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Preface 

Raising standard of living of the general people by expediting economic growth 

through political stability and full utilization of available resources is the need of 

today. Political environment is seemingly uncertain in the aftermath of dissolution of 

the constitutional assembly but political instability is expected to be over once the 

elections for the constitutional assembly are held. Marching forward by forging an 

understanding among political parties so as not to let political uncertainty cast a 

shadow over economic development and issues directly associated with the needs of 

people, is called for. Goals of achieving economic prosperity of the country and 

fulfillment of needs and aspirations of the people is possible only through such 

understanding and proper utilization and management of available resources by 

implementing long term plans and policies.  

Economic survey of fiscal year 2011/12 has been prepared by analyzing achievements 

of policies and programs that were implemented in the important sectors of the 

economy. In previous surveys programs that belonged to a particular sector were 

presented under different sector heads and clusters. From this year on, an attempt has 

been made to present such programs under one sectoral head. Likewise, ten year data 

of different sectors of the economy has been presented in the survey while data that 

was published in part II of last year's survey is presented in an updated form in the 

digital CD provided along with this survey. 

I am fully confident that this survey would be a useful resource for intellectuals, 

researchers, teachers, students, industrialists, business persons and members of the 

general public who are interested in the economic affairs of the country. 

Finally, I would like to thank the officials of the Ministry of Finance who were 

involved in the preparation of this survey, the Economic Affairs and Policy Analysis 

Division, Nepal Rastra Bank and subject specialist, as well as Ministries, Departments 

and other agencies for providing necessary data and information for the preparation of 

this survey. 

 

July 2012 

Barsha Man Pun 

Finance Minister 



 
 

Contents 

 

 

Preface  

List of Boxes i 

List of Tables ii  

List of Charts vi 

Abbreviations vii  

Executive Summary x 

Macroeconomic Indicators xviii  

Major Challenges of Economy xxiv 

1. Economic Activities 1 

2. Public Finance 18 

3. Price and Supply 34 

4. Money and Banking 45 

5. Insurance and Capital Market 69 

6. External Sector 83 

7. Poverty Alleviation and Employment 92 

8. Agriculture and Forestry 113 

9. Industry Sector 142 

10. Physical Infrastructure 165 

11. Transport and Communication 190 

12. Good Governance, Peace and Reconstruction 201 

13. Social Sector 207 

14. Public Enterprises and Privatization 287 

15. Tables 

 



i 
 

List of Boxex 

 

Box 4 (a): Major indicators of Monetary Policy................................................. 46 

Box 4 (b): Banks in the Immediate Relief Program ........................................... 57 

Box 5 (a) Central Deposit System and Clearing Ltd. ......................................... 74 

Box 7 (a) Poverty Measurement ........................................................................... 94 

Box: 7 (b): Features of Youth and Small Entrepreneur Self-Employment  

Program................................................................................................ 103 

Box 8 (a): Special Programs on Agriculture Sector ........................................... 116 

Box 8 (b): Land-Use Policy 2012 ......................................................................... 135 

Box 9 (a): Trade Policy Review ............................................................................ 153 

Box 9 (b):  Some Programs Implemented Under the Nepal Trade Integrated 

 Strategy (NTIS, 2010) in current fiscal year ................................. 155 

Box 9 (c): Supplies Policy, 2012 .......................................................................... 156 

Box 9 (d): Nepal Tourism Year (NTY), 2011..................................................... 158 

Box 9 (e): Nepal Tourism Vision, 2020 and Inaugural of Visit Lumbini  

Year, 2012 .............................................................................................. 160 

Box 9 (f): Declaration of Tourism Areas ............................................................. 161 

Box 13 (a) Education Indicators and Achievements  ......................................... 207 

Box 13 (b) Description of students appeared and passed out in  

SLC Examination ............................................................................... 230 

Box 13(c) M Development Region wise Details of Number of Patients on  

Out Patient Service ............................................................................... 252 



ii  
 

List of Tables 

Table 1 (a) World Economic Growth Rate ......................................................................................... 2 

Table 1 (b) Economic Growth Rate of Neighboring Countries .......................................................... 2 

Table 1 (c ): CPI Based Global Inflation Rate .................................................................................... 3 

Table 1 (d): CPI-based inflationary trend of neighboring countries ................................................... 4 

Table 1 (e) Net Aggregate Demand .................................................................................................... 4 

Table 1 (f): Status of World Trade ...................................................................................................... 5 

Table 2 (a): Ratio of Fiscal Heads to Total Government Expenditure ................................................ 18 

Table 2 (b): Ratio of Government Expenditure and Revenue to GDP ................................................ 19 

Table 2 (c) Capital Expenditure, Principal Repayment and Sources of Financing ............................. 20 

Table 2 (d): Fiscal Deficit ................................................................................................................... 29 

Table 2 (e): Performance Evaluation of Local Bodies ........................................................................ 30 

Table 2 (f): Changes in DDC and Municipality Grants ...................................................................... 31 

Table 2 (g): Internal Income of Local Bodies (FY 2010/11) .............................................................. 33 

Table 3.(a) CPI-Based Annual Point to Point Inflation Rate .............................................................. 35 

Table 3 (b) Point to Point Changes in National CPI ........................................................................... 37 

Table 3 (c): Annual Point to Point Changes of National Wholesale Price Index................................ 39 

Table 3 (d): National Salary and Wage Rate Index ............................................................................ 40 

Table 3 (e): Average Retail Price of Some Major Commodities (Rs.) ............................................... 41 

Table 3 (f): Supply Situation of Some Major Petroleum Products ..................................................... 41 

Table 4 (a): Bank Rate, Refinance Rate and Cash Reserve Ratio....................................................... 47 

Table 4 (b): Factors affecting Money Supply ..................................................................................... 48 

Table 4 (c): Change in Reserve Money .............................................................................................. 51 

Table 4 (d): Open Market Operation .................................................................................................. 52 

Table 4 (e): 91-day Treasury Bills and Inter-Bank Interest Rates ...................................................... 53 

Table 4 (f): Number of Banks and Financial Institutions ................................................................... 53 

Table 4 (g): Some major indicators of Bank and Financial Institutions ............................................. 54 

Table 4 (h): Branches of Banks and Financial Institutions ................................................................. 55 

Table 4 (i): Some Indicators of Financial Expansion and Intensification ........................................... 56 

Table 4 (j): Deposit Mobilization and Credit Disbursement ............................................................... 58 

Table 4 (k): Non-Performing Loan Status of Commercial Banks ...................................................... 59 

Table 4 (l): Sources and Uses of fund of microfinance institutions .................................................... 59 

Table 4 (m): Transaction Details of Rural Self-Reliance Fund .......................................................... 63 

Table 4 (n): Activities of Savings and Credit Cooperative ................................................................. 64 

Table 4 (o): Non-performing loan and Capital Fund .......................................................................... 65 

Table 5 (a): Primary Market Trend ..................................................................................................... 70 



iii  
 

Table 5(b): Secondary Market Trend .................................................................................................. 72 

Table 5 (c): Ownership structure of Insurance Companies ................................................................. 79 

Table 5 (d): Sources and Utilization of Life and Non-Life Insurance Companies ............................. 79 

Table 5 (e): Mobilization of insurance premium and status of investment. ........................................ 80 

Table 6 (a) Foreign Trade Situation .................................................................................................... 85 

Table 6 (b) Remittance Income .......................................................................................................... 87 

Table 6 (c): Total Foreign Exchange Reserve .................................................................................... 88 

Table 6 (d): Foreign Exchange Trend ................................................................................................. 89 

Table 6(e): Prices of Oil and Gold in International Market ................................................................ 90 

Table 7 (a) Poverty Measures, (1995/96, 2003/04 and 2009/10) ........................................................ 92 

Table 7(b): Quantitative Indicator of Poverty ..................................................................................... 94 

Table 7(c): Area-wise status of Poverty Gap ...................................................................................... 96 

Table 7(d): Gini Coefficient ............................................................................................................... 97 

Table 7(e): Indicators of Nepal Demographic and Health Survey ...................................................... 99 

Table 7(f) Description of Poverty Alleviation Fund Grants Disbursements ....................................... 101 

Table 7 (g): N. L. S. S. and Nepal Labour Force Survey Findings ..................................................... 104 

Table 7 (h): Country-wise Foreign Employment Situation................................................................. 106 

Table 8 (a): Supply of Major Agricultural Inputs ............................................................................... 114 

Table 8 (b): Area of Food Crops and their Production ....................................................................... 115 

Table 8 (c): Cash Cropôs cultivated area and their Production ........................................................... 117 

Table 8 (d): Production status of Spices and other crops .................................................................... 119 

Table 8 (e): Description of number of Animals/ Birds ....................................................................... 121 

Table 8 (f): Status of Animalôs/Birdôs Production .............................................................................. 123 

Table 8 (g): Status of Credit Flow of Commercial Banks .................................................................. 126 

