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NEF PROFILENEF PROFILE 

Nepal Economic Forum (NEF) is a premier private-sector led economic policy and research organisation that seeks to re-
define the economic development discourse in Nepal. Established in 2009 as a not-for-profit organisation under the beed 
(www.beed.com.np) umbrella, NEF is a thought center that is working to create positive transformations in policy reforms. 
One of the big updates for NEF this year was its feature in the list of Top Think Tanks in Southeast Asia and the Pacific in 
the 2016 Global Go To Think Tank Index. The report was released by the Think Tanks and Civil Societies Program under 
University of Pennsylvania. NEF stands out in being able to make significant strides to bring the private sector perspective 
and engage with both the public and private sectors in the development discourse. NEF is currently a recipient of the Open 
Society Foundations’ Think Tank Fund.

NEF works in partnership with many Nepali and international institutions in 
its quest to mainstream the discourse on the Nepali economy, which has 
not been given the necessary space it deserves.

NEF has partnered with the Himalayan Consensus Institute (HCI) to 
facilitate the development of alternative development paradigms and 
successfully held the second Himalayan Consensus Summit 2017 in March 
2017.

The Business Policy Research Center (BPRC) engages in research, 
dialogue and dissemination relating to pertinent economic policy issues. 
BPRC has been producing nefport, a quarterly economic analysis 
publication, nefsearch, a periodic research publication and conducting 
neftalk, a platform for policy discourse.   

Through the Center for Public, Private and Community Partnerships 
(PPCP), the partnerships discourse is further elaborated through addition of 
the community dimension to existing models of public private partnerships. 
Apart from standalone interventions, the PPCP perspective is integrated in 
the work that NEF and beed initiate.

NEF operates in the domain of Development Consulting through its devCon 
division in conjunction with beed management.. It works with a variety of 
bilateral, multilateral, national and international NGOs in the areas of policy 
research, economic analysis, value chain analysis, enterprise development, 
sectoral studies and public private dialogue. 

NEF BROADLY WORKS UNDER THREE AREAS:
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FORUM

We are striving to ensure financial sustainability for NEF to complement the support it 
currently receives from beed management and the Open Society Foundations. If you are 
interested to support NEF, please do get in touch with sujeev.shakya@beed.com.np or  
niraj.kc@beed.com.np
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KEY ECONOMIC INDICATORS

GDP

Rank

USD 26 billion

105

GDP Growth rate 
(%) 6.9%

GNI per capita (Atlas) 

Rank

USD 730 

196

Inflation 

(annual %)
3.9%

GNI (PPP) 

Rank

USD 2,500

187

Agricultural growth rate 
(annual %) 5.3%

Gross Capital Formation (% 
of GDP

28%
Industrial growth rate 
(annual %) 11.0%

HDI

Rank

0.558

144

Service Sector growth rate 
(annual %) 6.9%

Sources: 
Left Table –Statistics time; The World Bank; HDI figure from Human Development Reports of the UNDP, 
Right Table -Budget 2017/18- Ministry of Finance, May 2017
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The successful completion of neftalk was one of the main highlights for 
Nepal Economic Forum (NEF) this quarter. In the program, Laurance 
Brahm-Founder and Chairperson of Himalayan Consensus Institute- 
provided insights on China’s Belt and Road Initiative.  We are also pleased 
to announce that NEF has been selected as a partner to conduct a study 
on BBIN MVA. The projectinitiated by India, aims to develop economic 
corridors linking Bangaldesh, Bhutan, India, Nepal and Myanmar. 
Currently, feasibility study of the economic corridors is in progress.

We are very thankful for the support from different stakeholders as well 
as members of our distinguished advisory board, which has been crucial 
in NEF’s growth.

This quarter was eventful for Nepali politics and economy. The Nepal 
government successfully conducted the Federal, Provincial and local 
level elections after a hiatus of 20 years. The completion of these three 
tiers of government has officially instated Nepal as a Federal Democratic 
Republic of Nepal and provides an opportunity for the desired economic 
growth.In the meantime, relief from power cuts after a decade is having 
a positive impact on economic activities. 

This edition is a Banking special, highlighting the fundamental Banking 
issues of the country. We would like to thank all the key contributors 
especially Mr. Joseph Silvanus (Chief Executive Officer, Standard 
Chartered Bank Limited), Mr. Prithivi Bahadur Pande (Chairman, Nepal 
Investment Bank Limited) and Mr. Sunil KC (Chief Executive Officer, 
NMB Bank Limited).

We continue to look forward to your valuable comments and suggestions.

EDITORIAL
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GENERAL OVERVIEWPOLITICAL OVERVIEW

Parliamentary and provincial elections scheduled for 26 November and 7 December have 

been successfully completed. The total number of seats for the Parliamentary House of 

Representatives is 165 under First-Past-The-Post (FPTP) polls and 110 under Proportional 

Representation (PR). Likewise, the total number of seats for the Provincial House is 330 

under FPTP and 220 under PR polls. Summing up, a total of 275 will be elected for the House 

of Representatives and 550 for the Provincial House.1 The left alliance was formed prior to 

these elections with an intent to secure a majority. New faces have also been seen entering 

mainstream politics. As per the data provided by the Election Commission (EC), out of total 

12,235,993 eligible voters  8,514,864 turned out to vote in the second phase of elections. 

Parliamentary and provincial 
constituencies: Each of the seven 
provinces has a different number 
of constituencies. Province 3 has 
the most constituencies, with 33 

parliamentary and 66 provincial 
constituencies, whereas Province 6 has 
the minimum, with 12 parliamentary 
and 24 provincial constituencies. The 
following chart shows the number 

of parliamentary and provincial 
constituencies in the respective 
provinces as per the report submitted 
by the Constituency Delimitation 
Commission (CDC). 
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Figure 1: Number of Parliamentary and Provincial Constituencies (under FPTP)
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Left alliance: Communist Party 
Nepal-United Marxist Leninist 
(CPN-UML) and Communist Party 
Nepal-Maoist Centre (CPN-MC) 
forged an electoral alliance post-
Dashain, in October. With an aim of 
eventual unification, the alliance was 
formed to serve a more immediate 
agenda regarding the recently held 
parliamentary and provincial elections. 
CPN-UML and CPN-MC had agreed 
to share seats with a ratio of 60:40. The 
alliance contested the election with a 
joint manifesto and secured a majority 
to form a powerful left alliance. The 
alliance is striving to secure a two-
third majority in Parliament and 
initiate a directly elected presidential 
system in the country. However, the 
joint manifesto does not highlight the 
agenda of replacing the governance 
system with a directly elected 
president. 

Nepali Congress (NC) believes that 
the alliance has an authoritarian 

motive with a desire to impose an 
autocratic communist regime in the 
country. After the polls,  a committee 
has been formed to facilitate 
preparations for the unification. 
The leaders from the three uniting 
parties believe that this unification 
is much needed. The left alliance 
has prioritised national unity with 
an aim to provide equal rights, 
opportunities, justice, security and 
respect to people living in all regions. 
CPN-MC Chairman Pushpa Kamal 
Dahal has claimed that the alliance 
would end 70 years of political 
turmoil in the country. But while 
this new development in Nepali 
politics has given rise to enthusiasm, 
it also leaves room for doubt.2

Final list of PR candidates unveiled: 
The Election Commission (EC) has 
made public the list of PR candidates 
for the two polls. According to the EC, 
the initial list had 6,094 candidates. 
After investigating registered 

complaints against candidates, 253 
candidates were disqualified and three 
candidates withdrew, resulting in a 
final number of 5,838 candidates.  

As per the constitutional provision, 
the parties were required to 
incorporate at least 50% women 
representation for both elections, 
ensuring 33% women representation 
in the federal parliament and 
provincial assemblies. The PR list 
shows that the number of women 
candidates is 3,217, comprising 
55.1% of the total number. Of the 
total, 2,273 (53.85% women) are 
contesting for federal polls and 3,565 
(55.9% women) for provincial polls.  
Moreover, the closed list incorporates 
one third gender candidate. The list 
for PR also includes candidacies from 
indigenous communities, Khas-Arya, 
Tharu, Dalit, Madhesi, Muslim. The 
chart below shows the percentage 
representation of PR candidates 
under different groups.3

Figure 2: Percentage of PR Candidates under different groups

Source: Election Commission
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Likewise, the following chart shows the number of PR candidates fielded by some of the political parties in the upcoming 
federal and provincial elections before the EC made the final PR list public.

Number of women candidates for 
FPTP elections not enough: NC, 
CPN-UML and CPN-MC are the 
three major political parties. They 
fielded only nine women candidates 
for the first phase of parliamentary 
FPTP elections. For the second phase 
of FPTP polls, they fielded 16 women 
candidates among which seven are 
from NC, six from CPN-UML and 
three from CPN-MC. As per the EC’s 
data, 126 women candidates filed their 
nominations for parliamentary FPTP 
polls and 209 filed their nominations 
for provincial FPTP seats. The final 
numbers may have changed slightly as 
the EC was still compiling data while 

this report was being written.

According to one of the leaders of NC, 
the party fielded only seven women 
candidates for the second phase of 
parliamentary FPTP elections, in 
contrast to the fact that NC fielded 
more than 50% women candidates in 
the PR list. According to NC, women 
leaders were not keen on contesting 
FPTP polls and so the party had to try 
to ensure 33% women representation 
through the PR election instead. 
Similarly, according to a leader of 
CPN-UML, the party fielded almost 
60% women candidates under the 
PR list to ensure 33% representation 

of women in Parliament. As per the 
constitutional provision, if a party 
is not able to ensure 33% women 
representation in the FPTP and 
National Assembly election, then it 
should ensure the same through the 
PR election. Though CPN-UML did 
not field enough women for FPTP, it 
is to make up the requirement though 
National Assembly and PR elections.4 

The EC asks government to cancel 
projects: The EC has asked the 
government to cancel projects under 
the Constituency Infrastructure Special 
Programme (CISP) and Constituency 
Development Programme (CDP). The 

Figure 3: Political parties and the number of PR candidates

Source: Election Commission
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EC is sceptical about retired lawmakers 
carrying on with the implementation 
of programmes that are now meant to 
be under the jurisdiction of incumbent 
lawmakers. As per Article 296 (1), 
the term of Legislature-Parliament 
has ended, so the retired lawmakers 
cannot implement programmes meant 
for the incumbent lawmakers. Hence, 
the EC has directed the Ministry of 
Federal Affairs and Local Development 
(MoFALD), and the 77 District Treasury 
Offices and District Coordination 
Committees to stop allocating 
budgets to the projects under those 
two programmes. The total amount 
allocated under the two programmes 
was NPR 10 billion (USD 96.33 
million), from which NPR  20 million 
(USD 192,659.7) was released for each 
constituency while NPR 5 million 
(USD 48,164.9) was allocated to each 
lawmaker for project implementation. 

The government asked parliamentarians 
to submit projects under the CISP and 
CDP by 17 October. This move was 
clearly against the code of conduct. 
By letting retired lawmakers carry on 
with the implementation of projects 
and submit them after their term had 
ended, an undue advantage would be 
given to incumbent parliamentarians, 
as they could showcase developments 
regarding projects under their name 
and so influence the voters. The 
election code of conduct does not 
condone activities that could influence 
voters. As such, government agencies 

were asked to halt all projects until the 
completion of elections.5 

Government will announce provincial 
capitals after the elections: The 
government is planning to announce 
the capitals of provinces and their 
governors immediately after the 
elections. In order to avoid protests due 
to possible disputes regarding capitals 
and governors, the announcement is 
scheduled after the polls. Controversies 
could arise and lead to backlash if the 
government announced temporary 
capitals right before the elections. Also, 
the government has not yet decided on 
the candidates who are to be appointed 
as governors of the seven provinces. 
In addition, the government believes 
that announcing the capitals could 
lead to people developing untoward 
perceptions and hard feelings against 
the ruling coalition.

Provincial capitals need to be 
designated in order to arrange 
buildings to house the provincial 
governments and parliaments. There 
has been a delay in announcing 
the provincial capitals, which has 
affected logistical preparations to host 
administrative offices and provincial 
assemblies. As per the Constitution, 
the government can announce 
temporary headquarters and a simple 
majority of the respective provincial 
assembly can designate the permanent 
capital. As of now, no decision has 
been made on this front.6 

Voters not aware about the duties 
of centre and state governments: 
Although Nepal is set to vote in the 
federal and provincial elections, voters 
seem to be confused regarding the 
duties of the central and provincial 
governments. Since the elections 
are going to be held in the federal 
framework for the first time, many 
voters seem to be unaware regarding 
the duties and responsibilities 
of the central versus provincial 
governments.7 

Moreover, candidates contesting the 
elections have added to the confusion, 
as they have not differentiated their 
agendas for federal and provincial 
elections. The Constitution has 
clearly laid out the respective duties 
and responsibilities of the central, 
provincial and local governments. 
However, the candidates contesting 
the elections are not able to educate 
their voters and make them aware of 
the powers and responsibilities of the 
federal versus provincial parliaments. 
Political parties did not succeed in 
highlighting these aspects on their 
campaign brochures; they also failed 
to clarify their agendas for the federal 
and provincial governments. The 
functioning of provincial governments 
might be delayed even if elections 
come to a successful conclusion, as 
officials and agencies will take some 
time to adjust to the new system of 
governance.

OUTLOOK“
With the completion of the three tiers of election, Nepal has been formally instated as Federal Democratic Republic 
of Nepal. The election has provided left alliance with a comfortable majority and therefore a footprint for the political 
stability. Given the merging of CPN-UML and CPN-MC, Nepal should be able to experience a stable government. 

In other stances, with the completion of federal and provincial elections, the three main bodies i.e legislature, executive 
and judiciary should be established so that provinces are able to provide basic services properly. Parliament buildings in 
the seven provinces need to be built to house administrative offices. The government should also prioritise arrangements 
at the provincial level and manage potential challenges while keeping in mind the allocated budget for operating provincial 
institutions. 
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GENERAL OVERVIEWINTERNATIONAL ECONOMY

Nepal managed to make slight progress in the overall rankings of the Ease of Doing Business 

Report 2018 despite slipping to the third position in South Asia. This quarter was marked by 

Donald Trump’s successful Asia tour and Angela Merkel’s win in the German Elections which 

was dubbed by some as a disappointing victory. Increasing oil prices in the third quarter of 

2017 suggest that average crude oil prices are likely to witness an upsurge in 2018. Meanwhile, 

the 23rd session of the Conference of the Parties (COP-23) failed to address the question of 

cutting carbon, oil and gas issues. Spain prepares to vote again on Catalan independence as 

the Spanish Constitutional Court has declared the Catalan independence declaration invalid. 

Moody Investor Service upgraded India’s rating, bringing new hope to investors. 

Nepal ranks 105th in Ease of Doing 
Business Report 2018: Nepal was 
ranked 105th out of 190 economies 
by the Ease of Doing Business Report 
2018, marking the 15th anniversary 
of the World Bank Group’s flagship 
publication. Among countries in the 
South Asian region, Nepal slipped to 
the third position, behind Bhutan (75) 
and India (100). India is the only large 
country to achieve such a tremendous 
shift, advancing to the 100th position 
globally. It is the first time India 
has moved into the top 100. In the 
Distance to Frontier (DTF), Nepal’s 
score improved from 58.88 in 2017 to 
59.95.8 The DTF score is reflected on 
a scale from zero to 100, where zero 
represents the lowest performance and 
100 represents the frontier. It helps 
assess the absolute level of regulatory 
performance over time. The top ten 
most improved economies in the 
world apart from India are Brunei 
Darussalam, Thailand, Malawi, 
Kosovo, Uzbekistan, Zambia, 
Nigeria, Djibouti and El Salvador. 
These economies that have been 

dubbed as the top ten most improved 
implemented 53 regulatory reforms. 

Donald Trump Asia Tour: The 
President of the United States 
of America, Donald Trump, 
declared his 12-day Asia tour to be 
tremendously successful. During his 
tour, he visited Japan, South Korea, 
China, Vietnam and Philippines. 
He stressed that the United States 
had reclaimed its position as a global 
leader and had to be treated fairly 
and in a reciprocal fashion.9 Trump 
insisted that overall trade must be 
fair and mutually beneficial, and 
that the trade deficit the US’ trading 
partners had been undergoing would 
be reduced to zero. Trump had a 
one-on-one meeting with leaders of 
the Association of Southeast Asian 
Nations (ASEAN) who had gathered 
for the annual East Asia Summit. 
He also urged ASEAN leaders to 
increase pressure on North Korea to 
abandon its nuclear program. Trump 
also met the Australian and Indian 
Prime Ministers.

