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The success of the  rst issue of nefport, and the tremendous support the 
endeavor received has encouraged and inspired us at Nepal Economic 
Forum to do it again. As in the  rst issue, this issue also provides an economic 
analysis of Nepal from the perspective of the private sector. 

Over the past few months, we have seen business executives and development 
practitioners use nefport for quick validation of data and analysis. Nefport 
caters to the information needs of a diverse readership. In addition, it 
provides economic analysis that addresses the needs of business people, 
potential investors, development practitioners, management professionals, 
academics and students both in Nepal and abroad. 

This issue of nefport covers the last quarter of  scal 2009/2010 and the 
 rst quarter of 2010/2011. This period was characterized by an economy 
facing some major setbacks; as a result, it has to address some fundamental 
questions. Indeed, given the economic and  nancial downturn coupled with 
the political situation, the future of Nepal�’s economy seems bleak. Sound 
economic policies and governance are of the utmost importance to give the 
country a much-needed respite.

We thank all the readers who have encouraged us to continue, our supporters, 
and The Asia Foundation for sponsoring this issue. nefport is produced by 
volunteers from beed management, and we hope to receive more interest 
and sponsorship in the future, assisting in covering the costs of publication 
and production.

We are eager to receive your valuable feedback on how to make nefport a 
better resource and more user-friendly. Please email us suggestions at info@
nepaleconomicforum.org

Sujeev Shakya
Chairman
Nepal Economic Forum

EDITORIAL
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FACTSHEET

Trade
As of the Second Quarter 

of the Fiscal Year 
2008/2009

As of the Second Quarter 
of the Fiscal Year 

2009/2010
Foreign Trade (Rs. in million) 169117.3 219616.3
Total Exports (Rs. in million) 35032.7 30808.5
Total Imports (Rs. in million) 134084.6 188807.8
Total Trade Balance (Rs. in million) -99051.9 -157999.3

Tourism January 2009 January 2010
Tourist arrivals from India 8,860 5,836
Tourist arrivals from other countries 21,202 20,235
Total arrivals 30,062 26,071

In ation in percentage January 2009 January 2010
Consumer Price Index 14.40 11.80
Wholesale Price Index 14.70 16.00

Stock Market Mid January 2009 Mid January 2010
NEPSE Index (Closing) 659.81 530.96
Market Capitalization (Rs. million) 361919.26 407783.74
Total Paid up Value of Listed Shares (Rs. million) 48202 71712
Number of Listed Companies 149 165
Number of Listed Shares (�‘000) 511695 745307
Market Days 19 21
Number of Companies Traded 118 133

Banking Sector January 2009 January 2010
Inter Bank Lending Rate 3.37% 12.83%
CRR 5.50% 5.50%
Bank Rate 6.50% 6.50%
Export Credit in Foreign Currency LIBOR + .25 LIBOR + .25
Saving Deposits Rate in % 2.0 - 7.0 2.0 - 7.5
Lending Rates in %

Forex Market January 2009 January 2010
US$ 74.24 77.30
Indian Rupee 1.6 1.6

Commodities January 2009 January 2010
Gold (USD/ounce) 826.5 1138.25
Oil (USD/barrel) 43.31 77.73
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iquidity crisis: The country�’s banking system 
is facing a severe liquidity crisis, primarily 

because  nancial institutions are not able to access 
ready pools of cash. Deposit  gures are at an all-
time low, while loans and advances have reached 
new highs. Nepal Rastra Bank�’s (NRB) second 
quarter report for  scal 2009/10 shows that 
liquid assets of commercial banks have declined 
signi cantly by 12.3% to Rs.164.9 billion (USD 2322 
million), compared to a growth of 8.8%, worth 
Rs.164.4 billion (USD 2315 million), during the 
same period the previous year. Similarly, the loans 
and advances of commercial banks increased by 
11.5% to Rs. 59.5 billion (USD 838 million), taking 
the average credit deposit ratio to 89.3% from 
81.2% 

Another signi cant event has been the reduced 
in ow of remittances compared to the previous 
year. NRB�’s second quarter report for the current 
 scal year shows an increase of only 12.6%, 
compared with the 65.3% over the same period last 
year. Additionally a signi cant amount of money 
seems to have left formal  nancial channels to co-
operatives, which are not monitored by the central 
bank. NRB  gures for the  rst six months of the 
current  scal year 2009/10 show that deposit 
mobilization of commercial banks increased by 
only 4.7% to Rs.575.8 billion (USD 8098 million), 
compared to a 13% rise in the same period last 
year. Depositors are also being discouraged by the 
strict new disclosure requirements set by the NRB. 

KEY STORIES

L Other factors that have been instrumental in the 
liquidity crisis are capital  ight, increase in imports 
of gold, and a negative balance of payment.   

Balance of Payments crisis: Nepal currently has 
a negative Balance of Payments (BOP), largely 
due to a massive trade de cit of 60.7% and slow 
growth in remittances.  Last year, Nepal posted a 
surplus BOP of Rs. 43.1 billion (USD 607 million). 
However, the second quarter results of the current 
 scal year show Nepal�’s BOP de cit to be in the 
tune of Rs. 19.79 billion (USD 278 million), in 
contrast to a surplus of Rs. 28.53 billion (USD 401 
million) in the same period the previous year. The 
current account also registered a de cit of Rs. 24.39 
billion (USD 343 million) in the  rst six months of 
 scal 2009/10, against a surplus of Rs.16.73 billion 
(USD 235 million) in the corresponding period of 
the previous year.

The trade de cit is indicative of a heavy reliance 
on imports for goods including gold, petroleum 
products and vehicles coupled with a decline in 
foreign exports and low overall economic growth. 
Nepal depends heavily on foreign imports as 
domestic production cannot meet increasing 
domestic demands while its foreign exports are 
insigni cant. NRB�’s second quarter report shows 
that import of merchandise went up by 40.8%, 
compared with 25.9% in the same period last year, 
while exports went down by 12.1%, compared 
to a growth of 22.3% in the same period in  scal 
2008/09.



4 Docking Nepal�’s economic analysis

NEPAL
ECONOMIC
FORUM

In an attempt to control the growing BOP de cit, 
the government has imposed non-market measures 
which include controlling gold imports, imposing 
higher tariffs on luxury goods, and banning the 
import of inverters, which would normally surge 
in the power-starved dry season.

Stock market closed: Nepal Stock Exchange 
(NEPSE) the country�’s sole secondary market 
was shut for 5 trading days from 21-25 February 
2010, due to a protest by the General Investors 
Association of Nepal, Nepal Investors Forum, 
and Nepal Securities Investors Association. The 
investors put forward a 22-point list of demands 
to the government aimed at revitalizing the 
secondary market. The market re-opened after 
the investors and government representatives 
negotiated an agreement through which the 
government would raise the margin lending limit 
up to 60% of market value. In addition, lending 
banks are not required to issue margin calls even 
if the market price of the collateral-pledged shares 
declines as much as 10% of market value. Lending 
banks can continue to renew margin lending of up 
to 75% if the borrowers have repaid at least 25% 
of their loans, and cleared all liabilities, including 
interest. The government also assured investors 
that it would not implement a proposal to convert 
19% promoter�’s shares into ordinary shares 
immediately.

With the objective of addressing the liquidity 
crisis, the central bank has tightened the Cash 
Reserve Requirement (CRR) to be maintained 
by commercial banks against domestic deposit 
liability to a minimum of 5.5%. Additionally, the 
statutory liquidity ratio (SLR) which requires 
banks to invest in government securities has to be 
at a minimum of 8% by mid-July 2010. 

To help banks address payment risks, NRB is 
also offering Standing Liquidity Facility (SLF) 
against the collateral of government securities. 
The interest rate against (SLF) remained at 12.24% 
( xed by repo), and according to NRB, commercial 
banks used SLF totaling Rs. 65.3 billion (USD 919 
million)  during the  rst six months of the current 
 scal year, in comparison to Rs. 41.5 billion (USD 
584 million) in the same period previous year.