Table 8 (h): Area affected by Natural Disaster (in Ha) ....................................................................... 127 

Table 8 (i): Small Farmers Development Bank's Credit and Investment Status ................................. 129 

Table 8 (j) Cooperative's membership, capital, investment, and saving trend .................................... 132 

Table 8 (k): Description of Active Cooperatives until mid-January 2012 .......................................... 133 

Table 8 (l): Forest Resource Data ....................................................................................................... 139 

Table 8 (m): Comparative Achievements in the Forestry Sector ........................................................ 139 

Table 9 (a): Licensed Industries for Foreign Investments .................................................................. 144 

Table 9 (b): Licensed Industries for Foreign Investments by Project Cost ......................................... 145 

Table 9 (c): Industries Approved for Foreign Investment by the end of FY 2010/11 ......................... 145 

Table 9 (d): Industries permitted for foreign investment in FY 2009/10 and FY 2010/11 ................. 146 

Table 9 (e): Industries Approved in FY 2010/11 for Foreign Investment .......................................... 146 

Table 9 (f): Industries Approved for Foreign Investment by Project Costs ........................................ 147 

Table 9 (g): Industries Approved for Foreign Investments  ................................................................ 147 



iv  
 

Table 9 (h): Targets and Achievement of Ministry of Culture, Tourism and Civil Aviation ............. 163 

Table 10 (a): Progress of Rural Access Improvement and Decentralization Project .......................... 171 

Table 10 (b): Progress of Rural Reconstruction and Rehabilitation Program ..................................... 171 

Table 10 (c): Progress of District Roads Support Program ................................................................. 172 

Table 10 (d): Progress of Decentralized Rural Infrastructure and Livelihood Improvement ............. 173 

Table 10 (e): Progress of Local Transport Infrastructure Sector-wise program ................................. 174 

Table 10 (f): Progress of Western Nepal Rural Drinking Water and Sanitation Project .................... 175 

Table 10 (g): Progress towards Infrastructure Development .............................................................. 177 

Table 10 (h): Energy Consumption Status .......................................................................................... 179 

Table 10(i): Electricity Demand, Consumption, and Physical Infrastructure ..................................... 182 

Table 10 (j): Consumption of Petroleum Products ............................................................................. 183 

Table 10(k): Status of Alternative Energy/Bio-Gas in Nepal ............................................................. 188 

Table 11 (a): Road Networks in Nepal ............................................................................................... 190 

Table 11(b): Number of Vehicles ....................................................................................................... 191 

Table 11 (c): Description of Postal Offices by Geographical Distribution ......................................... 195 

Table 11 (d): Description of various telecommunication service users and service providers ........... 196 

Table 11 (e): Total number of distributed Telephones lines as per service providers ........................ 197 

Table 11 (f): Description of Newspapers by frequencies and Language ............................................ 197 

Table 12 (a) : Progress of Activities Relating to Financial Assistance/Relief .................................... 205 

Table 13(a): Description of Schools Hand Over to Communities ...................................................... 209 

Table 13 (b): Primary Education Enrolment and Achievement made on 3-5 Years Group of Age 

Children .............................................................................................................................................. 210 

Table 13 (c): Progress of Community Based Child development Centers .......................................... 211 

Table 13(d): Detail of Child Development Centers by Development Region .................................... 211 

Table 13 (e): Detail of Scholarship awarded to School Students ........................................................ 212 

Table 13 (f): Progress on Training Programs Conducted Under the Educational Human 

Resources Center ................................................................................................................................ 213 

Table 13 (g): Progress details on Teachers Management ................................................................... 215 

Table 13 (h): Tasks performed by the Curriculum Development Centre............................................ 217 

Table 13 (i): Schools and Beneficiary Students .................................................................................. 218 

Table 13(j): Detail of Food for Education Program ............................................................................ 218 

Table 13 (k): Description of CTEVT Conducted Training Programs ................................................. 219 

Table 13 (l): Programs in Operation under the Non-formal Education Program ................................ 222 

Table 13 (m): Detail of Schools of Different Levels by Ecological Region ....................................... 224 

Table 13 (n): School, Student and Teacher Ratio in Academic Calendar 2011 .................................. 225 

Table 13(o): Region-wise Detail of Different Types of Schools ........................................................ 225 

Table 13 (p): Ratio of Student Per Teacher ........................................................................................ 228 

Table 13 (q): Detail of Traditional Schools ........................................................................................ 229 



v 
 

Table 13 (r): Percentage of Trained Teachers in all Types of Schools ............................................... 229 

Table 13 (s): Trained Secondary School Teachers of Private and Community Schools ..................... 230 

Table 13 (t): Training Status of Teacher of All Levels of Community Schools ................................. 230 

Table 13(u): Region-wise Details of Affiliated Higher Secondary Schools ....................................... 231 

Table 13 (v): Detail of Students Appeared and Passed Annual Examination ..................................... 232 

Table 13(w) Number of Students Nominated for Studies in Various Levels and Subjects ................ 233 

Table 13 (x): Campuses under Different Universities and Number of Students ................................. 234 

Table 13 (y): Highlight of Feature and Achievements TU Operated Major Academic, Educational 

Programs ............................................................................................................................................. 236 

Table No 13 (z): Region-Wise Distribution of Campuses run under TU ........................................... 237 

Table 13 (aa) Detail of General and Technical Students in Constituent Campuses ............................ 237 

Table 13 (ab): Expenses per Student at TU ........................................................................................ 238 

Table 13(ac): Details of Human Resource Produced by General and Technical Faculties of TU ...... 239 

Table 13 (ad): Student Enrollement and Production Status of KU ..................................................... 243 

Table 13 (ae): Student Enrolment/Production Status of Nepal Sanskrit University ........................... 244 

Table 13 (af): Students at Constituent and Affiliated Universities ..................................................... 245 

Table 13(ag) Scholarships offered by Constituent and Affiliated Campuses ..................................... 246 

Table 13 (ah): Student Enrolment/Production Status of PU ............................................................... 247 

Table 13 (ai): Health Beneficiary Population by Development Region ............................................. 250 

Table 13 (aj): Progress on Expanded Vaccination and National Polio Vaccination Program ............ 253 

Table 13(ak): Progress Report on Reproductive Health Program....................................................... 254 

Table 13 (al): Progress Details on Social Security Program ............................................................... 257 

Table 13(am): Detail of Medical Specialists Registered with Medical Council ................................. 262 

Table 13 (an): Major Achievements of Women Development Program ............................................ 267 

Table 13 (ao): The number of Targeted Social Security Allowance Recipients ................................. 269 

Table 13(ap): Detail of the Progress on Youth Mobilization Program ............................................... 275 

Table 13(aq): Detail of Sports and Extra-Curricular Activities .......................................................... 277 

Table 13 (ar): Detail of Programs of National Sports Council ........................................................... 278 

Table 13 (as): Detail of Personal Incidents Registration .................................................................... 283 

Table 14 (a): Discrepancies in Government Accounting of Share Investment in Public Enterprises . 295 

Table 14 (b): Discrepancies in Accounting of Government Lending to Public Enterprises ............... 296 

 

 



vi  
 

List of Charts 

 

Chart 1 (a): Sectorwise GDP & Growth Rate 6 

Chart 2 (a) : Growth rate of total government expenditure and revenue 21 

Chart 2 (b) : Foreign aid commitment and utilization 27 

Chart 3 (a) : Change in Consumer Price Index 36 

Chart 3 (b) : Change in price of petroleum products 42 

Chart 4 (a) : Growth of  money supply 49 

Chart 4 (b) :  Change in the factors affecting money supply 50 

Chart 4 (c) : Effect of Financial Expansion 56 

Chart 5 (a) : Primary Issue (Rs. In million) 70 

Chart 5 (b): Market Capitalization 71 

Chart 5 (c) : Paid Up value and turnover (Rs. in ten Million) 73 

Chart 5 (d) : NEPSE Index 73 

Chart 6 (a) : International Trade 84 

Chart 6 (b): External Sector Situation 87 

Chart 7 (a) : Poverty Measure Index 93 

Chart 7 (b): Country-wise Foreign Employment Situation 107 

Chart 9 (a) Foreign Exchange Earnings from Tourism 161 

Chart 13 (a) : Handover of school to community 209 

Chart 13 (b) : Number of Public Schools 226 

Chart 13 (c) : Student Enrolment 226 

Chart 13 (d): Region wise Details of School  227 

Chart 13 (e) Trend in IMR, CMR, MMR, TFR and CPR in 15 year's period 249 

Chart 13 (f) : Extension of Health Service 251 

Chart 13 (g) : Expansion of Health Service 251 

Chart 14 (a) : Financial Status of Public Enterprises 288 

 