Merkel clinched historic fourth-term 
victory in German Election: Angela 
Merkel, the Chancellor of Germany, 
clinched a historic fourth-term victory 
in the German federal Election held on 
24 September 2017. Members of the 
19th Bundestag, the constitutional and 
legislative body at the federal level in 
Germany, were elected in the German 
federal poll. Merkel’s party, the Christian 
Democratic Union (CDU) securing 
around 33% of the votes, remains the 
largest party in Germany. The Social 
Democrats (SPD) as the rival party 
secured around 20% of the vote, while 
the far-right Alternative for Germany 
(AfD) and the Free Democratic Party 
(FDP) secured 12.6% and 10.7% of 
the vote respectively.10 The hard right 
AfD entered the parliament for the 
first time and is now the third biggest 
political force in Bundestag. The Green 
and Left parties secured 8.9% and 9.2% 
of the vote respectively, these statistics 
are almost the same as they were in the 
last election in 2013. Merkel faces an 
uphill task in forming a new coalition 
government.
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COP-23 held in Bonn: The UN 
Climate Change Conference: 
Conference of the Parties (COP)-
23 took place in the German city of 
Bonn from the 6th to the 17th of 
November. The main task of the COP 
is to assess the action taken by the 
198 member countries to reduce their 
respective greenhouse emissions. Even 
though the conference was held in 
Bonn, the small island development 
state called Fiji presided over it. Fiji 
proposed the Talanoa Dialogue, the 
purpose of which is to share stories, 
build empathy and to make wise 
decisions for the collective good. The 
main development of the conference 
was that countries agreed to adhere 
to Talanoa Dialogue, which will 
help review and show commitment 
to cutting carbon.11 The issues of 
oil, gas and cutting carbon remain 
unresolved. Dozens of protestors 
interrupted the meeting because they 
were of the view that unabated fossil 
fuels shouldn’t be part of the future 
energy mix. US coal and nuclear 
companies argued that reduction in 
fossil fuels is required to curb rising 
temperatures. Hence, the US seemed 
to have a divided presence at the 

conference regarding fossil fuels and 
cutting carbon issues. The conference 
next year will be hosted by Poland 
and the future of fossil fuels has been 
identified as the major agenda.

Moody’s Investors Service upgrades 
India’s rating in 14 years: Moody’s 
Investors Service raised India’s local 
and foreign currency issuers rating 
from Baa3 to Baa2 for the first time 
since 2004.12 The Modi government 
took two major decisions back-to-
back i.e., demonetisation, and Goods 
and Services Tax (GST). According to 
the global rating agency, the two major 
decisions reduced the risk of a sharp 
increase in debt. The raft of policy 
changes by the prime minister of India 
is expected to bring transformational 
economic and institutional reforms to 
the Indian economy, which possesses 
high growth potential. This shift 
upwards from the lowest investment 
grade ranking puts India alongside 
the Philippines and Italy. After the 
upgrade in rating, the rate of the 
Indian Rupee, government bonds and 
the stock market surged. The investors 
are optimistic that the change in rating 
is going to make a big difference as it 

will lower borrowing costs for India’s 
government and companies. 

Upward trend of oil prices: The third 
quarter witnessed a rising trend in 
crude oil prices. Crude oil prices rose 
1.6 percent, averaging NPR 5211.26 
(USD 50.20) per barrel in the third 
quarter.13 Average crude oil prices in 
the first nine months of 2017 averaged 
25 percent higher than the prices in 
the corresponding period in 2016. As 
of October 2017, average crude oil 
prices stood at NPR 5699.17 (USD 
54.9) per barrel up from NPR 4796.02 
(USD 46.2) per barrel in June.
Strong global demand and improved 
compliance by the Organisation of 
the Petroleum Exporting Countries 
(OPEC) and non-OPEC producers 
to their output-reduction agreement 
induced a rise in crude oil prices in 
the third quarter of 2017. Despite 
the projected increase in U.S. shale 
production (shale oil produced from 
shale rock), inventories continue to 
fall amid strong demand, restraint in 
OPEC and non-OPEC production. 
Oil prices are thus anticipated to 
average NPR 5501.9 (USD 53) per 
barrel in 2017.

Figure 4: Monthly average prices of crude oil

Source: World Bank Commodities Prices (Pink Sheet)
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Catalan Independence declaration 
declared invalid: The Spanish 
Constitutional Court has declared the 
Catalan Independence declaration, 
which was voted for by the Catalan 
Parliament on 27 October, invalid. 
The central government in Madrid 
filed legal challenges against the 
independence declaration. The 
highest court in Spain classed the 

independence declaration as a serious 
attack on the rule of law. It also 
reminded the Catalan Parliament 
that the right to autonomy “is 
not nor can it be confused with, 
sovereignty” as granted by the Spanish 
Constitution and Self Rule Catalan 
Statute.14 Post declaration, the Senate 
activated Article 155 of the Spain’s 
Constitution, which opened the door 

for Prime Minister Mariano Rajoy to 
suspend the region’s autonomy and 
sack the entire regional government. 
The prime minister also called for 
a new election, which is scheduled 
for 21 December. Several former 
ministers in the Catalan government 
are now being investigated by the high 
court on charges of rebellion, sedition 
and misuse of funds.

OUTLOOK“
Donald Trump’s Asia tour has laid the foundation for new bilateral trade relationships that aim to reduce the US trade 
deficit. It will be interesting to see how Merkel tackles the challenge of forming a coalition government, which has not 
been possible even after several rounds of talks. The UN climate conference in Poland next year is expected to address 
the issue of cutting carbon, oil and gas. Average crude oil prices are likely to increase in 2018 as the market moves further 
into balance. Spain’s internal Catalan issues have raised serious concerns regarding increased risks and uncertainties to 
its economy. Meanwhile, India is expected to see benefits from its improved Moody’s rating in the days to come. 
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MACROECONOMIC OVERVIEW

Inflation: The inflation rate, measured 
by Consumer Price Index (CPI), has 
moderated to 3.1% in mid-October 
(see Figure 5). It stood at a peak 
of 6.7% over the same period the 
previous year. Food inflation shrank to 

The year-on-year (YoY) inflation level has been subdued at 3.1% over the past three months 

of FY 2016/17, thus taming inflation and ensuring that it stays within the targeted level of 

7%. On the other hand, Nepal’s trade deficit continues to widen as merchandise import 

increased to NPR 257.87 billion (USD 2.49 billion). 

0.5%, which was caused by a decline 
in the prices of pulses and legumes, 
spices, vegetables and fruits. Non-
food inflation also moderated to 5.2% 
on the back of declining prices of 
clothes and footwear, furnishing and 

household equipment and housing 
and utilities. The drop in inflation 
rates can be mainly attributed to an 
improved supply situation and a 
deceleration in the Indian inflation 
rate. 

MACROECONOMIC OVERVIEW

Source: Current Macroeconomic Situation of Nepal (Based on the three-month data of 2017/18), Nepal Rastra Bank

Figure 5: Year on Year inflation measured by Consumer Price Index (CPI) for twelve months of FY 2016-17& 2017-18
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Inflation wedge between Nepal and 
India: The inflation wedge, measured 
as the YoY change in CPI of India and 
Nepal has fallen to -0.5%, as shown 
in Figure 6. Over the same period last 
year, the inflation wedge between India 

and Nepal stood at 2.5% as shown in 
Figure 7. The inflation wedge between 
the two countries moderately increased 
from -1.1% in August to 0.1% in 
September. The wedge decreased 
to -0.5% in October. An improved 

supply situation between the two 
countries and a deceleration in the 
Indian inflation rate can be cited as the 
main reasons for the subtle inflation 
wedge. The average inflation wedge for 
FY 2016/17 has stood at -0.5%.

Source: Current Macroeconomic Situation of Nepal (Based on the three-month data of 2017/18), Nepal Rastra Bank

Figure 6: Year-on-year percentage change in CPI in Nepal and India and the inflation wedge in the corresponding 
period for FY 2017-18
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Figure 7: Year-on-year change in inflation wedge (based on CPI) between Nepal and India in FY 2016-17 and FY 2017-18
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Import-export and trade deficit: 
Merchandise imports have increased 
by 16.9% to NPR 257.87 billion 
(USD 2.49 billion)in the first three 
months of FY 2017/18, as shown 
in Figure 8 compared to 69.1% in 
the same period of the previous year. 
In comparison to the same period 
last year, Nepal’s import from India 
increased by 17.7%,showing a greater 
dependency on its neighbour.

Merchandise exports have grown at a 
sluggish pace in comparison to a drastic 
increment in merchandise imports. 

Merchandise exports increased by only 
7.9% to NPR 20.43 billion (USD 190 
million) in the first three months of FY 
2017/18. The corresponding figure was 
12.6% in the same period of previous 
year. A lack of growth in the industrial 
sector can be attributed to the lack of any 
substantial growth in exports. Similarly, 
three months average wholesale price 
indices (WPI) eased to 1.6% in FY 
2017/18. The corresponding figure was 
5% in the previous year. 

As a result of the widening gap between 
imports and exports, Nepal’s trade 

deficit increased by 17.7%, compared 
to 77.5% in the same period the 
previous year, as shown in Figure 
10. Nepal’s trade deficit now stands 
at NPR 237.44 billion (USD 2.29 
billion). Nepal’s propensity to import 
goods from India and the lack of 
growth in domestic producers can be 
attributed to the widening trade gap. 
With the government unable to boost 
exports and support the development 
of the domestic industrial sector, the 
trade deficit will continue to worsen 
with imports growing at a substantial 
rate.

         Source: Current Macroeconomic Situation of Nepal (Based on the three-month data of 2017/18), Nepal Rastra Bank

Figure 8: Year-on-year percentage change in merchandise imports in review periods in FYs 2016-17 and 2017-18
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Government revenue: Government 
revenue collection increased by 
10.7%, amounting to NPR 139.65 

billion (USD 1.34 billion). The 
revenue collection had increased by 
66.7% to NPR 126.12 billion (USD 

1.22 billion)in the corresponding 
period of the previous year as shown 
in Figure 11.

Source: Current Macroeconomic Situation of Nepal (Based on the three-month data of 2017/18), Nepal Rastra Bank

Figure 9: Year-on-year percentage change in merchandise exports in review periods in FYs 2016-17 and 2017-18
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Source: Current Macroeconomic Situation of Nepal (Based on the three-month data of 2017/18), Nepal Rastra Bank

Figure 10: Year-on-year percentage change in trade deficit in review periods in FYs 2016-17 and 2017-18
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Government expenditure: Total 
government expenditure increased by 
45.9% to NPR 138.84 billion (USD 
1.34 billion), compared to an increase 
of 92.7% in the corresponding period 
of the previous year, as shown in 
Figure 12. This was on account of both 
recurrent and capital expenditure rising 

to NPR 126.35 billion (USD 1.22 
billion) and NPR 11.641 billion (USD 
112.5 million) respectively. Recurrent 
and capital expenditure stood at NPR 
86.791 billion (USD 836 million) and 
NPR 7.292 billion (USD 70 million) 
respectively in the corresponding period 
of the previous year. 

The utilisation of capital and recurrent 
budget has been approximately 60% 
and 81% respectively. Figure 13 
shows the monthly outlay in terms of 
percentage of the target achieved for 
government spending.15

Source: Current Macroeconomic Situation of Nepal (Based on the three-month data of 2017/18), Nepal Rastra Bank

Figure 11:  Year-on-Year percentage change in revenue collection during the review periods for FY 2016-17 and 2017-18
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Source: Current Macroeconomic Situation of Nepal (Based on the three-month data of 2017/18), Nepal Rastra Bank 

Figure 12: Year-on-year change in government expenditure during the review period for FY 2016-17 and 2017-18
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Figure 13: Budgetary outlay trend over the twelve months of FY 2017-18
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OUTLOOK“
Inflation levels are expected to remain relatively low in the country, however changes in global oil prices still pose a threat to 
inflation. Nepal’s trade deficit will continue to widen, increasing the need to strengthen domestic industries in order to make 
Nepali exports more competitive in the global market. Since the current account deficit is the product of a consumption binge, 
the government should use deficit financing for investment purposes. If the borrowed foreign funds are not utilised in investments 
with higher returns than the interest rate, repaying the debts will be a challenge in the future.

Additionally, the macroeconomic outlook of Nepal needs to be revamped. After a relentless political struggle, Nepal has now 
been officially declared as the “Federal Democratic Republic of Nepal”. Hitherto the agendas of economic development had 
been relegated to the backstage as the nation was struggling to find the right political balance. However, now that the nation’s 
political aspirations have been realised, the focus should be turned towards economic development. Only industrialisation and 
the resulting economic prosperity can help Nepal drag itself out of the current situation of pauperism into the mainstream of 
commerce and modernisation. Henceforth, no excuses and colourless economic phraseologies should preclude Nepal from 
marching towards an economic revolution. 

To achieve the aspired economic goals, Nepal needs to focus on new, interactive notions of economic development (apart 
from hydro  and tourism) supported by robust investment in infrastructure and manufacturing industries. Such investment in 
infrastructure will help to mobilise economic actors ranging from financial institutions to labourers. Doing so will help Nepal 
achieve and sustain the year-on-year targeted economic growth of 7-10% and considerably expand the economic size from 
the current level of NPR 2,599 million (USD 26 billion). 

As political fragility becomes a thing of the past, Nepal can learn and execute from the economic development model of other 
countries like South Korea, Malaysia, and Singapore among others. The extraordinary upsurge of the so called Four Asian 
Tigers (Hong Kong, Singapore, South Korea and Taiwan) was primarily based on a strong development of the manufacturing 
industry and equal distribution of wealth. In this regard, Nepal can prioritise the growth of indigenous Small and Medium 
Enterprises (SME) which will concurrently help in increasing employment and export. Likewise, considering the demographic 
situation of Nepal, investment towards physical and human capital should also be prioritised. Currently, approximately 40% of 
the population are in between the age group of 18-40, so Nepal does have the robust foundation of an economically active 
human resource. However, in 20 years, the size of the economically active population will decrease substantially; a right vision 
and proper investments are required to prolong the process of economic development for a substantial period of time.
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Paddy output to increase despite 
floods: Though the flood in August 
caused widespread pandemonium in 
the southern plains of the country, it 
also boosted the productivity of paddy 
by enriching the soil. In this regard, the 
Ministry of Agricultural Development 
has forecasted productivity to increase 
from 3.37 tonnes per hector to 3.57 
tonnes. In the eastern region alone, 
paddy production has been projected 
to increase by 10% this year by the 
regional Agricultural Development 
Office.16 According to senior associate 
scientist at the International Rice 
Research Institute of Nepal, Bhaba 
Prasad Tripathi, in previous years, 
deposits of clay, silt and sand that 
were carried by flowing floodwaters 
covered the paddy fields and hampered 
productivity. This year, however, 
floodwaters flowing from the hills to 
the terai deposited nutrients or organic 
manure to the fields and increased 
paddy productivity. Mr. Tripathi also 
identified uniform rainfall that began 
after the floods and lasted until the 
pre-harvest period, and the fact that 
farmers transplanted submergence-
tolerant paddy as other reasons for 
the increment in paddy output 
despite floods. The contribution of 
the farm sector to the country’s Gross 
Domestic Product (GDP) amounted 
to NPR 691.2 billion in the last fiscal 
year. Paddy alone contributed 20% of 
the total agricultural output.17 

Draft Agriculture Promotion Bill 
to promote contract farming: In 
line with the spirit of the federal 
system, the Agriculture Promotion 
Bill—a policy endorsing ‘Contract 
farming’ as a key element—is under 
government review. The proposed bill 
is expected to ensure market access 
for farmers and attract private players 
in the commercial agriculture sector. 
Adopting contract farming would 
create an efficient supply chain where 
buyers can enjoy a secured access of 
agricultural products and supplies. 
Similarly, on the other side of the 
equation, the producers can have 
access to market and credit facilities.18  
The Agriculture Development Strategy 
(ADS), implemented in FY 2016/17 
with an aim to transform Nepal’s farm 
sector, has also envisaged to enact and 
implement a Contract Farming Act. 

Nepal requests India to send 
fertilisers: To prevent a possible 
shortage of fertilisers during the 
winter crop plantation, Nepal has 
requested India to provide chemical 
fertilisers via a government-to-
government deal. Importing the 
fertilisers through a government-to-
government deal would eliminate 
the lengthy procedures. Normally 
Nepal imports fertilisers through 
global tenders that generally takes six 
months to procure chemical fertilisers 
under the Public Procurement Act. 

It is also very likely that the supplier 
could withdraw the contract if the 
price in the global market increases 
by 20-25%. The Agriculture Inputs 
Company (AIC) faced such a scenario 
twice this year and are therefore 
facing a shortage of fertilisers. As an 
immediate and alternative measure, 
the Government of Nepal (GoN) has 
requested the Government of India 
to provide the fertilisers. The annual 
fertiliser demand of the country stands 
at 700,000 tonnes, of which 90,000 
tonnes are required for winter crops. 
The AIC is reported to have a stock of 
only 2,000 tonnes of fertilisers.19  

Goat raising project for Pashmina 
wool to launch: The Ministry of 
Commerce is working towards 
launching a project that could help 
farmers raise high hill goats (local 
name; Chyangra) for the production 
of pashmina wool. Currently, the 
domestic pashmina industry is 
dependent on yarn imported from 
China. With such a project, this 
dependency could be reduced and 
support could also be provided to 
farmers in the hilly areas of eastern 
Nepal or the high mountainous 
regions in the districts of Manang and 
Mustang. The size of the project is 
expected to be NPR 300 million (USD 
2.89 million) and aims to improve the 
living standard of farmers.20 

AGRICULTUREAGROCULTUREAGRICULTURE

In FY 2016/2017, agriculture output grew by 5.3%, and this fiscal year the growth is estimated 

to be even better on account of increased paddy output despite August floods. Various 

projects and programmes are being adopted by the government to make the country self-

reliant in agriculture, however facilities such as the timely availability of agricultural input, 

year-round irrigation facilities and modernisation of farming techniques still lag behind. 
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Apple production increases in 
western Nepal: The district of Mustang 
has been dubbed the unofficial capital 
of apples, and has been able to increase 
its apple production by 800 tonnes, 
leading to the production of 5,300 
tonnes in the FY 2017/18. The apple 
production in FY 2016/17 was 4,500 
tonnes, and stood at 5,000 tonnes in 
FY 2015/16. Heavy snowfall last year 
contributed in the increment in the 
production of apples this year. Of the 
total 1,115 hectares of suitable land for 
apple farming in Mustang, 415 hectares 
of land is used for apple plantation.21  

OUTLOOK“
With increasing priority afforded to the agriculture sector by the government, strong and positive developments have 
been seen lately. The government should now put concentrated efforts on the delivery of programs ideated by them such 
as the ten year Prime Minister Agriculture Program, ADS etc. to make the country self-sufficient in agricultural products. 