Nepal Tourism Year 2011: Nepal Tourism Board 
has announced that 2011 will be Nepal Tourism 
Year (NTY) and that the guiding principle will be 
�“Together for Tourism�”. NTY 2011 aims to attract 
more than 1 million tourists and promote Nepal 
in the international market. Campaigns, hoardings 
and promotions have begun, and various political 
parties, including the main opposition Uni ed 
Communist Party of Nepal-Maoist (UCPN-M), 
have pledged to avoid calling strikes and bandhs 
in 2011.
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hanks to prudent  scal and monetary 
measures taken by governments and central 

banks, a number of countries are shaking off the 
effects of the global  nancial crisis. One sure sign 
of the approaching recovery is an expected rise 
of 4% in global output compared to an increase 
of just 0.75% in 2009. According to estimates by 
the International Monetary Fund (IMF), India 
and China will be the fastest growing economies 
in 2010, with growth rates of 7.8% and 8.4% 
respectively. In developed nations, increases in 
the rate of inventory cycles and a rise in domestic 
consumption have contributed to positive growth. 
However, rising sovereign debt, a recovering 
 nancial system and high per capita credit present 
ongoing challenges to a full recovery. Global 
 nancial markets are slowly improving, but 
 nancial conditions are likely to remain dif cult. 
Money markets have stabilized, while inter-bank 
lending rates, which have  uctuated, are likely 
to remain low due to the sluggish demand for 
credit. Equity markets and cooperate bond yields 
have touched pre-crisis levels in various emerging 
nations. Sovereign default risk is rising in both 
developed and developing countries, as they 
struggle with large de cits and debt with investors 
increasingly differentiating across countries. 
Nepal has expressed interest in rejoining the 
Poverty Reduction and Growth Facility (PRGF), a 

INTERNATIONAL ECONOMY

facility sponsored by the IMF to help low income 
countries to avert a balance of payment crisis, 
foster durable growth, and reduce poverty. Nepal 
participated in the PRGF program from 2004 to 
2007. 

Global Trade: Overall global trade contracted 
by 12% in 2009, the biggest dip since World War 
II. In 2010 the volume of global trade is expected 
to increase by 5%, as a result of  scal stimuli 
and inventory stocking. The ongoing trade war 
between China and the United States poses a 
serious threat to global trade. Although G-20 
members have pledged to avoid protectionism, 
tariffs, and non-tariff barriers, these kinds of trade 
blockages have statistically increased in the wake 
of the crisis. 

World Economic Forum, Davos: The crisis of 
capitalism was the subject at the 40th annual 
meeting of the World Economic Forum in 
Davos. The top business leaders, politicians, 
thinkers and media representatives who were in 
attendance, pledged to rethink and redesign the 
global economy based on sustainable principles. 
There was agreement that a fragile recovery was 
underway, but no consensus could be reached 
on how to prevent another global economic 
meltdown.

T
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Special Drawing Rights: The global economic 
crisis, which originated in developed countries, 
has begun posing a threat to the recent economic 
achievements of many developing nations. In 
order to help developing nations weather the 
crisis, the IMF has allocated Special Drawing 
Rights (SDR) of USD 18 billion to low-income 
countries. The value of SDR, an international 
reserve asset created by the IMF, is based on a 

basket of four key international currencies, and 
can be exchanged for freely convertible currencies. 
SDR allows developing nations to increase their 
foreign exchange reserves to help and tackle 
ongoing macroeconomic instability. Nepal�’s 
current SDR position stands at USD 71.3 million, 
0.022% of total SDR issued by the IMF to all its 
members. The value of Nepal�’s SDR will increase 
to USD 117 million after the latest allocation.
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Uni ed Budget of India 2010-2011: An Overview 

On 26 February 2010, India�’s Finance Minster 
Pranab Mukherjee presented the Union Budget for 
 scal 2010/11. The budget presents an optimistic 
outlook for GDP rates, aided by better industrial 
production in the agricultural and manufacturing 
sectors, stronger performances of capital markets, 
and revived exports. These elements as well 
as restructuring existing policy frameworks 
for banking, foreign investment, and energy 
and infrastructure development are together 
envisaged to pave the way for 9% growth this year, 
maintaining the average growth over the past  ve 
years, and paving the way for higher growth in the 
near future.  

The budget proposes total  scal expenditure of 
USD 151 billion, an 8.6% increase over that of the 
last  scal year. The Indian government plans to 
reduce its  scal de cit to 5.5% from this year�’s 
estimated 6.9% of the total GDP. Some of the key 
objectives of the 2010/11 budget are restoring 
 scal balance by 2014/15, providing special tax 
exemptions for investments on special schemes 
and enhancing the threshold for personal taxes to 
partially ease the burden of growing in ation.

Revenues: Gross tax receipts are estimated at USD 
102 billion with special amendments in direct 
and indirect taxes; non-tax revenue receipts are 
estimated at USD 20 billion. 

INDIAN BUDGET

Expenditure: Planned expenditure is estimated at 
USD 51 billion, a 15% increase over last year, and 
non-planned expenditure at USD 100 billion, a 6% 
increase. Speci cally, the budget earmarks: 

�• USD 20 billion for defense
�• USD 4 billion for agriculture
�• USD 174 million for schools/ education
�• USD 23 million for slum rehabilitation
�• USD 2.7 billion for infrastructure development
�• USD 9 billion for rural development.
 
Policy Proposals
Tax Reforms
Direct tax
�• Income tax exemption for individuals with an 

annual income of up to USD 2200. 
�• Tax exemptions for individual investments in 

long-term government infrastructure bonds to 
encourage saving and increase investment.

�• Minimum Alternate Tax (MAT) increased to 
18% from 15% of book pro ts.

�• Revenue loss from changes in direct taxation 
provisions estimated to be USD 3.5 billion.

Indirect tax
�• IRs 1 increase in excise duty on gasoline and 

diesel.
�• Import tax on gold increased to USD 4.1 per 10 

grams from USD 2.73.
�• Import tax on silver rose to USD 20.54 per kg 

from USD13.69.
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�• Goods and service tax (GST) likely to be 
introduced in April 2011, but for now service 
tax is retained at 10%

Agriculture
�• Four-pronged strategy to boost growth in 

agricultural sector growth: easier access to 
credit, improving the food-processing sector, 
diminishing food wastage, increasing farm 
productivity.

�• Top priority to bring down in ation in food 
prices, which was 19.77% in December 2009, up 
from 7.56% in  scal 2008/09.

�• 4% growth estimated in agriculture sector in 
2010/11

Banking
�• Reserve Bank of India could issue additional 

banking licenses to the private sector.
�• USD 2.26 billion government funding for public 

sector banks to maintain a minimum 8% base.
�• Regional Rural Banks (RRBs) to receive more 

government funds to boost lending capacity to 
the rural economy.

Foreign Investment
�• Clear statement of methods for calculation 

of indirect foreign investment in Indian 
companies.

�• Foreign investors to pay pricing, technology 
transfer, trademark and brand name fees and 
royalties through automated procedure.

�• A Development Council will be set up to 
monitor large  nancial conglomerates and 
identify and address large inter-regulatory 
coordination issues.

Rural Development
�• USD 5.49 billion allocated to Mahatma Gandhi 

National Rural Employment Guarantee Scheme
�• USD 9 billion for rural development, of 

which USD 657 million allocated for rural 
infrastructure.

Energy
�• USD 720 million for power sector.
�• USD 68 million to build solar, small hydro and 

micro power projects in Ladakh, Jammu and 
Kashmir.

    
Environment and climate change
�• National Clean Energy Fund to be formed to 

support research and innovative projects in 
clean energy technologies.

�• Grants and allocations worth USD 27 million 
for Tirupur textile cluster in Tamil Nadu and 
USD 68 million for Mission Clean Ganga 2020 
project for treatment of ef uents in and around 
project areas.
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Energy 

Petroleum (IOC monopoly): The Government of 
India (GoI) turned down a request from Nepal�’s 
Ministry of Commerce and Supplies to revise the 
trade agreement between the Indian Oil 
Corporation (IOC) and Nepal Oil Corporation 
(NOC). The Government of Nepal (GoN) took the 
initiative to diversify its supplier base after 30 
years of dealing only with IOC, in order to end the 
former�’s monopoly over supply of petroleum 
products to Nepal and enable private sector 
involvement in the petroleum business. According 
to the deal between the two corporations, NOC 
and IOC are only allowed to trade with each other, 
that is NOC cannot import from another source, 
and IOC cannot export to another client in Nepal. 
The request to IOC suggested changes in both 
directions that IOC be allowed to supply petroleum 
products to other Nepali companies, and that 
NOC be allowed to import from other Indian 
suppliers. 

Although the Indian government rejected the 
suggestion initially, it is considering allowing 
private companies in Nepal to import petrol and 
diesel products, but not kerosene and LP gas. 
Private Indian petroleum giants Bharat Petroleum 
and Essar have expressed an interest and are 
lobbying with Indian government to amend the 
existing IOC-NOC contract. 

INFRASTRUCTURE

The Nepali government has also had talks with the 
Chinese government and private companies in 
China to export petroleum products to Nepal; 
however, these talks are yet to yield any results. 
Nepal�’s petroleum market stands at about Rs. 48 
billion (USD 676 million) per annum with NOC 
projections predicting a 25% growth to Rs. 60 
billion (USD 845 million) in  scal 2009/10.