 



vii  
 

Abbreviations 

 
 ADSL   Asynchronous Digital Subscribers Line 

AEPC   Alternative Energy Promotion Center 

AFC   Asian Football Confederation 

AIDS   Acquired Immune Deficiency Syndrome 

ARAST   Asia Regional Aviation Safety Team 

ARV   Antiretroviral 

ATF   Aviation Turbine Fuel 

BBC   British Broadcasting Corporation 

BIPPA   Bilateral Investment Promotion and Protection Agreement 

CB PMTCT  Community Based Pregnant Mother to Child Trasmitted 

CCTV   Close Circuit Television 

CDAS   Central Depositary Accounting Software 

CDM   Clean Development Mechanism 

CDMA   Code Division Multiple Access 

CEDA   Center for Economic Development and Administration 

CEOC   Comprehensive Essential Obstetric Care 

CMA   Continuous Monitoring Approach 

CNN   Cable News Network 

CnS   Clearing and Settlement Software 

COSCAP   Cooperative Development of Operational Safety and Continuing 

Airworthiness Programme 

CT Scan   Computed Tomography Scan 

DACC   District AIDS Coordination Committee 

DFID   Department for International Development 

DOTs Directly Observed Treatment 

DPMAS   District Poverty Monitoring and Analysis System 

DTAA   Double Taxation Avoidance Agreement 

E Bidding   Electronic Bidding 

E DV   Electronic Diversity Visa 

EIA   Environmental Impact Assessment 

FM   Frequency Modulation 

FO   Furnace Oil 

GAVI   Global Alliance for Vaccines and Immunization 

GDP   Gross Domestic Product 



viii  
 

GEF   Global Environmental Facility 

GIZ   Gesellschaft für Internationale Zusammenarbeit 

GMPCS   Global Mobile Personal Communication System 

GNP   Gross National Product 

GPI   Gender Perception Indicator 

GPRS   General Packet Radio Service 

GSM   Global System for Mobile Communication 

HIV   Human Immune Deficiency Virus 

IATA   International Air Transport Association 

ICAO   International Civil Aviation Organisation 

ICIMOD   International Centre for Integrated Mountain Development 

IDA   International Development Agency 

IEE   Initial Environment Evaluation 

IFAD   International Fund for Agriculture Development 

IFRS   International Financial Reporting Standards 

IH & RA   International Hotel & Restaurant Association 

INASP   International Network for the Availability of Scientific Publications 

ISDN   Integrated Services Digital Network 

ITC   International Trade Centre 

JITCO   Japan International Training Cooperation Organization 

KOICA  Korea International Cooperation Agency 

LDO   Light Disel Oil 

LIBOR   London Inter Bank Offering Rate 

LMS   Location and Monitoring Service 

LOCODE   International Location Code 

MBBS   Bachelor in Medicine and Bachelor in Surgery 

MCPM   Minimum Conditions and Performance Measures 

MCs   Minimum Conditions 

MDGs   Millennium Development Goals 

MfDR   Management for Development Result 

MOU   Memorandum of Understanding 

MRI   Magnetic Resonance Imaging 

MW   Medium Wave 

N/A   Not Applicable 

NABL   National Accreditation Board for Laboratories 

NAST   National Academy for Science and Technology 

NLSS   Nepal Living Standard Survey 

NS   Nepal Standard 



ix 
 

NTIS   Nepal Trade Integrated Strategy 

NTV   Nepal Television 

O&M   Organization & Management 

PATA   Asia Pacific Tourism Association 

PBN   Performance Based Navigation System 

PRSP   Poverty Reduction Strategy Paper 

PSTN   Public Switched Telephone Network 

SAARC   South Asian Association for Regional Coopration 

SARAST   South Asia Regional Aviation Safety Team 

SMS   Short Message Service 

STM   Synchronous Transport Module 

SW   Short Wave 

T.U.   Tribhuwan University 

TPR   Trade Policy Review 

TPRB   Trade Policy Review Body 

UAAA   Union of Asian Alpine Association 

UIAA   Union of International Alpine Association 

UNDP   United Nations Development Program 

UNECE   United Nations Economic Commission for Europe 

UN HABITAT   United Nations Human Settlements Programme 

UNIDO   United Nation Industrial Development Organization 

USOAP   Universal Safety Oversight Audit Program 

WASH   Water Supply Sanitation and Hygiene 

WLL   Wireless Local Loop 



 
 

 

 

 

 

 

EXECUTIVE SUMMARY  
 



x 
 

Executive Summary 

1. The growth rate of global output has decreased in 2011 compared to 

2010. The world economy that grew by 5.3 percent in 2010 got 

contained to a growth of 3.9 percent only in 2011, which was lower 

than 4.5 percent, IMF had projected for the year. Especially, the 

European debt crisis; natural disaster in Japan; recession in European 

real estate business; the slowed down economic growth rates in 

countries like China and India; Decreased economic growth in large 

countries like Brazil and Mexico can be attributed for decline in the 

world economic growth. Likewise, rise in unemployment rate in USA 

and Europe also helped in slowing down the world economic growth.  

IMF has projected the world GDP to grow by 3.5 percent and 4.1 

percent in 2012 and 2013 respectively. Economic growth rate of 

developed and emerging economies for the year 2012 is estimated at 

1.4 percent and 5.7 percent respectively. 

2. Growth rate of Nepalôs neighboring countries especially that of South 

Asian nations, has also slowed down in comparison to 2010.  Average 

growth rate of South Asian countries that was 7.3 percent in 2010 got 

contained to 5.8 percent in 2011. IMF has estimated to remain the 

economic growth rate at the same level in 2012 also. Only the two 

South Asian countries namely Maldives and Sri Lanka maintained 

higher growth rate in 2012. India and China, that had attained double 

digit growth rates of 10.6 and 10.4 percent respectively in 2010 also 

registered lower growth rate of 7.2 and 9.2 percent respectively in 2011.  

IMF has estimated to further slow down the growth rate to 6.9 percent 

and 8.2 percent for these two countries respectively in 2012.  

3. According to preliminary estimates Nepalôs economy in FY 2011/12 

will grow at 4.56 percent at price prices and 4.63 at current prices 

against earlier estimated 5.0 percent, which is the highest in three years. 

Growth rates in FY 2009/10 and 2010/11 at base prices were just 4.3 

and 3.9 respectively. Increased agricultural production and 

accompanied by growth in service sector outputs has been the major 

reason for such growth rate.  However, reasons like energy crisis, 

sluggish agricultural credit expansion, and lengthened political 
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transition are attributable for failing to achieve the growth in industrial 

outputs as desired. Total GDP is estimated to reach Rs.1.558 trillion 

with an increase of 13.8 percent compared to the previous fiscal year.  

4. Agricultural GDP in FY 2011/12 is estimated to grow by 4.93 percent 

compared to 4.51 percent growth in the previous fiscal year. 

Agriculture and forestry, and fisheries sub-sectors are estimated to grow 

at the rate of 4.86 percent and 8.84 percent in this period. Production of 

food crops, which play vital role in the growth of agriculture sector, 

recorded a notable growth in this year.  Production of major food crops 

in this year totaled 9,459,594 MT with a growth of 9.9 percent.  Area 

under major food crops in the current fiscal year totaled 3,484,395 ha, 

which is higher by 0.46 percent from the previous year. 

5. Growth rate of non-agriculture sector is estimated at 4.27 in this fiscal 

year, which was 3.4 percent in FY 2010/11 whereas this sectorôs 

growth rate in FY 2009/10 stood at 5.39 percent. Growth rates of 

construction and manufacturing sub-sectors have decreased while that 

of other sub-sectors has increased in this fiscal year. Among those sub-

sectors recording  positive growth are: mining and quarrying 5 percent; 

industrial outputs 1.3 percent; electricity, gas and water 7.4 percent; 

wholesale and retail trade 3.8 percent; hotel and restaurant 8.3 percent; 

transport, warehousing, and communications 6.8 percent; financial 

intermediation 3.5 percent; real estate and professional activities 3.0 

percent; Public administration and defense 5.6 percent; education 5.0 

percent; health and social works 5.5 percent; and other community, 

social, and personal service related activities 9.1. At the same time, 

growth rate of the construction sub-sector is estimated to grow 

negatively by 0.1 percent. 

6. Gradual structural change can be observed in the Nepalese economy. A 

trend of decreasing contribution of agriculture and industry sectors and 

increasing that of services sector to GDP is clearly visible. On sectoral 

basis, contributions of primary, secondary and tertiary sectors to GDP 

are estimated at 35.68, 14.02 and 50.31 percents respectively. Such 

contribution of primary and secondary sectors is less by 1.75 and 0.27 

percentage points as compared to the previous fiscal year.  Contribution 

of the tertiary sector, however, has increased by 2.03 percent in 
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comparison to the previous fiscal year. Increase in outputs of all 

components of the tertiary sector has led to increased contribution of 

this sector to GDP.  Likewise, classification of GDP into two sectors 

namely, agriculture and non-agriculture shows contribution of 

agriculture sector to GDP has decreased while that of non-agriculture 

has increased a little. Contribution of agriculture, forestry, and fisheries 

to GDP is estimated at 35.1 percent, while remaining 64.9 percent to be 

shared by the non-agriculture sector. Such shares in FY 2010/11 were 

36.9 and 63.1 percent respectively. 