Similarly, Mugu district was able to 
produce a total of 4,500 tonnes of apple 
this year in 1,090 hectares of land. In 
the previous year, 3,391.5 tonnes of 
apple had been produced in 1,075 
hectares of land in Mugu.22 

Fish farming promoted in Morang: 
In the ‘10-year Prime Minister 
Agricultural Program’ envisioned in 
the fiscal budget 2016/17, Morang 
has been declared a ‘fisheries zone’ 
where the GoN has launched a major 
investment programme to improve the 
production of fisheries. The project 

aims to make Morang self-sufficient in 
the production of fish within ten years 
by expanding fisheries command areas 
to 1,141 hectares from the current 
641 hectares. This will increase fish 
production to 7,000 tonnes annually. 
In FY 2016/17, 3,000 tonnes of fish 
were produced and the project aims to 
increase production to 5,000 tonnes 
of fish in FY 2017/18. The current 
fish productivity in Morang stands at 
4 tonnes per hectare, while the project 
aims to increase the productivity 
to 6 tonnes per hectare by adopting 
improved technology.23
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AGRICULTUREENERGYENERGY

TBI Holding’s Tamakoshi III 
project’s survey licence scrapped: 
The government had handed over 
the survey license of a 650 MW 
project to TBI Holding, a company 
owned by the president of the 
NonResident Nepali Association 
(NRNA). The Department of 
Electricity Development (DoED) 
didn’t take much time to approve 
the application to acquire the licence 
for the project that was filed by the 
president of the NRNA. A significant 
number of foreign investors were 
interested in building the project and 
the Investment Board Nepal (IBN) 
had asked them to wait for global 
bidding. The IBN was working on 
launching the international bidding 
process and had already prepared a 
modality for project construction 
under a public private partnership 
(PPP) model after the Norwegian 
developer, Statkraft, backed out from 
the project. Meanwhile, breaching the 
Investment Board Act, the Ministry 
of Energy instructed the DoED 
to initiate the process of project 

implementation. A writ petition 
was filed against the government’s 
decision on providing the licence to 
TBI without competitive bidding. In 
response to the petition, the Supreme 
Court ordered the government to 
suspend the licence.24 

Nalsing Gadh hydropower project 
in limbo: The 410 MW Nalsing Gadh 
hydropower project’s construction 
is being hampered by delays as the 
project’s detailed report has not 
been prepared yet. Due to lack 
of funds, locals affected by the 
hydropower construction have not 
got their compensation. Moreover, 
the Energy Generation Company 
who is authorised to develop the 
hydro project is clueless about the 
modality of the project development. 
The government has allocated NPR 
10 million (USD 96,329.8) but this 
amount is not enough to even acquire 
the required land area, let alone to 
distribute compensation. The cost 
estimate of the project is NPR 100 
billion (USD 963.30 million). Five 

years ago, the NEA had already 
completed the feasibility study of the 
project at a cost of approximately NPR 
1 billion (USD 9.63 million). Because 
of the government’s decision to scrap 
the Nalsing Gadh Development 
Committee and build the project 
under a company model, the project 
is now facing trouble. Prior to this 
decision, the project was being run 
smoothly by the committee, but 
now it has led to a complete halt 
in construction. Nalsing Gadh is 
considered an important project as it 
can produce electricity all year round.25

Adequate power supply this Tihar: In 
order to ensure that an uninterrupted 
and adequate electricity supply was 
available during the Tihar festival, the 
NEA team was effectively working at 
various substations to immediately 
respond to any power supply 
disruptions. The estimated demand 
of energy was 1,200 MW and the 
NEA had made arrangements to have 
1,252 MW of energy at their disposal. 
Arrangements were made such that a 

The Nepal Electricity Authority (NEA) has been working effectively towards eliminating 

power shortages by boosting electricity generation and managing load distribution via 

various transmission lines. Despite its continuous efforts, the demand of electricity may not 

be met by supply due to the dry season. The development of hydropower projects has been 

hindered by various issues such as a lack of funds and inefficient work by contractors. One 

instance that proved particularly detrimental to project development was when the NEA 

issued a survey license for a hydro project to a company; the license was subsequently 

suspended by the government following an edict from the Supreme Court. Meanwhile, the 

NEA and China Three Gorges Corporation (CTGC) have signed a joint venture deal to 

construct the 750 MW West Seti Hydro Project and the development work is to start soon.  
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total of about 802 MW out of 1,252 
MW was to be received from the 
NEA owned plants (442 MW) and 
privately-owned plants (360 MW). The 
remaining 450 MW was imported from 
India through various transmission 
lines. The NEA also had an option of 
drawing an extra 10 MW of energy 
from a diesel plant situated in Hetauda 
in case of an emergency. Besides, the 
authority had also taken care of the 
distribution system by distributing 
the electricity load proportionately 
throughout the country considering 
the festive season.26 

Nepal to endorse International 
Renewable Energy Agency 
(IRENA) Statute: The IRENA is an 
intergovernmental organisation that 
supports countries in their transition 
to a sustainable energy future. It 
serves as the principal platform for 
international cooperation, a centre 
of excellence, and a repository of 
policies, technology, resources and 
financial knowledge on renewable 
energy. Nepal became the 153rd 
nation to endorse the IRENA 
Statute. According to the Minister for 
Population and Environment, Nepal 
has already signed the IRENA Statute 
but Parliament is yet to endorse it. 
IRENA encourages governments to 
adopt policies for renewable energy 
investments, and provides practical 
tools and policy advice to accelerate 
renewable energy deployment. It also 
facilitates knowledge sharing and 
technology transfer to provide clean, 
sustainable energy for the world’s 
growing population. In addition, the 
agency facilitates cooperation between 
its members, while also establishing 
a close collaboration with existing 

organisations that promote the use 
of renewable energy. Being a member 
of IRENA, Nepal is looking forward 
to getting international support in 
promoting renewable energy, for 
necessary study and research, and for 
national-level data management.27 

NEA’s solar plant contract backed 
by World Bank: The NEA had 
decided to award the contract to 
install a 25 MW solar plant to Raijin 
Energy Co., a Chinese company. 
The NEA initially took two years to 
appoint a contractor for the project 
due to rising controversies in the 
procurement process. The contract 
was finally awarded to Raijin Energy 
Co. by the new managing director 
of the NEA. However, the NEA 
was accused of breaching the Public 
Procurement Act by awarding the 
contract to the Chinese company by 
the Parliamentary Public Account 
Committee (PAC) and was ordered 
to scrap the contract. The PAC’s 
complaint is based on the fact that the 
price of NPR 3.7 billion (USD 35.64 
million) quoted by Raijin Energy 
Co was NPR 680 million (USD 
6.55 million) higher than what was 
proposed by the previous contractor. 
The contract is now suspended for 
the time being. Meanwhile, the 
World Bank has defended the NEA’s 
decision claiming that the NEA 
followed the procurement policies 
and practices adopted by the 189 
member governments of the World 
Bank Group that signed the funding 
agreement with Nepal.28 

Dhalkebar sub-station contract 
bid: The NEA had terminated the 
contract of the 220 KVA Dhalkebar 

sub-station with Central China 
Power Grid (CCPG), a Chinese 
company, due to non-performance 
of the company. Around 10% of the 
work is left and the NEA is seeking 
to speed up the development. The 
NEA will soon announce a bid 
for the project among a select few 
contractors and is looking forward 
to applications from at least three 
companies. The estimated cost of the 
remaining work is being calculated 
and a list of the work that is needed 
to be done is being prepared. India’s 
Power Grid Corporation and the 
NEA are working on these. They will 
probably complete the work within 
the next four months. The NEA is 
working hard to add more power to 
its grid and eliminate load-shedding 
despite hindrances like controversies 
regarding energy-efficient led bulbs 
and delayed development work. The 
termination of the contract is yet 
another impediment. However, the 
NEA is hopeful that it will be able to 
start generating power from the 30 
MW Chameliya hydropower project 
by the end of December to improve 
power supply in the coming days.29 

NEA and CTGC sign a joint 
venture pact: The IBN and CWE 
Investment Corporation, a subsidiary 
of CTGC, signed a memorandum 
of understanding (MoU) in August 
2012 to construct the 750 MW 
West Seti Hydropower Project. 
According to the MoU, the Chinese 
company will have a 75% share in 
the joint venture company while 
the remaining share will be held by 
the NEA. The NEA’s chief and the 
CTGC’s vice-president initiated a 
joint venture agreement. The NEA 
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board immediately approved the 
agreement, while the CTGC took 
months to endorse it. The CTGC has 
sought clarity on a number of issues 
such as the capitalisation of pre-
incorporation expenses, modality of 
issuing shares to locals and the power 
purchase rate for generated electricity. 
The company is worried that if shares 

are issued to the general public, it 
might automatically become a public 
limited company. The IBN officials 
are trying to convince the CTGC that 
proper mechanisms will be developed 
so it will not have to go public. Despite 
this worry on the part of the CTGC 
and because a majority of the other 
issues have already been addressed, 

the NEA and the CTGC signed a final 
agreement on 16 November, 2017 
when the CTGC visited Kathmandu 
on invitation from the NEA. The 
West Seti Hydro Project is expected to 
generate 2.8 billion units of electricity 
per year. The estimated cost of the 
project is NPR 186.86 billion (USD 
1.8 billion).30

OUTLOOK“
The sluggish development of hydro projects has hindered the expected generation of 10,000 MW of electricity within a period of 
10 years. Nepal’s electricity demand is likely to increase by around 200 MW during the dry season. Even though the country’s 
installed capacity of hydroelectricity is expected to go up, generation of electricity is expected to drop by a third due to a decrease 
in water levels in most of the river basins. Work on the Dhalkebar Substation needs to be completed as soon as possible so that 
the country can import more energy. The NEA should have a concrete plan to overcome the current issues that are affecting 
the hydro projects so that Nepal will not have to face routine power cuts again.



29NEFPORT ISSUE 31 – DECEMBER 2017

AGRICULTUREINFRASTRUCTUREINFRASTRUCTURE

Construction of Inland Container 
Depot (ICD) within Kathmandu 
Valley: The construction of the 
ICD and exhibition centre project 
is expected to move quickly with 
Cabinet officially handing over the 
land at Chobhar to the Ministry of 
Commerce. The project is part of 
the Nepal-India Regional Trade and 
Transport Project. The project cost is 
estimated at NPR 1.5 billion (USD 
14.5 million) which will be funded 
under the World Bank soft loan.32 

Inadequate aviation infrastructure 
restricting expansion of domestic 
fleet: The study conducted by the 
Civil Aviation Authority of Nepal 
(CAAN) on airport capacity indicates 
that the existing infrastructure is 
inadequate to support expansion of 
domestic airline fleets. The study 
highlights that a lack of parking space 
is particularly problematic, as many 
existing airlines have upgraded their 
fleet to bigger aircrafts. The study also 
recommends a stoppage of further 
issuance of Air Operator’s Certificate 
on grounds of insufficient space.33 

Entry of latest radar system in 
Nepal: The NPR 906 million (USD 
8.7 million) Monopulse Secondary 
Surveillance Radar (MSSR) 
project was initiated by the Japan 
International Cooperation Agency 

(JICA) as part of the Tribhuvan 
International Airport modernisation 
project. After much delay, the CAAN 
is expected to conduct flight testing 
of the new radar system. The MSSR 
system provides improved accuracy 
and enhanced surveillance.34 

Target set for completion of Gautam 
Buddha International Airport: In a 
bid to achieve 80% of the physical 
progress by June 2018, Northwest 
Civil Aviation Airport Construction 
Group (NCAACG) has been asked 
to complete 6% of the physical 
construction per month. The 
government had earlier contemplated 
sacking the NCAACG as a result of 
delays and non-compliance of terms 
and conditions. Initially the project 
was to be completed by December 
2017 however, due to unprecedented 
delays the project completion 
deadline has been pushed to June 
2018. The government decided to 
retain the contractor as it showed 
satisfactory progress. On completion 
of the first phase, the airport 
is expected to handle 600,000 
passengers annually.35 

New Civil Aviation Bill on the tables: 
A draft of the Civil Aviation Bill has 
been sent to the Ministry of Law, 
Justice and Parliamentary Affairs for 
input.36 Key highlights of the bill are:

n CAAN is to be split into two 
entities i.e., aviation regulator 
and airport service provider. 

n Separate airport and air 
navigation services will be set up 
to operate as service providers and 
will be a public limited company.

n The service provider company 
will be led by a CEO and 
shall be responsible for 
airport management, terminal 
management, ground handling, 
airport security, rescue and fire-
fighting, airport infrastructure 
development, airport fee and tax 
collection, and air traffic control.

n The regulator will be responsible 
for licensing and regulating 
aviation professionals and pilots, 
engineers, air traffic controllers, 
airlines and aerodromes.

Alternative roads leading to 
Kathmandu to be built: In line 
with the Asian Development Bank’s 
commitment to lend assistance of 
NPR 50 billion (USD 481.7 million), 
a Korean company has been selected to 
carry out a study for the construction 
of two alternative roads in addition 
to the existing Nayarangadh-Muglin 
road section and the Prithvi Highway. 
One of the alternative roads will 
extend from Muglin to Tanahun 
while the second alternative road will 
run parallel to the current main road 

Investment in infrastructure is one of the key elements for the economic development of Nepal. 

Lack of investments has resulted in poor and minimal infrastructure that has hindered the 

economic growth of the country. The country’s current investment of 4-5% of Gross Domestic 

Product (GDP) is hugely inadequate. It is estimated that more than 10% of the GDP is required 

for current infrastructure investment.31 
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from Malekhu Dhading to Bhandara 
Chitwan.37 

Government allows purchase of fast 
track road project detailed project 
report: The Directorate Committee 
for the Kathmandu-Tarai Expressway 
project has been instructed by Cabinet 
to negotiate and finalise the amount 
to be paid to Infrastructure Leasing 
& Financial Services (IL&FC).38 The 

Table 1: East-West Electric Rail DPR status

S.No Details Length Status

1 Bardibas-Simara section 108 km Completed

2 Simara-Tansariya section 127 km Completed

3 Tansariya-Butwal section 64 km Completed

4 Bardibas-Inaruwa section 137 km In-progress

5 Inaruwa-Kakarvitta section 103 km In-progress

6 Butwal-Lamahi section 115 km In-progress

7 Kohalpur-Lamahi section 102 km In-progress

8 Kohalpur-Sukhad section 95 km In-progress

purchase amount is yet to be finalised. 
The Nepali Army has been given four 
years by the government to complete 
the project.

