard. should the political parties succeed in addressing 
the various demands of the people and ensuring that the new 
constitution and federal structure provides enough space for 
people to express their grievances then we can expect these 
closures and strikes to drop off. However, it unsuccessful, the 
currently instability and turmoil is set to continue for the fore-
seeable future. 
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 DEPOsIT & CREDIT MOBIlIzATION 

Based on the first eight months data 
of the current fiscal year, revealed by 
Nepal Rastra Bank (NRB), Broad 
Money(M2) increased by 12.2% 
as compared to a growth of 5.3% 
during the same period last year, 
while Narrow Money(M1) increased 
by 6.4% during the review period.

Similarly, during the period, deposit 
mobilization of BFIs increased by 
11.4%, amounting to  NPR 94.07 
billion (USD 1.21 billion), compared to 
a 6.1% increase during the same period 
last year. The deposit mobilization of 
commercial banks and development 
banks increased by 13.6% and 6.8% 
respectively, however, finance companies 
failed to increase their deposit base. 
Interestingly, the deposit mobilization of 
commercial banks had increased only by 
2.1% while that of development banks 

and finance companies had increased by 
15.1% and 11.2% respectively during 
the same period last year. This indicates 
a diversion of funds towards the “A” 
class financial institution despite lower 
deposit rates.

on a positive note, at the end of eight 
months, the credit flow of BFIs saw a 
slight improvement. BFIs loans and 
advances increased by 8.6% or NPR 
73.26 billion (USD 943.58 million) 
compared to an increase of 10.7% 
or NPR 79.65 billion (USD 1.02 
billion) during the same period last 
year. the loans and advances of com-
mercial banks and development banks 
increased by 11.1% and 3.6% respec-
tively, while finance companies saw 
its loans and advances decline further 
by 1% as they struggled to maintain 
the mandatory Credit to Deposit 

As liquidity continues to ease at the end of third quarter, Banks and Financial Insti-

tutions (BFIs) have been slashing deposit rates. However, lending rates have not 

seen any major corrections as BFIs have been sitting on a high cost of funds amidst 

limited lending capacity and have been capped by regulatory measures like the 

Capital Adequacy Ratio (CAR) and Credit to Deposit (CD) Ratio. Limited avenues for 

productive lending with a diminishing realty sector is a major concern.

Financial & Capital MarketR EV i Ew

(CD) ratio below 80%. Meanwhile, 
credit to the private sector from BFIs 
increased by 5.9 % or NPR 40.76 
billion (USD 524.98 million) as 
compared to a growth of 12.0% or 
NPR 72.65 billion (USD 935.72 
million) during the same period last 
year. this indicates an overall decline 
in credit demand from the private 
sector. However, credit extension by 
commercial bank to the private sector 
increased by an encouraging 9.1% 
while that from development bank 
and finance companies slid by 4.2% 
and 3.7% respectively.

 MERGER DRIVE 

NRB has expedited the granting of 
Letters of Intent (LI) to interested 
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BFIs for mergers as a large number 
of BFIs are seeking merger prospects. 
Recently, it has granted LIs for five 
possible mergers. Moreover, lot of 
BFIs have already obtained approval 
from their respective Annual General 
Meetings (AGMs) to seek partners 
for possible mergers. Thus, additional 
merger proposals are expected in the 
near future. 

As a measure to revitalize the banking 
system, NRB had encouraged BFIs 
to merge amidst a severe liquidity 
crunch and financial crisis, low public 
confidence in the banking system 
and unhealthy competition amongst 
BFIs. to this end, it introduced the 
merger bylaws in early 2011 with 
provisions for incentives. Similarly, 
the failure of a few BFIs to manage 
its assets and liquidity lead to them 
being declared problematic by NRB 
and further pushed the merger drive. 
In a recent development, the NRB 
has started approaching those BFIs 
which are being promoted by the 
same promoter groups to undergo 
voluntarily mergers, otherwise, 
they could face forceful mergers. 