7. The share of consumption on GDP has decreased from 91.4 percent in 

the previous fiscal year to 90.0 in the current fiscal year.  The shares of 

private and government consumption on GDP are 78.1 percent 10.2 

respectively. Of the total consumption expenditure, shares of the private 

sector, government and not for profit institutions is found to be 86.4 

percent, 11.4 percent and 1.9 percent respectively.  Of the total 

consumption, share of food grain consumption is 62.7 percent and that 

of services is 11.0 percent. 

8. The share of investment in GDP is seen to have increased in FY 

2011/12.  Such share, which stood at 32.5 percent in the previous fiscal 

year, is estimated to reach 32.8 percent in this year. Out of this, the 

share of gross capital formation is 19.6 percent. The private sector has 

contributed 77.97 percent of the total capital formation while the 

government sector shared the rest 22.03 percent. The share of savings 

on GDP has increased in the current fiscal year. The share of gross 

domestic saving has reached 9.8 percent while that of gross national 

saving has reached 36.6 percent. In the current fiscal year Gross 

Domestic Savings is estimated to total Rs. 155.0 billion while Gross 

National Savings is estimated at Rs.571.0 billion. 

9. In this fiscal year, there has been 17.2 percent growth in National 

Disposable Income at current prices.  Based on the data for the first 

eight months of the current fiscal year, per capita GDP of a Nepali has 

reached Rs. 57,726.0 or US$ 735.00. Likewise, based on Gross 

National Income, per capita income of a Nepali has reached Rs. 58274 

or US$ 742.00. Such a rise in income is attributable to increased 
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remittance income and the growth in the agriculture and services 

sectorsô output. 

10. The share of trade deficit on GDP is on the rise. The share of exports in 

GDP in the current fiscal year has reached 9.8 percent while that of 

imports stood at 32.6 percent. Despite marginal decline in the previous 

fiscal yearôs trade deficit of 23.9 percent to 22.8 percent this year, it is 

still quite high. 

11. Total government expenditure in 2010/11 grew by 13.7 percent 

reaching 295.36 billion. Such expenditure is estimated to grow by 23.8 

percent in the current FY 2011/12 reaching 365.72 billion. Of this total, 

share of recurrent and capital expenditure is estimated at Rs. 256.86 

billion and 62.90 billion with the remaining Rs. 45.94 billion shared by 

fiscal arrangement.  Revenue mobilization in the current fiscal year is 

estimated to grow by 20.5 percent totaling Rs. 240.81 billion. This total 

comprise of Rs.205.22 as tax revenue and the remaining Rs.35.59 

billion as non-tax revenue. 

12. The ratio of total outstanding debt to GDP has increased. For instance, 

such ratio was 30.3 in the first eight months if FY 2010/11 has gone up 

to 32.7 percent in the same period of FY 2011/12. The ratio of foreign 

debt to GDP has also increased from the previous yearôs 19.0 percent to 

19.8 percent in this year and the ratio of internal debt has also increased 

from 11.3 to 12.9 in the same period. 

13. In this fiscal year, monetary inflation could be contained to some 

extent. The point to point based overall urban consumer price index at 

mid-March of FY 2010/11 was 10.7 percent, which has been contained 

to 7.0 percent in the same period of FY 2011/12. In this month, price 

inflation rate on food items on point to point basis has been 4.2 percent 

while that on non-food items by 9.4 percent.  Such rate in the previous 

fiscal year stood at 17.3 percent and 5.4 percent respectively. It shows 

of some success achieved in containing the price rise of food grains.  

14. Broad money supply during first eight months of this fiscal year 

increased by 12.2 percent as a result of notable growth in net foreign 

assets. Narrow money supply expanded by 6.4 percent in the same 

period. In this period, net foreign asset (after adjusting foreign 

exchange profit/loss) grew by Rs. 79.90 billion, while internal debt 

increased by 3.4 percent. 
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15. Commercial banks in the first eight months of this current fiscal year 

collected deposits totaling 92.90 billion during first eight months of FY 

2011/12 thereby raising the level of total deposits in commercial banks 

to Rs. 772.50 billion at mid-March 2012. Total Credit flow amount of 

commercial banks reached Rs.598.50 billion by mid-March with 

additional credit flow of 54.30 billion during the same period. 

16. The state of the Share Market has not been satisfactory in this fiscal 

year. NEPSE Index, which is a health indicator of the Share Market, 

has been sliding throughout first eight months of the current fiscal year. 

NEPSE Index, that was at 362.85 points in the beginning of fiscal year, 

came down to 313.92 by mid-March 2012. Similarly, market 

capitalization also slipped from 337.57 billion in the beginning of fiscal 

year to Rs. 323,48 billion in the same period. The transaction amount, 

however, has improved by 23.5 percent reaching Rs. 5.28 billion in this 

period.  

17. Exports during the first eight months of the current fiscal year rose by 

14.1 percent reaching Rs. 48.56 billion, and at the same time imports 

also rose by 16.6 percent totaling 295.24 billion. Rates of growth in 

export and import in the previous fiscal year were 5.9 and 1.3 percent 

respectively. As such, total trade deficit at Mid-March of 2012 totaled 

Rs. 246.68 billion with an increase of 17.1 percent in this period, 

compared to just 0.3 percent growth occurred in the same period of the 

previous fiscal year.  Rise in imports, price rise of petroleum (POL) 

products, and exchange rate depreciation of Nepalese currency against 

US Dollar have been the major causes behind such rise in trade deficit.  

18. Balance of Payment situation in the current fiscal year, however, has 

been satisfactory. Balance of Payment (BOP) surplus totaled Rs. 79.90 

billion due to the  growth in remittance income and increased fund 

reimbursements from the donor community, which is the highest 

surplus as of yet.  There was BOP deficit in the same period of the 

previous fiscal year stood at Rs.11.29 billion. Remittance income of the 

private sector in the current fiscal year grew by 34.7 percent as against 

the previous yearôs 12.3 percent in the previous year thereby totaling 

217.76 billion. Such income in the corresponding period of the previous 

year was Rs. 161.61 billion.  

19. Foreign exchange reserve in the first eight months of FY 2011/12 grew 

significantly reaching Rs.368.10 billion, of which Nepal Rastra Bank 

holds Rs. 305.02 billion while remaining commercial banks hold the 

remaining Rs. 63.08 billion. Such reserve at the same period of the 
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previous fiscal year was Rs. 272.15 billion. Based on imports in first 

eight months of the current fiscal year, this reserve can sustain import 

of goods for next 10.1 months and import of goods and services for 9 

months. 

20. The Nepal Living Standard Survey (NLSS III, made public in FY 

2011/12 shows 25.2 percent population below the poverty line. 

According to the same survey, the Gini Index, which depicts income 

inequality, coming down to 0.33 percent meaning that there has been a 

decline in income inequality.  

21. In comparison to the previous fiscal year, industrial index in the current 

fiscal year 2011/12 rose sharply from 2.82 touching 105.42.  Indices of 

Soybean oil, rice, animal feed, sugar, liquor, soft drink, cigarette, jute 

goods, plywood, lube oil, paints, medicine, cement, galvanized pipe, 

aluminum goods, electricity cables, have improved. At the same time, 

industrial indices of vegetable ghee, mustard oil, biscuit, noodles, 

processed tea, cotton fabrics, woolen carpet, processed leather, paper 

and paper goods, rosin, plastic goods, cottage metal goods have 

declined. 

22. Tourist arrival in Nepal grew by 22.1 percent in 2011 as compared to 

2010 reaching their number to 736,215. Average duration of their stay, 

which was 12.67 days in 2010, has increased to 13.12 days in 2011. 

Income from the tourism sector totaled Rs. 28.63 billion with per tourist 

per day spending has reached US$39.90.  Contribution of tourism 

sector to GDP has been 1.8 percent while this sector has provided direct 

employment to 120,000 people. 

23. Energy consumption of the country in FY 2010/11 totaled 10,155 Tons 

of Oil Equivalent (ToE) with an increase of 2.8 percent over its 

previous fiscal year.  Such consumption by the first eight months of the 

current fiscal year has reached 8,203 TOE, which is an increase of 24.8 

percent over the same period of the previous fiscal year. Of the total 

energy consumed in FY 2010/11, shares of traditional, commercial, and 

renewable sources of energy stood at 83.7 percent, 15.6 percent and 

0.07 percent respectively. Shares of these sources in the first eight 

months of the current fiscal year have been 86.5 percent, 12.8 percent, 

and 0.7 percent respectively. 