Kathmandu Metropolitan City (KMC) 
office budgets NPR 800 million for 
road repair: The KMC has planned 
to set aside NPR 800 million for fixing 
potholes.  NPR 250 million has been set 
aside for the first phase of road repairs 

while NPR 550 million has been set 
aside for the second phase of repairs.39 

East-west electric rail Detailed Project 
Report (DPR) to be completed by 2018: 
The 945 km east west electric rail project 
is planned to be completed within the 
next 5 years with a total investment of 
NPR 69.52 billion (USD 670 million).40 
The DPR status of the East-West Electric 
Rail is as per table 1 below:

OUTLOOK“
The infrastructure gap in the country is widening, putting excess pressure on existing infrastructures. It is important that the 
country invest massively in energy and transport to unleash its economic potential. It is necessary for the country to leverage 
the available natural resources and attract/encourage the private sector and foreign investment to invest in infrastructure. Hence 
it is important for the government to identify and remove regulatory and policy hurdles that restrict investment in infrastructure. 
Further, it is important to refrain from politicising national priority projects which sends out a negative message to investors 
with regard to the safety of their investments. 
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AGRICULTUREINFORMATION AND 
COMMUNICATION TECHNOLOGY

INFORMATION AND 
COMMUNICATION TECHNOLOGY

Hacking of government websites: The 
websites of at least 19 government 
agencies of Nepal were hacked by a 
hacker group named “Hacker CWNE” 
that is supposedly Palestinian. 
According to a Facebook post on the 
group’s page, they have managed to 
hack the websites of the Ministry of 
Physical Infrastructure and Transport, 
the Office of the Attorney General, 
the Nepal Engineering Council, the 
Regional Agricultural Directorate, the 
Department of Urban Development 
and Building Construction, the 
Nepal Seismological Centre, and the 
Solid Waste Management Technical 
Support Centre, among others. Out 
of the 19 hacked websites, 16 of them 
have IP addresses in Nepal, two in 
Canada and one in the United States. 
The vulnerability of the websites 
has been attributed to the hiring 
of inexperienced IT officers, poor 
auditing of website security and 
contents, and the use of fragile servers 
for hosting.41 

International telecommunication 
traffic to be monitored soon: In order 

to ensure that the right amount of 
revenue is received by the government 
through international call traffic, 
Nepal Telecommunications Authority 
(NTA) is in the process of developing 
a mechanism of monitoring 
international calls made by domestic 
telecom companies. In the absence 
of such a mechanism, the rates and 
volume of international calls as 
declared by the telecom companies 
have been used as a basis for collecting 
revenue from domestic telecom firms. 
Meanwhile, the telecom regulator has 
sought applications from interested 
foreign companies willing to provide 
consultancy services to the NTA to 
develop such a mechanism. Once the 
NTA has a system that can detect the 
international calls at the international 
gateway itself, illegal calls can be easily 
tracked.42 

NT and Ncell dominate the telecom 
market: Out of the six telecom service 
providers in the country, NT and 
Ncell have a combined market share 
of 93%. According to the NTA’s MIS 
report, NT and Ncell individually 

cover 49% and 44% of the market 
share respectively. The rest of the 7% 
is covered by other four companies 
namely United Telecom Ltd (UTL), 
STM Telecom, Smart Telecom and 
Nepal Satellite.43 

Plans to deliver free internet service 
in Kathmandu Valley: In order to 
increase internet access, the NTA has 
requested proposals from domestic 
internet service providers (ISP). In 
the first phase, the telecom sector 
regulator plans to develop an internet 
broadband network and provide free 
internet services in areas around Singha 
Durbar, Media Village at Sinamangal 
and Padma Kanya Multiple Campus 
in Dillibazar. The project will be 
awarded to the lowest bidder and will 
be fully funded by NTA. Meanwhile, 
the ISP winning the bid will be able 
to charge its customers a minimum 
rate after two years as fixed by the 
NTA.44 Four ISPs namely Subisu, 
WorldLink, BroadLink and Vianet 
have submitted proposals to provide 
free internet in the mentioned areas, 
with Vianet as the lowest bidder.45  

In the review period, the government has taken several initiatives for the development of 

the Information Communication and Technology (ICT) sector of Nepal. It has come up with 

various plans to provide free internet services in all areas of the country. According to Nepal 

Telecommunication Authority (NTA)’s Management Information System (MIS) report, Nepal 

Telecom (NT) has the highest market share of 52.76% in terms of data/internet. It is followed 

by Ncell with a 44.03% market share. The government has also come up with ways to 

monitor domestic telecom companies. However, the ICT infrastructure of the government is 

plagued by a lack of security and inexperienced Information Technology (IT) officers. 
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Viber Out service illegal in Nepal: 
The Viber Out service has been 
termed illegal in Nepal by the NTA. 
As per the provisions of domestic 
laws, IP to IP calls are allowed but 
calling from IP to mobile/landlines 
or vice-versa is restricted. The 
telecom regulator has also warned 
the domestic service providers 
against promoting this service in the 
country in association with Viber. 
Viber Out service enables users to 
use their smartphones to make calls 

to landlines or mobile phones even in 
an offline mode, thereby eliminating 
the hassles of roaming and the usage 
of local SIM cards during foreign 
travel.46 

Every ward to have access to 
free internet within a year: With 
a view of developing information 
technology for the growth of local 
levels as Nepal moves towards a 
federal government structure, the 
development committee under 

Legislature-Parliament has instructed 
concerned bodies to ensure that 
free internet services are available 
at all wards of rural municipalities 
by 31 October, 2018. The directive 
aims to ensure the penetration of 
telecommunications and internet 
services in all 753 local units of the 
country. Meanwhile, the process 
of expanding optical fibre has been 
expedited to ensure that free internet 
service is made available all over the 
country within the span of a year.47

OUTLOOK“
The provincial and federal elections prompted various political parties to come out with their election manifestos and state 
their motives in developing different sectors of the country. For instance, in the ICT sector, the election manifesto of the Nepali 
Congress states that private-public partnerships will be given priority in order to expand and utilise the broadband reach through 
broadband infrastructure development, linking Nepal with the international information network and the creation of broadband 
content and application. Such provisions in the manifestos of the political parties are expected to bring positive developments 
in the ICT sector of the country if the winning government is able to come with strategies to effectively implement their plans.
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REAL ESTATEREAL ESTATE

Confusion over payment of rental 
tax: With the reinstatement of the local 
bodies, there has been a tussle between 
the Kathmandu Metropolitan City 
(KMC) and the Ministry of Finance 
(MoF) with regards to the collection 
of house rent tax. The house rent tax 
under Schedule 8 of the Constitution 
falls under the jurisdiction of the 
local government. As a result, the 
KMC has been charging 12% rental 

tax from house owners based on 
the Municipal Council’s decision. 
Previously, the central government 
was charging 10% and the local 
government 2% as house rent tax. 
However, the MoF argues that as per 
the income tax act, house rent tax is 
part of the income tax and thus comes 
under the jurisdiction of the central 
government as per Schedule 5 of the 
Constitution.48 

Supply of housing units within 
Kathmandu valley: As per the 
Kathmandu Valley Development 
Authority, there are 57 housing 
projects registered in Kathmandu, 
while 36 housing projects are 
registered in Lalitpur. A total of 5,690 
housing units were registered in the 
two districts. Similarly, there are a total 
of 105 apartment projects registered 
in Kathmandu and Lalitpur.49

Housing and real estate represent a significant portion of most people’s wealth and this is 

especially true for many people in Nepal. It is estimated that the net worth of many Nepalis 

is tied up in real estate. The size, scale and returns from the real estate market make it an 

attractive and lucrative sector for many investors in Nepal.  

OUTLOOK“
The housing and real estate sector in Nepal over the years has been impacted by a series of decisions made by the Nepal 
Rastra Bank (NRB) such as consumer credit caps and Business and Financial Institutions (BFI) loan portfolio caps.  The 
housing market which was normalising after the earthquake and the blockade of 2015 has been affected as a result of the 
NRB’s policy in February to tighten BFI lending on real estate and home loans. NRB reduced the maximum limit of personal 
loans capped at NPR 10 million (USD 96,000) to NPR 7.5 million (USD 72,000). NRB views the housing and real estate sector 
as an unproductive sector despite the fact that the sector provides direct employment to thousands of Nepalis and supports a 
majority of the Nepali manufacturing sector. The sector’s direct contribution towards the use of cement, sand, stones, wires, 
iron and steel is commendable. Similarly, its indirect contribution towards other sectors such as the furniture industry, sanitary 
industry, arts and crafts etc. makes the real estate sector particularly productive.
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EDUCATIONEDUCATION

School Sector Development 
Plan (SSDP) falls short of goals: 
Endorsed by the government in 
2009 as a means of improving overall 
quality of education in the country, 
the donor-funded SSDP has fallen 
short of several of its goals. While the 
initiative has improved the physical 
infrastructure of some schools, the 
overall quality of education has 
remained unchanged.50 

Since its inception, the project has 
spent approximately NPR 400 
million (USD 3.85 million) in each 
district every year. However, despite 
the massive influx of money, little 
improvement has been made on 
key indicators such as enrolment of 
students and student-teacher ratios 
in districts including Dang, Illam, 
Chitwan, and Kapilvastu. A closer 
inspection of fund allocation suggests 
an overemphasis on infrastructure 
development and not enough focus 
on the effective training of teachers. 
As a result, the state of public schools 
has continued to deteriorate despite 
the influx of funds. 

SSDP extended amidst criticism: 
Amidst criticism that the SSDP is a 
centrally imposed program that goes 
against the spirit of federalism, the 
government has extended the NPR 

1.1 trillion (USD 10.6 billion) SSDP 
for another seven years. According to 
the Ministry of Education (MoE), 
88.8% of the cost will be borne by 
the government, 2.9% by the World 
Bank/International Development 
Association (IDA), and 4.5% by 
other joint financing partners (JFPs)/
non-JFPs, leaving a financing gap of 
3.8%.51 

Prepared by the government in 
consultation with stakeholders 
(including development partners), the 
seven-year SSDP aims to contribute 
directly towards Nepal’s goal of 
attaining middle-income country 
status by 2022 and to meet the 
sustainable development goal (SDG) 
targets for education by 2030. The 
objectives of SSDP include improved 
teaching and student learning 
outcomes, improved equitable access 
to basic and secondary education, 
and strengthened education system 
management and governance.

Experts, however, have warned that 
the new federal structure—where 
accountability of the school system 
lies with local bodies—might prove 
to be a further challenge for SSDP. 
“SSDP is centrally oriented and will 
only benefit government officials,” an 
expert warned.   

High-level commission tasked with 
federalising education system: 
The government has formed a 
high-level education commission 
(HLEC) headed by the Education 
Minister to work on the federal 
structure of the education system in 
the country. Another high-level task 
force has been formed to settle the 
immediate problems of the sector and 
recommend an outline of long-term 
reforms.52 

According to the MoE, Cabinet 
formed the 65-member HLEC 
headed by the Education Minister as 
well as the 11-member high-level task 
force headed by the former Education 
Minister. 

The HLEC will examine policy 
implementation from primary to 
university levels and identify the 
federal structures needed at the 
central, province and local levels. The 
commission will submit reports on 
education policy, programmes and 
structure to the government within 
five months. The task force will work 
to identify the prevalent problems of 
the sector and recommend an outline 
of long-term reforms.

Ninth amendment to Education Act 
passed: Despite strong reservations 

The government has made some questionable decisions regarding the education sector in the 

last quarter. The ninth amendment to the Education Act, which paves the way for unqualified 

temporary teachers to achieve permanent status, has been particularly troubling. Experts 

warn that the amendment is severely detrimental to Nepal’s public education system and the 

move has already caused a major fallout with education experts and students alike.
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from lawmakers, Parliament endorsed 
the ninth amendment to the Education 
Act-1972, which paves the way for 
hundreds of temporary teachers to get 
permanent status without sitting for 
competitive exams.53 

Under the new amendment, 
temporary teachers drafted before 
6 August, 2004 will be eligible to 
get permanent status if they secure 
the minimum pass marks of 40. 
Meanwhile, 75% of the vacancies in 
community schools will be reserved for 
temporary teachers recruited between 
6 August, 2004 and 29 July, 2016, 
while only the remaining 25% will be 
hired through open competition. The 
amendment was introduced to meet 
the demands of agitating temporary 
teachers who were staging a hunger 
strike. 

Lawmakers have criticised the bill 
for putting the future of millions of 
students in public schools at risk as well 
as for closing the doors on competent 
teaching aspirants. Experts warn that 
this bill will bar fresh candidates from 
entering the education sector and that 
the move will further ruin the already 
ailing public education sector. 

In response to the move, two 
education experts expressed serious 
reservations about the amendment to 

OUTLOOK“
Nepal’s move towards federalism has already had major effects on the education sector. The MoE has taken steps to keep up 
with the sector’s needs under the new federal structure and the HLEC was formed to examine the education sector and identify 
the federal structures needed at the central, provincial and local levels. However, it is doubtful whether any recommendation 
made by the HLEC can overcome the adverse effects of the tabled Education Act (Ninth Amendment) Bill. It is important that 
the MoE give due consideration to the serious reservations expressed by experts and lawmakers regarding the bill. Allowing 
temporary teachers permanent status without a credible selection process has put the future of some six million students at 
risk and has further jeopardised an already ailing sector. 

the Education Act and resigned from 
their membership in the HLEC.54 

Local governments start work 
on school education: With the 
authority to manage schools coming 
their way, local governments 
have started forming committees 
to formulate policies to boost 
quality at state-funded schools.55 
The Constitution authorises local 
governments to govern education up 
to grade 12, which includes designing 
curriculums, managing teachers, 
assessing students as well as making 
payments to teachers and building 
infrastructure.

The MoE has started allocating funds 
for salaries to the local governments 
while funds for infrastructure 
development will be directed to local 
authorities gradually. Since 90% of 
the central government’s budget is 
allocated for salaries, local federal 
units will have to generate their 
own revenues to invest in quality 
education. 

The Intergovernmental Fiscal 
Transfer Act endorsed by Parliament 
in the first week of October 
authorises local level bodies to use 
25% of the royalty collected from 
natural resources. It also permits 
them to levy tax on vehicles, housing 

registration, rent, land revenue, 
entertainment, advertisement, 
business and hoarding boards. 
They can also collect revenues from 
tourism, service tax and natural 
resources, among others. 

Students protest ninth amendment 
to Education Act: Students from 
the education stream of Tribhuvan 
University launched a protest against 
the government’s decision to give 
permanent status to a majority 
of temporary teachers without 
requiring them to sit for competitive 
tests. Dozens of students staged 
demonstrations in Maitighar, 
demanding that the government 
scrap the ninth amendment to the 
Education Act-1972.56 

In a statement, the student protesters 
said that they would start a hunger strike 
if the court verdict goes against them 
and even threatened self-immolation 
if the government remained adamant 
in its decision. They have asked the 
government to call for open vacancies 
where fresh graduates and temporary 
teachers are given the opportunity to 
compete via the tests. 

The agitating students have claimed 
that the government and the political 
parties are conspiring to destroy 
public education.
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HEALTHHEALTH

Increased risk of lead poisoning 
among children: A study conducted 
on 100 school going children—50 
each in Kathmandu and Birgunj 
showed an elevated level of lead 
in their blood. Likewise, research 
conducted by the Nepal Health 
Research Council (NHRC) showed 
that from 300 children who were 
between the ages of 6 to 36 months 
in the Kathmandu Valley, almost 
65% had a lead content of more 
than five micrograms per decilitre in 
their blood. Children are generally 
exposed to lead through contact with 
paints that are high in lead content, 
lead painted toys, furniture, walls, 
lead contaminated food items, and 
inhalation of lead mixed air.57 

Dr. KC’s series of hunger strikes: 
Dr. Govinda KC staged his 12th 
hunger strike on 25 September as 
the government made preparations 
to endorse the National Medical 
Education Bill-2074 without making 
any amendments. One of his demands 
was that the Health Profession 
Education (HPE) Bill be endorsed 
after recommendations made by the 
Mathema Committee Report are 
incorporated into the bill.58 However, 
Dr. KC postponed his 12th hunger 
strike on 27 September following the 

suspension of Parliament which was 
responsible for endorsing the bill.59 

He began his 13th hunger strike 
on 5 October with demands of 
amendments to the HPE Bill.60 Three 
more demands were added including 
the termination of the Education Act, 
the provision of accessible and free-
of-cost health services and education 
for the poor and the middle class 
people, and the cancelling of affiliation 
granted to dozens of colleges by the 
Council for Technical Education 
and Vocational Training (CTEVT).61  
Cabinet has decided to introduce an 
ordinance on 18 October to endorse 
a new law incorporating all the 
provisions of the HPE Bill and address 
the demands of Dr. KC. Parliament 
members will be decided after the 26 
November and 7 December elections, 
and these members will have to pass 
the ordinance within 60 days of the 
formation of Parliament.62

Endorsement of Health Insurance 
Bill: With the view of ensuring that all 
citizens of the country have access to 
preventive, curative and rehabilitative 
health services and do not have to bear 
the financial burden of paying for such 
services, Parliament has endorsed the 
Health Insurance Bill. One of the 

major provisions of the bill includes 
mandatory health insurance. Clause 21 
of the bill states that each household 
will be considered as a unit and all 
family members must enrol themselves 
in the universal health coverage 
programme. Meanwhile, as per the 
new health law, a health insurance 
premium will be levied depending on 
the income of each family. In order 
to oversee and coordinate the health 
insurance, a provision to set up a 
health service board has also been 
made.63 

Rising cases of breast cancer 
in the country: According to the 
medical director at Bhaktapur Cancer 
Hospital, the number of breast cancer 
patients has been increasing at a rate of 
5% every year. 200 new cases of breast 
cancer are diagnosed yearly out of the 
estimated 3,500 to 4,000 new cancer 
patients in Nepal. Generally, women 
between 40 and 45 years, and 60 and 
65 years are found to be suffering from 
breast cancer. Meanwhile, according 
to the Bhaktapur-based cancer 
hospital, breast cancer has also been 
diagnosed in men above the age of 60. 
Lack of exercise, delivering children 
after crossing the age of 30, and 
the presence of cancer in the family 
history have been identified as risk 

With the number of health-related problems rising all over the country, urban dwellers are 

increasingly becoming the victims of various diseases, mainly due to unhealthy lifestyles and 

rising levels of pollution. Meanwhile, the government has come up with various programs 

such as the endorsement of the Health Insurance Bill to improve the health sector of the 

country. However, the strategies to address these programs are yet to be worked on and 

effectively implemented.                      
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factors that could lead to an increased 
susceptibility to breast cancer.64 

Protests by the doctors: The 
Nepal Medical Association (NMA) 
conducted a series of protests against 
a law proposed by Cabinet that 
required the attending physician to 
pay compensation for harm done 
to patients in the treatment process 
if an investigation revealed that the 
harm was caused by the doctor’s 
negligence. As a part of the protest, 
all forms of medical services other 
than emergency ones were halted 
in hospitals all over the country.65 
An agreement was reached between 
the NMA representatives and the 
government to amend the law to 
include a provision of punishment 
for those involved in assaulting the 
doctors and vandalising hospitals. 
The other initiatives taken by the 
government to address the demands 
of the agitating doctors included the 

increment of the retirement age of 
doctors to 65 years, the elimination 
of the provision to charge 5% tax to 
patients and a provision to appoint 
a health secretary from the health 
sector.66 However, several health-
related organisations were dissatisfied 
with the deal and demanded the 
removal of the provision that raised the 
retirement age of doctors to 65 years.67 

