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EDITORIAL

With each new issue of the nefport, we feel that we are getting closer to a
polished product that offers an in-depth analysis into Nepal’s economy.
These developments have largely been because of the response we have
received from the first three issues. The critical feedback and input from
our readers has been an invaluable asset in developing this publication
and catering to the needs of business executives and development
practitioners.

This issue builds upon the general structure established in the last issue
and is divided into two sections. The first section provides a general
overview of the overall macroeconomic state of Nepal’s economy. It
goes into some depth within each sector and provides an overview of
key stories that have developed over the last quarter. It also provides an
outlook for the Nepali economy for the next quarter.

The second part of the nefport is more analytical and we have decided
to look into two specific areas - capital markets and the ongoing Visit
Nepal 2011 year. We delve into each topic and provide a detailed
anaylsis and assessment. We hope that this analysis will be beneficial
for those who make critical decisions in these sector, as well as those
interested in the general economic well being of the country.

On a more technical note, this issue looks at the economy from 15th
October 2010 to 15th February 2011. It uses a USD conversion rate
of NPR 73.5 to a dollar, the one year average February to February
2010/11.

Nepal Economic Forum is a not for profit organization and a wing
of beed management. We would like to thank beed invest and beed
management for their support in making this issue possible. We thank
all our readers who have encouraged us to continue and our sponsor,
The Asia Foundation, for assisting us in coming out with this issue.

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

Sujeev Shakya

Chairman

Nepal Economic Forum
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FACT SHEET

Year Estimate Budget Actual Spending

2000/01 77.24 79.84

2001/02 99.79 80.07

2002/03 96.12 84.01

2003/04 102.40 89.44

2004/05 111.69 102.56

2005/06 126.89 110.89

2006/07 143.91 133.60

2007/08 169.00 161.35

2008/09 236.02 219.66

2009/10 285.93 259.15

2010/11 337.90

The Government of Nepal’s actual
budgetary spending

(NPR in billions)
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Particulars 2008/09 2009/10P 2010/11E

Revenue 143.47 179.94 216.64

Tax Revenue 117.05 156.29 188.73

Existing Sources - - 170.36

Tariff Adjustments and Administrative Reforms - - 18.37

Non Tax Revenue 22.89 21.70 25.63

Existing Sources - - 24.78

Tariff Adjustments and Administrative Reforms - - 0.85

Principal Refund 3.53 1.95 2.28

Total Expenditure 219.66 259.15 337.90

Recurrent 127.74 151.24 190.32

Capital 73.09 89.47 129.54

Principal Repayment 18.83 18.43 18.04

Surplus/Deficit Before Foreign Grant (76.19) (79.21) (121.26)

Foreign Grant 26.38 37.12 65.34

Bilateral 8.72 17.13 29.49

Multilateral 17.66 19.99 35.86

Surplus/Deficit A"er Foreign Grant (49.80) (42.09) (55.91)

Sources of Deficit Financing

Foreign Loan 9.97 11.49 22.23

Bilateral 0.61 4.60 5.87

Multilateral 9.36 6.89 16.36

Domes#c Borrowings 18.42 29.91 33.68

Cash Balance Surplus/Deficit (21.42) (0.68) -

Summary of Income and Expenditure

(NPR in billions)
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POLITICAL OVERVIEW

As highlighted in previous issues, political instability
remains the major impediment towards economic
growth in Nepal. A new government was recently
formed under the leadership of new Prime Minister
Jhalanath Khanal through a coalition between the
United Marxist Leninists (UML) and the Unified
Communist Party of Nepal – Maoists (UCPN-M).
However, the coalition is upon shaky grounds and
as of 19th February 2011 was unable to form a fully
functional cabinet. The continued political impasse
significantly influences Nepal’s economic growth as it
increases risk and decreases the incentive to invest in
the country while its infrastructure, both physical and
legislative, remains stagnant.

Highlights

New government formed: Nepal was without a
government since Prime Minister Madhav Kumar Nepal
resigned on 30th June 2010. However, the political
impasse came to an end with the election of Jhalanath
Khanal as Nepal’s 34th Prime Minister. He rode on
the support of his own party, the UML and the largest
party in the Constituent Assembly, the UCPN-M to form
a majority government under a left coalition.

Delays in forming a new cabinet: The recently
formed coalition government has been criticized for
making a secret pact. The pact was structured on the
understanding that in return for supporting Jhalanath
Khanal, the Maoists would be given the home ministry
and the UML would back the Maoist proposal for
the mass integration of Maoist combatants into the
Nepal Army. Disagreements between the two coalition
partners over the pact have delayed the formation
of a new cabinet, threatening to end the coalition
government within weeks of formation.

United Na!onsMission in Nepal (UNMIN) ceases

opera!ons: UNMIN was a special political mission
of the United Nations to support the peace process in
Nepal. It was established by Security Council Resolution
1740 on 23 January 2007 upon request of the then
Seven Party Alliance Government and the UCPN-M to
create a free and fair atmosphere. The parties and the
UN had extended UNMIN’s mandate seven times, the
last being on 15 September 2010 (Resolution 1939).
The mission mandate came to completion on 15th
January 2011 at which point it handed over all its
operations to the government.

Budget delayed: The delay in forming a new
government and the inability of the political parties to
work together meant the budget for the current fiscal
year 2010/11 was delayed by over four months. With
funds running short, the NPR 337.9 billion budget was
finally passed by the care taker government under Prime
Minister Madav Kumar Nepal through an ordinance
on 19th November 2010.

Control measures on government spending: To
avoid last minute spending, the budget has stated that
over 40% of the allocated budget cannot be spent in
the fourth quarter and more than 20% cannot be spent
in the last month.

Ques!ons of state restructuring loom in the

horizon: If the constitution is to be drafted within the
May 28 deadline, the parties need to start working
together. There are huge disagreements on federal and
state structures as suggested by the various parties and
until these are resolved, drafting of the constitution is a
pipe dream.

PART I : GENERAL OVERVIEW
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Major changes in Nepal’s political landscape look unlikely. Given the opposition that Prime Minister Khanal faces from
within his own party, the long term viability of the newly formed government has been openly questioned. The level
of animosity that exists between and within political parties, combined with their inability to work together, makes the
probability of completing the constitution within the May 28 deadline seem dismal. The formation of a new government
provides some ground for hope. If the government is given space to function, it may be able to resolve the issue of
integrating Maoist combatants into the army. Even after the combatant issue is resolved, the parties are yet to agree
on any form of state restructuring or federal structure. In terms of seeing a new constitution, until the political parities
commit towards drafting it on time, progress looks a dim possibility.

OUTLOOK

Government gearing up for census: Nepal’s first
post conflict census will be organized by the Central
Bureau of Statistics (CBS) from June 17 to 27, 2011. It
will be the 11th census in Nepal’s history. The census
will cost around NPR 1.47 billion (USD 20 million),
mobilizing8000 field supervisors,34,000enumerators,
80 census officers and 750 central core staff.

Nepaldropsfurther inglobalcorrup!onrankings:
Nepal’s global corruption ranking, according to
Transparency International, dropped from 121 in
2008 to 146 in 2010 out of 178 countries. The slip
in ranking is a worrying sign of rising corruption and
misuse of resources in Nepal.
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INTERNATIONAL ECONOMY

The year started on a positive note, with a world
economy gradually recovering from the recession.
While the advanced economies followed a difficult
road to recovery, GDP growth in East and South Asia
rose to 8.4% in 2010, up from 5.1% in 2009.1 The
robust economic growth in Asia resulted from a rise in
exports and strong private demand.

Skyrocke!ng food and commodity prices: Food
and commodity prices have been amplified following
weather problems in mid-2010, including a drought
in China, and rising demand in emerging economies.
Corn, wheat, rice and soybeans are four majorly
traded food commodities and their prices are expected
to rise as demand surges. The Food and Agriculture
Organization (FAO) reports that food price index is at
its highest level ever recorded. High food prices have
contributed to unrest in many countries including Egypt,
Pakistan, India and Algeria.

Increasing petroleum prices: Civil unrest in the
Middle-East that spread from Egypt to Tunisia, Libya,
Bahrain and Morocco has severely hit oil prices. Over
the past few weeks, crude oil prices have crossed USD
110 (NPR 8,085) per barrel.

Indian budget: With rising petrol and food prices,
the Indian budget is expected to attempt to tackle rising
inflation. The Indian Prime Minister, Manmohan Singh
has stated that he will be aiming for 10% growth this
fiscal year even though the Reserve Bank of India has
been gradually increasing interest rates to tackle the
rising prices.

India’s biggest IPO: The Indian Government is selling
shares of its state run organization, Coal India. It
accounts for about 80% of the country’s coal output.

The offer price for a stake in the company is between
INR 225 (USD 3) to INR 245(USD 3.2) and is expected
to raise USD 3.5 billion (NPR 257.25 billion) making it
the largest IPO in the history of the country.2 Coal India
enjoys a monopoly in an economy that heavily relies on
coal based energy. This made the IPO very attractive;
consequently, the shares were oversubscribed by 15
times.

Agreement regarding Basel III: In response to
the recent financial crisis, the Basel Committee on
Banking Supervision (BCBS) updated their guidelines
for capital and banking regulations. Agreement for
the new international regulatory framework for banks,
known as BASEL III, has raised the minimum capital
requirements for lenders from 2% to 7% of their risk
bearing assets. Banks have until 2019 to comply fully
with this rule. Although an important step forward, the
new capital and liquidity standards have to be made
applicable to all financial institutions to increase the
resilience of the entire financial system.

G-20 summits and their compliance report: The
Group of Twenty (G-20) Finance Ministers and Central
Bank Governors met twice in 2010, on June in Toronto
and on November in Seoul, to discuss key issues in
regards to the global economy. The G20 Research
Group at the University of Toronto, which analyzes G20
members in terms of compliance to commitments, gave
the group a score of 64% in relation to commitments
made in Toronto.3 Canada received the highest
compliance score while India received the lowest grade
for failing to live up to its commitments on corruption.

Aid in comparison to GDP: In the 1970 UN General
Assembly, the world’s 22 richest countries had agreed
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Food prices are unlikely to come down and are expected to stay high at least for the next four months. Civil unrest in
the Middle East is expected to put an upward pressure on oil prices. Consumers at the bottom of the economic ladder
will be spending an even higher proportion of their meager income on food. Countries will have to focus on raising
agricultural productivity to feed the world’s growing population and combat rising food prices. Double digit consumer
price inflation because of a sharp hike in food prices will remain a concern for many developing countries. In response,
many central banks will tighten their monetary policies following the Reserve Bank of India’s (RBI) move. Although
growth is expected to decelerate in 2011, India and China will continue to show impressive growth figures. Nepal’s
economic growth looks less upbeat due to factors such as political uncertainty, poor investment climate and weather
related problems. However, with India, Nepal’s largest trading partner, showing such robust growth figures, it is
expected that Nepal’s economy will show some improvement from that of last year.