24. Electricity generation at the end of FY 2010/11 totaled 697.8 Megawatt 

MW), while electricity generation by Mid-March of 2011/12 has 

reached 705.6 MW. During this period 1,987 Kilometers (Km) of 

transmission lines have been constructed while 95,816 Km distribution 
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lines have been constructed. Total electricity supply accounts for 3,858 

Giga Watt Hours (GWH) including thermal generation, Import from 

India, and electricity generated in the public sector. Electricity supply in 

the previous fiscal year totaled 3,689 GWH.  

25. Consumption of POL products during the first eight months of FY 

2011/12 increased by 2.2 percent compared to the corresponding period 

of the previous fiscal year totaling 645,876 Kiloliter (KL), while that of 

Liquefied Petroleum Gas (LPG) increased by 13 percent reaching a 

total of 113,693 MT. Shares of consumption of POL products excluding 

LPG during this period stood at 63.8 for diesel, 4.4 for kerosene, 20.2 

for petrol, and 11.6 for aviation fuel. 

26. With construction of 15 Km black topping, 45 Km graveled, and 185 

Km of earthen roads, length of the above-mentioned individual 

category of roads in the country by Mid-March of 2012 stands at 9,917 

Km, 5,715, and 7,822 Km respectively. The numbers of vehicles plying 

on these roads have reached 1,280,690.Another 8.6 percent vehicles 

have been added during the by the first eight months of this fiscal year. 

27. The number of telephone customers by the end of the first eight months 

of the current fiscal year totaled 15,516,904. Of this, more than 83 

percent are mobile phone users. There are six different telephone 

service providers. During this period, out of 400 FM stations licensed, 

341 FM stations are operating. Likewise, 6,181 newspapers and 

magazines are published. 

28. The education sector has made notable achievements. In this education 

calendar, net enrolment rate in the primary levels has reached 95.1 

percent, on basic it is 86.6 percent, and in secondary education it is 30.6 

percent. Such enrolment rates in the previous year were 94.5 percent, 

86.0 percent and 27.1 percent respectively. In education session of FY 

2011/12, the numbers of students studying in the Primary schools are 

4,782,885; 1,812,680 in Lower Secondary schools; and 848,569 in 

Secondary schools. On education front, numbers of schools have also 

grown with 33,881 Primary, 13,791 Lower Secondary, and 8,233 

Secondary Schools.  

29. Of the major targets of Millennium Development Goals (MDGs), 

targets in the health sector have made tremendous achievements. For 

instance, infant mortality rate that was 43 per thousand live births in 

1996 has come down to 9; and maternal mortality rate has dropped 

from 539 to 229. By the first eight months FY 2011/12,  inpatients 

numbering 224,354 received treatments; 1,846,507 people received 
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outpatient services; and 442,531 received emergency services. By Mid-

March of 2012, Hospitals 105, health posts 2,175 Ayurved hospitals 

and clinics 293, sub-health posts  2,292, rural hospitals with 15 beds 7,  

and 21 others totaling 4,393 health institutions are providing health 

services to the people.  
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Macroeconomic Indicators 
Fiscal Year   02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 11/12* 

  ECONOMIC ACTIVITI ES 

Real GDP (in 

Basic Price) 

Annual % 

Change  3.8 4.4 3.2 3.7 2.8 5.8 3.9 4.3 3.8 4.6 

Agriculture 

Annual % 

Change  3.3 4.7 3.5 1.9 1.0 5.8 3.0 2.0 4.5 4.9 

Industry  

Annual % 

Change  3.1 1.5 2.9 4.4 4.0 1.6 -0.6 4.1 2.9 1.6 

Service 

Annual % 

Change  3.7 6.8 3.3 5.6 4.5 7.3 6.0 5.8 3.6 5.1 

Real GDP (in 

producer's  

Price) 

Annual % 

Change  3.9 4.7 3.5 3.4 3.4 6.1 4.5 4.8 3.9 4.6 

Per Capita Real 

GDP 

Annual % 

Change  1.7 2.4 1.2 1.1 6.3 4.6 3.1 3.4 2.5 3.2 

Per Capita Gross 

National Income 

(in constant 

price) 

Annual % 

Change  1.6 2.3 2.1 1.9 6.9 4.6 3.3 3.7 1.7 3.3 

GDP (in current 

price) 

Annual % 

Change  7.1 9.0 9.8 11.0 11.3 12.1 21.2 20.8 14.7 13.8 

Gross National 

Income (in 

current price) 

Annual % 

Change  7.1 8.9 10.5 11.5 11.6 12.0 21.4 20.3 14.5 14.2 

Gross National 

Disposable 

Income (in 

current price) 

Annual % 

Change  7.6 9.3 11.1 14.0 10.1 16.5 24.2 18.9 13.4 17.2 

Per Capita GDP US Dollar 261 293 328 350 410 491 497 610 712 735 

Per Capita GNI US Dollar 261 292 329 352 414 496 502 615 716 742 

Per Capita GNDI US Dollar 301 339 383 420 487 606 628 759 876 931 

Real GDP (in 

basic price) 

Rs in 

billion 429.7 448.7 463.2 480.4 493.7 522.3 542.7 565.8 587.3 614.1 

Agriculture 

Rs in 

billion 165.8 173.7 179.8 185.4 187.2 198.1 204.0 208.1 217.4 228.1 

Industry  

Rs in 

billion 76.5 77.6 79.9 81.2 84.4 85.8 85.3 88.7 91.3 92.7 

Service 

Rs in 

billion 199.9 213.5 220.6 233.0 243.5 261.4 277.1 293.3 303.7 319.1 

Real GDP (in 

producer's price) 

Rs in 

billion 459.5 481.0 497.7 514.5 532.0 564.5 590.1 618.5 642.6 672.3 

Per Capita GDP 

(in 2000/01 

price) Rs. 18984 19436 19670 19884 21129 22110 22793 23561 24138 24908 

Per Capita Gross 

National Income 

(in 2000/01 

price) Rs. 18962 19401 19802 20186 21569 22567 23301 24170 24585 25393 

Nominal GDP (in Rs in 492.2 536.8 589.4 654.1 727.8 815.7 988.3 1193.7 1369.4 1558.2 
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Fiscal Year   02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 11/12* 

producer's  

price) 

billion 

Gross National 

Income (in 

current price) 

Rs in 

billion 491.6 535.1 591.1 659.0 735.3 823.6 1000.0 1202.8 1377.0 1573.0 

Gross National 

Disposable 

Income (in 

current price) 

Rs in 

billion 567.1 620.0 688.8 785.2 864.3 1006.4 1249.5 1485.4 1684.8 1973.8 

Per Capita GDP 

(in current price) Rs. 20337 21689 23292 25279 28905 31946 38172 45469 51444 57726 

Per Capita GNI 

(in current price) Rs. 20309 21620 23357 25471 29200 32257 38626 45817 51727 58274 

Per Capita GNDI 

(in current price) Rs. 23430 25051 27218 30346 34323 39417 48262 56583 63292 73123 

Gross 

Consumption/GD

P in % 91.4 88.3 88.4 91.0 90.2 90.2 90.6 88.5 91.4 90.0 

Gross Domestic 

Savings/GDP in % 8.6 11.8 11.6 9.0 9.8 9.8 9.4 11.5 8.6 10.0 

Gross National 

Savings/GDP in % 23.8 27.3 28.4 29.0 28.6 33.2 35.9 36.0 31.6 36.7 

Gross Fixed 

Capital 

Formation/GDP in % 19.9 20.3 19.9 20.7 21.1 21.9 21.4 22.2 21.2 19.6 

Government 

Investment in 

Gross Fixed 

Capital 

Formation/GDP in % 3.0 2.8 2.9 2.7 3.4 4.0 4.5 4.5 4.9 4.3 

Private 

Investment in 

Gross Fixed 

Capital 

Formation/GDP in % 16.9 17.5 17.0 18.0 17.7 17.8 16.9 17.7 16.3 15.3 

Gross Capital 

Formation/GDP in % 21.4 24.5 26.5 26.9 28.7 30.3 31.7 38.3 32.5 32.8 

Gap between 

Gross Domestic 

Savings and 

Gross 

Investment/GDP in % -12.8 -12.8 -14.9 -17.9 -18.9 -20.5 -22.2 -26.8 -23.9 -22.8 

Total Population million 23.8 24.1 24.5 24.8 25.2 25.5 25.9 26.3 26.6 27.0 

Price 

Consumer Price 

Index# 

Annual % 

Change  4.7 4.0 4.5 8.0 5.9 6.7 12.6 9.6 9.6 7.7 

GDP Deflator  ̂

Annual % 

Change  3.1 4.0 5.9 6.9 7.3 5.6 16.1 14.4 11.2 9.7 

Primary 

Annual % 

Change  0.7 2.8 3.5 4.4 6.1 3.3 21.4 25.1 14.9 3.5 

Secondary 

Annual % 

Change  4.1 5.4 5.5 3.6 5.7 11.0 14.4 9.2 9.5 10.0 
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Fiscal Year   02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 11/12* 