 
 COMMERCIAl BANKs  
 PERFORMANCE ANAlYsIs 

The overall performance of the com-
mercial banking sector continued to 
deteriorate at the end of third quarter 
of the current fiscal year. However, a 
few banks have managed to perform 
better despite the current challenges 
faced by the banking industry. of the 
31 commercial banks, 26 banks saw 
their operating profits decline while 20 
banks saw their net profits dwindle as 

compared with the same quarter of 
the previous fiscal year. The operating 
profit margin of commercial banks has 
declined by 27.19% whereas the net 
profit margin has declined by 16.01% 
as compared with the same quarter of 
the previous fiscal year.

on a positive side, the asset quality 
of commercial bank’s at the end of 
the third quarter i.e. average Non-
Performing Assets (NPA) saw a slight 
improvement from 3.09% to 2.82%. 
Although the credit portfolio of 
banking system is fairly diversified, the 
credit exposure in the real estate sector 
poses some serious concern. Similarly, 
with the ease in liquidity the average 
costs of funds of commercial banks 
have decreased to 8.31% from 8.50 %.

the stagnant real estate sector has 
continued to sabotage BFi profitability 
as signaled by the third quarter results 
of the current fiscal year which saw 
their provisioning for non-performing 
loans surge. despite an ease in liquid-
ity, BFis have failed to capitalize on it 
since the demand for credit has seen a 
nose dive as economic activities have 
subdued. However, as per the latest 
data revealed by the NrB, a slight 
improvement was seen in lending and 
credit flows to the private sector.

recently, the merger process has 
gained momentum, however, acquisi-
tion of BFis in distress or their good 
assets should be the proper modal-
ity to prevail in the banking industry 
rather than mergers. regulators 
should start their homework in prepar-
ing the policies/directives that would 
differentiate mergers from acquisi-
tions. On a positive aspect, positive 
political developments have provided 
some hope for long lasting peace in 
the country and the development of a 
better business environment in days 
to come. However, the government 
needs to focus on fulfilling its role 
and addressing pending laws related 
to money laundering to avoid black-
listing the country.

 outlook  
Financial Market

table 6: list of merged and undergoing 
merger process financial institutions 

Financial institutions’ Status

1 narayani Finance and national 
Finance

Merged

2 Himchuli Development Bank and 
Birgunj Finance

Merged

3 kasthamandap Development 
Bank and shikhar Finance 

Merged

4 Business Development Bank and 
universal Finance 

Merged

5 nepal sri Lanka Merchant 
Banking & Finance and nepal 
Bangladesh Bank

Merged

6 Vibor Bikas Bank and 
Bhajuratna Finance 

LI

7 Alipic everest Finance, Butwal 
Finance and CMB Finance

LI

8 Global Bank, IMe Financial 
Institution

LI

9 Pashupati Development Bank 
and udhyam Development Bank

LI

10 Machhapuchrre Bank and 
standard Finance Limited

LI

11 Infrastructure Development 
Bank and swastika Finance

LI

12 Annapurna Development Bank 
and suryadarshan Finance LI
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 PERFORMANCE ANAlYsIs OF  
 sECONDARY MARKET 

triggered by the news of People’s Lib-
eration Army (PLA-Maoist) inclusion 
into the Nepal Army (NA), the Nepal 
Stock Exchange (NEPSE) has been 
experiencing an impressive bull run. 

Since first week of April, the NEPSE 
index (+39.35%) has already gained 
a mammoth 117.58 points, with an 
average daily turnover of NPR 76.71 
million (USD 988,021) by the end of 
the third week of May, 2012.

table 7: Key indictors

nePse Index on 1st April, 2012 299.34

nePse Index on 17th May, 2012 416.37

Percentage Change (%) 39.10

Total Turnover (nPr in 10 millions) 245.48 

Average Turnover per day  
(nPr in 10 millions) 7.67 

The secondary market has witnessed 
extensive buying, led by an impressive 
gain in the commercial banking and the 
hydropower sector. During the review 
period, between April 1 to May 17, 
2012 the commercial banking sector 
has gained 148.89 points (+59.87%) 
to close at 397.58 points whereas the 
hydropower sector gained 242.28 points 
(+52.76%) to close at 701.49 points. 
Similarly, the insurance sector appre-
ciated by 115.94 points (+30.15%) to 
close at 500.41 points while the ‘others’ 
sector rose by 123.33 points (+25.91%) 
to end at 599.2 points. Likewise, the 
development banking sector ascended 
by 44.05 points (+18.83%)  to close at 
277.91 points, and the finance sector 
accumulated 17.26 points (+6.77%) to 
close at 271.94 points.