OUTLOOK
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on giving at least 0.7% of their GNI annually as Official
Development Assistance (ODA) to poor countries.
Almost all the rich countries have failed to reach the
promised target set 35 years ago. Only Sweden,
Norway, Luxembourg, Denmark and Netherlands
succeeded in achieving this goal in the year 2009.
ODA declined by 2.20% to USD 119.6 billion in 2009
from its record level of USD 122.3 billion in 2008. The
shortfall since 1970 has been 57% i.e. USD 4.01 trillion
(at 2008 USD prices). Since 2000, United States has
been the highest donor of ODA. In the year 2009, USA
contributed USD 28.30 billion which is significantly
high compared to any other country’s ODA but is only
0.20% of their GNI.
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MACROECONOMIC OVERVIEW

At the turn of the century, Nepal’s GDP for the 2000/01
fiscal year stood at NPR 413 billion (USD 5.62 billion).
Since then, Nepal’s economy, as estimated for the
2009/10 fiscal year, has painstakingly grown to NPR
619 billion (USD 8.42 billion) at 2000/01 prices. The
decade saw momentous change in Nepal’s political
spectrum through the removal of the monarchy and
the end of the civil war. However, economic progress
has at best trudged forward with socio-political issues
consistently trumping the economy. According to the
Central Bureau of Statistics (CBS), Nepal’s per capita
Gross National Income (GNI) during this time period
doubled from NPR 19,144 (USD 260) in 2000/01 to
NPR 42,291 (USD 575) in 2009/10. However, this
still keeps Nepal close to the bottom of global income
tables.

After considerable political wrangling and delays, the
caretaker government under Prime Minister Madav
Kumar Nepal brought about the current fiscal year’s
budget through an ordinance on 19th Nov. 2010. The
four month delay was due to the Maoist’s refusal to
allow the Constituent Assembly to function. The total
ordinance budget stands at NPR 337.9 billion (USD
4.6 billion) for the fiscal year 2010/11. The budget
does not start any new development projects, but gives
continuity to existing ones.

Agriculture

Agricultural productivity in Nepal is very low and it
has gradually become a food-deficit country over the
years. This is reflected in the government’s spending
on agriculture, which has steadily decreased over
the past three decades. Agriculture as a percentage
of total government expenditure received 16.39% in
1980, 8.47% in 1990, and fell to 5.76% in 2000.4

The present budget allocated a mere 3.8% towards this
sector. In addition to decreasing public spending, there
is a significant gap between money allocated and spent.
For instance, Ministry of Agriculture and Cooperatives
(MoAC) had only spent 16.5% of its budget in the first
ten months of FY 2008/09.5 A lack of investment and
low government priority has resulted in low agricultural
productivity and created a food security problem.

3.8% of total budget allocated for Agriculture

sector: The current budget has allocated 3.8% or NPR
13.09 billion (USD 178.09 million) of total expenditure
towards agriculture. Additionally, NPR 9.01 billion
(USD 122.58 million) was allocated for irrigation.6

The ordinance budget announced duty incentives on
the import of agriculture tools, concessional loans for
livestock farming, doubling the subsidy for fertilizers,
and providing a 50% subsidy in crop and livestock
insurance.

Livestock farming, a challenge: Reaching self
sufficiency through livestock farming remains
a pipedream for farmers. A plethora of factors
discourage dairy farming, including the high cost of
milk production, lack of proper remuneration from milk
sales, no assistance from the government, difficulties
in purchasing good livestock breeds, and inadequate
veterinary services.

Food crisis in Nepal: The World Food Program (WFP)
estimates that currently around 3.6 million people in
Nepal are facing food insecurity of which 0.44 million
people are estimated to be facing high to severe
levels of food insecurity, while the rest are moderately
food insecure.7 Of the total food insecure population,
0.6 million live in the Mid and Far Western Hill and
Mountain districts. Production losses were reported in
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these districts due to natural calamities like drought,
heavy snowfall or hailstorms. To combat shortages,
households use a combination of coping mechanisms
such as reducing meal proportions, borrowing heavily,
consuming seed stock and selling their assets.

Farmers facing wheat seed problems: Wheat is an
important winter crop for Nepal. Facing a seed crunch,
farmers in East Nepal staged a sit-in at the National
Seed Company Ltd. (NSC) in Itahari.8 Farmers accused
the NSC of colluding with private dealers to create an
artificial scarcity of seeds. The NSC price for 40Kgs of
seed is NPR 1,600 (USD 22) in contrast to the NPR 2,900
(USD 40) being charged by private dealers. Because
of the wheat seed crunch, farmers in East Nepal are
being forced to leave their fields fallow. Despite being
one of the country’s largest retailers of seeds, NSC is
currently operating far below its processing capacity.9

The NSC’s distribution channels also remain limited to
its six office outlets (3 regional and 3 branch offices)
and dealers throughout the country.10

Fer!lizer shortage exacerbates food insecurity

in Nepal: Demand for chemical fertilizers exceeds
supply, resulting in low productivity and aggravating
food insecurity. Nepal does not produce chemical
fertilizer and meets demand by imports from India.
It is estimated that Nepali farmers use 400 grams of
fertilizer per hectare as compared to 40kgs per hectare
in Japan.11

Nepal Vegetable Crops Survey 2009/10 released:
A recently released CBS survey shows that vegetable
production in Nepal stands at NPR 45 billion (USD
612 million).12 About 69.3% of households are
involved in vegetable farming. However, only 18%
of total households practice commercial farming.

The survey shows that only about 5% of all vegetable
farmers finance their crop production through loans. In
terms of production and value, the top earners in the
vegetable crop category are cauliflower, tomatoes and
cabbages.
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Source: Central Bureau of Statistics, Nepal Vegetable Crops Survey

2009/10, February 2011

Onion prices fluctuate: Nepal used to meet more
than 90% of its demand for onions through Indian
imports. However, a shortage of onions in the Indian
markets due to unseasonal rains led to a hike in prices.
This prompted the Indian government to ban the export
of onions. As a result, the wholesale price of dry onions
in Nepal jumped from NRP 52/kg (USD 0.70) to NRP
95/kg (USD 1.29) by January 2011.13 Once supplies
ceased from India, Nepal started importing onions
from China to meet domestic demand. This has had a
positive effect and has helped to bring down the whole
sale price of dry onions to NPR 40 (USD 0.54).14

Commodity Market

The commodity market refers to trading markets in
which commodity futures are traded in a transparent
and regulated commodity exchanges with standardized
contracts that can be bought and sold at a certain future
date, dependent upon the buyers and sellers options,
on a price agreed upon today. These commodities
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are traded either for hedging or speculation. Hedging
was initially the major objective of commodity markets
initiated to eliminate the risks of price fluctuation on
the commodities for farmers. Speculation is motivated
by commodity traders who profit from accurately
speculating the price movement of commodities.

Commodity trading was introduced in Nepal as a
financial instrument from 2007. Nepal currently has
four commodity exchanges. Nepal Commodity Spot
Exchange (NSE) facilitates spot trading of commodities
and makes immediate physical delivery. In comparison,
Commodity and Metal Exchange Nepal Ltd (COMEN),
Nepal Mercantile Exchange (MEX Nepal) and Nepal
Derivative Exchange (NDEX) provide commodity
futures as financial derivatives with the sole purpose of
asset price speculation.

The commodity exchanges are self regulated and run
in collaboration with an international counterpart. The

prices of the commodities they list are not influenced
by domestic demand and supply but are instead
dependent upon the international market.

Spot exchange in difficulty: Nepal Commodity Spot
Exchange (NSE) has been facing operational challenges
due to the Nepal Rastra Bank (NRB) placing a cap on
the import of various metals including gold. Gold is the
most traded commodity in the world. Its long history
of value and its high liquidity make it the preferred
financial instrument for most commodity traders.

Market capitaliza!on: According to data published
by MEX Nepal on the market capitalization of all the
listed commodities traded through the MEX terminal
from August 10 to October 10 2010, gold is the most
traded commodity with a market share of 22.52%
where as heating oil is the least traded commodity with
a market share of only 0.03%.
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Market Capitaliza!on of commodi!es traded through MEX Nepal Terminal in (%)
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Commodi!es on the exchange

Below is the list of 37 products (commodities) that are currently being traded through commodity exchanges in Nepal
(indicated by a tick on the table). Each product differs in terms of either the contract size, which is the volume of a
particular commodity in a contract, or options to the traders regardless of the same commodity being traded.

Product Contract Size MEX COMEN NDEX NSE
ALUMINIUM 5,000 Kg √

COCOA 5,000 Kg √

COFFEE 5,000 Kg √ √

COPPER (Settled in 1 day) 5,000 Kg √

COPPER Mini 1,000 Kg √ √

COPPER 5,000 Kg √

CORN (MEX) 40,000 Kg √

CORN (NDEX) 50,000 Kg √

COTTON 10,000 Kg √ √

CRUDE OIL 250 U.S. Barrel √ √

CRUDE OIL (COMEN) 100 U.S Barrel √

CRUDE OIL (Settled in 1 day) 250 U.S Barrel √

CRUDE OIL Mini 50 U.S Barrel √ √

GOLD 1 Kg √ √ √ √

GOLD (MEX mini) 200 Gms √

GOLD (Settled in 1 day) 1 Kg √ √

GOLD Mini 500 Gms √ √

GOLD Small 100 Gms √

HEATING OIL 10,000 Liters √

HEATING OIL 8,400 Gallons √

LEAD 5,000 Kg √

NATURAL GAS 2500 mmBTU √ √ √

NICKEL 250 Kg √

PALLADIUM 2 Kg √

PLATINUM 2 Kg √

SILVER 30 Kg √ √ √ √

SILVER (Settled in 1 day) 30 Kg √ √

SILVER MINI 5 Kg √ √ √

SOYBEAN (MEX) 20,000 Kg √

SOYBEAN (NDEX) 30,000 Kg √

SOYBEAN OIL (MEX) 22,000 Kg √

SOYBEAN OIL (NDEX) 25,000 Kg √

SUGAR 20,000 Kg √

WHEAT (MEX) 20,000 Kg √

WHEAT (COMEN) 10,000 Kg √

WHEAT (NDEX) 30,000 Kg √

ZINC 5,000 KG √

Source: Beed Invest
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Communication and Media

The telecom sector of Nepal has taken giant strides
and crossed the 10 million subscribers’ mark in mid-
November 2010. Currently, 37.95 % of the population
has access to telecom services and all 3,915 Village
Development Committees in the country are connected
via telephone.15Simultaneouslywith telecommunication,
media through its various mediums – print, radio,
television and internet have gradually been making
inroads into Nepali society. Combined, communication
and media have provided people access to information
through relatively cheap and efficient means.

Telecommunica!on density: The total number of
fixed line subscribers as of December 2010 stands at
841,698, a nominal growth of 2.83% over the last year.
In contrast, the total number of mobile subscribers as
of December 2010 increased by an incredible 46.26
% to 9,195,562 over the past year. The growth of data
and internet service penetration also grew by 6.78% as
compared to 2.55% during the previous year.

Investments: Investments in the telecom sector have
increased over the years. During the last fiscal year
the telecom sector saw Ncell invest NPR 3.67 billion
(USD 49.93 million), Nepal Telecom invest NPR 1.85
billion (USD 25.17 million), Nepal Satellite NPR 264.9
million (USD 3.6 million), Smart Telecom NPR 163.3
million (USD 2.22 million) and United Telecom NPR
167.9 million (USD 2.28 million).16 The total investment
made by telecom companies amounted to NPR 6.13
billion (USD 83.4 million) which is twice the amount
made last year. During the month of October 2010,
recommendations for the import of telecommunication
equipment amounting to NPR 62.3 million (USD
847,619) were made by Nepal Telecommunication

Authority (NTA). Further NTA recommended the
Ministry of Information and Communication (MOIC) to
provide foreign exchange facilities to licensees for the
payment of bandwidth costs to an aggregated amount
of NPR 214.63 million (USD 2.92 million) in the month
of October 2010.

Limita!on on 3G services: New telecom operators
will not be able to start 3G services.NTA is not in a
position to allocate 3G spectrum to new operators as
all the available spectrums are already occupied by
Nepal Telecom and Ncell.