Tertiary 

Annual % 

Change  4.7 4.5 7.8 9.9 8.3 5.3 12.9 8.9 8.5 13.0 

Wholesale Price 

Index+ 

Annual % 

Change  3.8 4.1 7.3 8.9 9.0 9.1 12.8 12.6 9.8 5.3 

Salary and Wages 

Rate Index&  

Annual % 

Change        3.9 9.8 9.7 15.3 17.2 18.0 27.6 

Salary 

Annual % 

Change        0.3 6.3 10.9 10.5 20.2 0.0 19.3 

Wages 

Annual % 

Change        5.3 10.9 9.4 16.9 16.3 24.0 29.8 

PUBLIC FINANCE++  

Revenues 

Annual % 

Change  11.5 10.9 12.5 3.1 21.3 22.7 33.3 25.4 11.0 20.5 

Total Government 

Expenditures 

Annual % 

Change  4.9 6.5 14.7 8.1 20.5 20.8 36.1 18.2 13.7 23.8 

Recurrent 

Expenditure 

Annual % 

Change  6.6 6.6 11.0 8.6 15.1 18.6 39.7 18.2 12.8 50.8 

Capital 

Expenditure 

Annual % 

Change  -9.8 3.3 18.4 8.3 34.2 34.7 36.6 23.5 19.5 -41.7 

Principle 

Payments 

Annual % 

Change  48.6 12.9 25.4 5.4 17.4 -2.2 14.9 -2.1 -6.6 14.7 

Debt Servicing 

(Principal & 

Interest 

Annual % 

Change  32.6 7.2 13.9 3.4 12.2 -0.7 18.6 5.3 5.4 19.0 

Revenue /GDP in % 11.4 11.6 11.9 11.1 12.1 13.2 14.5 15.1 14.6 15.5 

Tax Revenue/GDP in % 8.3 9.0 9.2 8.8 9.8 10.4 11.8 13.1 12.6 13.2 

Non-Tax 

Revenue/GDP in % 2.8 2.6 2.7 2.3 2.3 2.8 2.7 2.0 2.0 2.3 

Total Government 

Expenditure 

/GDP in % 17.1 16.7 17.4 17.0 18.4 19.8 22.2 21.8 21.6 23.5 

Recurrent 

Expenditure/GDP in % 10.6 10.3 10.5 10.2 10.6 11.2 12.9 12.7 12.4 16.5 

Capital 

Expenditure/GDP in % 4.5 4.3 4.6 4.5 5.5 6.6 7.4 7.6 7.9 4.0 

Principal 

Payment/GDP in % 1.9 2.0 2.3 2.2 2.3 2.0 1.9 1.5 1.3 1.3 

Debt Servicing 

(Principal & 

Interest)/GDP in % 3.3 3.2 3.4 3.1 3.1 2.8 2.7 2.4 2.2 2.3 

Foreign 

Grants/GDP in % 2.3 2.1 2.4 2.1 2.2 2.5 2.7 3.2 3.4 3.8 

Budget 

Deficit/GDP in % 3.3 2.9 3.1 3.8 4.1 4.1 5.0 3.5 3.6 4.2 

Foreign 

Loan/GDP in % 0.9 1.4 1.6 1.3 1.4 1.1 1.0 0.9 0.9 1.5 

Domestic 

Loan/GDP in % 1.8 1.0 1.5 1.8 2.5 2.5 1.9 2.5 3.1 2.4 

Grants and Loans 

Received/GDP in % 3.2 3.5 4.0 3.4 3.6 3.6 3.7 4.2 4.2 5.4 

Total Outstanding Rs. in 308.1 318.9 314.4 337.7 332.7 375.6 425.1 440.4 414.7 509.5 
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Fiscal Year   02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 11/12* 

Debt billion 

Outstanding 

Domestic Debt 

Rs. in 

billion 60.0 84.6 86.1 94.7 103.8 116.0 125.7 148.1 184.2 201.5 

Outstanding 

Foreign Debt 

Rs. in 

billion 223.4 232.8 219.6 234.0 216.6 250.0 277.0 256.2 259.6 308.1 

Per capita 

Outstanding Debt  Rs 12939.7 13208.5 12838.6 13602.2 13211.5 14710.7 16416.2 16772.5 15576.4 18866.8 

Total Outstanding 

Debt/GDP in % 62.6 59.4 53.3 51.6 45.7 46.1 43.0 36.9 30.3 32.7 

Outstanding 

Domestic 

Debt/GDP in % 17.2 16.0 16.1 15.9 15.9 15.4 15.0 15.4 11.3 12.9 

Outstanding 

Foreign Debt/GDP in % 45.4 43.4 37.3 35.8 29.8 30.6 27.9 21.5 19.0 19.8 

Outstanding 

Foreign 

Debt/Revenue in % 397.4 373.5 313.2 323.7 247.0 232.3 193.1 142.4 129.9 127.9 

Outstanding 

Foreign 

Debt/Export in % 447.5 431.8 374.1 388.4 364.8 421.8 409.2 421.3 403.4 417.1 

Debt Service 

(Principal and 

Interest 

Payments)/Recurr

ent Expenditure in % 31.1 31.2 32.0 30.5 29.7 24.9 21.1 18.8 17.6 13.9 

Outstanding 

Foreign 

Debt/Foreign 

Exchange Reserve in % 206.4 178.8 169.1 141.8 131.2 117.6 96.7 95.3 95.4 79.6 

Money and Banking## 

Domestic Credit 

Annual % 

Change  10.4 9.9 13.8 15.1 11.7 21.3 27.1 43.4 14.6 11.0 

  Private Sector 

Annual % 

Change  13.2 14.3 14.2 23.6 12.3 24.3 29.0 45.7 13.9 13.0 

Net Government 

Credit 

Annual % 

Change  5.9 -1.8 11.3 11.1 10.4 11.2 20.4 30.2 19.7 2.7 

Share of the 

Private sector in 

the Banking 

Sector credit Percent 67.4 70.1 70.3 75.5 75.8 77.7 78.9 80.2 79.7 81.1 

Narrow Money 

Supply (M1) 

Annual % 

Change  8.6 12.2 6.6 14.2 12.2 21.6 27.3 8.0 5.2 13.5 

  Currency  

Annual % 

Change  2.2 11.1 8.8 13.1 7.4 19.9 25.5 10.8 1.9 17.0 

  Current Deposits 

Annual % 

Change  25.0 14.5 2.2 12.3 22.8 25.0 30.5 3.0 11.4 7.4 

Broad Money 

Supply(M2) 

Annual % 

Change  9.8 12.8 8.3 15.4 14.0 25.2 27.3 30.2 12.3 17.0 

Fixed and Saving 

Deposits 

Annual % 

Change  10.4 13.1 9.2 16.7 14.9 27.0 27.3 40.3 14.8 18.1 

Total Domestic 

Credit/GDP Percent 45.5 45.9 47.5 49.3 49.5 53.6 56.2 66.7 66.6 65.0 



xxii  
 

Fiscal Year   02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 11/12* 

Private Sector 

Credit/GDP Percent 30.7 32.1 33.4 37.2 37.6 41.7 44.4 53.5 53.1 52.7 

Net Government 

Credit/GDP Percent 11.9 10.7 10.8 10.9 10.8 10.7 10.6 11.4 11.9 10.8 

Narrow Money 

Supply/GDP Percent 17.0 17.5 17.0 17.3 17.4 18.9 19.9 17.8 16.3 16.2 

Current 

Deposit/GDP Percent 5.5 5.7 5.3 5.4 6.0 6.6 7.2 6.1 5.9 5.6 

Broad Money 

Supply/GDP Percent 50.0 51.7 51.0 53.0 54.3 60.7 63.8 68.8 67.3 69.2 

Fixed and Saving 

Deposits/GDP Percent 32.9 34.2 34.0 35.7 36.9 41.8 43.9 51.0 51.0 53.0 

External Sector 

Export (Goods) 

Annual % 

Change  6.4 8.0 8.9 2.6 -1.4 -0.2 14.2 -10.2 5.8 14.8 

Import (Goods) 