Lique ed petroleum gas shortage: Nepal faced a 
crippling shortage of Lique ed petroleum gas 
(LPG) when supplies from the Indian Oil 
Corporation (IOC) dropped due to a slowdown in 
the re neries in Barauni and Haldiya from where 
Nepal�’s LPG needs are met. The slowdown was a 
result of upgrades in equipment that were carried 
out at the re neries allowing to it to now supply 
the higher-quality Euro III standard LPG. 

On 8 January, NOC announced a price hike of Rs. 
125 per cylinder of LPG, taking the end price to Rs. 
1,250, with an additional 13% VAT on top. 
Digambar Jha, Managing Director of NOC, said 
the hike in the retail price of LPG cylinders was 
necessary as the corporation and as a result the 
state economy was incurring major losses due to 
in ation and NOC�’s subsidized prices for LPG 
relative to the international market. The Finance 
Ministry had also announced that it was scrapping 
VAT on gas, one of the requests put forward by 
the NOC in October, but this is yet to be 
implemented. 
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Supply to consumers took a further hit when the 
Lique ed Petroleum Gas Industries Association 
went on strike, on 25th February 2010 demanding 
Nepal Oil Corporation (NOC) increase overall 
import quotas to better serve the interests of 
consumers. NOC agreed to ful ll the private 
dealers�’ demands by arranging for greater supplies 
from the Barauni re nery and also allowing 
supplies from Mathura and Haldiya, but the strike 
still persisted. This contradictory position taken by 
the dealers was thought to be the result of 
resentment against the appointment of a regulator 
to oversee the quality of LPG, cylinders and 
operation of private gas companies and dealers by 
NOC. The strike was  nally withdrawn on 2nd 
March, after an agreement with NOC and the 
withdrawal of one of the federation�’s demands 
which wanted NOC to implement a restrictive 
policy on new gas companies. However, supply 
still did not immediately ease, as consumers had 
hoarded gas ahead of and during the protest.    

NOC is incurring a monthly loss of about Rs. 280 
million (USD 3.94 million) on LPG, or Rs. 280 per 
cylinder. With the revision in rates, NOC will 
cover Rs. 90 million (USD 1.26 million) of the loss. 
The remaining Rs. 180 million (USD 2.53 million) 
will be subsidized using pro ts on the sale of other 
products. According to media estimates, Nepal 
consumes 15,000 tons, or 800,000 household-size 
cylinders, of LPG a month. Demand is on a 
constant rise; in  scal 2008/09 it was 12,000 tons a 

month, while in the previous  scal year it was 
9,000 tons per month.

Water: Stalled hydro projects
Nepal Electricity Authority (NEA) can only supply 
450 MW of electricity to consumers, a far from 
adequate response to overall demand of 845 MW, 
and has reduced supply to 12 hours a day, which 
has had a considerable negative impact on 
economic growth and aggravates the overall 
power crisis. 

Nepal received loan assistance of USD 65 million 
and grant assistance of USD 4.5 million for the 
execution of Energy Access and Ef ciency 
Improvement Projects (EAEIP) from the Asian 
Development Bank (ADB). The aid will be 
employed for the construction of two hydropower 
plants, distribution of about 1 million CFLs, 
installation of 1,000 solar street lights, and 
provision of technical expertise to NEA.

Different hydrocompanies picked for 6 projects: 
Hydropower projects in Nepal with a combined 
power capacity of 91.34 MW have been assigned 
to 6 hydro companies selected by the Government 
of Nepal on the basis of their proposals for offering 
the highest upfront charge (revenue) to the 
government as per the pre-condition de ned in 
the tender invitation. The ministry had received 20 
proposals for these six projects, of which 11 were 
selected for technical assessment

S.No. Hydropower Project Hydro Company Revenue (USD �‘000)
1. Khare Hydropower Project Lama Excelling Sahiwa P.S. 705
2. Maya Hydropower Project Baneshwor Hydropower Pvt. Ltd., 

Lumbini Builders  and Pashupati 
Energy Development Company

423

3. Lower Solu Hydropower 
Project

Clean Developers Pvt. Ltd. 3661

4. Solu Hydropower Project ICTC Energy 929
5. SIngati Hydropower Project Aankhukhola Hydropower Company 460
6. Mewakhola Hydro Project United Builders & Engineers Pvt. Ltd. 140
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The government had called tenders for two other 
projects-Lower Hongu and Khimti-II- on August 
3, 2009, but these projects didn�’t receive any 
proposal.

Upper Marshyangdi II: Work at the 600 MW 
Upper Marsyangdi II Hydropower Project in 
Lamjung district has been halted by local UCPN-M 
activists, who are demanding that the promoters 
of the project present a Detailed Project Report 
(DPR). The UCPN-M in Lamjung alleges that the 
project was commissioned without the consent of 
the locals who, as a result, were being deprived of 
their rights over natural resources local to them. 

Upper Arun: The World Bank expressed an 
interest in  nancing potential hydropower projects 
in order to address the chronic and worsening 
power crisis. The Nepali government came 
forward with the proposed 335 MW Upper Arun 
Hydropower Project in Sankhuwasabha district 
some 10 km from the border with China. There are 
no recent estimates of the cost of the project, but a 
1991 estimate put it at around USD 480 million. 
The  rst feasibility study on the Upper Arun was 
conducted in 1987, and a detailed project study 
completed in 1991. 

Budhi Gandaki: Five international companies 
have bid for the construction of the proposed 600 
MW reservoir-type Budhi Gandaki Hydropower 
Project; NEA is assessing the  nancial and 
technical features of the proposals. Bids were 
initially invited from international companies for 
the Budhi Gandaki project three years ago as along 
with the 300 MW Upper Karnali and 420 MW 
Arun III hydropower projects. Two Chinese 
companies submitted proposals to commission 
the Budhi Gandaki project but did not meet the 
criteria set by the former Finance Secretary Bhanu 
Prasad Acharya led committee to commission the 
project. A 1983 pre-feasibility study put the 
estimated cost of the project at USD 800 million.

Upper Trishuli 3 �‘A�’: Work on the 60 MW Upper 
Trishuli 3 �‘A�’ Hydroelectricity Project, stalled for 
the past ten months, will resume work within 
three months. The stoppage has been carried out 
by local residents of Rasuwa and Nuwakot districts 
who are demanding compensation for potential 
social and environment-related damage and losses 
the project could cause. China is injecting a soft 
loan of USD 14 million into the USD 125.75 million 
projects which is expected to be completed in three 
years. 

Nasyalgud: During Prime Minister Nepal�’s state 
visit to Beijing in December 2009, he sought to 
receive Chinese commitment on key infrastructure 
projects including hydropower. He wanted 
complete Chinese assistance for the construction 
of the 400 MW Nasyalgud Hydropower Project 
and incase China refused  the aid, he intended to 
propose a soft loan. The Chinese government 
pledged to build the 20-MW Budi Ganga Power 
Project in Achham as a token gesture.

FNCCI and CEDB: The Federation of Nepalese 
Chambers of Commerce and Industry (FNCCI) 
and Clean Energy Development Bank (CEDB) 
have pledged to generate 200 MW of electricity 
through mini hydropower projects in Public-
Private partnership in 45 districts. The size of the 
projects will range from 10 MW and more. FNCCI 
will mobilize its partners and district chapters to 
identify projects in the 45 districts and CEBD will 
provide support for feasibility studies and loans 
for local investors, as well as issue shares. CEDB 
has allocated Rs. 250 million (USD 3.52 million) for 
execution of these projects. CEDB and FNCCI plan 
to work with VDCs, DDCs and other local 
authorities. 

Aankhukhola: The Aankhukhola Hydroelectricity 
Company Pvt Ltd was granted permission by the 
Government to generate power from the 
Aankhukhola in Salyankot and Marpak VDCs in 
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Dhading in December 2009. The proposed Rs. 1 
billion project will generate 39 MW of electricity 
and is expected to be completed in  scal 2010/11. 

Ridi Khola: The Rs. 400 million (USD 5.63 million) 
Ridi Khola Small Hydroelectricity Project, with an 
installed capacity of 2.4 MW, successfully started 
test production in October 2009. This Hydropower 
Project is located in Gulmi and Palpa districts. The 
project aims to provide electricity to hill districts in 
the Lumbini zone and so help support the region�’s 
economic development.

Bishwashwori and Dipsabha: These two projects 
of 4 MW and 8 MW respectively on the twin rivers 
of Sankhuwa and Sabha were obstructed by local 
activists of the UCPN-M on the grounds that they 
had plans of turning the rivers into  sheries to 
promote tourism. Unity Life Company (ULC) had 
agreed to commission these hydropower projects 
at a cost of about Rs 1.5 billion (USD 21.12 million) 
in the next two years. 