Broadlink Wi-Fi launched: Broadlink network &
communication Pvt. Ltd. announced it would start
providing Wi-Fi internet services by January 2011 in
cities such as Biratnagar and Itahari. Internet services for
the first month was provided free of cost in these cities.
The company aims at creating 10,000 subscribers by
the end of 2011.

Home TV & Dish Nepal Merge: Nepali Direct-to-
Home (DTH) service providers, Home TV and Dish
Nepal have merged into a new brand named Dish
Home. Dish Media Network is representing both the
companies Home TV and Dish Nepal.

Turnover for Nepali Film Industry crosses NPR

350 million: The Nepali film industry made a profit
of NPR 59 million (USD 802,721) during the last
fiscal year on investments of NPR 295 million (USD
4.01 million) during the year.17 The year also saw
the introduction of new technologies in the industry
with filming and sound going digital. 229 films, an
increase of 42 films from the previous fiscal year, were
registered in Film Development Board during the last
fiscal year including, 84 celluloid, 80 digital, and 65
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short movies.

New law for cyber cafes: Metropolitan Police Crime
Division (MPCD) has made it mandatory for cyber cafes
to maintain user log books and ask for identification
before allowing them to surf the net. This step has been
taken as part of the government drive to check cyber
crimes.18 Two weeks after the campaign was initiated
in December 2010, 170 cyber cafes in the capital city
have been brought under the framework of the new law.
The registration process is expected to be completed by
January 2011 for 1,200 plus cyber cafes in the city.
MPCD has recorded 13 cases of cyber crimes since the
beginning of the current fiscal year.

Energy

Consumers have been bearing the brunt of weak
management practices and rampant corruption
within Nepal’s energy sector. The state-owned energy
behemoth, the Nepal Oil Corporation (NOC), is running
at a loss and largely lacks credibility. With limited
government intervention and no signs of an internal
push towards reform, the corporation has largely failed
its stated mandate. To complicate things, the sector
suffers from transportation syndicates, protectionist
distributors and high levels of fuel adulteration and
contamination. If Nepal’s energy situation is to be
addressed, the enterprise and the entire sector must be
entirely reformed.

Nepal Oil Corpora!on (NOC) losses increase: The
threat of limited supplies coupled with risk of stalled
imports is the usual scenario at NOC. The corporation
has about NPR 470 million (USD 6.39 million) in
outstanding dues with the Indian Oil Corporation (IOC)
and an accumulated loss of over NPR 8 billion (USD

108.84 million). The loss is due to a mismatch between
the purchase price of petroleum products set by IOC
and the sales prices, set in conjunction with the Nepali
government. Raising domestic prices or receiving
financial pledges from the government are the only
ways to curb the loss and maintain supplies.

Increasing fuel prices: The latest import rates set
by the IOC means that NOC will suffer a loss of NPR
3.55 (USD 0.04) per liter on petrol, NPR 6.38 (USD
0.08) per liter on diesel, and NPR 256 (USD 3.4) on
each 14.2 kg LPG cylinder. With the recent revision
of the Indian import rates, NOC sought and received
government approval to hike the prices of petrol, diesel
and kerosene on 6th December 2010. The new rates
have also reduced NOC’s profit on aviation fuel and
kerosene to NPR 11 (USD 0.15) per liter and NPR 4.80
(USD 0.06) per liter respectively. With global prices of
petroleum on the rise, the government is planning on
increasing prices yet again.

FUEL
INCREMENT

(NPR per litre)

CURRENT PRICE

(NPR per litre)

Diesel 3.00 68.50

Petrol 3.00 88.00

Kerosene 3.00 68.50

Liquefied Petroleum Gas (LPG)

* per 14.2kg cylinder
75.00* 1325.00*

Note: Prices as of December 2010

Subsidies on fuel: Disadvantaged groups can now
receive subsidies on kerosene, diesel and petrol after a
proposal was endorsed by the Ministry of Commerce
and Supplies in December 2010. The subsidy will also
be extended to cooking fuels used by students and
diesel used by farmers for irrigation purposes.19 The
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proposed subsidies are NPR 10 (USD 0.13) per liter
on kerosene and NPR 10 (USD 0.13) for a maximum
of 160 liters a year on diesel. Poor families, who use
kerosene-lit wick lamp, will get 5 liters of kerosene
every month at the subsidized price of NPR 10 (USD
0.13) per liter.

NOC under poli!cal sway: Rampant corruption is
evident in the state run oil corporation. In the light of
fuel shortages in the country, NOC supplied additional
fuel to political leaders, free of cost. The managing
director of NOC, Digambar Jha, further stated that the
corporation was forced to hire more than 200 cadres of
different political parties as temporary staff, burdening
its already precarious finances. NOC’s overhead
cost per liter of fuel hovers around NPR 0.50 with the
corporation spending over NPR 480 million (USD 6.53
million) as overhead costs last year.

Petrol Act: In light of rampant corruption in NOC,
the Petrol Act, which envisions opening the sector to
private sector investment and allowing imports from
multiple suppliers, will be reintroduced in parliament
by the Ministry of Commerce and Supply (MoCS) as
assured to the Public Accounts Committee (PAC). The
Petrol Act was returned for review the last time it was
presented.

Barauni- Biratnagar vs Raxaul- Amlekhgunj:
Barauni and Raxaul are the two refineries from where
fuel is imported into Nepal. NOC estimates that it loses
NPR 218.2 million (USD 2.97 million) a year along the
Barauni route due to leakages, high temperature, and
excessive transportation costs. It estimates that it incurs
an additional NPR 1.2 per liter to transport fuel from
Barauni.20 However, the corporation has been forced
to keep using the Barauni route because of protests

from tank operators.

Pipeline between Raxaul-Amlekhgunj: To address
increasing costs, NOC has decided to finalize the
technicalities for the construction of a pipeline between
Raxaul and Amlekhgunj. The pipeline was proposed in
1995, but the Governments of India and Nepal have
only recently decided to work on it together under a
separate ownership-joint operation model. A detailed
project report carried out by India has identified that
the cost of the 39 km construction in Nepal and 2 km
in India, will cost NPR 1.60 billion (USD 21.77 million)
excluding the cost of land NOC may need to acquire.
NOC will lay down a 10.7 inch diameter pipeline and
will recover the investment over 20 years through a
40% reduction in transportation costs.

Foreign Aid

Foreign aid has been the principal source of finance for
the majority of development projects in Nepal. Projects
are mostly funded in collaboration with the Government
of Nepal by multilateral and bilateral donors either in
the form of grants or loan.

Foreign aid and the budget: The current budget is
currently being financed by NPR 87.57 billion (USD
1.16 billion) of foreign aid. 74.61% of the total aid i.e.
NPR 65.34 billion (USD 1.19 billion) is in the form of
grants and NPR 22.23 billion (USD 302.45 million) in
the form of loans. 72% of the total budgetary deficit is
expected to be covered by foreign aid for the current
fiscal year, compared to 61.52% last year.21

Foreign aid commitment vs. disbursement: Over
the last decade, the total aid commitment to Nepal has
increased by almost three folds to NPR 87.57 billion
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(USD 1.19 billion) this fiscal year. During the last fiscal
year, total disbursement amounted to NPR 48.61
billion (USD 425.58 million) in contrast to the NPR
92.28 billion (USD 1.26 billion) committed by donors.
This discrepancy is largely due to the inability of the
government to efficiently use the committed funds.22
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Donor’s confusion in absence of government

plan: The inability of the government to issue a new
interim plan (2010-13) and a new foreign aid policy
before the beginning of the current fiscal year has
made it difficult for the donors to prioritize their aid.
During a press meet held at UN Office on 18th Jan
2011, donors expressed concerns on the viability of
the Nepal Peace and Development Strategy 2010-
2015. This, combined with mismanagement and the
political impasse, has hit donor confidence.

Delay in approval by NPC affec!ng development

projects: Delay in the approval of projects above
NPR 150 million (USD 2.04 million) by the National
Planning Commission (NPC) is likely to holdup the
majority of development work during the current fiscal
year. Of the 72 projects under 15 ministries, only 36
projects have been approved as of mid-January, 2011.
The deadline for the approval was Dec 6, 2010. The
delay in the budget and approval process has affected

the use of foreign aid and hampered the development
process of the country.

Health and Education

As in the past, the education sector has been allocated
the largest share of the pie with provisions for free
educational services up to secondary school. The
budget also reiterates the government’s commitment in
providing free basic health care services for everyone.

Frequent strikes and threats of indefinite shut downs
by student bodies affiliated to political parties continue
to cause problems in educational institutions in and
outside the valley. In addition to the strikes and closures,
schools in remote areas are functioning without proper
infrastructure and lack qualified tutors. The government
needs to push for higher literacy rates, prevent drop
outs, achieve gender equality in education, and make
provisions for proper infrastructure.

The ordinance budget has set aside 7.25% or NPR 24.51
billion (USD 333.47 million) of the total budget for the
health sector. Despite the government’s commitment to
health care services, it has been unable to deliver an
adequate level of service in rural areas. As a result, a
high infant mortality rate, malnutrition, maternity related
deaths, poor female health and epidemic outbursts like
cholera, diarrhea, and dengue continue to persist. The
government’s commitment to provide basic health care
services to all and implement health insurance schemes
on a national scale may address some of the existing
problems underlying the sector.

The budget and the health sector: 7.25% of this
year’s budget has been assigned towards the provision
of health care services by the government. A particular
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focus has been given to the Safer Motherhood Program
carried out by non-profit health organizations. The
government will also be studying the feasibility of a
national level health insurance program for people
below the poverty line. Government spending in
the health sector over the last ten years has seen an
increasing trend. However, in comparison to the last
fiscal year, the allocated amount has seen a drastic dip
this year. This does not bode well for the health sector’s
ability to meet prior commitments.
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Source: The Ministry of Finance, Budget Speech and Annexure.

Global Fund support: A grant of USD 50 million (NPR
3.76 billion) has been granted for the prevention and
treatment of tuberculosis (TB) and malaria in Nepal by
the Global Fund as per Nepal’s request in 2009. USD
32.56 million (NPR 2.39 billion) of the grant will be
used for the treatment and prevention of tuberculosis
and will be managed by the National Tuberculosis
Center. The remainder will be used to combat malaria
through Population Service International (PSI) for the
years 2010-2015. The grant seeks to prevent and lower
cases of tuberculosis and malaria while increasing the
success of treatments.

Nepal Awarded for drop in Maternal Mortality

Rate (MMR): For its progress in addressing women
and maternity related deaths, Nepal was given a
Millennium Development Goal (MDG) award. The
government along with civil society and NGOs were
acknowledged for their role in decreasing MMR from
850 to 229 per 100,000 births from 1990 to 2010. The
decline in MMR is attributed to increasing awareness,
higher female literacy and the Safe Motherhood
program.