Key reasons for a surge:The current 
irrational and unnatural surge in NEPSE 
index can be primarily attributed to 
political developments as the deadline 
for drafting the constitution approaches 
nearer. Each and every positive political 
development or political impediments is 
being closely monitored and is directly 
or indirectly influencing market sen-
timents. Besides political developments, 
the fall in the deposit rates in BFIs due 
to excess liquidity in the system, news 
about commercial banks requirement 
to increase paid-up capital to NPR 5 
billion (USD 64.39 million) up from 
the current requirement of NPR 2 

Narrow EscapE from blacklistiNg, 
but for how loNg?

the regional review group meeting of the Financial action task Force (FatF), a 
global anti-money laundering body held at New delhi on may 8, 2012, has asked 
Nepal to enact all pending laws against money laundering by june to avoid being 
blacklisted. in February 2012, due to international lobbying Nepal had secured a 
two month extension to pass the pending bills. the Nepali delegation cited the 
delay was due to the government’s focus on the peace process and the drafting of 
a new constitution.

the parliament has already ratified two uN conventions, the international con-
vention for the suppression of the Financing of terrorism and the uN convention 
against transnational Organized crime. However, due to political wrangling, the 
mutual legal assistance Bill and the Extradition Bill are awaiting parliamentary 
approval while the draft for the anti-Organized crime act is under discussion in 
the cabinet. if blacklisted, Nepal’s financial credibility in global arena will further 
deteriorate and Nepal may face serious financial implications as FatF has warned 
its member nations to take strict measures against blacklisted nations.

Figure 9: nePSe index Performance (1st april-17th may, 2012)
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billion (USD 25.75 million) the likely 
introduction of mutual funds in the near 
future,  and the imminent start of the 
Central Depositary System (CDS), are 
amongst other supplementary reasons 
for the current surge.

The current surge is the outcome of 
pure speculation. The Nepali capital 
market is dominated by retail investors 
constrained by the inability to come 
to grips with concepts of market risks 
and returns, and the inability to accept 
market investment as a tool for pro-
moting long-term savings and wealth 
creation. Hence, these investors 
express extreme reactions to market 
events. It appears that these reactions 
persist for long periods of time and 
have been exacerbated by adverse 
publicity generated by periodic 
scams or “bubbles.”  Similarly, Nepali 
capital markets lack large institutional 
investors which provide much needed 
depth to the market.

 NEW DEVElOPMENTs 

•	SEBON	 has	 recommended	 Nepal	
Stock Exchange (NEPSE) to reduce 
the service charge it accumulates from 
stockbrokers by 50% and limit the 
stockbroker commission to 0.7% in 
order to reduce share transaction costs.

•	SEBON	 has	 forwarded	 a	 proposal	
to the Finance Ministry to amend 
the Mutual Fund Regulation 
2067; wherein they have sought 
an amendment to revise provisions 
regarding experience of fund managers 
and supervisors, registration fees 
and also the addition of new clause 
where investment companies of Non-
Resident Nepalis (NRNs) would be 
allowed to establish mutual funds and 

channel investments in the Nepali 
capital market through the fund. 

•	Nepal	 Stock	 Exchange	 (NEPSE)	 has	
reiterated that all the stock brokers 
have to complete the share transaction 
settlement process within four days 
of the trading of stocks. If the stock 
broker violates this rule, NEPSE can 
charge a fine of 0.05% of the trading 
amount per day up to 15 days.

•	In	 a	 bid	 to	 stabilize	 the	 secondary	
market, the government agencies - 
Employee Provident Fund (EPF), 
Citizens Investment trust (CIt), 
Insurance Board (IB), Rastriya Beema 
Sansthan (RBS), Nepal telecom 
(Nt), and SEBoN have reached an 
agreement to create a fund to invest 
in the capital market. Moreover, CIt 
will work as a market maker and is 
preparing an action plan for the 
purpose. A market maker is a broker-
dealer firm that accepts the risk of 
holding a certain number of shares 
of a particular security in order to 
facilitate trading in that security.