Tata Power and SN Power: Norway�’s international 
renewable energy company SN Power forged a 
partnership with Tata Power in November 2009 to 
develop hydropower projects in India and Nepal. 
The partners aim to have 2,000 MW under 
construction or in operation by 2015, and a total of 
4,000 MW by 2020. 

Nepal Telecom (NT) and ADB reconsider 
investments: ADB is likely to withdraw its 15% 
investment from the 750 MW West Seti hydropower 
plant as it has deemed the project commercially 
unattractive. Along the same lines, NT retracted 
its decision in October 2009 to invest Rs. 6 billion 
(USD 8.45 million) as loan in installments in the 
Upper Tamakoshi Hydropower Project unless 
equity shares worth the amount were given to NT.

Water & Sanitation

Garbage collection and strikes: Since the last 
quarter, Kathmandu Valley rubbish piled on the 
streets for days on end, due to a series of strikes 
called by garbage collectors. These unionized 
employees of VDC�’s, DDC�’s, ward of ces and 
municipalities were demanding permanent status 
as civil servants. The Nepal Police mobilized about 
300 personnel to clear the streets of the garbage. 
The Valley generates about 600 metric tons of 
garbage daily; 350 of that is from the Kathmandu 
Metropolitan City alone and of this, 250 metric 
tons from the area of New Road, Bir Hospital, 
Thamel, Jamal, Bagh Bazar and Durbarmarg. The 
workers called off the strikes eventually, but 
continued their protests by placing black  ags at 
the gates of local body of ces.
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emittances from Nepali migrant workers now 

contribute round 20% of Nepal�’s national 

GDP. Changes to remittance in ows have a 

signi cant impact on the economy and directly 

affect consumer spending,  nancial systems and 

imports. These factors in turn affect the national 

Balance of Payment which is currently running at 

a de cit. 

Remittance growth slowdown: As a knock on 

effect from the global  nancial crisis, Nepal will 

witness a slowdown in remittance growth. An 

IMF Mission predicted growth to remain just over 

the 10% mark. The half-yearly review of the budget 

veri es this, having registered growth in 

remittances at around 11%, in comparison to 65.8% 

the last  scal year. The slowdown in remittance 

growth coupled with an increase in imports has 

led to a BOP de cit of around Rs. 19.7 billion, 

compared to a Rs. 28.53 billion surplus the previous 

year.

Lebanon reopens: The Government of Nepal has 

resumed issuing permits for Nepali workers to 

seek employment in Lebanon from March 16th, 

2010. Permits were not issued for a month due to 

REMITTANCE

R safety concerns following an escalation of violence 

in the country. There are around 20,000 Nepali 

workers in Lebanon.

New opportunities in Malaysia: The Malaysian 

government has indicated that Nepali workers 

could be considered for housekeeping jobs, given 

the shortage of domestic workers in the country. A 

domestic worker in Malaysia has an estimated 

earning capacity of USD 400 per month, and such 

positions would be a move up the value chain for 

Nepali workers, given that the average monthly 

earning of the 400,000 Nepali workers currently in 

Malaysia is about USD 140 per month. 

Israel remains closed: Israel, one of the most 

attractive foreign labour markets for Nepali 

workers, remains closed due to safety concerns. 

There are around 12,000 Nepali workers in Israel, 

of which close to 10,000 are women who work as 

caregivers. 

Papua New Guinea opens: Papua New Guinea is 

seeking to be the 108th destination to receive 

approval from Nepal�’s Ministry of Labour and 

Transport Management to be a recipient of Nepali 
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workers. Papa New Guinea is seeking to hire 

Nepali workers as security guards and automobile 

mechanics, at an average monthly salary of around 

USD 1,000. 

Illegal workers: Despite the GoN ban on Nepali 

women working in the Gulf countries, it is 

estimated that around 40-60 Nepali women reach 

these destinations each day. 

Top labor destinations: In January-February, 

Nepali workers went to work most in the following 

countries: Malaysia (10,346), Saudi Arabia (5,243), 

Qatar (5,006), UAE (2,929), and Bahrain (462). 

Migrant Resource Centre: The Foreign 

Employment Promotion Board (FEPB), with the 

assistance of the International Organisation of 

Migration (IOM) opened a Migrant Resource 

Centre in February 2010 to disseminate information 

on foreign employment to workers and other 

stakeholders in the foreign employment sector. 

The centre will eventually provide free telephone 

and walk-in counselling for basic information 

about 10-12 major labour destinations.
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apital  ight: Capital  ight has not often been 
an issue in assessing Nepal�’s weak  nancial 

systems, but it came to the forefront when the 
liquidity crisis deepened after Dasain 2009. The 
Ministry of Finance and the Nepal Rastra Bank 
(NRB) are conducting a joint investigation. Initial 
 ndings reveal that USD 100 million (over Rs. 8 
billion) from Nepal found its way into banks in 
Hong Kong during the  rst  ve months of the 
 scal year. The foreign currency was obtained 
from various banks by private institutions for the 
ostensible purpose of importing raw wool from 
Tibet.

NEPSE bearish: The market was at 749.11 at the 
beginning of  scal 2009/2010, but has dropped 
below 480 points since then, the lowest the index 
has been since April 2007. The market broke out 
from its long term support level in October 2009, 
indicating a major long-term downward trend, 
particularly a falling wedge trend analysis chart 
pattern that showed temporary interruption to an 
upward price rally. Accompanied by low market 
capitalization, the secondary market is also 
experiencing supply pressure with an in ux of 
new shares. The oversell position with dwindling 
turnover is further hitting the already low investor 
con dence. Fundamental analysis cannot 
rationalize the downtrend, considering corrected 
PEs, and largely optimistic quarterly results. The 
dismal performance of the secondary market can 
instead be attributed to the spillover effect of the 

FINANCIAL AND CAPITAL MARKET

C macro economic situation of which the liquidity 
crunch plays a primary role.
Gold prices: NRB banned the import of gold from 
15 January 2010, on the grounds that gold imported 
into Nepal was being smuggled back into India. 
NRB feared excessive spending of foreign reserves 
on gold imports, since gold prices in Nepal reached 
a high of Rs. 32,800 per tola, Rs.1500 over the 
international price. One reason for the increase in 
gold imports this year was also the weaker dollar. 
In the last  scal year, Nepali  nancial institutions 
imported gold worth Rs. 35 billion (USD 492 
million). This year in just the  rst quarter, gold 
worth Rs.15 billion (USD 211 million) has been 
imported, with the projected imports for the year 
being Rs. 60 billion (USD 845 million). According 
to the Gold and Silver Dealers�’ Association, the 
new regulations are affecting the local market, 
with the daily demand of 15 kg a day not being 
met. 

Liquidation of Nepal Development Bank (NDB): 
The liquidation process of Nepal Development 
Bank is ongoing. The liquidator recently 
distributed the deposits back to account holders 
with less than Rs. 800,000 (USD 11,267) at the bank. 
The distribution process has provisioned Rs.110 
million (USD 1.54 million) for 3,391 saving 
accounts, but the return for large depositors is still 
in process. NRB decided to liquidate the bank due 
to mismanagement which had resulted in bad 
loans and a cash crunch.
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IPOs
Initial Public Offerings (IPO) continue to excite 
investors. In the past six months, IPOs worth 
Rs.1.18 billion (USD 16.6 million) were  oated, of 
which more than half were ordinary shares being 
offered by development banks. In Nepal, 
investments in the primary market are garnering 
more immediate bene ts than those in the 
secondary market this is in part because initial 
shares are offered to the public at a par value of Rs. 
100, which severely impacts the secondary market. 
Agricultural Development Bank was permitted by 
the Securities Board of Nepal (SEBON) to  oat an 
IPO worth Rs. 960 million (USD 13.5  million), 
accounting for 30% of the bank�’s total ordinary 
capital (Rs. 3.2 billion or USD 45 million), and 
making it the largest-ever IPO among banks in 
Nepal.

New BAFIA: As a part of its effort to develop a 
transparent, competitive and strong  nancial 
sector, NRB is considering making adjustments to 
the Banks and Financial Institutions Act 2063 
(BAFIA 2063) to build stronger regulatory 
mechanisms for good corporate governance. The 
IMF has urged the Nepali government to be 
actively involved in revamping BAFIA 2063.  

In ation: Nepal�’s central bank only has a limited 
short-term control over domestic in ation. 
In ation in Nepal is largely in uenced by the large 
trade de cit with India, brought about by the 
inability of Nepal�’s productive sectors to meet 
increasing domestic demand resulting in a high 
dependency on Indian imports. The pegged 
exchange rate, capital mobility, open border with 
India, and increasing purchasing power of people 
are some other crucial variables. 