Possible closure of drug rehabilita!on centers:
The five year long financial support by Department for
International Development (DFID) for the rehabilitation,
support and care of drug users will be withdrawn from
several centers. As a result, these centers will not be
able to provide free services to a large number of
beneficiaries. The closure will also result in joblessness
for more than 300 employees and is likely to affect
them in terms of a relapse as most of the employees
are ex-drug users. These centers are spread across
the country and run by various organizations which
provide counseling, care, support and assist in the
integration of ex-drug users into the society. However,
donors including DFID, GTZ, AusAID and the World
Bank have committed to continue support for these
programs through a pool fund that will be handled by
the government.23

Opportunity for investments in Nepal’s health

care: South Asia’s largest diagnostic network, Super
Religare Laboratories (SRL), has entered into a joint
venture with Life Care Services of the NE Group. The
venture intends to invest NPR 50 million (USD 680,272)
to open an international standard hospital in two years.
They are looking at a market share of about 40% in
two to three years time with services penetrating the
lower income groups through special prices.
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Educa!on gets highest share in the budget:
The education sector received the highest portion of
the government’s annual budget. It was allotted NPR
56.75 billion (USD 772.11 million) which accounted
for 17.1% of the total budget. The government is
making education up to secondary level free at all
public schools and is also providing incentives to deal
with the rising number of dropouts. However, the
corruption mired national literacy campaign has seen
a reduction in the budget for Non-Formal Education
Centers (NFEC). The amount allocated this year is NPR
688 million (USD 9.36 million) compared to NPR 1.04
billion (USD 14.15 million) allocated by the Ministry of
Finance (MOF) the previous year.

Budget alloca!on for educa!on

Source: The Ministry of Finance, Budget Speech and Annexure
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Scarcity of teachers: Schools in many districts lack
the necessary manpower and have a poor student-
teacher ratio. The government is trying to solve this
crisis by providing a fund of NPR 1 billion (USD 13.6
million) to schools under the Per Child Fund (PCF)
policy. The PCF is a fund distributed to schools on the
basis of enrollment numbers at the primary level. As
per the policy, all community schools receive funds for

teacher salaries, textbooks and miscellaneous expenses
in proportion to the number of students. The fund have
been taken with skepticism as there is the possibility
of corruption in schools producing fake documents to
receive a share of the fund.

Gender equality in educa!on: According to a report
released on gender equality in South Asia by the Asia
South Pacific Association for Basic and Adult Education
(ASPBAE) and Didibahini, a NGO working towards
gender mainstreaming and women empowerment,
Nepal is ranked fifth on gender equality in education
in South Asia. In Nepal, only 68% of girls have access
to secondary education. The rankings suggest that
government spending and prioritization must be given
to gender equality in education. Among other South
Asian countries, Sri Lanka ranks first, India second and
Afghanistan last.

Existence of “ghost schools”: Upon investigation
by the Department of Education, schools which
existed only on paper have been draining funds from
the Districts Education Offices. The presence of such
schools has been found mainly in the Terai regions.24

So far, four such schools have been found and the DOE
suspects there could be many more. By producing fake
papers and receiving funds, these schools reflect the
existing debauchery and the pervasive corruption in
the education sector.

Infrastructure

The economic and social development of a country is
largely dependent upon the access to and quality of
its infrastructural facilities. Nepal’s geographic and
geological makeup, its late entry into modernity and
limited capital has meant it has been mired by poor
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infrastructure. This has been a major impediment to
economic development. Nepal’s infrastructure is grossly
underdeveloped with the majority of the population
lacking access to basic infrastructure services like
clean water, sanitation, roads and electricity. Thus,
investment in infrastructure is critical for Nepal’s long
term growth prospects. Keeping this in view, the much
delayed 2010/11 budget places major emphasis on
investing in Nepal’s infrastructure and has allocated
a total of NPR 3.04 billion (USD 41.36 million) for the
sector.

Road Projects: The 2010/11 budget allocated NPR
27.16 billion (USD 369.52 million) to the road sector,
an increment of 46.89% compared to the NPR 18.49
billion (USD 251.56 million) allocated the previous
fiscal year.25 A breakdown of this allocation is given
below:

· The Puspa Lal Highway stretching from Illam to
Baitadi has been allocated NPR 1.21 billion (USD
16.46 million). The work includes the widening and
opening of the remaining tracks on the Mid-Hills
highway.

· The Syafrubesi-Rasuwagadi road on the North-
South Highway, which links India to China has been
allocated NPR 630 million (USD 8.57 million).

· AprovisionofNPR540million (USD7.35million)has
also been set aside for the construction of the North-
South Highways along the Kali Gandaki, Karnali,
Koshi Corridors, Tapalejung-Olangchunggola road,
and the Tamakoshi –LamaBagar-Falate roads.

· NPR 2.81 billion (USD 38.23 million) has been
allocated for the construction of the 640 Km Postal
Highway from East to West in the Terai within 30
months. The Postal Highway consist of 39 bridges

out of which 22 bridges will be constructed this year
and the remaining 17 will be designed this fiscal
year.

· The government has assigned a high priority for
opening the Kathmandu-Terai Fast Track road
next year and has allocated NPR 680 million (USD
9.25 million) towards it. A high level committee will
complete the acquisition of land along the road
within the next six months.

· International trade routes such as the Birgunj-
Pathlaiyam, Belahiya-Butwal, Rani-Itahari, and
Surya Binayak-Dhulikhel have been allotted NPR
700 million (USD 9.52 million) for construction of
six lane roads.

· NPR 2.52 billion (USD 34.29 million) has been
allotted for repair and maintenance of roads

· NPR 810 million (USD 11.02 million) has been
allotted for the construction of the Mechi-Mahakali
and Pokhara-Kathmandu electrical railway within
the next 10 years.

Incen!ves to invest in Infrastructure: To encourage
investments in infrastructure, the budget has proposed a
40% tax exemption on income accrued from investment
in the construction of and operation of infrastructure
projects like roads, bridges, airports and tunnels.

RoadSectorDevelopment Project: The Road Sector
Development Project (RSDP) began in early 2008 with
an original grant of USD 42.26 million (NPR 3.11
billion) from the World Bank.26 The project targets
developing roads in far flung regions of west Nepal.
The World Bank recently approved an additional
USD 75 million (NPR 5.51 billion) to the RSDP for
the expansion of road networks to remote districts of
Nepal. This comes in the form of credit worth USD
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41.26 million (NPR 3.03 billion) and grants worth USD
33.74 million (NPR 2.47 billion) from the International
Development Association, the concessionary lending
arm of the World Bank.

Hydropower Projects: The 2010/11 budget has
increased investments in the hydropower sector by
13.61% to NPR 16.69 billion (USD 227.07 million).27

The budget stated the following:

· Storage type projects such as Budhi Gandaki
(600MW), Naushyalgad (400MW), Tamor
(300MW) and Aandhikhola (175MW) will
be brought into operation under appropriate
partnership.

· A feasibility study is to be carried out for Tamakoshi
V and Upper Arun (335MW)

· Budget allocation has been made for completing
Trishuli III ‘A’ (60MW), Kulekhani III (14MW),
Chameliya (30MW) and Rahughat (30MW) Hydro
projects.

· To accelerate micro hydropower production in hilly
and mountain regions which lack access to the
national grid the government has allocated NPR 1
billion (USD 13.6 million).

Mai Hyrdopower takes off: The 15.5MW Mai
Hydropower project is to be constructed on the Mai
Khola, Illam.28 On November 18th 2010, a consortium
of 11 financial institutions led by Laxmi Bank signed
an agreement to finance 75% of the project cost with
the promoters covering the difference. The project cost
is estimated at NPR 2.7 billion (USD 36.73 million).
Once operational it is expected to contribute around
103.19GWh of power annually.

Upper Tamakoshi hydropower project: The
completion of 456 MW Upper Tamakoshi Hydropower
Limited (UTHL) is scheduled for the 2014/15 fiscal
year for which the government has already disbursed
NPR 2 billion (USD 27.24 million). The project is well
under way and is the biggest hydropower project to be
built with local investments. The total estimated cost of
the projects is roughly NPR 35.29 billion (USD 480.14
million) with a capital structure composing of 70% loans
and 30% equity.29 15% of the equity shares will be
issued to the public, 10% will be issued to the residents
of Dolakha and 5% will be retained by the promoters.
The company’s board has already finalized the Power
Purchase Agreement (PPA) according to which NEA
will purchase one unit of power at NPR 3.23 (USD
0.04) during wet season and at NPR 6 (USD 0.08) per
unit during dry season. This power purchase rate may
be revised to NPR 5.3 (USD 0.07) per unit after nine
years of power generation.

Irriga!on: The total budgetary allocation for the
irrigation sector in 2010/11 fiscal year has increased
from NPR 7.95 billion (USD 108.16 million) from the
previous fiscal year to NPR 9.01 billion (USD 122.59
million), an increment of 13.33%. The government has
also identified the Sikta Irrigation Project in Bardiya,
Ranijamara-Kulariya Irrigation Project in Kailali,
and Jamuni Irrigation Project in Bara as top priority
irrigation projects. These projects are expected to
irrigate an additional 41,000 hectares of land. The
Sikta Irrigation Project has been allocated NPR 980
million (USD 13.33 million) and NPR 55 million (USD
748,299) has been set aside for the commencement
of Ranijamara-Kulariya Irrigation Project. For the
completion of irrigation projects under construction and
also for feasibility studies of new projects, a provision
of NPR 860 million (USD 11.7 million) has been made
in the budget.
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Manufacturing and Trade

Despite a challenging business environment, increasing
political uncertainty, and a perpetual energy crisis,
the country’s manufacturing sector has reported some
modest improvement with a gross output of NPR 253.43
billion (USD 3.44 billion) at current price amounting to
an annual growth rate of 2.65% over the last fiscal
year. Numbers from the Central Bureau of Statistics
(CBS) reveal that during the 2009/10 fiscal year the
Manufacturing Production Index (MPI) grew in almost
all industries with the liquor industry experiencing the
highest growth at 9.8%.

Source: Ministry of Finance, Economic Survey: Fiscal Year 2009/10,

Table 1.2 (A) and Table 1.2 (B).
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Total foreign trade during the first six months of the
2010/11 fiscal year stood at NPR 213.78 billion
(USD2.91 billion).30 During the first six months of FY
2010/11, the value of total exports reached NPR
32.84 billion (USD 0.44 billion) and imports hit NPR
186.38 billion (USD 2.54 billion). In comparison to the
same period the previous fiscal year, exports rose by
9.3% while imports increased by 1.4%. Import of gold,
during the first six months of the current fiscal year in
comparison to the previous, dropped from NPR 33.67
billion (USD 0.45 billion) to NPR 1.65 billion (22.47

million). The sharp drop in gold imports and increase
in demand for exports such as readymade garments,
woolen carpets resulted in a slight reduction in the
trade deficit, during the review period.

Exports Imports
Total

Trade

Trade

Deficit

Export:

Import

F.Y. 09/10

Share %

0.06

14.1

83.72

85.9

213.78 153.67 1:6.1

F.Y. 10/11

Share %

2.84

15.0

86.38

85.0

219.22 153.53 1:5.7

Change % 9.3 1.4 2.5 -0.1

Foreign Trade of Nepal
(First six months provisional)

NPR in billion

Source: Trade and Export Promotion Center, Trade Statistics (July

15, 2010-January 15, 2010)

Budget seeks to assist the manufacturing

sector: A widening trade balance and a problematic
manufacturing sector has gotten the government to
finally respond to the manufacturing sector. The budget
for the present fiscal year 2010/11 offers considerable
benefits to manufacturers including tax redemptions
schemes along with infrastructural and security support
like:

· Black topped road reaching manufacturing facilities
employing more than 100 Nepalese workers

· A sub health post and 5 armed police personnel to
manufacturing facilities employing more than 500
Nepali workers31

Investments in cement and steel industries:
Investment in the manufacturing sectors, especially in
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the cement and steel industry, has increased.Production
gains from these new investments are one of the reasons
for growth within the sector. However, the slump in real
estate and housing may lead to production reductions
in the coming year.