Annual % 

Change  15.8 9.6 9.7 16.3 12.0 14.0 28.2 31.6 5.8 15.0 

Export/Import 

Ratio 

Annual % 

Change  40.2 39.6 39.3 34.7 30.5 26.7 23.8 16.2 16.2 16.2 

Trade Deficit 

Annual % 

Change  23.1 10.7 10.2 25.1 19.2 20.2 33.3 44.6 5.8 15.0 

Income from 

Tourism 

Annual % 

Change  35.7 54.5 -42.3 -8.7 6.0 84.2 49.9 0.6 -12.5 26.7 

Expenditure on 

Tourism 

Annual % 

Change  7.7 62.4 -3.3 23.4 32.0 32.2 50.5 2.8 -14.4 -22.0 

Remittance 

Income 

Rs. In 

billion 54.2 58.6 65.5 97.7 100.1 142.7 209.7 231.7 253.6 330.9 

Remittance 

Income 

Annual % 

Change  14.0 8.1 11.9 49.0 2.5 42.5 47.0 10.5 9.4 30.5 

Current Accounts 

Balance 

Rs. In 

billion 11.6 14.6 11.5 14.2 -0.9 23.7 41.4 -28.1 -12.9 31.4 

Export/GDP Percent 10.1 10.0 10.0 9.2 8.2 7.3 6.9 5.1 4.7 4.7 

Import/GDP Percent 25.3 25.4 25.4 26.6 26.8 27.2 28.8 31.4 28.9 29.2 

Total Trade/GDP Percent 35.4 35.4 35.3 35.8 34.9 34.5 35.6 36.5 33.6 34.0 

Trade 

Deficit/GDP Percent -15.1 -15.3 -15.4 -17.4 -18.6 -19.9 -21.9 -26.3 -24.2 -24.5 

Income from 

Tourism/GDP Percent 2.4 3.4 1.8 1.5 1.4 2.3 2.8 2.4 1.8 2.0 

Expenditure on 

Tourism/GDP Percent 1.3 1.9 1.6 1.8 2.2 2.6 3.2 2.7 2.0 1.4 

Remittance 

Income/GDP Percent 11.0 10.9 11.1 14.9 13.8 17.5 21.2 19.4 18.5 21.2 

Current Accounts 

Balance/GDP Percent 2.4 2.7 2.0 2.2 -0.1 2.9 4.2 -2.4 -0.9 2.0 

Balance of 

Payments 

Rs in 

billion 4.4 16.0 5.7 25.6 5.9 29.7 44.8 -3.3 2.2 80.0 

Foreign 

Exchange 

Reserves 

Rs in 

billion 108.2 130.2 129.9 165.0 165.1 212.6 286.5 268.9 272.2 386.96@ 

Foreign 

Exchange 

Annual 

% 2.2 20.3 -0.2 27.0 0.1 28.8 34.8 -6.2 1.2 35.3 
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Fiscal Year   02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 11/12* 

Reserves Change  

Capacity of 

Reserves to cover 

Import of Goods Months 10.7 11.8 10.7 11.5 10.6 11.7 12.2 8.7 8.4 9.2 

Capacity of 

Reserves to Cover 

Import of Goods 

and Services  Months 9.2 9.9 9.0 9.7 8.7 9.4 10.0 7.4 7.3 8.3 

Exchange Rate**  

Per US 

Dollar=Rs. 77.8 73.8 72.1 72.3 70.5 65.0 76.9 74.5 72.3 79.4 

* Annual Preliminary Estimates (Based on 8 month data) 

# Base Year 2005/06 

^Base Year 2001/02 = 100 

& Base Year 2004/05 = 100 

+ Base Year 1999/2000=100 

% Change = Annual change in percentage 

**Annual Average of buying and selling rates, 10 months average for the current fiscal 

year. 

## Including the data of development banks and finance companies since July 2010. 

++Follows IMF GFS classification from FY 2011/12. This reclassification allocates 

capital grants into current expenditure and share and loan in vestment on public 

enterprises under financial management.  

  Note: Ratio of GDP is calculated at the current producers' Price. Some figures are 

updated accordingly as they are updated by the sources themselves. 

 



 
 

 

 

 

 

 

 

 

 

MAJOR CHALLENGES OF 

ECONOMY  
 

 



xxiv  
 

Maj or Challenges of Economy 

1. The economic growth rate of the country, a major indicator of 

economic development, has not been encouraging. The economic 

growth rate of country that averaged 3.51 percent over a decade has 

registered growth of 4.56 percent in the current fiscal year. Achieving 

the double-digit economic growth rate and creating a platform so as to 

make the nation economically prosperous has been a major challenge. 

2. The poverty appears to be one of the countryôs major problems. One 

fourth of its total population still lives below the national poverty line. 

In this context, there lies a big challenge of reducing the poverty 

through poverty alleviation oriented programs to make the people 

economically and socially prosperous.  

3. Agricultural production could not be increased as expected despite the 

fact the agriculture sector occupies one third space in countryôs GDP 

and provides employment opportunities to two third of its populace. 

Attention needs to be paid towards land management, enhancement of 

irrigation facility, and easy availability of chemical fertilizers, 

agricultural tools and improved seeds and seedlings, extension of 

agriculture credit facility, and marketing of agricultural produces in 

order to ensure the availability of essentiality of agricultural inputs. 

4. The status of Industry sector has not been satisfactory. Though this 

sector was expected to grow in the post conflict situation, this could not 

be achieved due to lack of adequate investment, political transition and 

uneasy industrial relation. Hence, creating investment friendly 

environment for the industry sector by identifying both the domestic 

and foreign sources of investment and bringing policy, institutional and 

infrastructural improvements have been a challenge. Producing 

adequate human resource for this sector so as to facilitate the marketing 

of industrial outputs are also found to be equally important. 

5. Foreign investments could not be attracted as desired despite 

appropriate policies in place. Though the country has entered into 

Bilateral Investment Promotion and Protection Agreement (BIPPA) and 

Double Taxation Avoidance Agreement (DTAA) with some countries 
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for the promotion of investment, investment has not been made as 

projected. Even the private sector has not come forward openly for such 

investment. Hence, special effort has to be made to attract both the 

foreign as well as private sector investors. 

6. Energy crisis has been the largest obstacle for countryôs economic 

development. Despite countryôs huge water resource, all the economic 

and social activities have shrunk due to unavailability of adequate 

energy required to carry out such activities. Hence, enhancing 

investment through expeditious identification of appropriate electricity 

generation projects and easing policies while removing other 

difficulties related to such projects have remained as another 

challenges. 

7. The country has not been able to generate enough employment 

opportunities for the labor force entering the labor market every year. 

This has increased unemployment rate in the country on one hand, 

while millions of youth are flying oversees for foreign employment on 

the other. Hence, providing employment opportunities to the available 

human resource is a big challenge.  

8. The number of foreign employment seekers is surging up every year 

and the income from remittance is also growing at the same time. 

However, investment environment could not be created by converting 

such remitted amount into the capital. Therefore, it is necessary to make 

it a solid source of investment to mobilize in productive sectors. 

9. The expenditure capacity of government agencies has not increased. 

The synchronization between budget allocation and expenditures is 

lacking. Efforts on increasing capital expenditure have not been 

successful. Hence, there is an urgent need to increase capital 

expenditures to expedite development works. 

10. The task for prioritizing government expenditures has not been fully 

achieved. Though a number of projects/programs are in 

implementation, the consolidated and coordinated results from these 

projects could be obtained. Hence, urgency is sought to develop result 

oriented expenditure system by prioritizing the government expenditure 

and make public expenditure management effective. 
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11. Inflation rate is still high though its increasing trend could be curbed by 

a little. The pressure on price of imported goods was exerted due to the 

deflation of Nepalese currency against US Dollar during the current 

fiscal year. Containing the price within certain limit by raising export of 

domestically produced goods is another challenge. 

12. The price hike of petroleum products in international market has 

affected the domestic inflation of the country. Emphasis should be 

given to the energy management thereby reducing high dependence 

over such petroleum products. Likewise, attention should be paid to the 

imports and distribution of petroleum products. 

13.  The increasing liquidity with commercial banks, lack of identification 

of new areas of investment, wide gap between lending and deposits 

have posed a great challenge. Hence, they have to be managed 

immediately. 

14. Attention should be paid to quality improvement along with the 

growing number of banks and financial institutions. Increasing rural 

peoplesô access to financial and insurance institutions has been another 

challenge. It is therefore, imperative to enhance institutional 

governance of banks and financial institutions and insurance 

companies.  

15.  The state of the capital market is still weak and investors are not fully 

confident either. Though there have been some progress felt in the 

peace process in the later days of mid-April, 2012, and the policy 

measures taken by the government in this regard have somehow helped 

improve the peace process, the situation is not yet fully promising. 

Hence, it is important to take additional initiatives in this regard. 

16. Foreign trade deficit of Nepal is ever growing. Low production of 

export oriented goods and higher imports of consumable goods due to 

the rise in per capita income and change in consumption pattern of the 

people have been attributing factors to persistent trade deficit as such. 

To reduce this, production has to be increased while promotion of 

goods and services that are of comparative and competitive advantage 

should be emphasized.  
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17 Though the entire Nepal possesses potential for tourist destination, the 

country has not been able to develop this sector properly as desired. 

Despite the increasing number of tourist influx as a result of marking 

the year 2011 as Nepal Tourism Year, contribution of this sector to 

GDP has not yet been appreciating. Hence, it is imperative to develop 

tourism infrastructures and increase the number of quality tourists. 

Managing the national flag carrier airline has remained another 

challenge. 