Increased risk of heart diseases 
amongst Nepalis: The number of 
heart patients is increasing in Nepal 
due to unhealthy lifestyles and 
unhygienic eating habits. According to 
a consultant cardiologist, around 7-8% 
of the urban Nepali population are 
victims of heart ailments. Also, as per a 
senior consultant cardiologist at Norvic 
Hospital, such cases of heart diseases in 
Nepal have doubled in the last decade. 
Meanwhile, six million people in Nepal 
are at high risk of heart problems, 
with males being more prone to heart 

diseases than females. The reasons 
behind heart diseases include high 
consumption of tobacco, alcohol, high 
blood pressure, hypertension, high 
cholesterol, obesity, physical inactivity, 
stress, diabetes, unhealthy diet and 
various other reasons.68 

Rising cases of renal failure among 
migrant workers: On an average, three 
migrant workers returning to Nepal 
from Gulf countries daily are diagnosed 
with kidney problems. The majority of 
such migrant workers with renal failure 
come from the countries of Saudi 
Arabia and Dubai. According to the 
executive director of Sumeru hospital 
and National Kidney Centre, 70 such 
returnees have been undergoing dialysis 
at the National Kidney Centre. The 
reasons behind such health problems 
have been attributed to dehydration 
caused by having to work in the 
scorching heat and increased stress 
levels due to the long working hours.69

OUTLOOK“
With the completion of federal and provincial elections, developments in the health sector will depend on the level at which the 
new government will favour the health reforms. For instance, Dr. KC’s efforts in the medical education sector will go in vain if the 
new government does not favour the reforms. Likewise, the country will face challenges in implementing the health insurance 
scheme as it moves towards a federal structure. Meanwhile, various political parties have published their election manifestos 
and have promised reforms in the health sector. For instance, Nepali Congress in its election manifesto has claimed that it 
will ensure health insurance for every Nepali citizen and mobilise non-governmental agencies as service providing agencies. 
Positive developments in the health sector are expected in the coming days provided that the political parties effectively 
implement their plans as per their election manifestos.
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TOURISMTOURISM

Nepal awaits arrival of magic figure 
of one million tourists: The Nepali 
tourism industry is on the verge of 
making history by welcoming one 
million tourists this year. According 
to the Department of Immigration, 
the number of tourists jumped 
25.47% to 757,448 individuals 
in the first ten months of 2017 
compared to 603,656 individuals 

Nepal’s tourism industry has surpassed a number of records this year. The country has 

already received a record number of tourists and is expected to welcome the magic figure of 

one million tourists by the end of the year. The old tradition of organising tourism festivals in 

various parts of the country continues to grab the attention of tourists. New initiatives such 

as country-specific tourism marketing strategies and the Hello Doctor Service should be 

promoted in the days to come. The Civil Aviation Authority of Nepal (CAAN) should prioritise 

the improvement and upgradation of on-going projects and start implementing new projects.

in the corresponding period last 
year. India was the largest source 
of tourists with 133,029 tourists 
arriving in the first ten months of 
2017, a 40.97% increase from the 
same period last year.70 Similarly, 
arrivals from China improved to 
83,342 in the first half of 2017, 
up 3.36% from the same period 
last year. Tourists arriving from the 

USA, Sri Lanka, United Kingdom, 
Thailand, Myanmar, Republic of 
Korea and Australia also improved. 
The collective effort of the private 
sector, the Nepal Tourism Board 
and social media marketing are key 
factors behind the arrival of a record 
number of travellers. Figure 14 
highlights the top ten countries in 
terms of tourist arrivals.

Tourist Arrival (JAN-OCT 2017)

Figure 14: Top ten countries in terms of tourist arrivals

Source: Department of Immigration 
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Tourism income hits record last fiscal 
year: The Nepali tourism industry saw 
a robust growth of 40%, earning a 
record NPR 58.52 billion (USD 563.73 
million) in the last fiscal year 2016-
17, which ended mid-July. A total of 
845,147 visitors came to Nepal in the 
last fiscal year.71 The country earned 
NPR 41.76 billion (USD 402.27 
million) in FY 2015/16 and NPR 
53.42 billion (USD 514.59 million) in 
FY 2014/15 respectively as shown in the 
Figure 15. Tourism earning is calculated 
by adding the charges collected at the 
airport and the money earned by hotels 
and travel agents. Data received from 
money exchangers are also considered 
while calculating tourism income. FY 
2016/17 was one of the most productive 
years as the private sector actively 
engaged in tourism promotion abroad.

Government prepares new strategies 
for tourism marketing: Considering 
tourist arrival statistics, the 
government has prepared country-
specific tourism marketing strategies 
with a view to increase tourist 
inflow. In an interaction programme 
organised by Qatar Airways, Tourism 
Secretary Maheshwor Neupane made 
public the new strategies that will 

be executed by the Nepal Tourism 
Board.72 The plans, however, are yet 
to be approved. The government 
is planning to practice specific 
marketing strategies for specific 
countries. For example, Nepal can 
be marketed as a destination for 
Hindu pilgrims in India, whereas in 
Thailand, Myanmar, Sri Lanka, and 
South Korea, it can be marketed as a 
Buddhist tourism destination instead. 
Similarly, promoting Nepal as an 
adventure tourism destination to 
attract youths from around the globe 
would help boost the flow of tourists.

Aviation projects at a standstill: Due 
to disputes between Tourism Minister 
Jitendra Narayan Dev and Director of 
the CAAN, Sanjiv Gautam, the budget 
for the aviation project has not yet been 

passed. As a result, airport upgradation 
projects and construction work have 
been at a standstill. The planned budget 
estimate is NPR 43.58 billion (USD 
419 million). Minister Dev had called 
a meeting of the board of directors 
on 15 November, 2017, with the 
intention of passing the budget, but the 
requirement for minimum number of 
board members present was not met.73 

Due to the delay in approving 
the budget, tenders have not been 
opened and safety programs have 
been adversely affected. Likewise, 
old construction projects have been 
delayed and a number of new projects 
are yet to start. Following the budget 
approval, the long overdue Tribhuvan 
International Aiport (TIA) runway 
improvement project is expected to 
gather pace. Although some of the 
firms were shortlisted for the project, 
they have not yet been invited to 
submit their proposals, as CAAN has 
not been able to hold a board meeting. 
Funds have already been allocated 
for the project to extend the taxiway 
from the southern tip of the approach 
point of runway two. Similarly, there 
are plans to build a new helipad on 
the eastern side of the runway which 

will accommodate 30 choppers. 
Likewise, expansion of the helipads at 
Nepalgunj, Simikot and Lukla airports 
are in the pipeline. Moreover, NPR 
9.55 billion (USD 92 million) has 
already been allocated by the project to 
improve TIA. The TIA improvement 
project includes plans to extend the 
3,050 metre runway and expansion of 
the international terminal building. 

Figure 15: Tourism income

Source: Nepal Rastra Bank (As of FY 2016/17 mid-July)
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Gautam Buddha Airport is also to be 
upgraded to an international airport. 
The inability of CAAN to hold a board 
meeting and approve the budget is 
hindering projects that have been 
planned already and are also delaying 
new projects.

Annapurna Sanctuary Tourism 
Festival-2074: The Annapurna 
Sanctuary Tourism Festival-2074 
kicked off on the Annapurna Base 
Camp (ABC) at a height of 4,160 
meters on 11 October, 2017. The 
festival was jointly organised by 
the Nepal Tourism Board (NTB), 
Annapurna Conservation Area 
Project (ACAP), National Trust for 
Nature Conservation (NTNC) and 

Annapurna Sanctuary Tourism Festival 
Committee. An investment of around 
NPR 15 million (USD 144,000) was 
made for the festival.74 The festival 
was held in three phases with the aim 
of promoting tourism in the country. 
The first phase comprised various 
programmes such as a photo exhibition 
of traditional hotels, a glacier journey, 
observation of the Annapurna region 
and Himalayan Bird watching. The 
festival was inaugurated by the laying 
of a foundation for the statue of 
Herzog, one of the first climbers in 
modern history to summit Mount 
Annapurna I in 1950. The second 
phase of the festival will take place 
at Chhomrong along the ABC route 
on 25 December, 2017 and the third 

phase at Ghandruk in the Annapurna 
region on 1 June, 2018. 

Hello Doctor service launched: 
Everest Link Pvt Ltd has officially 
launched the Hello Doctor service, 
an emergency medical service in the 
Everest region. The service is targeted 
towards trekkers and mountaineers 
in the Everest region. As the number 
of trekkers and mountaineers has 
been increasing, the health risk is also 
increasing. Via the service, trekkers can 
connect with doctors for medical advice 
or even be rescued. The service can be 
used free of cost. During the launch of 
the Hello Doctor service, the company 
conveyed the message that Nepal is safe 
for mountaineering and trekking.75

OUTLOOK“
The goal that was not realised in the Nepal Tourism Year 2011 i.e., to attract one million tourists in a year, might finally be 
attained this year. The inflow of tourists is on the rise but tourism infrastructure remains in a sorry state. The government 
needs to prioritise improving the condition of the international airport and other aviation projects. Following the earthquake 
of 2015, the Nepali tourism sector has evolved with the private sector leading from the front and stakeholders highlighting 
Nepal worldwide via social media and digital marketing. Nepal has been listed as a popular tourist destination in renowned 
international websites and journals; Nepal needs to capitalise on this momentum.
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AGRICULTURETRADE AND DEBTTRADE AND DEBT

Foreign trade scenario: Table 2 shows 
the foreign trade scenario of Nepal for 
the first three months of FY 2017/18. 
Disruption of manufacturing activities 
because of flooding in the industrial belt 
exacerbated Nepal’s trade performance 
in the first two months of the current 
fiscal year, however, trade activities 
picked up strength by the third month 
of the same period. In the current 
review period, merchandise exports 
increased by 7.9% to NPR 20.43 
billion (USD 0.19 billion) as compared 
to the rise of 12.6% during the same 
period last fiscal year. Exports to India, 
Nepal’s major trading partner, increased 
by 3.2%, whereas exports to China and 
other trading partners increased by 
27.7% and 13.1% respectively. There 
is a notable shift in the geographical 
trading scenario of Nepal i.e., a shift 
from the South (India) to the North 
(China). 

In the current review period, Nepal’s 
merchandise imports registered an 
increase of 16.9%, with total imports 
amounting to NPR 257.87 billion 

Nepal’s overall trade performance has been relatively stable in the current FY 2017/18; 

however, the increasing trade deficit remains a challenge. As the National Sector Export 

Strategy gains momentum, along with the production and promotion of prioritised goods, 

trade imbalance is expected to take a back seat. In addition, Nepal’s participation in the 

Belt and Road Initiative (BRI) is an opportunity for restoring positive trade relations with 

neighbouring countries, thus enabling trade economy to blossom in Nepal. 

(USD 2.48 billion) as compared to a 
growth of 69.1% in the same period of 
the previous fiscal year. While imports 
from India and China went up by 
17.7% and 9.5% respectively, imports 
from other nation also witnessed a rise 
of 19.5%. 

Top imports and exports: The rising 
import of fuels is a key factor in the 
overall increase value of imports. 
Petroleum products worth NPR 
28,965.5million (USD 279.02 
million) were imported from India 
in the current review period, which 
is an increase of NPR 8,563 million 
(USD 82.48 million) as compared 
to NPR 20,402.5 million (USD 
196.43 million) in the previous 
fiscal year. Commodities wise, there 
was a significant increase in import 
of petroleum products, followed by 
aircraft spare parts, gold and cement. 
In contrast, imports of agricultural 
equipment and parts, chemical 
fertiliser, silver, sanitary wares, electrical 
goods and edible oil decreased in the 
review period.

The export of cattle feed, thread, 
readymade garments, oil cake and 
vegetable ghee increased, whereas the 
export of juice, cardamom, woollen 
carpets, G.I. pipes and toothpaste 
decreased in the review period. Export 
of vegetable ghee to India amounted to 
NPR 160.3 million (USD 1.54 million) 
in the current FY, as compared to no 
export of vegetable ghee in the previous 
fiscal year. Export of tea to China 
reached NPR 5.3 million (USD 0.05 
million), in contrast, the figure stood at 
NPR 0.8 million (USD 0.007 million) 
in the last FY 2016/17. On the other 
hand, juice, a major export commodity 
to India, decreased from NPR 1,349.8 
million (USD 13 million) to NPR 
344.2 million (USD 3.31 million) in 
the review period. Furthermore, woollen 
carpets worth NPR 58.1 million (USD 
0.56 million) were exported to China 
and NPR 1,806.3 million (USD 17.4 
million) to other countries whereas, the 
figures stood at NPR 46.5 million (USD 
0.45 million) and NPR 2,027.4 million 
(USD 19.53 million) respectively, in the 
FY 2016/17.
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Table 2: Foreign Trade Statistics for the first three months of FY 2017/18 
(in millions) 

In NPR Billion 2015/16  2016/17 2017/18 Percent Change

2016/17 2017/18

TOTAL EXPORTS 16809.1 18931.0 20429.7 12.6 7.9

 

To India 8694.4 10425.0 10756.7 19.9 3.2

To China 298.0 386.0 493.1 29.5 27.7

To Other Countries 7816.7 8120.0 9179.8 3.9 13.1

 

TOTAL IMPORTS 130486.1 220676.1 257871.7 69.1 16.9

 

From India 80074.6 143298.3 168593.4 79.0 17.7

From China 20245.9 32156.3 35225.8 58.8 9.5

From Other Countries 30165.6 45221.5 54052.5 49.9 19.5

 

TOTAL TRADE BALANCE -113677.0 -201745.1 -237442.0 77.5 17.7

 

With India -71380.2 -132873.3 -157836.6 86.1 18.8

With China -19947.9 -31770.3 -34732.7 59.3 9.3

With Other Countries -22348.9 -37101.5 -44872.7 66.0 20.9

 

TOTAL FOREIGN TRADE 147295.1 239607.1 278301.4 62.7 16.1

 

With India 88769.0 153723.4 179350.1 73.2 16.7

With China 20543.8 32542.2 35718.9 58.4 9.8

With Other Countries 37982.3 53341.5 63232.4 40.4 18.5

Source: NRB Report: Current Macroeconomic Situation (based on first three months data of 2017/18)

Trade deficit: In the first three months 
of FY 2017/18, Nepal’s total trade 
deficit widened by 17.7%, reaching 
NPR 237.44 billion (USD 2.29 
billion) as imports outperformed 
exports. However, the aforementioned 
deficit figure is humble compared to an 
expansion of 77.5% in last fiscal year. 
The export-import ratio experienced a 
dip from 8.6% in the previous fiscal 
year to 7.9% in the review period. 
Nepal’s low per capita income, limited 
production base and the need to 
import materials for reconstruction 
are major factors that contribute to 
the increase in trade deficit.

Balance of Payments (BOP) surplus: 
A large increase in trade deficit coupled 
with a sluggish growth of remittance 
income resulted in a current account 

deficit of NPR 21.94 billion (USD 
0.21 billion) in the review period, as 
compared to the substantially lower 
figure of NPR 1.97 billion (USD 
18.9 million) presented in the same 
period of the previous fiscal year. On 
the other hand, the BOP returned to 
a surplus of NPR 4.27 billion (USD 
41.13 million) after a deficit in two 
consecutive months of FY 2017/18. In 
comparison, BOP was in a surplus of 
NPR 19.70 billion (USD 0.19 billion) 
in the FY 2016/17. Outflow of money 
from the economy fell behind the 
inflow of money by NPR 4.27 billion 
(USD 41.13 million) resulting in a 
BOP surplus. 

Trade in fresh ginger and services 
exempted from Goods and Service 
Tax (GST): Nepal is the third largest 

producer of ginger after India and 
China and nearly 60% of the ginger 
exported to India is fresh ginger. The 
Indian customs officials imposed 5% 
GST on imports of fresh ginger from 
Nepal, which otherwise was free of 
tariff, as per the India-Nepal Trade 
Treaty.  A 20-day long conflict over 
export of fresh ginger to the southern 
neighbour caused fresh ginger worth 
NPR 30 million (USD 0.28 million) 
to rot in the Mechi Customs Office. 
The dispute ended with an agreement 
to allow export of fresh ginger from 
Nepal without paying taxes or 
applying for permits.76 

India removed GST on supply of 
services to Nepal against payment 
made in the Indian currency, which 
otherwise was exempted only if the 
supplier of services received payment 
in convertible foreign currency. The 
implementation of GST had created 
an extra burden on Nepali traders that 
were importing services from India 
namely transportation, insurance, 
handling of shipping line containers, 
information technology related 
products etc. With the removal of 
GST on import of services, Nepali 
traders will save around NPR 10 
billion (USD 96.3 million), hence 
making it profitable to import services 
from India.77 

National Sector Export Strategy 
launched: National Sector Export 
Strategies for four products—
cardamom, handmade paper, tea 
and coffee—was launched with 
an aim to boost the value chain of 
these products. Now a part of the 
Nepal Trade Integration Strategy 
(NTIS), it was developed by the 
Ministry of Commerce (MoC) 
and the International Trade Centre 
(ITC). Along with promoting export 
capacities of Nepali goods and 
ensuring greater outreach in the global 
market, the National Sector Export 
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OUTLOOK“
The burgeoning trade deficit owing to continued reliance on foreign imports, if it persists, is likely to cause liquidity crunch in Nepal’s 
banking channel. It is imperative to propel the export of indigenous goods and encourage savings in order to prevent the banking 
crisis. As local industries remain depressed and imports balloon, the challenge lies in creating a stable economic environment. 