Labor-management conflicts reducing: The
manufacturing industry of Nepal has also benefited
from better labor-management relations. Around 500
medium and large industries operating in the Birgunj-
Pathlaiya Industrial Corridor have been operating
smoothly for the past few months. Improvements in
relations are mostly due to growing concerns for the
integrated development of industries. This has created
optimism among manufacturers regarding growth
and profit. A research carried out by the Economic
Research Centre at the initiative of the Birgunj Chamber
of Commerce and Industries revealed that industries
around Bara and Parsa incurred losses amounting to
around NPR 90 million (USD 1.2 million) a day every
time there is a strike or bandh.

Ethical compromise by Dabur Nepal: The
Commission for the Investigation of Abuse of Authority
(CIAA) raided Dabur Nepal’s factory in Rampur, Bara
on 20th December, 2010. The raid was initiated after
the CIAA received complaints from the Forum for
Protection of Consumers’ Right stating that the company
had been printing false manufacturing dates on its
product - Real Juice. The investigation has resulted
in Dabur Nepal being pulled to court for allegedly
producing and distributing contaminated juice and
posing serious risks to public health. A writ has also
been filed at the Supreme Court for scraping Dabur
Nepal’s license.

Khetan Group sells stake in Gorkha Brewery: The
Khetan Group, one of Nepal’s leading manufacturing
and business groups, sold 30% of its stake in Gorkha
Brewery to Carlsberg Singapore for USD 40 millions
(NPR 2.94 billion). The Khetan Group reportedly sold
its stake at Gorkha Bewery to diversify into the health,
insurance and telecom sectors.

Exports s!ll low: The export to import ratio shows
that Nepal is still importing almost six times as much as
it exports. Iron and steel articles, polyester and cotton
yarn, lentils, readymade garments, woolen carpets,
tea, and cardamom were the top export commodities
during the review period. India was the primary export
destination for iron and steel articles, Polyester and
cotton yarn, lentils, cardamom and tea. Germany,
United Kingdom, USA, Canada and Japan were
the major global markets for Nepali exports such as
readymade garments, woolen carpets, and tea.

Zero -tariff for certain Nepali exports in China:
Following a recent agreement, China has granted duty
free access to 361 Nepali products. Earlier, China had
announced its plan to gradually provide zero-tariff
access to it markets from least developed countries
(LDCs). Nepal had been aiming for tariff reductions
for 4,721 products but only 361 products were
approved for zero-tariff access. Nepal’s exports were
being charged 10% to 35% customs duty prior to this
agreement. However, Nepali traders have not been
able to take advantage of this agreement and exports
to China have not increased.

India andBangladesh sign two tradeagreements:
In October, India and Bangladesh agreed to establish
two border markets in Bangladesh and in the
Meghalaya province of India.32 The two countries also
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signed an agreement related to transshipment which
facilitates truck movement along the Indo-Bangladesh
border. Trucks carrying goods from one country are
now allowed to carry goods directly to warehouses in
the other country. The Memorandum of Understanding
(MoU) signed by both the countries also allows free
movement of trucks from Nepal up to their land custom
stations, located 200 yards inside their respective
borders. This cuts costs and delays resulting from
multiple unloading and reloading of goods at the
border checkpoints and represents a potential boost
for Nepali exports. However, bureaucratic hurdles
pose a major challenge for Nepal to take advantage
of this arrangement.

Ordinance Budget 2010/11 addressing trade

and manufacturing sector: The budget promises
export subsidies, concession on export earnings, and
cash incentives among other things to boost trade and
exports. However, the incentives are not adequate to
motivate manufactures and exporters. The budget did
not fulfill entrepreneur’s demand for the formation of
an Industrial Security Force (ISF). It also does address
any concrete plans to end load shedding or the creation
of Special Economic Zones (SEZ) to promote exports.
In order to raise revenues for the government, duties
on some products have been raised. Motorcycles,
vehicles, cement, marble, gold, silver, dry milk, liquor
and cigarettes are some products that have become
more expensive.

Real Estate

Real estate, renting and related business activities
contributed 8.26% to Nepal’s GDP during the
2009/10 fiscal year, while the construction businesses
contributed 6.64%. This amounted to a total investment

of NPR 85 billion (USD 1.16 billion) in the real estate
sector and the creation of around 300,000 jobs.33

In the first quarter of the current fiscal year, commercial
banks lent NPR 98.2 billion (USD 1.34 billion) to the
real estate sector of which NPR 46.39 billion (USD
631.16 million) went towards loans for land purchase,
NPR 35.65 billion (USD 485.03 million) for residential
real estate loans, NPR 13.31 billion (USD 181.08
million) for the construction of residential complexes
and apartments, and NPR 2.9 billion (USD 39.45
million) for commercial complexes. This accounts for
slightly over 20% of the total loan portfolio of banks
which stood at NPR 481.91 billion (USD 6.56 billion)
in the first quarter of the current fiscal year.

Distress selling hits the real estate prices:
Developers who had held on to their asking price to
avoid a downward price spiral have started to cut prices
with the hope of luring buyers and recouping their
investments. Realtors in the valley have begun slashing
prices in the range of 20% to 30% on the outskirts of
Kathmandu, 15% to 25% in Lalitpur, and 10% to 25%
in Bhaktapur. However, lowered rates have failed to
attract buyers while prices at prime locations have
remained stable.

Dras!c drop in real estate transac!ons: Figures at
the Land and Revenue Office (LRO) of three central areas
in Kathmandu – Chabahil, Dilibazar and Kalanki reveal
a drastic drop in real estate transactions as shown in
the chart below. The decline in realty transactions has
hit government revenues which dropped to NPR 90.08
million (USD 1.23 million) from mid-September 2010
to mid-October 2010. It had collected NPR 317.20
million (USD 4.32 million) during the same time period
the previous fiscal year.
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Real Estate Transac!on Figures in Kathmandu

Area 2009/10 2010/11

Chabahil 250 80

Dilibazar 200 50

Kalanki 200 30

Pressure builds on the financial sector: The
banking and financial sector is starting to feel the heat
of a downward spiraling realty market. Borrowers
are beginning to default on loan payment. Defaulters
include both land and housing developers and even
developers who claimed to have booked all their
apartments. Many of the developers have approached
banks for rescheduling their loans and some have
sought to refinance their loans.

Financial ins!tu!ons considerably exposed: At
present, the exposure of banks and financial institutions
to the real estate and housing sector stands at NPR
85 billion (USD 1.16 billion), out of which almost 50%
(9.62% of the total loan portfolio) have been invested in
land purchases. However, of more concern are Nepal
Rastra Bank (NRB) figures of mid-October 2010 which
reveal that NPR 281.19 billion (USD 3.83 billion)
amounting to 58.3% of their total loan portfolio of NPR
482.83 billion (USD 6.57 billion) is backed by land
and buildings as collateral. A fall in realty prices is of
significant concern to banks and financial institutions.

Ci!zens Investment Trust (CIT) and Employees

ProvidentFound(EPF)diversifyintoinfrastructure

and real estate: Citizens Investment Trust (CIT), with
the objective of diversifying its investment portfolio, is
investing in the Infrastructure and the realty sector. CIT
has invested more than NPR 400 million (USD 5.44

million) for the construction of a commercial complex
spread over 6 ropanis (32,856 sq. feet) in Baneshwor.34

The Employees Provident Fund (EPF) also announced
that it is investing more than NPR 1 billion (USD 13.6
million) in building individual houses, apartments and
commercial complexes at Lagankhel and Teku in the
Kathmandu valley, Kalyanpur in Chitwan, and Itahari
in Sunsari.

Budget and real estate: The 2010/11 fiscal year
budget has hinted upon policies to be adopted for
mobilizing agencies for the construction of residential
buildings under joint venture and selling them to
targeted groups on a priority basis. The budget has
also taken a stance against developers who delay the
construction process even after receiving bookings.
Developers will now have to complete the entire
construction work and make it ready to move in within
five years from inception.

Remittances

Remittances are expected to increase to around USD
3.51 billion (NPR 257.99 billion) of GDP in 2010,35

a 17% increase from the USD 2,988 million (NPR
219.62 billion) that came into Nepal in 2009. In
2009, remittance accounted for 22.9% of Nepal’s
national GDP, making Nepal the fifth highest recipient
of remittances (as a percentage of GDP) in the
world. Given the global recovery, increase in world
labor demand, and a dismal local economy, foreign
employment and remittance figures for Nepal are
expected to continue growing. For the first half of the
current fiscal year 2010/11, the departure of migrant
workers for foreign employment increased by 27.25%
whereas remittances figures have increased by 13.6%
in comparison to the 6.6% increase during the first half
of the previous fiscal year.
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Heavy dependence on remi*ances: Accounting
for almost a quarter of Nepal’s economy, remittances
have a high impact upon it. Any change in remittance
figures will have a significant impact upon consumer
spending, financial systems and trade. This in turn
will have a considerable impact on the Balance of
Payment (BOP) of the nation. This was evident the
last fiscal year (2009/10) when remittance failed to
grow as expected, leading to a deficit in the national
BOP. However, a quick recovery in remittance growth
has brought about optimistic expectations in the BOP
figures for the current fiscal year.

Saudi Arabia prefers Nepali workers to

Bangladeshis: The Kingdom of Saudi Arabia is
interested in increasing its Nepali worker intake by
50,000 workers on a priority basis. Previously, Saudi
Arabia had removed Nepal from its priority list due to
an increase in illegal Nepali immigrants and workers
involvement in trade unions. The Saudi government
wants to replace Bangladeshi workers over concerns of
increasing unethical practices including fraud, looting,
and arson by Bangladeshi workers. Using Nepal as a
transit point, Bangladeshi workers have entered Saudi
Arabia assisted by fraudulent manpower companies
with fake documents. This has been a serious issue for
Nepali, Bangladeshi and Saudi authorities.36
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Foreign employment bond: In order to efficiently
channel remittance money into productive sectors of
the economy, the then Finance Minister Dr. Babu Ram
Bhattarai, made arrangements to issue “Infrastructure
Development Bonds.” These bonds, amounting to NPR
7 billion (USD 95.23 million) and issued by the Nepal
Rastra Bank (NRB), targeted Nepali foreign workers
and paid out a 9.75% interest annually. However,
due to fear of under subscription, the NRB only issued
bonds worth NPR 1 billion (USD 13.6 million) which
was undersubscribed by 60%. The budget for the
present fiscal year has made provisions to continue the
issuance of this bond.

Non-Resident Nepali Collec!ve Mutual

Investment Fund: The USD 100 million (NPR 7.35
billion), Nepal Investment Fund, pledged by the
Non-Resident Nepali (NRN) Association is yet to be
registered. The investment project has been held up
as the NRN Association is yet to be registered with
the Government of Nepal. Given the delay, a smaller
joint investment fund to invest in different sectors has
been discussed in the fifth regional NRN conference on
January, 2011 in Dubai. Till date more than USD 350
million (NPR 25.73 billion) has been invested in Nepal
by NRNs.
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Lebanon to ensure right of Nepali workers: The
Government of Nepal and Lebanon agreed to sign a
pact ensuring the rights of Nepali workers in Lebanon.
The Nepali government had previously banned Nepali
workers from working in Lebanon following the suicide
of 15 Nepali women in 2009 who were victims of
workplace abuse. The agreement will bound both
countries to take responsibility for Nepali workers in
Lebanon as per existing laws and provisions of the
International Labor Organization (ILO).37

FIFA World Cup 2022 to be held in Qatar: Qatar,
which hosts over 465,289 Nepali workers, will be
hosting the FIFA World Cup 2022. The Government
of Qatar intends to renovate 3 existing stadiums and
build 9 new stadiums with a budget of USD 4 billion
(NPR 294 billion). Total infrastructure development for
the game is budgeted at USD 50 billion (NPR 3675
billion). Construction requirements for the tournament
areexpected to increasedemand forNepali construction
workers.