•	SEBON	 has	 granted	 operating	
licenses to Civil Capital to operate as a 
depositary participant for the Central 
Depositary System (CDS) likewise, 
Ace Capital has applied at CDS and 
Clearing Company for Depositary 
license after getting approval from 
SEBoN. 

•	SEBON	 has	 urged	 investors	 not	 to	
lose confidence in the capital market 
with rescue measures in line for the 
capital market that include lowered 
interest rates, entry of mutual funds, 
entry of market makers to purchase 
shares in bulk, operation of the 
Central Depository System (CDS), 
a market rescue fund by government, 
obligatory provisions for financial 

institutions and insurance companies 
to invest in securities. 

•	Three	share	investor	associations,	Nepal	
Stock Investors Association, Nepal 
Investors Forum and General Investor 
Association, have collectively presented 
a 13 point demand to the government 
to revitalize the secondary market. This 
includes the establishment of a market 
rescue fund, recognition of brokers 
as guarantors of loans against shares, 
revision of cross-holding provisions to 
allow BFIs to acquire up to 5%  stake 
in other BFIs, introduction of share  
buyback facilities, and creation of an 
asset management company.

 PERFORMANCE ANAlYsIs OF 
THEPRIMARY MARKET 

The sluggish performance of NEPSE 
index has also impaired investor sen-
timent towards primary issues or Initial 
Public offering (IPo). Hence, insti-
tutions and merchant bankers are highly 
skeptical on issuing any primary offering 
to the general public due to the mounting 
risk of being undersubscribed. 

table 8: Primary issues in the Fy 2011/12 
as of may 15, 2012

institution amount (nPr 

in 10 millions)

1 Janata Bank 60

2 summit Micro Finance 
Development Bank 0.75

3 nepal Consumer Development 
Bank 6

4 Manjushree Financial 
Institution 6

5 Bagmati Development Bank 2.35

6 Bhargav Bikas Bank 4

total 79.1
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the investors’ sentiment towards the current surge has been 
dubious. However, a large number of retail buyers seem to have 
entered the market including a few institutional buyers. the 
continuation of the current surge is unlikely amidst uncertainty 
and impaired investor sentiment. until the constitution drafting 
deadline, the current market volatility will continue to hover. the 
market dynamics can expect to take a sharp turn depending 
upon the ability of the government to promulgate the constitu-
tion within the stipulated deadline. 

the current market condition can be characterized as extremely 
volatile with investors focused more on political events than cor-
porate earnings, economic data or fundamentals. the current 
surge is not justifiable amidst poor performance of listed com-
panies especially the BFis which represent almost 76% of listed 
companies on the NEPsE, the fundamentals of listed securities 
do not justify the current market price and the situation of the 
real estate sector is worsening which directly influences profit-
ability of listed BFis.

 outlook For capital Markets

At the end of the nine months of 
the current fiscal year, the primary 
market has only seen a total of six 
IPos amounting to NPR 791 million 
(USD 10.18 million) amongst which 
Bhargav Bikas Bank, Manjushree 
Finance, and Bagmati Development 
Bank struggled to be subscribed by 
the general public moreover, five insti-
tutions have already gained approval 
from SEBoN to issue primary shares 
amounting to NPR 405 million 
(USD 5.21 million).

table 9: Upcoming iPos

institution amount  
(nPr in 10 millions)

1 Gulmi Bikas Bank 7.5

2 Tourism Development Bank 24

3 Kanchan Development Bank 3

4 Metro Development Bank 3

5 First Micro Finance 
Development Bank 3

total 40.5

on the backdrop of the current surge 
seen in the secondary market, and due 
to sound strategic marketing carried by 
Janata Bank and three issue managers 
involved in it, Janata Bank’s IPo has 
been fully subscribed within four 
days. The success of Janata Bank’s IPo 
would definitely send out a positive 
message and can set a precedence 
for upcoming IPos. once again, the 
primary market can expect to gain 
momentum to harness investments in 
the country. 
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