Strategy will also address the sector’s 
competitiveness and constraints, while 
identifying market opportunities. 
By providing guidance in areas of 
production, processing, marketing and 
quality improvement, the government 
aims to diversify trade and incorporate 
promotion of Nepali specialty goods 
such as coffee, Himalayan Nepali tea, 
Lokta handmade paper etc.78 

Bilateral trade signed between the 
Federation of Nepalese Chambers of 
Commerce and Industry (FNCCI) and 
Austrian Federal Economic Chamber: 
FNCCI and the Austrian Federal 
Economic Chamber signed an eight-
point bilateral agreement to strengthen 
economic ties between the two countries. 
The agreement emphasises collaboration 
between the two countries in the 

sectors of bilateral trade, commerce and 
technology. The agreement serves to 
encourage Austrian entrepreneurs 
to invest in various sectors in Nepal 
and provide financial and technical 
support. The key  areas of development 
cooperation involve hydroelectricity, 
infrastructure development, conservation 
of ancient temples, drinking water supply 
and eco-tourism development.79
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Nations pitch in to provide aid 
relief for flood victims: A number of 
countries have responded by providing 
aid relief funds to help rehabilitate 
those affected by the floods in August 
2017. The United Nations Central 
Emergency Response Fund put forth 
new humanitarian funding worth 
USD 4.8 million to help address the 
urgent needs of the flood affected 
communities. Nearly 700,000 people 
are expected to benefit from the 
programme.80 

The French government has provided 
NPR 20.47 million (USD 0.19 
million) to UNICEF Nepal for the 
management of acute malnutrition in 
18 flood affected districts through the 
provision of Ready-to-Use Therapeutic 
Food for the treatment of children 
who are severely malnourished. The 
project, implemented through the 
Ministry of Health will meet the 
immediate nutritional needs of 3,000 
of such children.81 

Funded by the Qatar Fund for 
Development (QFFD) and supervised 
by the Qatari Embassy in Kathmandu, 
nearly 1,298 affected families received 
shelter and hygiene kits, including 

materials like mosquito nets, tarpaulin, 
soap, washing powder, toothpaste, 
toothbrushes, hair shampoo, and nail 
clippers. The Qatar Red Crescent 
Society (QRCS) completed the first 
phase of quick response to the floods 
and landslides in the country. The 
next phase of response will involve an 
additional 2,700 families.82 

The Australian government promised 
aid worth USD 1.54 million for the 
rehabilitation of flood affected victims 
in Nepal. This assistance will include 
the delivery of emergency shelters, 
food, clean water and healthcare 
for the victims. In addition, the 
Australian government is also 
providing essential hygiene supplies 
and vital health services to 6,600 
women and girls in the flood affected 
regions of Nepal.83 

China also announced USD 1 million 
in humanitarian assistance to help 
Nepal in rescue and rehabilitation 
efforts for people affected by the floods 
and landslides. In addition, China 
pledged another NPR 30 billion 
(USD 0.29 billion) for upgradation 
of infrastructure at the Nepal-China 
border points.84 

The Government of Pakistan also 
pledged the assistance of USD 1 
million to the flood affected districts 
of Nepal. 

Nepal seeks support from the World 
Bank (WB): Citing the need to bridge 
the resource gap for implementation of 
the federal structure, Nepal is seeking 
budgetary support from its trusted 
development partner—the World 
Bank. As the country embarks on its 
new federal structure of governance, it 
will require immense resources for the 
development of infrastructure and in 
building capacity enhancement at the 
provincial and local levels.

As envisioned by the new 
Constitution, the federal budget of 
the current FY 2017/18 transferred 
18% of the total revenue to the local 
bodies.  Proper implementation of the 
budget and accelerated post-disaster 
recovery will further help maintain 
the momentum of high economic 
growth for Nepal. In addition, Nepal 
also sought support from the WB in 
the areas of policy formulation and 
reforms in existing resource policies 
and laws for equitable distribution of 
resources.85 

The economic importance of foreign aid for Nepal resides in the fact that funding for the 

majority of the development projects are met by foreign assistance in the form of grants and 

loans. Nepal’s dependence on foreign aid has only increased over the years, made evident 

by the fact that foreign grants amounting to about USD 695.11 million were used to meet 

the national budget requirement in the current FY 2017/18. Following the onset of another 

natural disaster in August, many countries extended their support in the form of financial aid, 

further increasing Nepal’s reliance on foreign aid. Even though there has been a gradual 

improvement in foreign aid mobilisation, no substantial policy has been adopted to ensure 

its effective distribution.
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Asian Development Bank (ADB) to 
assist improve urban infrastructure: 
The ADB will provide a USD 150 
million loan to improve urban service 
delivery and infrastructure in eight 
municipalities in southern Nepal. Over 
1.5 million people will benefit from the 
project. Given the importance of major 
urban regions in Nepal’s economy and 
infrastructure, the target project aims to 
enhance the resilience of municipalities 
in these areas. 

Due to inadequate urban planning, 
weak institutions, neglected operations 
and under maintenance of existing 
infrastructures, Nepal has not been able 
to contribute significantly to inclusive 
economic growth. In order to address the 
issue, the government needs to double 
its spending on urban infrastructure to 
USD 24.5 billion till 2030.

The regional Urban Development 
Project will focus on eight municipalities 
in the southern Tarai belt, including 
four municipalities in Province 7 in 
far western Nepal. The project will also 
improve flood management, mobility 
and solid waste management in these 
areas. Adoption of climate-resilient and 
sustainable features, reducing flooding 
duration to less than an hour in eight 
municipalities includes construction 
and rehabilitation of 200 km of storm 
water drains, improvement of 240 km 
of roads, construction of at least 40 km 
footpaths, building of four sanitary 
landfills and resource recovery centres.86 

European Union (EU) provides 
USD 46.23 million for post-
earthquake reconstruction: The EU, 

under the EU Action for Recovery 
and Reconstruction (NEARR) 
programme, provided financial 
assistance of NPR 4.8 billion (USD 
46.23 million). This was the second 
tranche of the USD 123.74 million 
pledged to the government of Nepal 
for post-earthquake reconstruction. 
Under the same programme, an earlier 
disbursement of USD 58.92 million 
was made in June 2016.87 

The grant was released against a set 
of performance indicators. With 
an aim to accelerate reconstruction 
efforts, the aid was provided via a 
budget support mechanism which 
will reduce transaction costs, 
strengthen government systems 
and foster self-reliance especially 
among the government bodies. 
The EU also promised to further 
contribute through measures which 
are complimentary to the NEARR 
programme, notably the NEARR 
Technical Assistance Facility, the 
accountability initiative with 
Transparency International Nepal and 
a new budget support programme in 
the education sector of Nepal.

US Embassy supports temple 
restoration project: Marking the 70th 
year of diplomatic relations between 
the US and Nepal, the Ambassador’s 
Fund for Cultural Preservation 
(AFCP) provided USD 100,000 to the 
Kathmandu Valley Preservation Trust 
(KVPT) for the restoration of Char 
Narayan in Patan Durbar Square. 

Built in 1566, the Malla-era Char 
temple, also a highly developed 

expression of Newari architecture, was 
damaged during the 2015 earthquakes. 
The AFCP is the only US government 
programme that provides direct grant 
support for the preservation of cultural 
heritage in developing countries. 
Through the AFCP, the US Embassy 
has supported 22 other projects in 
Nepal since 2003—more than any 
other country in the world.88 

WB extends USD 60 million loan for 
skill rebuilding: The WB approved 
a USD 60 million loan to assist 
the second phase of the Enhanced 
Vocational Education and Training 
(EVENT) project in Nepal. The 
project aims to benefit the labour 
market by providing equitable access to 
market relevant training programmes 
and to brace the delivery of Technical 
Education and Vocational Training 
(TEVT). 

TEVT is an intermediary that 
facilitates the provision of pre-
employment skills to the working 
population entering the labour market. 
Despite a large number (450,000 to 
500,000) of the Nepali population 
entering the work force every year, 
TEVT’s intake capacity lies between 
100,000 and 120,000. 

TEVT continues to face challenges 
in meeting the quality requirements 
of the domestic and foreign labour 
market. The loan will aid skill 
development in the workforce through 
investment in human capital including 
technical and vocational education and 
training, which are crucial for Nepal’s 
emerging job market.89 

OUTLOOK“
Given the probability that foreign aid will continue to play an important role in Nepal’s economic development, the effective 
implementation of donor supported programs requires more attention. Only when domestic administrative machinery meets the 
donor’s expectations will the promised support be delivered. A way to effective management is to strengthen coordination and 
confidence between the donor and the receiving channel. However, Nepal’s inability to address the underperformance in aid 
projects and coordination issues remains a major challenge.
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REMITTANCEREMITTANCE

Continuous decline in remittance 
growth rate: Remittance inflow rose 
by 2.6% to NPR 176.32 billion (1.70 
USD billion) in the first three months 
of FY 2016/17 compared to a growth 
of 3.2% in the corresponding period 
of the previous year. Remittance 
has been in decline from the second 
half of the FY 2015/16. This fall is 
mainly attributed to a fall in oil prices 
that affected economic activities in 
the Gulf, which is the main source 
of remittance. The number of job 
seekers for foreign employment is also 
decreasing. This decrease was 2.6% in 
the review period and 16.1% in the 
corresponding period of the previous 
year. 

The Ministry of Labour and 
Employment (MoLE) to establish 
remittance fund: The MoLE is doing 
its homework to establish a remittance 
fund that would utilise the money 
contributed by migrant workers, 
non-resident Nepalis (NRNs) and 
other Nepali citizens residing abroad. 
This fund will be invested in mega 
projects like hydropower and other 
infrastructure development projects 
that are prioritised by the government. 

The MoLE is preparing a legal base to 
establish such a fund and will introduce 
the provision where contributions to 
the fund can be made on a monthly, 
quarterly, half-yearly or annual basis. 
Upon contributing, investors will get 
shares and receive dividends from the 
profit of the firms.90 

Nepal to face labour shortage by 
2030: A UK-based independent 
think-tank named Overseas 
Development Institute (ODI) have 

released a report named ‘Pathways 
to Prosperity and Inclusive Job 
Creation in Nepal’ highlighting the 
long-term consequences of outbound 
migration in Nepal. The report 
has warned that Nepal may face a 
shortage of 3.6 million workers by 
2030 if people continue to migrate 
for jobs in foreign labour markets. 
This would pose a serious challenge 
for Nepal’s aspirations to transform 
into a middle-income economy in 
the next 13 years. The projection 

Despite the continuous dependence of the country on remittance for foreign reserves, 

various problems in the migration cycle still persist. Migrants are continually cheated by 

agents here in Nepal, or are exploited by employers in the host country, informal channels 

are used for remittance, and remittance is predominantly used in unproductive sectors. The 

government has been trying to solve these issues by adopting various measures such as 

the establishment of a remittance fund to invest in productive sectors or the formulation of 

health and insurance policies. However, a strategy that focuses on long-term solutions is of 

utmost important. 

Figure 16: Number of Nepali workers going abroad for foreign employment

Source: Current Macroeconomic and Financial Situation (Based on three month’s data of FY 2017/18, Nepal Rastra Bank)
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was made on the basis of supply and 
demand of labourers in the coming 
years and past economic and labour 
productivity growth rates. For 
Nepal to graduate to middle income 
country status, 6.1 million jobs 
would have to be created, of which 
3.1 million are needed to match the 
population growth rate. The report 
recommends that Nepal should 
have a long-term plan in place for 
economic transformation and job 
creation, especially in four key 

sectors, namely agro-processing and 
light manufacturing, information 
and communication technology, 
tourism and hydropower.91 

National Migration Health Policy 
under development:  A discussion 
was held between Nepal’s Ministry of 
Health (MoH) and the International 
Organisation for Migration (IOM)
on the development of a National 
Migration Health Policy to address 
migration health issues. The policy 

is part of the project “Strengthening 
Government Capacity in the 
Development and Implementation 
of a National Strategic Action Plan 
on Migration and Health in Nepal”, 
implemented by IOM in collaboration 
with the MoH. The policy aims to 
reduce the health vulnerabilities of 
migrant workers in all stages of the 
migration cycle and also aims to 
protect the health of host communities 
from public health threats related to 
migration.92

OUTLOOK“
Remittance has played a significant role in making the country’s exchange reserve robust and to increase consumption, however, the 
continuous decline in growth trend of remittance has been a matter of concern lately. Moreover, as post-earthquake reconstruction 
activities are taking pace, import is expected to increase. This would exert pressure and create a disequilibrium in the macroeconomic 
situation of the county that involves balance of payment and domestic liquidity.
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Key indicators
Some of the key macroeconomic 
indicators as per the macroeconomic 
and financial situation report based on 
the first three months of FY 2017/18 
published by Nepal Rastra Bank (NRB) 
are highlighted below.

Deposit and credit mobilisation: 
Deposits at Banks and Financial 
Institutions (BFIs) increased by 3.8% in 
the review period. Of the total deposits 
at BFIs, the share of demand deposits 
and saving deposits fell to 8.3% and 
36.1% respectively while the share of 
fixed deposits increased to 42.5% from 
29.9% in the review period.

Likewise, credit extended to the 
private sector by BFIs increased by 
4.6% as compared to an increase of 
4.2% in the previous review period. 
Credit mobilisation of commercial 
banks, development banks and finance 
companies increased by 4.2%, 8.3% 
and 1.9% respectively. Of the total 
outstanding credit of BFIs, 61% is against 
the collateral of land and buildings 
and 14.5% is against the collateral of 
current assets such as agricultural and 
non-agricultural products.

In terms of credit exposure, the 
outstanding credit of BFIs for real 

FINANCIAL MARKETFINANCIAL MARKET

estate loans increased by 0.8% and 
personal residential home loans (up to 
NPR 15 million) increased by 6.7 % 
during the year. Similarly, hire purchase 
loans increased by 1.7% while overdraft 
loan increased by 2.9%.

Liquidity management: In the review 
period, NRB mopped up NPR 115.40 
billion (USD 1.11 billion) from the 
banking system through various open 
market operations such as reserve repo 
auctions worth NPR 74.75 billion 
(USD 720.06 million) on a cumulative 
basis and deposit collection auction 
worth NPR 40.65 billion (USD 
391.58 Million). 

Moreover, NRB injected net liquidity 
of NPR 89.80 billion (USD 865.10 
million) through the net purchase of 
USD 947.50 million from the foreign 
exchange market (commercial banks). 

Similarly, NRB also purchased Indian 
currency (INR) equivalent to NPR 97.49 
billion (USD 939.12 million) through 
the sale of USD 900 million and Euro 
40 million during the review year. INR 
equivalent to NPR 107.59 billion (USD 
1.04 billion) was purchased through the 
sale of USD 900 million and Euro 95 
million in the corresponding period of 
the previous year.

Foreign exchange reserves and 
adequacy: The gross foreign reserves 
stood at NPR 1,099.52 billion (USD 
10.59 billion) at the end of mid-October 
2017, an increase of 1.9% compared 
to NPR 1,079.52 billion (USD 10.39 
billion) in mid-July 2017. Out of the 
total foreign exchanges, reserves held 
by NRB increased by 2.1% to NPR 
947.14 billion (USD 9.12 billion) in 
mid-October 2017 from NPR 927.27 
billion (USD 8.93 billion) in mid-July 
2017. The share of INR in total reserves 
stood at 22.1% in mid-October 2017.

Based on the imports of the first three 
months of FY 2017/18, the foreign 
exchange holdings of the banking 
sector are sufficient to cover the 
prospective merchandise imports of 
13 months, and the merchandise and 
services imports of 11.2 months. The 
ratio of foreign currency reserve-to-
GDP, reserve-to-imports and reserve-
to-M2 stood at 42.3 %, 93 % and 40.7 
% respectively in mid-October 2017.

Interest rates: The weighted average 
91-day Treasury Bill rate decreased to 
1.18 % in the review period from 2.12 
% a year ago. Likewise, the weighted 
average inter-bank transaction 
rate among commercial banks also 
decreased to 1.13 % from 3.27 % a 

The financial performance of commercial banks is starting to reflect the effect of a liquidity crisis 

leading to higher cost of funds. The net profit of 13 commercial banks out of 28 decreased at the 

end of first quarter as compared to the same period of the previous fiscal year. The average cost 

of funds has gone up to 6.4% as compared to 3.4% during the same period the last fiscal year. 

Moreover, the average base rate of commercial banks has gone up to 9.9%. 
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year ago. Also, the weighted average 
inter-bank rate among other financial 
institutions increased to 10.08 % from 
6.43% a year ago.

Balance of Payments (BOP): In 
terms of BOP, the current account fell 
into a deficit of NPR 21.94 billion 
(USD 211.35 million) in FY 2017/18 
compared to a deficit of NPR 1.97 
billion (USD 18.97 million) during FY 
2016/17. Nonetheless, the overall BOP 
posted a surplus of NPR 4.27 billion 
(USD 41.132 million) in the review 
period after posting A deficit in the first 
two months of the current fiscal year. 
The BOP had a surplus of NPR 19.70 
billion (USD 189.76 million) in the 
same period of the corresponding year.

In the review period, Nepal received 
capital transfers of NPR 4.96 billion 
(USD 47.78 million) and Foreign 
Direct Investment (FDI) inflows of 
NPR 6.07 billion (USD 58.47 million) 
compared to transfers of NPR 2.41 
billion (USD 23.22 million) and NPR 
5.02 billion (USD 48.36 million) 
respectively in the same period of the 
previous year. 