Keeping in mind that the current fiscal year’s budget was released four months into the year, effective spending is
questionable. The economy as a whole is expected to experience a 3.7% to 4% GDP growth during the current fiscal
year. The growth numbers are significantly lower than the potential rate of growth should Nepal be able to sort out its
political problems and hitch on to the growth of its two neighboring countries, India and China.

As Nepali society’s interest in gaining access to information grows, Nepal’s telecom industry has also recorded impressive
growth figures which are reflected in the investments, tele-density, and the penetration of telecommunication services.
In the long term, it is necessary to extend this access beyond urban centers of the country. As competition between the
various telecom companies increases, access to rural customers is expected to also increase. Tariff rates will go down
and the quality of facilities and services will increase. Nepal’s media industry will also have various opportunities to
expand and improvise. The film industry is well equipped in terms of technology and is likely to continue doing well.
The merger of Home TV and Dish Nepal has opened doors for other cable operators to upgrade and provide digitized
channels and other value added services.

When the budget was finally passed, budgetary allocation in the health sector received considerable criticism. The
inadequate allocation of funds and resources directly raises the threat of epidemics and outbreaks. It is also expected
to lead to a shortage in medicines, paramedic and health care services in many parts of the country. In addition to
government spending, there are several donor funded programs nearing completion which may also have severe
impacts. Given the uncertain political climate, donors may not provide future aid and assistance, thus, sustainability is
also proving to be a major challenge for this sector.

In contrast to the health sector, the education sector received the highest share of the budget. However, the corruption
and mismanagement of resources that has plagued the system must be tackled. The Ministry of Education’s school sector
reform plan slated to come into fruition in 2015 must be followed up, if the quality of education is to be improved.

MACROECONOMIC OUTLOOK
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Given the local job market, and the opportunities that exist abroad, the ability of the country to retain skilled workers
will always be a challenge.

To the exasperation of small entrepreneurs, most of the assistance stipulated for the trade and manufacturing sector,
in the present fiscal year’s budget will only benefit medium and large organizations. There have also been concerns
that the budget is not compatible with the new Industrial Policy 2010, Trade Policy 2009, and Nepal Trade Integration
Strategy (NTIS) 2010 as well as the Three Year Investment Plan 2010-13 which increases doubts over whether the
government even intends to achieve its budgetary goals.

Nepal needs to focus on exports that offer comparative cost advantages and can create a market in the global economy
through its unique attributes. Demand for readymade garments (RMG), one of Nepal’s traditional export items, will
drop in the coming months as Nepal faces more competitive RMG makers like China, Bangladesh, and Cambodia
after the abolition of the quota system. Political uncertainty and the load shedding crisis will continue to adversely
impact the export potential of the country. Migrant labor, tourism and hydroelectricity will continue to be Nepal’s top
service exports. Although cardamom, ginger, tea and essential oils are Nepal’s major agro exports, they are unlikely to
become large foreign exchange earners in the short run, due to Nepal’s low agricultural productivity. Further, Nepal’s
exports are unlikely to get any boost as incentives provided by the ordinance budget 2010/11 are not adequate to
motivate industries that have shut down to restart or encourage new investments.

Foreign aid remains a major source of financing for the majority of development projects in Nepal. However, Nepal
has been unable to fully benefit from it due to a lack of a clear vision for channeling foreign aid, mismanagement of
funds, and bureaucratic red tape. The Nepali government will remain dependent on foreign aid for the foreseeable
future, but it is up to the government and donors to collaborate and develop a strategic vision that compliments the
government’s own initiatives. If the government can get its act together and the donors acknowledge their role as
facilitators rather than directors, Nepal can receive considerable benefits from foreign aid.

The budget has placed a significant emphasis on improving the infrastructure of the country. Priority has been given
to past ongoing infrastructure projects. However, the budget has failed to address the woes of Independent Power
Producers (IPPs) who contribute 25% of the total power generated in the country. Prioritizing infrastructure, industrial
development and export promotion without emphasis on power will not yield results as expected.

From a macroeconomic view point, the stagnation of the real estate market is of considerable concern and can impact
real estate developers, speculators, and financial institutions heavily exposed to the sector. The stagnation can partially
be attributed to the NRB’s directive requiring banks and financial institutions to limit their exposure to the real estate
sector to 25% of their total loans by mid-July 2012. To meet this directive, financial institutions have stopped renewing
loans and have sought to encourage borrowers to repay loan at the earliest. As a result, developers have reached a
point where they cannot continue to hold on to their asking prices, as they have done throughout the past fiscal year.
Some of these developers have slowly started to decrease their asking price in order to attract buyers in the hope of
servicing their debt. However, there is a fear that price cuts might spark a downward trajectory, hitting their margins
and investments. Adding further concern to real estate developers is the government’s decision to enter the housing
sector. However, this is a much awaited move by home buyers. Construction of homes is relatively an easy task for the
government, but monitoring the quality of construction is going to be a major challenge. Additionally, nepotism and
corruption, endemic to the government, may defeat the objective of providing low cost housing to those who need it
most.

Although real estate prices seem to be declining, demand for real estate has not increased. This is partially due to the
imposition of a capital gain tax and income disclosure requirement on property transactions above NPR 3 million (USD
40,872). The rise in the lending rate from 9% to 17%, amidst the liquidity crunch, has also driven buyers away. The
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lack of demand is also a sign that the Kathmandu Valley is witnessing an oversupply of residential space. The entry of
the government into the real estate sector will add additional supply side pressure and will mean a further drop in real
estate prices. This will impact financial institutions that have over half their loan portfolios backed by real estate.

The increase in the supply of residential and commercial spaces in the Kathmandu Valley will also have a detrimental
impact upon its already stretched public utilities and infrastructure. The valley is already witnessing a shortage in water
supply and electricity and a significant increase in traffic, congestion and pollution. Without a solution available in the
short run, the demand for real estate in the valley could remain stagnant for a while to come.

For the foreseeable future, the Nepali economy will be dependent on remittance inflows. Limited employment opportunities
in Nepal, higher wage potentials abroad, resurgent global demand for labor, and disillusionment with the country are
the primary reasons for such sustained interest among Nepali workers to go abroad. Given Nepal’s current political
instability and resultant weak economic growth, the chance of increasing dependence upon remittance is on the card.
Over dependence on remittance comes with its own risks – a global drop in labor demand could spell disaster for the
Nepali economy. Further, the local economy is starting to feel the crunch in labor supply with most of its work force no
longer working in the country. Additionally, although only 5.3% of emigrants possess a tertiary-education, the loss of
these skilled workers in Nepal’s largely unskilled labor market can have a significant impact on domestic industries. A
shortage in skilled and unskilled labor in Nepal itself can stunt domestic growth while the influx of money is partly to
blame for inflation which hit double digits during the last two years.

Inflationary pressures are expected to continue as promises made to farmers seem too little to promote self-sufficiency
or encourage them to opt for commercial farming. According to the Food and Agriculture Organization (FAO),
world food prices in 2011 have reached the highest level since 1990. Nepal is a net food importer. It is expected
that the record high food prices will translate into higher domestic prices in Nepal. Since wages have not gone up
correspondingly, Nepalis will be facing a price squeeze, especially those at the bottom of the economic ladder. The
lack of access to quality seeds and fertilizers at subsidized rates will also mean a decrease in farm productivity for
small hold farmers. Rising fuel prices will further increase the already high cost of transportation to food deficit districts,
exacerbating food insecurity.

In view of the rising international oil prices and the substantial dues the NOC owns to the IOC, domestic prices are likely
to see an increase. Consumers will continue to bear the cost of the increase adding to inflationary pressures. Should the
cross border pipeline construction be completed, it will help in reducing losses by curbing high costs and maintaining
supplies. However, the government’s financial assistance in clearing dues will be necessary to ease the supply situation
in the country. With the absence of an act governing the petrol sector, political interference and weak management
within NOC is likely to aggravate the problem in the long run.

On the positive side, the world market price of rice, a staple diet in Nepal, has not risen as much as prices of other
commodities. The country witnessed an increase in pulse, rice and maize output. Except for some pocket areas in
Eastern and Mid and Far Western Hill and Mountain districts, summer crop production of maize, paddy and millet
looks normal. This will provide some respite from high commodity prices.

The commodity futures market of Nepal does not have a regulatory body. At present, any company can register as an
exchange with the Company Registrar Office and operate as a futures exchange. However, the budget for the year
2010/11 states that law will be promulgated for the effective regulation and supervision of futures and commodity
markets. This responsibility has been delegated to Securities Exchange Board of Nepal (SEBON). Once appropriate
regulation on futures and commodities are in place, it is expected to gain investors confidence and popularize futures
as an important financial instruments.
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CAPITAL MARKETS

PART II : SPECIAL FOCUS

The Nepal Stock Exchange (NEPSE), after reaching an
unprecedented high of 1175.38 points on 31st August
2008, has been experiencing a long term downward
trend. The end of 2010 (Poush 16th, 2067) saw the
stock market tumble by 26.28% from the beginning
of the year. The benchmark index began the year at
548.11 points and dropped by 144.05 points to close
at 404.06 points. Moreover, during this period, the
market also witnessed the lowest index level since 18th
September 2006 at 390.98 points. All the sub-indices
shed value during the year, with the financial sector
suffering the most amongst the key sub-indices. The
Banking sector dipped by 30.91% to close at 366.22
points, and similarly, the Development Banking sector
toppled by 36.39% to end at 380.03 points. Likewise,
the Insurance sector slid by 16.45% to end at 486.68
points, the Hydropower sector plummeted by 14.68%
to close at 693.32 points, and the ‘Others’ sector
dropped by 10.35% to close at 528.73 points.

Supply pressure

Along with low market capitalization, the secondary
market experienced immense supply pressures with an
influx of new shares at the end of the 2nd quarter of
the current fiscal year. The Securities Board of Nepal
(SEBON)grantedpermission toninedifferentcompanies
to float primary shares worth NPR 580 million (USD

7.89 million). During the same period it also granted
permission for the issuance of right shares worth NPR
3.41 billion (USD 46.39 million). Meanwhile, in a
recent development, SEBON gave the nod to interested
companies to convert promoter shares into ordinary
shares, which will further aggravate supply pressures
in the secondary market. The long running dispute on
the conversion of promoter shares into public shares,
allowing banks and financial institutions (BFIs) to
reduce their promoters shares to 51 percent, came to
an end after banks and financial institutions agreed to
follow the process adopted for initial public offerings
(IPO) for conversions.

Fundamentals

Fundamental analysis of the companies could not
rationalize the downward trend. The annual earnings
of key listed companies slowed down due to a severe
liquidity crunch and intense industry competition. For
instance, according to the latest data from Nepal
Rastra Bank (NRB), the deposit base of commercial
banks increased by 6.3%, and Loans & Advances
increased by 14.1% at the end of FY 2009/2010,
which reinforced their earnings. Investment in stocks,
given good earnings and low prices, seemed attractive
with corrected Price Earnings multiples (P/E); the
average P/E of commercial banks at the end of
the second quarter of the current FY 2010/2011
dropped substantially to approximately 19 from the
high of approximately 55 at the end of previous FY
2008/2009.

External Factors

The dismal performance of the secondary market could
instead be attributed to the spillover effect of various
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external or macro factors such as long running political
instability, economic upheaval, regulatory inadequacy,
and the prevailing liquidity crunch. These factors hiked
the interest rates of banks in contrast to stock dividend
yields, making bank deposits the preferred alternative
for investors.