According to the NRB�’s latest quarterly report for 
 scal 2009/10, year-on-year core in ation 
increased to 12.6%, compared to 13.2% the 
previous year. Year-on-year in ation as measured 
by the consumer price index (CPI) came down to 
11.8% in mid-January 2009, compared with an 
alarming 14.4% during the same period the 
previous year. The price index of food and 
beverages increased by 18.1% compared to 18.3% 
the previous year, this was mainly due to the rise 
in prices of sugar and sugar-related products, 
vegetables and fruits. Further, the decline in the 
sub-indices of tobacco and related products, and 
transport and communication meant that the 
index for non-food and services rose only by 4.5% 
compared to 10.3% during the same period the 
previous year.

The year-on-year wholesale price in ation 
increased by 16% compared to 14.7% for the same 
period the previous year. The index of agricultural 
commodities increased by 30.2% compared to 
17%, mainly due to the large 64.7% increment in 

Companies UNITS

Miteri Development Bank 135,440

Mahakali Bikas Bank 81,800

Kasthamandup Development Bank 960,000

Pathibhara Bikas Bank 245,000

Sewa Bikas Bank 400,000

Manakamana Development Bank 300,000

Udhyam Bikas Bank 150,000

Nilgiri Vikash Bank 150,000

Nerude Laghubitta Bikas Bank 60,000

Resunga Development Bank 91,800

Arun Valley Hydro Power 1,715,000

Asian Life Insurance 1,080,000

Prime Life Insurance 1,080,000

Surya Life Insurance 1,080,000

Crystal Finance 700,000

City Development Bank 600,000

Total 11,529,040
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the price index of cash crops, compared to the 7.7% 
decline recorded the previous year. Domestically 
manufactured commodities increased by 10.4% 
compared to 11.8% the previous year. The price 
indices of imported commodities declined by 1.8% 
compared to an increase of 13% during the same 
period the previous year largely due to a decline in 
the sub-price index of chemical fertilizers. 
Chemical goods declined by 11.9% compared to 
an increase of 8.3% in the same period the previous 
year. Finally, the year-on-year salary and wage 
rate increased by 17.7% compared to a rise of 
16.4% in the same period the previous year largely 
due to increments of wages for agricultural, 
industrial and construction workers

Inter banking lending rate: Due to the liquidity 
crisis, commercial banks are forced to pay high 
interest rates to borrow from each other. The inter-
banking lending rate surged up to a high of 16%. 
Currently, the inter-banking rate is 9.37% based on 
the weighted average weekly rate. The increase in 
inter-banking loans has also affected the lending 
rates of banks. According to NRB�’s report for the 
second quarter of the current  scal year, inter-
bank transactions of commercial banks stood at 
Rs.150.9 billion (USD  2.12 billion), slightly up 
from Rs.146.8 billion (USD 2.06 billion) for the 
same period the previous year.
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ealty Market Kathmandu: In sharp contrast to 
the serious slump in land and property 

markets globally, the real estate business in Nepal 
continues to boom. Land prices are estimated to 
have risen by close to 200% in the past three years. 

Everyone seems to have jumped on the bandwagon 
- contractors have become developers,  nancial 
institutions are prioritising real estate in their 
portfolios, business houses are diversifying into 
real estate, and there is a real estate broker at every 
street corner. Statistics compiled by the Department 
of Revenue show a three-fold increase in the 
construction of new apartments in Kathmandu, 
from 1,088 units in 2007 to 3,385 units in 2008. Only 
about 30% are actually occupied by the owners. 
The Nepal Land and Housing Developers�’ 
Association (NLHDA) claims that the annual 
demand for houses and apartments stand at 43,000 
units, but it can barely construct 10,000 units per 
year.

While a robust industry is desirable, there is 
concern regarding the lack of regulation in the real 
estate development market. For instance, building 
plans presented and passed as being for residential 
buildings are routinely intended for commercial 
spaces. Overall, it would appear that the perceived 
demand for real estate is unrealistic. The rise in 
property prices is not being driven by actual end 
users, but investors who have no other place to 
put their money. There is already cause for 

REAL ESTATE

R concern, as Nepali citizens, taking advantage of 
the recession and low property prices in the USA 
and other countries, are selling their property in 
Nepal to fund purchases overseas. 

Concerned that the real estate bubble will burst 
soon, Nepal Rastra Bank (NRB) decided to impose 
a cap on  nancial institutions�’ loan exposure in the 
real estate sector. The central bank directed 
commercial banks and other  nancial institutions 
to limit their real estate loans to 25% of their total 
loan portfolio by the end of  scal year 2012/13. 
Commercial banks are no longer allowed to issue 
realty loans of more than 60% of the fair market 
value (Market Value + Municipal Value/ 2) of the 
collateral. These stringent sanctions are expected 
to bring a sharp correction to Nepal�’s overheated 
realty market especially in Kathmandu, but will 
also affect real estate-related industries. The 
Department of Land Reforms and Management 
recorded a 30% drop in transactions shortly before 
NRB announced the new sanctions. Further, 
consumers are starting to pull out of deals they 
had committed to because  nancing is increasingly 
dif cult to come by, and lending rates are high. 

Drop in land revenue: Real estate transactions in 
Kathmandu Valley have nosedived, coming down 
to an average of 350 per day from 450 per day. 
Revenue from land tax has dropped to 5% from 
double digit growth in the same period last year. 
In the  rst quarter of this year, land and housing 
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transactions contributed Rs. 1.97 billion (USD 
27.74 million) to national revenue.

Land holding ceiling raised: The Government of 
Nepal increased the limit on land holding by 
private land developers and housing companies to 
300 ropanis (37.71 acres) in Kathmandu Valley. 
Public limited land development and housing 
companies can hold up to 600 ropanis (75.42 acres) 
in the Valley. Under the previous Land Reform 
Act, individuals and companies equally were not 
allowed to hold more than 25 ropanis (3.14 acres) 
of land in Kathmandu Valley, 70 ropanis (8.79 
acres) in the hills and 10 bighas (16.34 acres) in 
Tarai districts.

Imposed ban on the export of sand, boulders and 
crushed stone to India lifted: In light of the 

environmental deterioration being wrought in the 
Tarai and Chure Bhawar region as a result of 
massive quarrying for export of stone and sand, 
the Parliamentary Committee on Natural 
Resources and Means requested the Nepali 
government to take measures to protect the area. 
In response, government imposed a ban on the 
export of crushed stone and boulders to India. 
While environmentalists approved, entrepreneurs 
criticized the unilateral decision, saying that it was 
not done with cognizance of the implications on 
revenues, employment, and the Rs. 40 billion (USD 
563 million) investments in the industry. After 
negotiations, the Ministry of Commerce and 
Supplies (MoCS) lifted the ban, but did issue a 
detailed document on �“Procedures for Managing 
Stones and Sand - 2066�“. 
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all in FDI: Foreign investment has decreased 
sharply by 36.5% this  scal year. In the  scal 

year 2008/09, some 212 project worth Rs. 9.81 
billion (USD 138 million) were approved. In the 
current  scal year, 230 projects were approved, 
but their total value is only Rs. 6.25 billion (USD 88 
million). 

Breaks for Indian investors: The Government of 
Nepal (GoN) will not alter tax structures and other 
polices that affect Indian investors for a minimum 
of 10 years from the date of investment. If it were 
to do so, GoN would have to reimburse the 
resulting losses faced by Indian companies. This is 
an attempt to make Nepal more attractive to 
Indian investors as an FDI destination.  

Industrial production drops: The worsening 
investment climate and the energy crisis have had 
a negative impact on industrial production. 
Industrial growth increased marginally by just 
0.19% in the last  scal year. There was a signi cant 
decline in the production of major exports: 
production of garments and carpets declined by 
12.03% and 10.75% respectively. On the 
infrastructure front, production of cement declined 
by 10% and domestic metal production also 
declined by 10%. These declines were offset by 
encouraging increase in the production of rice, 
wheat, and animal feed. 

MANUFACTURING

F Investment Plans: Nepal plans to invest Rs. 806 
billion (USD 11 billion) in the next three years to 
boost GDP to 5-6% and create 6 million new jobs, 
as per a concept paper prepared by the National 
Planning Commission. The private sector is 
expected to invest Rs. 554.6 billion (USD 7.81 
billion), almost 69%, while the state plans to inject 
the remaining Rs. 251 billion (USD 3.35 billion). 
The service sector is anticipated to attract the bulk 
of the investment, in the region of Rs. 607 billion 
(USD 8.54 billion). Agriculture is to receive Rs. 89 
billion (USD 1.24 billion) and investment in the 
industrial sector, Rs. 110 billion (USD 1.54 billion) 
over the next three years. 