First quarter performance analysis 
of commercial banks: As per the 
unaudited first quarter financial results 
of commercial banks for FY 2017/18 as 
shown in Table 3, the operating profit 
of commercial banks grew by only 0.8 
% while the net profit went down by 
3.8 % compared to the same period 
in the corresponding fiscal year. Nepal 
Bank was able to post the highest net 
profit of NPR 0.97 billion (USD 9.34 
Million) followed by Nepal Investment 
bank at NPR 0.89 billion (USD 8.57 
million) and Nabil Bank at NPR 0.85 
billion (USD 8.18 million) at the end 
of this quarter. During the review year, 
the deposit mobilisation increased by 
17.5% while credit mobilisation by the 
commercial banks increased by 22.7%.

At the end of the first quarter, the 
average Non-Performing Loan (NPL) 
of banks grew by 1.8% from 1.6% as 
compared to the corresponding period 
while the average cost of fund of the 
commercial banks has increased to 
6.4% from 3.4%. Similarly, the average 
base rate of commercial banks stood at 
9.9% during the end of this quarter, 
the highest being 12% of Agricultural 
Development Bank and the lowest 
being 5.9% of Rastriya Banijya Bank.

Key developments
Infrastructure Development Bank:An 
aspiring group of investors has applied 
to NRB for the establishment of 
the Infrastructure Development 
Bank. NRB, came up with a new 
licensing policy for the Infrastructure 
Development Bank in August 2017. 
According to the policy, the required 
initial capital to open the Infrastructure 
Development Bank is NPR 20 billion 
(USD192.66 million) compared 
to the minimum paid-up capital 
requirement of NPR 8 billion (USD 
77.06) for a Class ‘A’ commercial bank. 
The aspiring group is led by Emerging 
Nepal and Investment Company, with 
investment commitments from five 
commercial banks, a few insurance 
companies, investment companies 
and individuals.

Cyber-attack on NIC Asia SWIFT 
system:Nepal witnessed one of the 
biggest cyber-attacks on its systems 
during the month of October when 
some anonymous cybercriminals were 
able to hack into theSWIFT system 
of NIC Asia Bank, one of the largest 
commercial banks in the country.
The Society for Worldwide Interbank 
Financial Telecommunication (SWIFT) 
is a system that banks and financial 
institutions from around the world use 
to send and receive information about 
financial transactions in a secure and 
reliable environment. 

NIC Asia Bank reported that its 
SWIFT server had been hacked during 
the holiday of the Tihar festival and 
fund transfer orders of around NPR 
460 million (USD 4.43) had been 
placed through Standard Chartered 
Bank and Mashreq Bank of New 
York to eight banks in six countries. 
With support of the NRB and other 
concerned banks, NIC Asia was able to 
put all the transactions on hold except 
for around NPR 60 million (USD 0.58 
million) that was reportedly released to 
the concerned parties.

New life insurance companies begin 
operations:The six new life insurance 
companies who have received operating 
licenses from the Insurance Board (IB) 
have begun to operate. The insurance 
companies are; IME Life Insurance, 
Sun Nepal Life Insurance, Reliance 
Life Insurance, Reliable Nepal Life 
Insurance, Union Life Insurance and 
Jyoti Life Insurance Company Limited.

IME Life Insurance started 
operatingon17 August, 2017 and 
has already established 38 branches. 
Likewise, Jyoti Life Insurance 
Company began operating in July, 
2017 and has recently opened its 16th 
branch in Janakpur. Both Union Life 
Insurance and Sun Life Insurance 
also started their operations on 22 
September, 2017. Union Life Insurance 
is being promoted by reputed business 
houses like Jagadamba Group, Gadia 
Group and Golchha Organisation. 
Sun Nepal Life Insurance opened 
its 17th branch in Pokhara. Reliable 
Nepal Life Insurance began to operate 
on 15 October, 2017 with a target of 
opening 40 branch offices soon. The 
latest addition to the list of insurance 
companies is Reliance Life Insurance 
which started to operate from 17 
November. It has launched three life 
insurance schemes in the beginning 
phase and will soon add four more.
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OUTLOOK“
The impact of liquidity and higher rates on deposits is clearly reflected in the first quarter results of commercial banks for the 
current FY 2017/18. The operating profit of commercial banks went up by a meagre 0.8% while their net profit went down by 3.8% 
during the quarter as compared with the same period of the corresponding year i.e., FY 2016/17. The average cost of funds went 
up to 6.4% which was only 3.4% during the corresponding period. 13 out of 28 commercial banks saw their operating profitability 
dwindled as compared to the same period of corresponding fiscal year.

The interest spread i.e., the difference between average rate of deposit and credit of most banks have narrowed largely due to 
an increment in deposits rates. The practice of simply increasing the rates on credit products has been lately discouraged due 
to a directive from the central bank which allows bankers to increase rates on credit only after a gap of three months if there is a 
change in bank rate i.e., the average rate of a bank. The banks are not allowed to extend credit below their base rate.

Nonetheless, as credit expansion is aggressive compared to deposit growth, the banks are likely to face another crisis if deposit 
growth does not suffice for the growth of credit. Government capital expenditure and inflow of remittance are two key areas for 
deposit growth. The banks seem to expedite credit largely to enhance their earnings amidst increased capital base. 

The recent case of a cyber-attack on one of the leading commercial banks in the country urges both the regulators and the bankers 
to scale up their existing mechanisms to avoid such incidents in the future. It is often alleged that BFIs compromise on IT security 
by using outdated and pirated software. As digitisation of financial services are taking pace, BFIs will now have to scale up their 
IT infrastructure and security system.  The regulator should come out with necessary guidelines and directives to ensure BFIs 
are abiding by the protocols.

As the country is heading towards a federal structure, the banking services are likely to be affected by the devolution of government 
structure. BFIs will have to devise new strategies along with resources such as infrastructure and human resources to cater to 
opportunities at the local level and streamline challenges with the provisional structure. The role of BFIs is going to be vital in 
strengthening financial literacy and inclusion in the new provisional structure.
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CAPITAL MARKETCAPITAL MARKET

Secondary market: During the review 
period, the NEPSE benchmark index 
decreased by 8.37% i.e. 136.46 points. 
At the end of the review period, the total 
market capitalisation had reached NPR 
1.73 trillion (USD 16.66 billion) while 
the total floated market capitalisation 

Table 4: Key Indicators

Indicators 17 Aug-17 23 Nov-17 % change

NEPSE Index 1,629.75 1,493.29 -8.37%

Commercial Bank Index 1,416.60 1,280.18 -9.63%

Development Bank Index 2,029.51 1,752.80 -13.63%

Finance Index 823.60 753.47 -8.52%

Insurance Index 9,241.98 7,981.09 -13.64%

Hydropower Index 1,865.90 1,922.14 3.01%

Manufacturing & Processing Index 2,628.71 2,477.69 -5.74%

Hotel Index 2,455.85 2,102.36 -14.39%

Others Index 713.50 835.24 17.06%

Source: NEPSE

was NPR 582 billion (USD 5.60 
billion). The total market turnover 
during the review period was NPR 68.5 
billion (USD 659.85 million).

As shown in Table 4, during the review 
period, all the sub-indices except 

hydropower (+3.01) ended in the red 
zone. Commercial banks (-9.63%), 
development banks (-13.63 %), 
finance (-8.52%), insurance (-13.64 
%), manufacturing and processing 
(-5.74%), hotels (-5.74%) and others 
(-14.39%) went on to lose points.

The lower confidence of investors was reflected in the market as the benchmark Nepal Stock 

Exchange (NEPSE) index went down by 8.37% to close at 1,493.29 points during the review 

period (17 August to 23 November).Below average performance by listed companies mainly 

Banks and Financial Institutions (BFIs) and speculations on results of upcoming provisional 

and federal elections were the two key reasons behind the fall.

Figure 17: NEPSE Index Performance

Source: NEPSE
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Primary market: In the public issue 
front, the market witnessed the 
public offering of one mutual fund 
during the review period. Siddhartha 
Equity Fund had floated a closed-
end ten-years equity oriented mutual 
fund scheme of 120 million shares 
worth NPR 1.2 billion (USD 11.56 
million) with a face value of NPR 10 
per unit.  ICRA Nepal had assigned 
IPO a grade of 3+ to Siddhartha 
Capital Ltd in July 2017 indicating 
adequate assurance on management 
quality.

Key Developments
Separation of microfinance and 
development bank index: After 
a long hiatus, NEPSE has added 
a new sub-index for microfinance 
companies which was previously 
grouped under the development 
banks sub-index so as to determine 
the real value of development banks as 
well as microfinance companies. After 
this separation, 38 listed development 
banks fall under the development sub-
index while 33 listed microfinance 
companies fall under microfinance 
sub-index.

Brokerage firms to be allowed to 
provide margin lending: Securities 
Board of Nepal (SEBON) has issued a 
circular to allow stock brokerage firms 

to provide margin lending services 
to their customers subject to the 
directive of ‘Margin lending Facility 
2074’. Likewise, SEBON has also 
directed NEPSE and brokerage firms 
to formulate a working procedure 
regarding the same. 

Investor group put across demands: 
In order to help small and long-
term investors in the secondary 
market, the Nepal Capital Market 
Investors Association has come up 
with a 13-point list of demands. The 
Association has requested SEBON 
to formulate policies accordingly. 
Some of these demands include 
waiving capital gains tax for long term 
investors, implementing fully online 
trading, providing broker licenses to 
commercial banks and establishing 
a minimum of 10 brokerage firms 
in each of the seven provinces. 
Meanwhile, the president of the 
association argued that the regulator 
needs to coordinate with banks to 
grant loans to the small investors since 
banks were reluctant to provide loans 
to small investors who were willing to 
invest in shares.93  

Centralised Applications Supported 
by Blocked Amount (ASBA)directive 
approved: SEBON has approved 
“Centralised ASBA Directive-2074” 

presented by CDS & Clearing Ltd 
which is expected to bring uniformity 
in the process of applying public issues 
across all registered ASBA members. 
Meanwhile, all the processes will 
be done centrally through CDS & 
Clearing Ltd which will substantially 
reduce the time required for 
collecting applications, verifying bank 
and Beneficial Owner Identification 
Number (BOID) accounts, filtering 
duplicate applications, and presenting 
final details for allotment, enabling 
shares allotment to be completed 
within 15 days.

Fresh directives from SEBON: 
SEBON has urged all merchant 
bankers and ASBA approved members 
to develop a process of applying rights 
shares through the ASBA process. 
This is expected to make the process 
of applying rights shares easier and 
accessible. Further, the board has also 
directed the concerned authorities 
to implement auction of unclaimed 
rights shares in major cities namely 
Biratnagar, Birgunj, Pokhara, Butwal, 
Nepalgunj, Surkhet and Dhangadhi. 
Meanwhile, SEBON has restricted 
merchant bankers from working as 
issue managers and underwriting of 
their parent companies to make the 
merchant banking business fair and 
transparent.

OUTLOOK“
The market remained highly volatile during the review period. The investors’ sentiment was observed to be low due to unimpressive 
results of financial institutions for the first quarter of the current fiscal year along with oversupply of shares due to listing of new 
bonus and right shares. Moreover, with federal and provincial elections around the corner, the investors are in a wait and see 
situation due to speculations on post-election leadership and stability. Going forward, investor sentiment is likely to be influenced 
by the results of the upcoming elections. Furthermore, the implementation of margin lending via stock brokers and full-fledged 
online trading in the near future are going to be key game changers in terms of market expansion.
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BANKING SPECIAL
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Introduction
After the adaptation of liberal licensing policy in early 90’s by Nepal Rastra Bank (NRB) the central bank of the country, 
the Nepali banking sector has witnessed drastic monumental changes. Liberalization in banking initiated the opening 
of joint venture banks. Along with ‘A’ class commercial bank, the government allowed to open ‘B’ class development 
banks, ‘C’ class finance companies and ‘D’ class micro finance institutions with the objective to increase people’s access 
to financial services.

Evolution of Banks and Financial Institutions (BFIs)
Starting with fewer than five commercial banks in 1985, the Nepali banking sector has grown in leaps and bounds. 
Over the years, the banking sector has emerged as one of the most lucrative sectors to invest in Nepal. Its profitability 
has enticed a larger number of aspirants to enter the market. As of July 2017, there are currently 28 commercial banks, 
40 development banks, 28 finance companies and 53 Micro Credit Development Banks operating in Nepal. After the 
introduction of merger and acquisition policy by the central bank, more than 153 BFIs (including D class) have involved 
in merger and acquisition, of which the license of 113 BFIs was revoked thereby forming 40 BFIs.

Table 2: Number of BFIs over the years

Category 1990 2000 2013 2017
Commercial Banks (Class ‘A’) 5 13 31 28

Development Banks (Class ‘B’) 2 7 86 40

Finance Companies (Class ‘C’)  45 59 28

Micro Credit Development Banks  (Class ‘D’)  7 31 53

Total BFIs 7 72 207 149

Source: NRB

Table 1: Evolution of Nepali Financial Sector

Year Key Milestones
1937 Establishment of first commercial bank-Nepal Bank Limited (NBL)

Primary flotation of shares by Biratnagar Jute Mills and Nepal Bank Limited (NBL)

1956 Establishment of Nepal Rastra Bank (NRB)-Central Bank under Nepal Rastra Bank Act, 1955

1964 Introduction of Government Bond

1965 Establishment of  second government owned commercial bank- Rastriya Banijya Bank (RBB)

1967 Establishment of third government owned commercial bank- Agriculture Development Bank (ADBL)

1976 Establishment of Securities Exchange Center Limited (SECL)

1984 Financial sector reform (liberalization) started

Establishment of first joint venture private sector bank –Nepal Arab Bank Ltd. now known as Nabil Bank Ltd.

1992 Entry of Development Banks, Finance companies, Micro-credit, Savings and Credit Co-operatives for limited banking 
transactions 

1993 Converted SECL into Nepal Stock Exchange Limited (NEPSE)

Establishment of Securities Board of Nepal (SEBON) as an apex regulator of securities market

2000 Financial Sector Reform program introduced  with technical assistance from the World Bank

2002 Enactment of current Nepal Rastra Bank Act, 2002

2006 Enactment of Bank and Financial Institution Act (BAFIA), 2006

2007 Introduced fully automated screen based trading replacing the open-cry-out system at the NEPSE

2011 Establishment of Central Securities Depository System - CDS and Clearing Limited, to provide centralized depositary, 
clearing and settlement services

Introduction of Merger Bylaws

2016 Beginning of dematerialize form of share trading at the NEPSE replacing paper based trading system

2017 Amendment of Bank and Financial Institution Act (BAFIA), 2006
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Resource Mobilization
As per the latest statistics published by NRB, BFIs have mobilised deposits worth NPR 2.3 trillion (USD 22.15 billion) 
and extended credit worth NPR 1.9 trillion (USD 18.30 billion). Commercial banks have mobilised more than 88% 
Deposits and 87% lending. The total physical branches of BFIs including ‘D’ class financial institutions is 6346. The 
commercial banks have established 2274 physical branches while have also established 940 branchless banking centers 
across the country.

Table 3: Total Deposit and Lending of BFIs (In NPR Billions)

Description 2012 2013 2014 2015 2016  2017 
Total Deposit 1,071 1,250 1,477 1,772 2,107 2,384

Total Loan 780 945 1,119 1,346 1,669 1,976

Share in Total Deposit (in %)

Commercial Banks (%) 80.6 80.3 80.7 81.9 83.7 87.8

Development Banks (%) 11.8 12.6 13.5 13.0 13.2 10.0

Finance Companies (%) 7.1 5.4 4.9 4.0 3.0 2.2

Other Institutions (%) 0.5 1.7 0.9 1.0   

Share in Total Lending (in %)

Commercial Banks (%) 77.4 76.1 74.6 75.8 82.8 87.0

Development Banks (%) 12.5 13.3 15.6 15.2 13.8 10.6

Finance Companies (%) 8.3 6.7 6.5 5.6 3.3 2.4

Other Institutions (%) 1.8 3.9 3.2 3.5   

Source: NRB Monthly banking and Financial Statistics, Mid-July 2017

Table 4: Key Figures/Resources of BFIs

Source: NRB Monthly banking and Financial Statistics, Mid-July 2017

 Class A Class B Class C
Total Number of Licensed BFIs* 28 40 28

No. of Branches 2,274 769 130

No. of ATMs 1,874 177 30

No. of Deposit Accounts 16,119,614 3,204,718 429,704

No. of Loan Accounts 898,710 285,897 31,484

No. of Branchless Banking Centers 940 - -

No. of Branchless Banking Customers 127,004 - -

No. of Mobile Banking Customers   2,438,222 217,432 14,078

No. of Internet Banking Customers    766,958 14,634 2,159

Table 5: Capital Requirement for BFIs

Source: NRB Monthly banking and Financial Statistics, Mid-July 2017

Category Current Requirement 
(in NPR millions)

Mid-July 2017 
(In NPR millions)

Commercial Banks 2,000 8,000

Development Banks (National Level) 640 2,500

Development Banks (4-10 districts) 200-300 1,200

Development Banks (1-3 districts) 100-300 500

Finance Companies (National Level + 4-10 districts) 300 800

Finance Companies (1-3 districts) 100-300 400
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Access to Finance
As per the Making Access Possible (MAP) study, with formal and informal channels utilized, there is wide coverage 
of access to financial services in Nepal.  With 82% of adults having access to financial services as shown in figure xx 
below.  Breaking it down, 61% of adults having access to formal financial services; wherein 40% was formally banked 
and 21% used other formal financial services. Likewise, 20% of adult population exclusively use informal financial 
services, whereas 18% of adult population did not use any financial services, formal or informal.