The country´s banking system has been experiencing a
liquidity crunch due to which banks have been forced
to rely excessively on short-term inter-bank lending
to fulfill their commitments. The inter-bank rate had
jumped up to 13% when the banks plunged into a
severe liquidity crunch last year, the average inter-
bank rate stands at 12%. The consistent prevalence of
a liquidity crunch means that there will be no respite
for borrowers. It is unlikely that the interest rates will go
down anytime soon. Accordingly, banks have also had
to pay higher rates to mobilize deposits, and while in
May Nepal Bankers Association (NBA) had enforced a
decision whereby banks limited interest rates on fixed
deposits at 12%, development banks and financial
institutions offer as much as 13.5-14% interest, luring
investors away from the capital market.

Debt Servicing and Margin Lending

The market witnessed a high selling pressure, prompted
by factors such as a stagnating real estate sector,
unfavorable margin lending terms, and higher lending
rates. All these factors raised the financial liability of
investors. Investor confidence took a further hit with the
increase in the supply of both primary and secondary
shares in the market, to meet regulatory requirements,
when the capital base requirement set by NRB has
already been met by key companies, low dividend
yields, and a decreasing possibility of capital gains.
With margin lending rates substantially increased,

investors were driven to sell off their shares, as the
cost for holding the security was not justified by either
capital appreciation or dividend yield.

Despite NRB’s attempt to relax the margin lending
by increasing it from 50% to 60%, in line with the
2010/11 monetary policy, it could not provide a boost
to the market due to high interest rates. After investors
protested last year, NRB has directed banks not to
make margin calls until share prices decrease by 10%.
It has also eased the process of margin loan renewals
by allowing investors to extend the loan repayment
period up to one year by paying 25% of the principal
in addition to regular interests. Earlier, investors were
required to pay 50% to renew their margin loans.

The NRB has put a cap on loans provided against
promoter’s shares. Promoters of banks and financial
institutions, who own more than 1 per cent of the
financial institution’s shares, are only allowed to put up
50% of the total shares they own as collateral to obtain
any loan. Additionally, the central bank requires the
shares be valued at either 50% of the average price of
the company’s ordinary shares in the last 180 trading
days or the last traded day’s price of the promoter
shares, whichever is lower. Those promoters who have
already obtained loans collateralizing more than 50%
of their shares were instructed to follow the new norms
within the loan repayment period or mid-July 2011,
whichever is sooner.

Given the continuous fall in the NEPSE, banks were
hesitant towards margin lending, although risks
associated in this sector are relatively low. Especially
since the exposure of commercial banks to the sector
stood at only 1.86% or NPR 9 billion (USD 122million)
of their total loan portfolio in the first quarter of the
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current fiscal year. This compounded the problem of
increasing margin lending rates. Debt servicing also
ensnared real estate investors who liquidated their
capital market positions to service their loans. The slump
in the real estate market affected the ability of local
property developers to repay their loans. Prompted by
NRB’s intervention, BFIs aggressively took corrective
measures by tightening the issuance of fresh loans and
gearing up the recovery of past loans. Compounded
with rising lending rates, developers have been on
a selling spree in a bid to clear bank loans and also
liquidate their stock market investments. This has further
exacerbating the capital market’s selling pressure.

New developments

On a positive note, the regulatory bodies; SEBON,
NRB and NEPSE initiated various activities and
regulatory transformations to facilitate and strengthen
the Nepali capital market in the year 2010 which can
be expected to revive the market in the near future.
Various developments came about; for instance, the
Central Depository System is currently underway,
Mutual Funds Regulation came into effect, the Portfolio

Management Directives was issued, the addition of
new stock brokers is underway, the Monetary Policy
and the Ordinance Budget allowed for Non-Resident
Nepalis (NRNs) to invest in the secondary market, and
the World Bank is providing technical and financial
assistance to SEBON.

The much awaited Central Depository System (CDS)
is expected to be implemented from April of the
current year. CDS will replace the current practice of
holding and moving the share scrip physically, by a
de-mat computer based book keeping system. Upon
implementation, the market turnover is expected to
increase at least 5 folds even by conservative estimates,
going by other such regional cases.

Similarly, SEBON paved the way for institutions to
introduce Mutual Funds in Nepal; it brought the Mutual
Fund Regulation into effect from 27th September 2010.
Mutual funds are expected to lure the yawning gap of
institutional investment in the market; moreover, it will
also provide small and individual investors a chance to
derive the benefits of a well-diversified portfolio under
professional management. In a recent development;
however, though several bank’s Annual General
Meetings (AGMs) approved sponsoring Mutual Funds,
the NRB obstructed the launch of mutual funds. It did
so on grounds that fund management does not appear
in the bank’s charter documents and NRB’s Banks and
Financial Institutions (BFIs) Act does not allow BFIs to
sponsor a mutual fund, even though they are the most
suitable to do so. BFIs meet most of the requirements set
by SEBON for launching mutual funds in the market.
It must be noted that NRB’s BFI Act 2063, Chapter 6
Clause 47 (1)e allows for Class A Banks to engage
in merchant banking activities, but either allowing
or prohibiting them from sponsoring a Mutual Fund
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is not specifically mentioned in the Act. Meanwhile,
SEBON is holding talks with central bank officials and
a high level committee is discussing allowing BFIs to
act as sponsors of mutual fund companies to resolve
this issue.

Likewise, SEBON implemented the Portfolio
Management Directives in a bid to systematize the
country’s portfolio management business. The directives
allow Portfolio Managers to provide three kinds of
services—discretionary portfolio management, non-
discretionary services and investment advisory. SEBON
also opened the way for NRNs to invest in capital
market through Portfolio Managers. Portfolio Managers
can now buy and sell, and carry out activities related to
their portfolios on behalf of investors, both NRNs and
otherwise, if they have received the authority from their
clients to do so.

The addition of new stock brokers, which will end the
current monopoly of the 23 existing stock brokers, is
at its final stage. SEBON will soon grant licenses to
27 of the new stock brokers recommended by NEPSE.
After the addition, the total number of stock brokers
will reach 50, which is expected to give greater market
depth and coverage which in turn, will affect volume.

Furthermore, the World Bank is providing technical
and financial assistance to SEBON under its Financial
Sector Reform and Strengthening (FIRST) initiatives to
modernize the Nepali capital market. For this purpose,
SEBON formed a steering committee and six advisory
groups under the coordination of its chairman to
create policies to formulate a five year master plan
to strengthen the security market. The plan intends to
provide autonomy to SEBON, developing infrastructure,
segregating public companies to be listed in the stock
market and addressing the regulatory regime to end
the contradictions on existing legal provisions. It will
also focus on areas such as development of other
supplementary institutions and services related to the
capital market such as a Credit Rating Agency, CDS
and attracting foreign investments.

The monetary policy published by NRB for the current
fiscal year also made some significant changes to
boost the market. The policy raised the margin lending
rates to 60% from 50% of, lesser of either 180 day
average or last traded price; encouraged BFI’s and
the private sector to participate in Mutual Funds; and
highlighted the issue about promoter shares being used
as collaterals to acquire loans.
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External uncertainties, namely economic and political are weighing heavily on NEPSE’s performance causing it to
dwindle due to a lack of an investment friendly environment. People continue to exhibit low confidence in the banking
system; the bursting of the asset bubble and the liquidity crunch exacerbated problems for banks, eating away at their
profitability and bloating non-banking assets. The profits of banks slowed down in the second quarter, mainly due to
the primary impact of the real estate sector and thin spread due to high deposit rates. There is strong pressure on the
high leverage players. Many are exiting the market to get their cash back in order to service their debt. The prospects
for the market do not look up beat and is expected to hover around the 390 to 420 index range at least for another
few months.

On a positive note, this may force BFIs to opt for merger and acquisition to consolidate their positions. An interest
sensitive market places pressure on banks to provide higher returns. This has a direct impact on the capital market.
Supply pressure and confusion over economic policies are anticipated to make investors shy away in the immediate
future. The market has approached the bottom end of the market cycle and corrected valuations of listed securities.
There is a momentum to the financial sector reforms which are expected to get clear direction some time in 2011.
Further, there are new developments in the capital market, namely Mutual Funds, in the offing. Given such a scenario,
a correction later in the year may be possible if supported by political and economic circumstances.

OUTLOOK
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NEPAL TOURISM YEAR 2011

Nepal is every tourist’s delight, offering cultural and
natural diversity like no other place in the world. Nepal
has 8 of the world’s 10 highest peaks, including Mount
Everest, the tallest. The deepest gorge in the world, the
Kali Gandaki gorge, is also in Nepal. The geographic
diversity of the country is made self evident by the fact
that Nepal’s elevation ranges from 60 meters above
sea level to 8,848 meters, all within a distance of 200
km (124 miles). As a tourist destination, Nepal has a
lot to offer, but tourism development is restricted to only
certain parts of the country.

Tourism has played an important part in Nepal’s
economy with tourism revenues providing critical
support to the country’s balance of payment. During FY
2009/10, tourism contributed NPR 16.76 billion (USD
228.02 million) to the national economy.38 This was
equivalent to 2.1% of Nepal’s GDP. The announcement
of Nepal Tourism Year 2011 (NTY 2011) is expected
to bolster foreign exchange earnings and increase
investments in the sector. The goal is to bring one
million international tourists to Nepal, 700,000 by air
and remaining 300,000 via land.

The ordinance budget 2010/11 prioritizes tourism
promising cash incentive of NPR 500,000 (USD
6,802) to individual firms that bring in more than 100
tourists via air during Nepal Tourism Year 2011.39

The government has also allocated a total of NPR 230
million (USD 3.13 million) to carry out promotional
activities. Nepal Tourism Board (NTB) plans to spend
NPR 150 million (USD 2.04 million) of its budget on
international promotion. Likewise, NPR 297 million
(USD 4.04 million) has been allocated to promote
mountaineering tourism and NPR 210 million (USD
2.8 million) for the South Asia Tourism Infrastructure
Development Project.

NTY was formally inaugurated on Jan 14, 2011 in
Kathmandu. It was a high profile event attended by
the tourism ministers of more than 15 Asian countries.
NTB reported that the event was attended by 20,000
guests and delegates. However, the government came
under criticism for its decision on declaring a holiday
in academic institutions in the Valley during the day of
official inauguration.

Brief History

NTY 2011 was first announced by the Maoist led
government in October, 2008 with the anticipation
to bring at least one million international tourists to
Nepal. With the slogan “Together for Tourism,” the
official launch of NTY 2011 was held on February
2009. All the political parties pledged their support
for NTY 2011 and committed to not have any bandhs
during the year.

Tourist arrival Trends

Political instability has a significant impact on tourism.
The tourism industry, like any other industry in Nepal,
saw highs and lows depending upon the political
scenario of the country. Tourist arrival figures, over
the years, show a slow but steady increase till the late
1980s. During 1989, a trade and transit disputes led to
Delhi imposing border blockades on Nepal, leading to
the 1990 pro-democracy movement. Correspondingly,
there was a decrease in the number of tourist’s arrivals
during those years. Tourism showed a strong recovery
after 1991, when democracy was reinstated in the
country, peaking around 1998/99. This can be partly
attributed to the Visit Nepal Year campaign in 1998.
Tourist arrivals fell significantly following the royal
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massacre and state of emergency in November 2001.
It took close to a decade before the tourism industry
recovered from the civil war and Nepal’s political
crisis to reclaim 1998/99 tourist arrival figures. This
resurgence was largely facilitated by the reinstatement
of parliament by King Gyanendra in 2006 and the
peace talks between the Maoists and political parties.
To achieve its target of one million tourists, Nepal needs
to almost double its tourist intake.