Garment exports decline: Exports of garments to 
the United States declined by 60.45% to USD 
362,000 in February 2010, in comparison to the 
 gures for the same period last year, USD 916,000. 
Production units, which numbered 1,200 in 2000, 
have also closed shop at a dramatic rate, leaving 
only 12 functioning units now. In addition to the 
dif culties producers face here, there is also the 
decreased consumption of non-essentials in the 
US that suggests a bleak outlook for the garment 
industry.
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nternational airport in Pokhara: A regional 
international airport in Chhinedanda, Pokhara 

will be completed this  scal year. The Civil 
Aviation Authority of Nepal (CAAN) has directed 
the high-level committee, headed by CA member 
Rajkaji Gurung, formed last year to oversee the 
construction and to complete the design for 
fencing and leveling. Rs. 1 million (USD 14,000) 
has been released for an engineering survey and 
detailed design, and Rs. 50 million (USD 704,000) 
for construction. Farming will stop on the 390.42 
hectares of land acquired for the airport from this 
year and on the approach side, construction of any 
physical infrastructure has been banned for up to 
400m. The runway is to be 2,500m long and 50m 
wide. The Chinese government has also prioritized 
supporting the construction at the request of GoN. 

ADB assistance to enhance Transport Capacity: 
The Asian Development Bank (ADB) has approved 
a total of USD 80 million, USD 10 million in grants 
and USD 70 million as a loan, to  nance the Nepal 
Air Transport Capacity Enhancement Project. The 
project aims to boost tourism in Nepal by 
improving airports and civil aviation safety 
standards at Tribhuvan International Airport 
(TIA) in Kathmandu, and the domestic airports in 
Lukla, Rara and Simikot. 

TIA, Nepal�’s only international airport, will be 
recon gured and upgraded to international safety 
standards. The project includes construction of 

TOURISM

I 1.4km of new taxiways, a new power supply 
system, refurbishment of the international terminal 
and construction of a new temporary domestic 
terminal. The three domestic airports will receive 
improved communication equipment, visual 
approach aids and weather equipment.

Improved air connectivity, tourism  gures: A 
total of 33,441 foreign tourists departed from TIA 
in February 2010. The number of Nepali arrivals 
stood at 49,288 in February 2010 and Nepali 
departures at 54,564. Arrivals, particularly by air, 
increased in October 2009 in comparison to the 
same period the previous year. According to 
 gures from the Immigration Of ce at TIA, just 
over 56,000 tourists arrived that month, a 10.8% 
increase over the previous year. 

Six international airlines have entered the Nepali 
market since June 2009, three in recent months 
alone, taking the number of international operators 
who connect to Nepal to 25. Air capacity has now 
increased by 30%, to 36,660 seats per week. The 
increase addresses the shortage of seats into and 
out of Nepal, and comes in time for NTY 2011. 
According to Nagendra Prasad Ghimire, Secretary 
at the Ministry of Tourism and Civil Aviation, the 
total seat capacity annually now stands at 2.15 
million. Director-General of CAAN, Keshab Raj 
Khanal, says that CAAN�’s annual income 
increased by 13% to Rs. 2.18 billion (USD 30.6 
million) in the  scal year 2008/09. 
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From China: The largest shares of tourists to Nepal 
come from China and India. There was a huge 
increase (116.4%) in arrivals from China, in 
October alone with the operation of China 
Southern and China Eastern Airlines. Indian 
arrivals increased by 20%.

China Eastern�’s  ights, Kunming to Kathmandu, 
increased the capacity for arrivals from China by 
80%. Nepal Tourism Board (NTB) has strategically 
segmented India and China as prime markets and 
has prioritised promotional activities in these 
markets. 

From India, and domestic airlines: Following 
recent negotiations, air capacity has increased 
between India and Nepal by 6,000 seats. It has now 
availed 30,000 seats a week to and from six 
metropolitan cities of India. Among the airlines 
that wish to take advantage of this expansion are 
Shree Air, Buddha Air, Unity Airways and Air 
Dynamic. In preparation to be licensed to  y 
internationally, these domestic airlines must ful ll 
the Terms of Reference set by the Ministry of 
Tourism and Civil Aviation, as well as upgrade 
infrastructure, security and operational integrity. 
The ministry recently amended the civil aviation 
regulations and now airlines that wish to  y 
internationally must pay a security bond of Rs. 5 
million, and paid-up capital of Rs. 5 million. They 
must also pay Rs. 50,000 in fees. Domestic airlines 
also have a stipulated minimum of  eet size and 
commercial experience, required paid-up capital 
of Rs. 1.5 million to be granted get an Air Operation 
Certi cate (AOC).

Cosmic Air, Impro Airways and Yeti all have had 
international AOCs previously, but all stopped 

operations and did not apply for renewal of their 
licenses.

Other new international airlines: Oman Air, the 
 agship company of the Sultanate of Oman�’s civil 
aviation sector and Spirit of Manila, a Filipino-
owned airline company will be  ying to Nepal 
from March 2010. 

Nepal Tourism Year 2011: Nepal Tourism Board 
has begun preparations for Nepal Tourism Year 
(NTY) 2011, with its promotional activities and a 
national campaign. The national campaign 
recognizes the need for improvements in basic 
infrastructure, such as air seats, improved 
management of airports, and transportation 
facilities, among others. NTY 2011 aims to attract 1 
million tourists, and give a boost to the tourism 
sector which has been slow to recover from the 
con ict and effects of political instability.

Nepal participated in the in uential International 
Tourism Fair in Berlin from 10-14 March 2010. 19 
leading companies showcased their products and 
conducted interactions to promote NTY 2011. In 
Los Angeles, Nepal�’s ambassador to the US 
inaugurated the  rst hoarding board of NTY 2011 
campaign. The sign is along Highway 710 into LA, 
along which 160,000 vehicles ply daily.

Domestically, several new hotels are starting up, 
and existing ones are upgrading both capacity and 
standards to deal with the intense competition in 
this sector. 30% of the hotels in Nepal have added 
rooms. This year, hotels have increased their 
accommodation capacity to 1,700 beds from 1,400 
previously. In Sauraha, Chitwan alone there are 67 
hotels already with another six opening soon. 
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he media has faced a dif cult time in recent 
months with high-pro le murders of media 

entrepreneurs and journalists facing threats and 
coercion. Entrepreneur and owner of Space Time 
Cable, Jamim Shah was shot dead in Kathmandu 
on 7th February 2010. Less than three weeks later, 
on 2nd March, Arun Sinhaniya, a Janakpur based 
media entrepreneur was also shot dead by 
unidenti ed gunmen. 

Kantipur gets older: Kantipur Publications, one of 
Nepal�’s oldest privately owned publishing houses, 
celebrated its 17th anniversary in March 2010. Its 
radio division, Radio Kantipur, formerly Kantipur 
FM, turned 11. Kantipur, the  rst commercial 
private FM station in Nepal, commands around 
80% of the radio listeners�’ base. 

Satellite television: The Ministry of Information 
and Communication (MoIC) has issued permits to 
 ve companies to operate Direct to Home (DTH) 
satellite television services in Nepal. Licenses cost 
Rs. 7.5 million (USD 105,000) for the broadcast of 
60 channels, and Rs.10 million (USD 140,000) for 
80. 

FM licensing: MoIC has decided to curb the 
issuing of FM radio station licenses, as 182 stations 
are operating, as against the 325 licenses issued till 
date. Kathmandu Valley alone has 34 FM stations 
in operation. 

MEDIA AND COMMUNICATIONS

T CAN Info-Tech: The 16th Computer Association 
of Nepal (CAN) Expo was held in January 2010 for 
six days. Around 100 exhibitors participated, and 
some 400,000 people visited. 

More internet users: Cheaper ADSL internet 
packages, internet telephony and GPRS on mobile 
phone networks have led to an increase in internet 
subscriptions. Nepal Telecommunications 
Authority (NTA) says that there are now over 
591,941 Internet subscribers using a range of data 
options, including dial-up,  bre optical, cable, 
wireless, ADSL, GPRS, and CDMA. 

Mero Mobile now NCell: Mero Mobile has re-
branded itself and as of 12th March 2010 is called 
Nepal Cellular, or Ncell. Ncell, a part of the 
international communications company 
TeliaSonera (Swedish and Finnish companies 
Telia and Sonera respectively), is the second 
largest telecom business in Nepal with over 2.2 
million customers. 

Tele density: As of December 2009 - January 2010, 
the country�’s teledensity stood at 17.84, according 
to NTA. 