Figure 1: Level of Financial Inclusion in Nepal

Source: FinScope 2014

61% formally included

82% included

Bank Other formal Informal Excluded

40% 21% 21% 18%
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Banking is the most transparent, competitive and regulated 
industry in Nepal. The emergence of private sector 
commercial banks in Nepal started with the establishment 
of Nabil Bank Limited, followed by Nepal Investment Bank 
Limited (NIBL) as the second private sector commercial 
bank in Nepal. Initially, the licensing policy was highly 
controlled by Nepal Rastra Bank (NRB), the Central Bank 
of Nepal, and new banks were only allowed to enter the 
market every two years. However, with the adoption of a 
laissez faire policy, the banking industry grew immensely 
within a span of 20 years. Particularly post 2006, 15 A-class 
commercial banks have entered the market-averaging more 
than one bank per year. Lately, NRB has changed the 
policy to allow even finance companies to directly upgrade 
to commercial banks. Currently there are 28 commercials 
bank operating in Nepal and the resulting competition has 
created an unhealthy financial environment. 

The number of commercial banks is exorbitantly high 
considering the size of the Nepali market and thus the 
regulating authority must find a right balance by downsizing 
the number of Banking and Financial Institutions (BFIs). An 
excessive level of competition might benefit the customers, 
however such an excess of competition is not good from the 
banking point of view, as BFIs are dealing with both the 
confidence and the funds of the public. Moreover, unsound 
rivalry and excessive speculation has encouraged BFIs to 
artificially inflate the share prices. As such, the price of shares 
do not actually reflect the profit or management of the 
company. Share prices are being manipulated and showing 
trends as per the news announced by the organisation. 
For instance, contrary to basic financial fundamentals, the 
price of shares in Nepal increase as companies announces 
distribution of bonus shares. 

The key for BFIs to operate normally in such fabricated 
business environments is to consolidate their current size. 
In the process, NRB can follow the model of Malaysia by 
providing lucrative incentives for the merger. Initially, it 

would be advisable to reduce the number of BFIs to 14 and 
then ultimately reduce the number further to seven to eight 
banks. Doing so will not only safeguard the capital of banks 
but will also allow them to maintain capital adequacy ratios 
of a desired level. Besides, banks will be able to grow to 
have a nationwide presence even if that means operating at 
a marginal profit. Currently, banks do not have a presence 
in all 77 districts, nevertheless if the banks become bigger 
in size they will be able to penetrate the rural market as 
their ability to absorb losses will increase. Furthermore, it 
becomes a less tedious task for the central bank to regulate 
and supervise. The idea of consolidation and increasing the 
base capital, however, should be carried out carefully. It 
could be a good idea to promote Further Public Offerings 
(FPO) rather than solely encouraging right shares as the 
overarching fundamentals of issuing right shares in Nepal 
are not right. Additionally, it is always good to insulate the 
capital risk with coated layers of capital.

In the days ahead, with Nepal finally embracing a 
decentralised system of government, the banking industry 
will face further challenges and opportunities. In this 
regard, operating in seven provinces may prove to be 
a cumbersome task, however NIBL will adhere to the 
ordinance as given. On the other hand, this political 
transformation has provided ample of opportunities for 
banks to contribute towards the economic development 
of Nepal. Considering a large number of the population 
does not yet bank, BFIs now will have an opportunity to 
increase their financial presence via various technologies 
including mobile technology. And now given the political 
stability (in the past 27 years, we have experienced 26 
governments) and with the execution of the right policies, 
Nepal can comfortably achieve the targeted economic 
growth of above 7%. The buoyant political environment 
will encourage both BFIs and foreign investors to invest in 
infrastructure. Achieving and sustaining desired economic 
growth in Nepal is a relatively easy task as we need to keep 
on investing in infrastructure, hydro and tourism.

Section 1: Prithivi Bahadur Pande, Chairman, Nepal Investment Bank Limited

SHAPING THE

FUTURE OF BANKS 
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Section 2: Joseph Silvanus, Chief Executive Officer, Standard Chartered Bank Limited.

World Bank Group estimates that funding worth USD 
13.6bn# is required by 2020 for Nepal to achieve the 
Sustainable Development Goals (SDG). Current levels of 
official development assistance (ODA), domestic resources 
and international investment towards SDGs will leave a 
gap of USD 10bn requiring action from other stakeholders.

Whilst there are several ways to overcome this funding 
gap, somewhere these elements are all connected with the 
maturity of domestic financial infrastructure, transparency, 
rule of law and access to international capital flows. A strong 
metric which captures the risk versus reward trade-off of 
doing business in a country is its sovereign credit rating. We 
strongly believe that obtaining a credit rating will greatly 
benefit the country’s international credit story while having 
positive ripple effects on the broader economy. Generally 
speaking it improves market efficiency and lowers costs for 
both borrowers and investors. Specifically, it:

1.  Improves Nepal’s international profile
a. The sovereign rating acts as a benchmark that can 

enhance the access that private and public sectors 
have to the global capital markets and can help attract 
foreign direct investments (FDI).

b. The credit rating can help support Nepal’s ongoing 
economic and financial reform efforts.

2. Enhances Nepal’s ability to access global capital 
markets

a. Continuous access to capital markets during periods 
of stress is enhanced for issuers possessing an 
international credit rating.

b. A rating is key to achieving the optimal pricing within 
the capital markets, significantly enhancing both 
primary and secondary market liquidity.

3. Has broader investor acceptance
a. The sovereign rating and country ceiling are key 

inputs for international banks and investors in setting 
the terms of exposure to Nepal, including local bank 
and corporate counterparties.

FDI is an important source and empirical findings show 
that there is a statistically significant relationship between 
FDI and sovereign rating. All neighbouring countries of 
Nepal have a credit rating and are progressing on well 
directed action plans to improve their investment climate. 
Simply expressed:
• Higher-rated sovereigns enjoy cheaper and more 

diversified funding sources
• Lower-rated and unrated sovereigns have a higher 

proportion of foreign direct investment
• Higher ratings help develop domestic capital markets 

and channel domestic savings into the market
• Higher ratings are linked to improved transparency 

and a more predictable legal framework, which attracts 
greater capital inflows

NEPAL NEEDS

A SOVEREIGN CREDIT RATING
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The financial sector in Nepal, though nascent, is 
growing steadily and commercial banking is now a 
mature sub-sector. Specialised term lending institutions 
such as Hydroelectricity Investment and Development 
Company Ltd (HIDCL) and Infrastructure Bank will 
widen sectoral engagement and deepen credit appetite. 
This journey to market maturity would include growth 
in capital markets, both primary and secondary, followed 
by the influx of private equity and other socially 
responsible investors as Nepal is increasingly coupled 

with the rest of the world. We expect that the shift from 
simple, bank led finance to market driven financing 
options will ultimately ensure cheaper funding costs and 
more efficient resource utilisation along the risk reward 
trade-off curve.

The Government of Nepal should study the emerging 
situation, access horizon risks and decide the appropriate 
time and approach to commence the process of getting a 
sovereign credit rating.

References:
# - National Review of SDGs – NPC, Govt of Nepal. July 2017
World Bank, Standard Chartered Research
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The Banking and Financial Industry (BFI) has experienced 
tremendous growth over the past 20 years, starting with 
the establishment of Nepal Bank Limited in 1937. BFIs 
have since made great strides and evolved over the years. As 
such there are currently 28‘A’ class commercial banks and 
deposits of over NPR 2,000 billion. Likewise, along with 
the robust capital base, the asset of Commercial banks has 
grown annually at a promising rate of 17% while Non-
Performing Assets (NPA) is less than 2%. Nevertheless, 
the resulting competition and the obligation to satisfy 
the expectations of shareholders has pushed BFIs to take 
unnecessary risks and inflate share prices. In the future, to 
sustain the banking sector, the volume of business must 
grow substantially, otherwise excessive competition may 
prove to be counter productive. Banks may be encouraged 
to compromise on the quality of assets for higher returns. 
Likewise, if the capital market is not modernised and the 
funding of the majority of assets continues to be based 
on short term deposits and equity, it could result in a 
mismatch in the balance sheet. 

With the economy expanding, it is glaringly evident that the 
commercial banks of Nepal need to come out of traditional 
banking and enter the global market. This will largely ease 
the erratic problem of liquidity and manage the balance 
sheet. To address the problem of excessive competition 
Nepal Rastra Bank, the central bank of Nepal, has been 
doing an excellent job as a facilitator and watchdog by 
downsizing the number of financial institutions, though 
the effort is yet to produce an expected outcome. Now 
the commercial banks need to foresee and mitigate 
forthcoming challenges such as human resource (HR) 
integration, business integration and cultural integration.  

As the country is officially heading towards a federal 
structure, NRB will probably act as an advisor of the 
state government and provide services from the state 
level. Doing so will enable NRB to decentralise and 
mobilise government funds at the local level. With the 
adoption of the federal structure, the banking industry 
is going to have overwhelming opportunities as well 
as challenges. Considering the significant size of the 
unbanked population, commercial banks will have an 
opportunity to penetrate the rural market. In other 
words, increase in access to finance will be the major 
achievement as bank starts to seep into the rural market. 
Additionally, allocation of local funds to the local 
governments will provide a good scope for competing 
banks to increase their business size by abating costs 
and easing the liquidity position. On the other hand, 
availability of quality HR could be the major challenge, 
as banks will have to compete to employ staff from 
within the same pool of HR following expansion. 
Likewise, other operational and cyber risks could come 
as by-products.

In conclusion, federalism and a decentralised structure 
will allow banks to play a progressive role in the economic 
development of the country. In this regard, banks will 
definitely have a pivotal role while allocating funds to 
various development projects. Primarily, fund mobilisation 
of the BFIs will be more efficient as projects related 
to hydropower and infrastructure start to take pace. 
Furthermore, banks will provide financial support to new 
start-ups as the economic paradigm of the country moves 
from the traditional agro-base to manufacturing and 
industry. 

Section 3: Sunil KC, Chief Executive Officer, NMB Bank Limited

BANKING INDUSTRY

OUTLOOK IN FEDERALISM 
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Unlike previous Fiscal Years (FYs), 2017 has been productive for Nepal as the country 
formally moved from a unitary to a decentralized form of government. Local level election was 
successfully held after the hiatus of 20 years and the country is now gearing for a Parliamentary 
General Election. Besides, economy also experienced a vibrant growth of 7%.  

In the year 2017, Nepal Economic Forum (NEF) worked tirelessly on impact analysis 
and information dissemination key focus areas for the organization.  NEF is also trying to 
upgrade itself to an experimental lab where the relevance of different economic theories are 
verified contextually. In the meantime, despite the data constraint NEF had tried to verify 
the significance of economic theories including “optimal inflation in Nepal” and “Gravity 
and Trade”.   NEF also completed its third strategic meeting with its advisory board members 
where various issues were taken into consideration in terms of research content and direction, 
long term planning, partnerships with local institutions, exploring new policies, etc.  

PARTNERSHIPS

NEF has continued to work in partnership with organizations and individuals to expand its 
reach. With the plummeting of bilateral relationship between India and Nepal, NEF continued 
to work with the Observer Research Foundation (ORF), India on continuing Track 2 discourse 
to see how the strained relations that have major economic impact can be restored. 

NEF successfully partnered with the Himalayan Consensus Institute and implemented the 
second Himalayan Consensus Summit 2017 which aspires to redefine development in the 
Himalayan region and identify alternative development paradigm that takes into consideration 
planetary integrity, heritage and economic empowerment. Through the event, NEF obtained 
sponsorship and partnered with a host of organizations. NEF is now a secretariat to Himalayan 
Consensus Institute.   

BUSINESS POLICY RESEARCH CENTER (BPRC)

Through our BPRC division, NEF in 2017 published four issues of nefport (a quarterly 
publication providing economic analysis and research). NEF also conducted one edition 
of neftalk (a platform for policy discourse), focusing on:  Belt and Road Initiative (BRI): 
Implications for Nepal to highlight the economic impact of Belt and Road Initiative. 

NEF also conducted two linkfest (in partnership with the French Embassy), one on “The 
Night of Ideas: Economic Development of Landlocked Countries” and another on “Le Temps 
de l’Action (Thoughts to Action) - Landlinked Not Landlocked”. 

NEF ADVISORY BOARD

NEF has an  honorary advisory board to provide strategic direction and input towards NEF’s 
future progress and growth. The board comprises of distinguished individuals from diverse 
backgrounds. 

Arnico Panday is the Lead Atmospheric Scientist at ICIMOD, a Research Assistant Professor 
at the University of Virginia, and a Visiting Assistant Professor at the Massachusetts Institute 
of Technology. 

Basudha Gurung is a Development Practitioner, an International Monitoring and Evaluation 
Specialist, and formerly worked with ODC. 20
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Kul Chandra Gautam is the Former Assistant Secretary General, and is a Director of Good 
Weave International. 

Mahendra K. Shrestha is the Chairman of Himalayan General Insurance and has been 
involved in the financial sector in Nepal for over two decades. He has led and helped shape 
some leading organizations in insurance and banking. 

Mallika Shakya is a Professor at the South Asian University in New Delhi, and formerly 
worked with London School of Economics and World Bank.

Dr. Shanker Sharma is a former Vice Chairman of the National Planning Commission and a 
Former Nepali Ambassador to the United States of America. 

DEVELOPMENT CONSULTING

Over the past year NEF was involved in a variety of projects with development 
partners. Some key achievements include NEF’s involvement in conducting a study 
on cartel was conducted in collaboration with Alliance for Social Dialogue (ASD). 
The purpose of the study was to highlight the impact of cartel in the economy of 
Nepal. 

NEF is partnering with CUTS International, India to conduct the feasibility analysis 
of Bangladesh, Bhutan, India, Nepal-Motor Vehicle Agreement (BBIN-MVA). The project 
has been initiated by India to facilitate the borderless trade among the participating nations. 

NEF collaborated with Department for International Development (DFID) to examine the 
Private Business Houses of Nepal. The objective of the study was to develop an understanding 
of the underlying dynamics governing the political economy of business houses in Nepal.

NEF collaborated with the Confederation of Indian Industry (CII) to conduct a study on the 
cross-border e-commerce ecosystem in Nepal. The study was based on desk research, insider 
interviews and focus group discussions, which culminated in a report that highlighted the state 
of Nepal’s readiness, Nepal’s potential for cross-border e-commerce and recommendations for 
promoting cross-border e-commerce in Nepal.

NEF had also partnered with Himalayan Consensus Institute (HCI) to act as the Secretariat 
for the Himalayan Consensus Summit, which was held in Kathmandu, Nepal from 24-25 
March 2017. 

NEF FELLOWSHIP PROGRAM

In keeping with the Human Resource Strategy NEF has maintained three NEF Fellows 
who have been contributing towards research and analysis for the various policy products 
released through the Business Policy Research Center. With greater exposure, guidance and 
work experience, NEF’s Research Fellows have gradually been able to work independently on 
research projects with minimal guidance from Senior Fellows or mentors. This greatly suits 
the organization as it is able to take on and follow up on more research projects.  Till date nine 
fellows have graduated from NEF.20
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NEF PRODUCTS

NEFPORT: 

NEFTAKE:

NEFCAST:

NEFTALK:

quarterly economic publication docking economic analysis 
and research.

blog providing economic analysis and perspective on various 
socio-economic events.

online dissemination platform featuring videos on key 
Nepali economic and businesses issues.

discussion series acting as a basis for policy discourse on 
pertinent economic issues.



 

NEF PROFILENEF PROFILE 

Nepal Economic Forum (NEF) is a premier private-sector led economic policy and research organisation that seeks to re-
define the economic development discourse in Nepal. Established in 2009 as a not-for-profit organisation under the beed 
(www.beed.com.np) umbrella, NEF is a thought center that is working to create positive transformations in policy reforms. 
One of the big updates for NEF this year was its feature in the list of Top Think Tanks in Southeast Asia and the Pacific in 
the 2016 Global Go To Think Tank Index. The report was released by the Think Tanks and Civil Societies Program under 
University of Pennsylvania. NEF stands out in being able to make significant strides to bring the private sector perspective 
and engage with both the public and private sectors in the development discourse. NEF is currently a recipient of the Open 
Society Foundations’ Think Tank Fund.

NEF works in partnership with many Nepali and international institutions in 
its quest to mainstream the discourse on the Nepali economy, which has 
not been given the necessary space it deserves.

NEF has partnered with the Himalayan Consensus Institute (HCI) to 
facilitate the development of alternative development paradigms and 
successfully held the second Himalayan Consensus Summit 2017 in March 
2017.

The Business Policy Research Center (BPRC) engages in research, 
dialogue and dissemination relating to pertinent economic policy issues. 
BPRC has been producing nefport, a quarterly economic analysis 
publication, nefsearch, a periodic research publication and conducting 
neftalk, a platform for policy discourse.   

Through the Center for Public, Private and Community Partnerships 
(PPCP), the partnerships discourse is further elaborated through addition of 
the community dimension to existing models of public private partnerships. 
Apart from standalone interventions, the PPCP perspective is integrated in 
the work that NEF and beed initiate.

NEF operates in the domain of Development Consulting through its devCon 
division in conjunction with beed management.. It works with a variety of 
bilateral, multilateral, national and international NGOs in the areas of policy 
research, economic analysis, value chain analysis, enterprise development, 
sectoral studies and public private dialogue. 

NEF BROADLY WORKS UNDER THREE AREAS:

NEPAL
ECONOMIC 
FORUM
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