Current Trends

An average visitor to Nepal stays in the country for
11.78 days spending NRP 2835.59 (USD 38.58) per
day. This is well below the targeted 13 day stay and
average spending of NRP 4906.44 (USD 66.75) per
day set by MoTCA.40 An increase in the number of
tourists does not automatically lead to an increase in
earnings from tourism. Hence, there is a strong need
to focus on increasing the length of stay of tourists
and their spending per day rather than just aiming to

Source: Data compiled from Ministry of Finance, Economic Survey 2009/10 and Nepal Tourism Board newsletter.

January 2011. Vol 12/ Issue 112

Number of tourist arrival to Nepal yearly data
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increase the number of international tourists. Of those
visiting, Indians, Americans, Chinese, British, French
and Germans were the top six nationalities who visited
Nepal in 2010.41 With a booming economy and its
middle class rising, India offers a huge opportunity for
Nepal’s tourism sector. However, Nepal has not been
able to position itself as a low end travel destination,
as places like Singapore, Malaysia, Thailand and Sri
Lanka are becoming the favorite holiday destinations.

Industry indicators like occupancy, daily average
room rate, revenue per available room are standard
elsewhere but not available in Nepal. The Hotel
Association of Nepal (HAN) or MoTCA should act
as the intermediary with whom hotels are willing to
share information in exchange for access to industry
benchmarks.
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Tourist Arrival by Air (Monthly)

2010 saw a robust rise in the number of tourists coming
to Nepal by air. During the months of January-October
2010, growth in the number of tourist rose by 18.49%
as compared to last year. Total tourist arrivals in Nepal
reached 448,769 in 2010, the highest number of
tourist by air so far. However, the growth rate must
be 55.98% in 2011 if Nepal is to meet its target of
700,000 tourists via air.

Objectives of NTY 2011 Campaign:

· Establish Nepal as a choice of premier holiday
destinations with a definite brand image.

· Improve and extend tourism related infrastructures
in existing and new destinations
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· Enhance the capacity of service providers.

· Boost community capacity in the new areas to cater
the need of the visitors.

· Promote domestic tourism for sustainable growth of
the industry.42

Promotional programs developed for
NTY 2011

Nepal Tourism Board (NTB) has set itself the objective
of carrying out the following programs and activities
for the promotion of Nepal:

· Promote NTY 2011 in 12 prominent travel trade
fairs in major source markets like Europe, Australia,
India, Bangladesh, Thailand & Malaysia

· Approach corporate houses in source markets
and invite them to hold meetings, conferences and
exhibitions (MICE)

· Develop promotional affiliations with Non-
Residential Nepali Associations, Friends of Nepal,
International Travel Trade Associations and
Corporate Houses

· Agreements with international airlines flying to
Nepal to promote NTY 2011

· Launch web-sites, posters, and brochures for NTY
2011

· Special focus on community tourism and home
stays to areas of the country like Shree Antu Danda,
Khaptad, Rara, Gorkha etc.

· Ministry of Forests and Soil Conservation (MoFSC)
and NTB jointly unveiled two ecotourism products -
Koshi Tappu Wildlife Reserve in eastern Nepal and
Ghodagodhi Lake in the far western region

· Develop trekking trails in the Mid-Western and Far-
Western development regions in association with
communities, local bodies and related institutions

· Waive visa fees for tourists who visit Nepal more
than once during the year 2011

· Extend discounts on mountaineering royalties for
another five years and promote the Terai region.

· Launch special promotional packages in the USA,
Europe, Japan, Australia, South-East Asia, Middle-
East Asia and neighboring China and India through
a high level Nepali delegation teams

Infrastructure and capacity building
programs to facilitate NTY 2011

Nepal Tourism Board (NTB) intends to carry out the
following infrastructure and capacity building program
to facilitate NTY 2011:

· The national flag carrier intends to extend its air
services from Riyadh, Lhasa, Gwanjhau, Frankfurt
and London into Nepal by the end of 2010. Flights
to Mumbai, Shanghai and Tokyo are to start
operation from March 2011

· Upgrade TIA’s infrastructure to handle 2,000
passengers per hour

· Upgrade the felicitation desk at the airport to make
it tourist friendly

· Organize training programs in new tourism areas

· Review and revise the existing Tourism Marketing
Strategy 2005-2020 in line with the targets declared
by the government
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New Trekking routes

Currently, around 95% of all treks occur in the
Annapurna, Langtang or Everest region. The
government has recently opened up a number of new
areas for trekking, these include Panch Pokhari-Bhairav
Kunda in Sindhupalchok, Dhorpatan in Baglung and
Galeshwar of Myagdi

Private sector initiatives for NTY 2011

With average hotel occupancy standing at around
70-75% for the last two years, the private sector has
responded positively towards NTY 2011. Five star hotel
in Kathmandu alone have invested around NPR 500
million (USD 6.8 million) in upgrading their capacity
and improving their facilities. Additional investments
have also gone into new hotels in the capital and major
centers including Nepalgunj, Lumbini, Kanchanpur,
and Biratnagar.

Assessment

2011 is tourism year for another SAARC country, Sri
Lanka. While it is not yet established, whether the two
destinations compete over the same kinds of tourists,
Sri Lanka has done much better than Nepal in terms of
upgrading its services, marketing and creating incentive
for tourists. Even as it battles a reputation of severe
human rights violations during its military campaign
against the Tamil Tigers and its subsequent treatment of
Tamil civilians, on the safety front, Sri Lanka seems to
be a better destination. U.S. Department of State warns
its citizens of the potential risks of traveling in Nepal
and advises them to be careful while no such travel
warnings have been issued for Sri Lanka.43 Political

stability and progress towards the resolution of the
peace process and drafting of the constitution play a
significant role in increasing Nepal’s attractiveness as
a peaceful and secure tourist destination.

Both Nepal and Sri Lanka saw high growth in tourist
arrivals in 2010. Tourist arrivals in Sri Lanka rose 46%
year-on-year in 2010.44 In comparison, by October
2010, Nepal saw an increase in tourist arrivals by
18.49% points as compared to last year. Sri Lanka
seems to have a more reasonable target set for
the number of tourist arrivals as opposed to Nepal.
Sri Lanka received its 600,000th tourist for 2010 in
December. Nepal on the other hand, had received
448,769 tourists by December end. For 2011, Sri
Lanka has set a target of bringing in 700,000 tourists
whereas Nepal has a target of 1,000,000 tourists. If the
tourism years are to be evaluated solely on the number
of tourist arrivals, then Sri Lanka is more likely to
achieve its objective. Nepal has set itself an audacious
task with the objective of bringing in 700,000 tourists
through air alone.

The likelihood of the national flag carrier, Nepal
Airlines Corporation (NAC), extending its services as
stated in the NTY 2011’s objectives is unlikely to be
met. The corruption mired NAC has not purchased a
new aircraft as planned without which it cannot extend
its flight destinations. The existing Infrastructure in itself
makes this target sound incredulous, with the current
infrastructure at the Tribhuwan International Airport
(TIA) designed to handle only 1000 passengers a day.
To meet NTY 2011’s set target of bringing 700,000
tourists via air, on average without counting seasonal
peaks, the airport will have to handle 1917 passengers
per day. Even if upgrades to the airport are carried
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out, during peak seasons, the congestion combined
with slack management and low service quality, will
not make it a pleasant introduction or farewell to the
country.

While the initiatives taken by the government and
private sector to promote NTY 2011 is commendable.
A better planned and executed plan would have
helped, but given the delays in passing the budget and
the chronic inefficiency of Nepali bureaucracy, what
has been achieved is unsurprising. An assessment of
the government’s stated objectives of the NTY 2011
campaign shows that none of the objectives have
been met in entirety. For instance, besides Pokhara
and Chitwan, new tourist destinations, highlighted
by the government, have not been promoted or
publicized adequately. The government’s initiative
towards community tourism and home stays has so far
had a limited effect on boosting community capacity.
Additionally, weak marketing, lack of banking and
communication facilities, inadequate infrastructure,
fears of public safety, political instability, deficiencies
in health service facilities are all major constraints for
the scale of growth Nepal desires.

In terms of the incentive structure, Nepal government
has decided to award a remuneration of NPR 500,000
(USD 6802.72) for organizers who bring over 100
tourists under the Meetings, Incentives, Conventions
and Exhibitions (MICE) package. In contrast, Sri Lanka
has targeted tourists directly by offering complimentary
surprise packages to the 25,000th, 500,000th,
600,000th and the 700,000th tourists who arrive at
the island for Refreshingly Sri Lanka Visit 2011. To
encourage investments into the sector, the government
and organizations associated to the tourism industry
must create a conducive atmosphere. The first phase of
this is to become more transparent and make statistical
data and industry averages more accessible. A better
investments picture and an increase in infrastructural
investment will encourage the private sector to invest in
additional destinations and activities. This will directly
correlate into longer stays and will also ensure higher
spending per tourist per day.

Over all, the NTY 2011 target of reaching one million
tourists seems highly susceptible, but the effort and
vision offer great hope. Whether the target is met or
not, the Nepali economy will receive a much needed
boost towards growth. Provided no major political
catastrophes, a doubling of the previous year’s growth
rate from 18.49% to over 35% is well within reach.
Even if the targeted numbers are not met, these growth
figures will instill enthusiasm and ambition within the
tourism sector and can have a positive ripple effect
throughout the economy as a whole.
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BCBS Basel Committee on Banking
Supervision

BFIs Banks and Financial Institutions

BOP Balance of Payment

CBS Central Bureau of Statistics

CDS Central Depository System

CIAA Commission for the Investigation of
Abuse of Authority

CIT Citizens Investment Trust

COMEN Commodity and Metal Exchange
Nepal Ltd

DfID Department for International
Development

EPF Employees Provident Fund

FAO Food and Agriculture Organization

FIRST Financial Sector Reform and
Strengthening

FY Fiscal Year

GDP Gross Domestic Product

GNI Gross National Income

GoN Government of Nepal

IOC Indian Oil Corporation

IPO Initial Public Offering

JICA Japan International Cooperation
Agency

LPG Liquefied Petroleum Gas

LRO Land and Revenue Office

M&FWHM Mid and Far Western Hill and
Mountain

MEX Nepal Nepal Mercantile Exchange

MMR Maternal Mortality Rate

MoAC Ministry of Agriculture and
Cooperatives

ACRONYMS

MoF Ministry of Finance

MoFSC Ministry of Forests and Soil
Conservation

MoIC Ministry of Information and
Communication

MoTCA Minister of Tourism and Civil Aviation

MoU Memorandum of Understanding

MPI Manufacturing Production Index

NBA Nepal Bankers´ Association

NDEX Nepal Derivative Exchange

NEA Nepal Electricity Authority

NEPSE Nepal Stock Exchange

NFEC Non Formal Education Centre

NGOs Non Governmental Organizations

NOC Nepal Oil Corporation

NPC National Planning Commission

NPR Nepali Rupees

NRB Nepal Rastra Bank

NSC National Seed Company Ltd

NTA Nepal Telecommunication Authority

NTB Nepal Tourism Board

NTIS Nepal Trade Integration Strategy

NTY Nepal Tourism Year

ODA Official Development Assistance

PPA Power Purchase Agreement

RAP Rural Access Program

RSDP Road Sector Development Project

SEBON Securities Board of Nepal

TIA Tribhuwan International Airport

UN United Nations

USD US Dollars

WFP World Food Programme
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