3G network expansion: Nepal Telecom began 
offering the faster 3G data services for postpaid 
customers in March. Until then, only prepaid 
customers could access the service. The tariff for 
video calls is Rs. 4 per minute, and multimedia 
messaging (MMS) is Rs. 2.50 per message. 
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Telecommunications Coverage:

As of Jan. 14, 2006 As of Jan. 14, 2010
NT GSM Subscriber  299,140 3,556,872 
NT CDMA mobile Subscriber -------- 611,958
Spice Nepal GSM Subscriber 86,844  2,218,366
Mobile Penetration Rate 1.52% 23.22%
Total Telecom Penetration Rate 2.03% 27.15%
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inister relieved of portfolio: Minister for 
Education Ram Chandra Kushwaha was 

withdrawn from government by his Tarai-Madhes 
Democratic Party on the decision of the government 
after being implicated in a corruption scandal. 
Nine top donors, including the World Bank, ADB, 
DFID, Australian Aid International, EU, UNICEF, 
and donor departments of Denmark, Finland and 
Norway decided to suspend assistance to the 
School Sector Reform Program after the 
government refused to respond to the corruption 
charges made by the Public Account Committee 
against Minister Kushwaha. Kushwaha is perhaps 
the only minister to be dismissed in Nepal at the 
behest of donors. PM Nepal appointed TMDP 
general secretary Sarbendra Nath Shukla as the 
new Minister for Educaton. 

School sector reform updates: The Education for 
All Fast Track Initiative Catalytic Fund, a 
multilateral fund sponsored by 18 donors, has 
pledged USD 120 million to support the 
Government of Nepal (GoN) in implementing its 
School Sector Reform Plan over the next three 
years. The Fast Track Initiative is a global 
partnership to assist low-income countries to meet 
the Millennium Development Goals for education, 
as well as the Education for All goal, which seeks 
to ensure that all children are able to complete a 
full cycle of primary education. 

EDUCATION

M UK student visa applications suspended: Britain 
has temporarily suspended new student visa 
applications from Nepal under the Tier 4 Point 
Based System after a sharp rise in applications. 
Under this system, individuals wishing to study in 
the UK do not have to show source of income or 
property evaluation. The British Embassy�’s 
decision will not affect the visa process for other 
applicants.

Britain has overtaken the US and Australia as the 
prime overseas destination for higher education 
for Nepalis. According to the Ministry of 
Education, some 4,200 students seeking to go to 
the UK get the No Objection Letter from the 
ministry every month. 

Nepali students still going to the US: The 
economic downturn has not affected the 
willingness or ability of Nepali students to go to 
the US. According to the US State Department�’s 
Bureau of Educational and Cultural Affairs, there 
was a 30% increase in the number of Nepali 
students studying in the US in 2009. Over 11,500 
Nepali students form the 11th largest group of 
foreign students in universities and colleges 
around the US. 

Data from the Nepal Rastra Bank shows that 
students going abroad took Rs. 12.12 billion (USD 
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170 million) from the country in the last  scal year. 
This year, just in the  rst four months, Rs. 5.59 
billion (USD 88 million) has been taken out of the 
country to pay for foreign education. 

Education Service Tax Update: Private schools 
will not have to pay the 5% Education Service Tax 
introduced in the 2009/10 budget in order to raise 
funds for the education of children from 
marginalized and poor communities. Instead, the 
Private and Boarding School Organizations of 
Nepal (PABSON) and GoN decided private 
schools will now pay 5% of the annual fee they 
charge to the government under the Education 
Development Support Fund. Private schools will 
have to pay the tax while  ling for their students 
to take the public examinations for classes 8, 10 

and above. GoN had earlier revised the proposed 
tax, reducing it to 1%, but Bhoj Bahadur Shah, 
president of PABSON, said private schools were 
not willing to pay this either as it was against 
�“social justice�” and �“human rights�”. 

In addition, most private and boarding schools 
plan to hike their fees by 20-30% from 15 April 
2010, exceeding the fee ceiling set by the 
government. The proposed hike is explained as 
necessary for the improvement of facilities and 
teacher salaries, but parents have objected. MoE 
has decided to take action against schools that 
institute the hike without having secured approval 
from the ministry. PABSON has not taken an 
institutional stand on the issue, according to Bijaya 
Sambahamphe, general secretary of PABSON.
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ood crisis: The global food crisis is thought to 
be the cumulative effect of climate change and 

the economic downturn. Nepal, too, has suffered 
disruptive weather adversely impacting 
production and the resulting increase in food 
prices. The Ministry of Commerce and Supplies 
(MoCS) requested the Government of India to lift 
the restriction imposed on the export of wheat and 
rice. The ban was partially lifted and the state-
owned Food Corporation of India will begin 
exporting the items requested to Nepal. 

AGRICULTURE

F Diarrhea deaths and food aid: The World Food 
Programme (WFP) threatened to stop its food aid 
to Nepal following allegations in the media that 
substandard supplies issued by WFP were 
responsible for a large-scale outbreak of cholera 
and diarrhea in mid and far-western hill districts 
in July 2009. The outbreak claimed 300 lives, 
mostly in Jajarkot district. The scandal also came 
at a time when funding for humanitarian and 
donor agencies was facing a crunch due to the 
global crisis and lower tax revenues.
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openhagen Summit: No legal agreement was 
reached at the 2009 United Nations Climate 

Change Conference held in Copenhagen from 
7-18 December, largely because the US, China 
and other countries were reluctant to commit 
to curbing greenhouse gas emissions. Prime 
Minister Madhav Kumar Nepal also attended 
the conference, leading a 38-member delegation. 
Addressing a high-level section of the summit, 
PM Nepal raised the issue of the impact of climate 
change on least developed countries.

CLIMATE CHANGE

C However, Nepal has the highest per capita carbon 
emissions in South Asia, 6.6 tons per person per 
year, largely as a result of deforestation. The 
United Kingdom�’s Department for International 
Department (DFID) has announced assistance 
worth USD 80 million to Nepal, of which USD 66 
million is to go towards protecting and conserving 
Nepal�’s forests, while the rest will target improving 
Nepal�’s resilience to the impacts of climate change. 
DFID estimates that helping protect Nepal�’s forests 
could lead to a 50% increase in the incomes for 1.2 
million people.
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oreign grants and reserves: As of December 
2009, Nepal�’s foreign exchange reserves stood 

at Rs.  248.89 billion (USD 3.50 billion), an 11.1% 
drop compared with six months earlier. In USD 
terms, gross foreign exchange reserves fell by 6.2% 
to USD 3.36 billion. Growing trade de cit and 
slow growth in remittances are the major factors 
behind the dwindling reserves. In the  scal year 
2009/2010 NRB has sold USD 870 million to buy 
Indian currency worth INR 41,501.65 million (USD 
935 million) to pay for imports. In 2009, Nepal�’s 
currency appreciated by Rs. 2.04 against the US 
dollar as the greenback devalued against Indian 
currency, to which Nepal�’s rupee is pegged. 

RAP awarded: The UK DFID-funded Rural Access 
Program (RAP) won the International Road 
Federation�’s 2009 Global Road Achievement 
Award. RAP promotes road infrastructure as a 
means of improving livelihoods and promoting 
economic development. RAP constructed around 
700 km of roads in 7 rural districts of Nepal in its 
 rst phase, and 365 km more are planned in the 
second phase. Roads were built in Doti, Achham 
and Dailekh in far-western region and 
Sankhuwasabha, Khotang, Bhojpur and 
Tehrathum in the east.

Foreign aid:
Nepal continues to receive a substantial amount of 
external assistance from multilateral and bilateral 
institutions including the WB, ADB, DFID, UNDP, 
and the foreign aid agencies of China, Japan, and 
Norway. According to the Ministry of Local 
Development (MoLD), foreign aided projects are 

FOREIGN AID

F supporting 26 out of 43 programs to build and 
promote infrastructure, roads, drinking water, 
electricity and social development at the local 
level. Rs. 35.69 (USD 501 million) have been 
allocated for MoLD activities in the ongoing  scal 
year. The government of Nepal is responsible for 
Rs. 23.90 billion (USD 336 million), foreign grants 
Rs. 9.99 billion (USD 140 million), and foreign 
loans and credits Rs. 1.7 billion (USD 23 million).

Some donors are going slowly on funding for 
Nepal, as the Nepali government has not met some 
preconditions. For instance, several pledges by 
donor agencies to the Peace Fund Secretariat 
established in February 2007 for peace building 
and reconstruction projects have been frozen, as 
the government has not ful lled certain 
requirements. The EU has pledged 22 million 
Euro. Donor agencies from the UK, Denmark, 
Finland and Switzerland also support the Peace 
Fund. Other projects are contingent on 
developments that are slow in the making; for 
example, Germany has pledged 3.5 million of its 
10 million Euro pledge for peace building in 
support of the general election that is to be held 
after promulgation of the constitution. 
Donor Agencies Grants in USD Loans in USD

ADB 87.25 Million 148 Million
World Bank 100 Million 
DFID 80 Million
ADB/UNDP 0.38 Million   
Japan 20.76 Million
China 0.27 Million
Total in USD 289 Million 148 Million
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iquidity Crisis: Higher import duties are 
likely. The government plans to hike the 

customs duty on major goods to control soaring 
imports if the monetary measure taken by Nepal 
Rastra Bank (NRB) fails to solve the liquidity crisis. 

Rising imports against declining exports have 
been cited as the major reason behind the persisting 
cash crunch. Exports declined by 23.7% against a 
rise in imports by 27.8% during the four months of 
the current  scal year leading to a trade de cit of 
48%, as per the latest NRB report.

Lending rate hits real estate : Real estate and 
housing entrepreneurs have accused banks and 
 nancial institutions of arbitrarily increasing the 
lending rate following Nepal Rastra Bank�’s cap on 
loan exposure in the real estate sector. 

�“Earlier, banks used to charge up to 10% interest, 
now they have been charging 15 to 16% making it 
hard to do business,�” said Ichha Raj Tamang, 
president of the Nepal Land and Housing 
Developers Association. �“The interest rate has 
increased almost two-fold pushing up the cost of 
homes and discouraging sales.�”

Gold import crosses 14 tons: Imports of gold into 
Nepal were over 14.03 tons in the  rst seven 
months of the  scal year 2009/10. This is about 

BUSINESS HIGHLIGHTS

L two times the annual demand, and thought to be 
the result of the cross-border price differential and 
increase in smuggling to India.

Duty on gold to go up: The hike became inevitable 
after the new Indian budget increased the import 
duty on gold to Rs. 480 from Rs. 320 per 10 grams. 
The current import duty on gold in Nepal is Rs. 
130 per 10 grams. The huge gap in import duty has 
made gold more expensive in India by around Rs. 
500 according to the Nepal Gold and Silver Dealers 
Association. The government had informally 
banned gold import from the third week of January 
as Balance of Payment de cit had soared. NRB 
also banned gold import on 2nd March 2010 
fearing illegal export to India. 

NDEX starts operation: Nepal Derivative 
Exchange (NDEX) started operations on 4th 
January 2010 listing six products: gold, silver, 
crude oil, copper, natural gas and heating oil. Gold 
can be traded in amounts of 1 kg, 500 grams and 
100 grams; silver in 30 kg and 5 kg; crude oil in 250 
bbl and 50 bbl; and copper in 5,000 kg and 1,000 
kg. Prices will be based on the New York Mercantile 
Exchange. There are 25 brokers operating at the 
NDEX, and Kasthamandap Clearing House is the 
clearing agent. The company�’s initial paid-up 
capital is Rs. 50 million.
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In ation soars to 12%: There was no respite for 
consumers from price hikes of essential 
commodities with consumer price index or 
in ation remaining in double digits for the third 
straight month. Nepal Rastra Bank (NRB) 
published new price analysis that shows in ation 
has soared to 12% in the  rst seven months of the 
current  scal year.  Despite the government�’s 
efforts to ease the supply of sugar, the price of 
sugar and sugar related products have soared by a 
whopping 77.6%. 

Duties and taxes eased to curb in ation: The 
government has cut import duty and the 
Agricultural Reform Fee on raw materials for the 
edible oils industry, and also pledged a 50% VAT 
refund, aiming to quell a sharp rise in prices that 
has been exerting in ationary pressure. The 
government has also substantially reduced import 
tariff for equipment used in research and 
development by pharmaceutical companies, in a 
bid to support capacity building by domestic 
producers of medicines. 

USD 123 million in humanitarian aid sought: UN 
Of ce for the Coordination of Humanitarian 
Affairs (OCHA) claims that on 10th March 2010 
humanitarian agencies in Nepal appealed to 
international donors for USD 123.5 million to fund 
projects aimed at assisting over 3.4 million Nepali 
people in need of life-saving assistance, including 
food aid.

NTY hoarding board in Los Angeles: The 
campaigning for Nepal Tourism Year (NTY) 2011 

has begun in earnest in the US. Nepali ambassador 
to the US, Dr. Shankar Sharma inaugurated the 
hoarding board of NTY 2011 campaign in the US. 
The hoarding has been installed near the main city 
on LA 710 Highway where 160,000 vehicles ply 
every day. 

NT all set to distribute 3G post-paid: Nepal 
Telecom introduced 3G post-paid services from 
the  rst week of March. NT currently has 3G 
services only for prepaid connections. The main 
feature of 3G technology is video conversations 
and a faster GPRS connection. 3G users can also 
watch television in their mobile sets, according to 
Surendra Thike, spokesperson of Nepal Telecom. 
The video call tariff has been set at Rs. 4 per minute 
and the multimedia messaging (MMS) charge has 
been  xed at Rs. 2.50 per message. The charge per 
MMS in 3G prepaid has been  xed at Rs. 5.

Mero-Mobile goes purple: Mero Mobile went on 
a makeover from red to purple of cially launching 
itself as Nepal Cellular (Ncell) on 12th March 2010. 
Ncell, a part of international communications 
company TeliaSonera, is the second largest 
telecommunication company in Nepal and has 
over 2.2 million customers.  

Pokhara is the most expensive place to live: The 
price of daily commodities has increased by 
around 6% over a year in Pokhara. The hike in 
prices is such that this lake town in the western 
part of the country has been listed as the costliest 
in the nation. Last year, the in ation rate reached 
13% against 7.7% the previous year.
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he dominating in uence of politics over 
Nepal�’s economy has made the consistently 

unfavorable economic predictions a dif cult trend 
to buck. At this point, the timely promulgation of 
the constitution and a prudent monetary policy 
planned and implemented by the new governor of 
Nepal Rastra Bank, the central bank, are crucial to 
a positive prognosis. 

It looks increasingly unlikely that the 28 May 
deadline for promulgation of the constitution will 
be met and the death of Mr. Girija Prasad Koirala, 
President of the Nepali Congress Party and  ve 
times Prime Minister of Nepal, on 21st March 2010 
effectively ensured the delay. His death is a major 
setback for the Nepali Congress, the largest pro-
market party. 

It is hoped that the appointment of Dr. Yuvaraj 
Khatiwada as the new governor of Nepal Rastra 
Bank will accelerate a much needed macroeconomic 
clean up and enforce stronger  nancial discipline. 
The new governor will be expected to overhaul the 
country�’s monetary policy in light of the liquidity 
crisis. Stringent lending standards for commercial 
banks could be expected, as well as an injection of 
liquidity through an economic stimulus package 
to reinvigorate the banking sector. In addition, to 
ease the burgeoning balance of payment (BOP) 
de cit, the government is expected to raise import 

OUTLOOK

T tariffs. Help for the BOP situation is also expected 
from an increase in remittances as, globally, 
construction projects gather momentum. To help 
translate remittances into increased productivity, 
the Government of Nepal is likely to introduce a 
Diaspora Infrastructure Bond. A stable political 
climate in Nepal can enable growth in its foreign 
currency reserves with an anticipated increase in 
tourism from India and China as a result of a rise 
in consumer con dence and disposable income in 
these countries. The Visit Nepal Year 2011 
campaign could also attract more tourists from 
Europe, North America and south-east Asia.

The agricultural subsidies announced by the 
Government of India will help ease the upward 
pressure on food prices and control in ation in 
Nepal too, as they increase farm productivity and 
help stabilize or lower prices of food grains and 
vegetables. Food prices have increased to 
unprecedented levels in recent years in uenced 
both by the global rise in prices and the weak 
monsoon in the region. However, in ationary 
pressures overall remain a distinct possibility 
because, as international growth picks up, Nepal 
too will be affected by the concomitant rise in oil 
and commodity prices.

There will be no major changes in foreign aid. 
Commitments will most likely continue to be 
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made on funding for hydropower and green 
infrastructure, but will not be followed by a swift 
mobilization of funds. Nepal is likely to make use 
of the IMF�’s standby credit facility in order to 
address its short-term macroeconomic imbalances.  
Capital markets will show signs of improvement, 
and the NEPSE index, which has taken a beating in 
recent months, will rise as the end of the  scal year 
approaches. New money will enter the stock 
market and augment the market volume, as 
stockbroker operations expand outside 
Kathmandu Valley, with four of ces each open in 
Biratnagar, Birgunj, Butwal, Narayanghat and 

Pokhara and three in Nepalgunj. Gold prices could 
fall in the coming quarter - as global equity markets 
experience an upward momentum and in ation is 
brought under control, investors are withdrawing 
investments in bullion and putting them in equity 
and other investment options.

The real estate sector will slow in the coming 
months and will remain subdued over the coming 
year. The imposition of a cap on the loan exposure 
of banks and  nancial institutions in the sector has 
signi cantly hampered its growth. Odds are high 
that some real estate developers will default.
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