18 Proportionate development of physical infrastructures across the 

country could not be attained. All district headquarters are yet to have 

access to road transport facility. Other infrastructures are concentrated 

more on cities rather than on villages. Hence, it is necessary to put 

emphasis on the proportionate development of physical infrastructures. 

19.  Though social development indicators have been improving since last 

few years, it still cannot be claimed as fully satisfactory. Investments on 

health and education sectors need to be increased, while peopleôs access 

to quality education and health services should be enhanced. The task to 

extend social security to all service recipients in a judicious manner has 

remained a challenge. 

20. Enhancing productivity of Public Enterprises (PEs) is of utmost 

importance. Disputes within and outside PEs, lack of coordination, and 

weaknesses pertaining to production and distribution of goods and 

services have been the major problems of PEs. For the remedy of these 

problems, increasing productivity of PEs through overall restructuring 

of their economic, infrastructural and operational procedures has been 

the major challenge. 

21. Though almost all aggregate economic indices have remained positive, 

Nepalese economy has not been able to attain dynamism as expected 

owing to the fact that construction sector remained weak coupled with 

the vulnerable capital market and real estate business. There is a 

challenge to make the economy dynamic by developing coordination of 

this sector with other sectors. 

22. Public service delivery could not be enhanced as expected due to the 

prolonged political instability, flourishing lawlessness culture, and 
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weak governance. It is imperative to deliver service in a simple, easy 

and comfortable manner through capacity enhancement of service 

delivery agencies.  

23.  Hurdles in smooth project implementation, closure (Bandhs) and strikes 

like problems have delayed in achieving the expected results from 

projects. Problems as such can only be resolved through political 

consensus since these problems prevail mostly at time of political 

volatility.  

 24.  To conclude, the prevailing political transition needs to end soon to 

smoothly carry forward economic agenda of the country collectively by 

coming all parties together has been a fundamental challenge. 
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1. Economic Activities 

World Economy 

Economic Growth Rate 

1.1. World experienced a decline in economic growth rate in comparison to 

2011 than in 2010. According to International Monetary Fund (IMF) 

published World Economic Outlook, the world economy that grew by 

5.3 percent in 2010 grew only by 3.9 percent in 2011. Observation from 

regional perspective shows that except for Eastern and Eastern Europe, 

growth rate in all other regions slumped in 2011 than in 2010. 

Economic growth rate in the next year also is projected to remain low 

due to reasons like slower global economic recovery than expected; 

European debt crisis; natural disaster in Japan; sluggish economic 

recovery of emerging economies of the world; rise in the price of 

petroleum products, which is the most necessary source of energy for 

the peopleôs livelihood; and persistent recession in the real estate 

business in Europe. 

1.2. According to the same document of IMF, world economy is estimated 

to grow by 3.5 percent in 2012, expected to record higher growth rates 

in succeeding years. Amid projection of economic slowdown 

throughout all regions of the globe, growth rate of Central and Eastern 

Europe is estimated to fare worse in 2012. May be due credit to debt 

crisis of Europe, economic growth rate of Central and Eastern Europe, 

which stood at 5.3 percent in 2011 is projected to be just 1.9 percent in 

2012. Of the developed countries, despite some recovery seen in the 

economic growth of EU member countries in 2010 as compared to 

2009, it again slipped to 1.5 percent in 2011 projected at 0 percent in 

2012, there is a possibility of these countries to fall in the Zero Growth 

Trap. Some Middle East and African countries are expected to record 

positive economic growth in 2012 in comparison to 2011. The trend of 

global economic growth is presented in the Table 1 (a) below: 
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Table 1 (a) World Economic Growth Rate 

(Annual percentage change) 

  

2009 

 

2010 

 

2011 

Forecast 

2013 2013 2017 

World Output  -0.6 5.3 3.9 3.5 4.1 4.7 

Advanced Economies -3.6 3.2 1.6 1.4 2.0 2.7 

Emerging and developing Economies 2.8 7.5 6.2 5.7 6.0 6.3 

Developing Asia 7.1 9.7 7.8 7.3 7.9 7.9 

Middle-East and North African 

Countries 

2.7 4.9 3.5 4.2 3.7 4.4 

Central and East European Countries -3.6 4.5 5.3 1.9 2.9 4.0 

EU member countries -4.2 2.0 1.6 0.0 1.3 2.1 

Source: International Monetary Fund, 2012 

1.3. Growth rate of all South Asian countries except Maldives and Sri 

Lanka declined in 2011. Growth rate of Bhutan and India, who 

recorded double digit growth rate of 10 percent in 2010, has also 

declined. Such decline in growth rate can be attributed to the declined 

growth the countries of Europe and America have been facing as this 

region cannot remain untouched by the growth trend in those countries. 

Likewise, economic growth of China, the close neighbor of South 

Asian countries able to maintain an outstanding double digit growth 

rate in the decade of 2000, has also declined in 2011. Table 1 (b) below 

depicts the growth trend of neighboring countries. 

Table 1 (b) Economic Growth Rate of Neighboring Countries 

 (Annual percentage change) 

Country  2009 2010 2011 Forecast 

    2012 2013 2017 

Afghanistan 21.0 8.4 5.7 7.2 5.8 6.6 

Bangladesh 5.9 6.4 6.1 5.9 6.4 7.3 

Bhutan 6.7 10.6 5.9 7.0 9.9 4.0 

India 6.6 10.6 7.2 6.9 7.3 8.1 

Maldives 4.7 5.7 7.4 4.4 3.5 3.5 

Nepal 4.4 4.6 3.5 4.2 3.8 3.9 

Pakistan 1.7 3.8 2.4 3.4 3.5 3.5 

Sri-Lanka 3.5 8.0 8.2 7.5 7.0 6.2 

China 9.2 10.4 9.2 8.2 8.8 8.5 
Source: International Monetary Fund, 2012 
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Consumer Price 

1.4. The year 2011 surge in global aggregate demand with sign of Economic 

recovery from the recession of 2007-2009 exerted pressure on price 

globally. Global consumer price rise is observed in comparison to 2010 

with the surge in the price of petroleum products and food grains as the 

reflection of the European debt crisis seen lately, and disturbed peace in 

Africa and Middle East . Countries dependent on imported goods and 

services are facing the inflation pressure as US Dollar started getting 

stronger from 2011 and rise in the prices of precious metals including 

gold. The rate of price rise has been stable in Central and Eastern 

European countries in 2011 in comparison to 2010. The trend of CPI-

based global monetary inflation is given in Table 1 (c) below:  

Table 1 (c ): CPI Based Global Inflation Rate  

(Percent) 

Region 2009 2010 2011 Forecast 

2012 2013 2017 

Developed Economies 0.1 1.5 2.7 1.9 1.7 1.9 

Emerging and Developing 

Economies 

5.2 6.1 7.1 6.2 5.6 4.5 

Developing Asia 3 5.7 6.5 5 4.6 3.6 

Middle East and North African 

Countries 

6.6 6.9 9.6 9.5 8.7 6.9 

Central and East European 

Countries 

4.7 5.3 5.3 6.2 4.5 3.8 

EC Member Countries 0.9 2 3.1 2.3 1.8 1.9 
Source: International Monetary Fund, 2012 

1.5. The effect of global inflation has also affected South Asian countries, as 

these countries have to depend on other countries for trading, and also 

due to price rise of precious metal, and petroleum products. However, 

the double digit inflation rate South Asian countries had been 

experiencing some years back is contained at the single digit in recent 

years. Moreover, double digit inflation still persists in Afghanistan, 

Bangladesh, Maldives and Pakistan. Inflation rate in China, which 

contained at the lower rate, has increased by 2.1 percent in this year. 

CPI-based inflationary trend of neighboring countries is given in the 

Table 1 (d) below: 
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Table 1 (d): CPI-based inflationary trend of neighboring countries 

 (Percent) 

Country 2009 2010 2011 
Forecast 

2012 2013 2017 

Afghanistan -12.2 7.7 11.2 4.5 5.0 5.0 

Bangladesh 5.4 8.1 10.7 10.4 7.9 4.8 

Bhutan 4.4 7.0 8.6 8.4 7.3 5.5 

India 10.9 12.0 8.6 8.2 7.3 4.0 

Maldives 4.0 4.7 12.1 11.5 8.3 3.0 

Nepal 12.6 9.5 9.6 7.8 7.7 5.5 

Pakistan 17.6 10.1 13.7 12.0 12.5 14.0 

Sri-Lanka 3.5 6.2 6.7 7.5 8.0 6.0 

China -0.7 3.3 5.4 3.3 3.0 3.0 

Source: International Monetary Fund, 2012 

Net Aggregate Domestic Demand 

1.6. The decreasing net aggregate demand of developed and industrialized 

countries indicates of the global economy not yet heading towards 

positive direction. Fall In post global recession (2007-09) production 

and employment in developed and industrialized countries has 

adversely affected the growth of net aggregate demand. IMF has made 

a forecast of some increase in such demand in general, the report 

expects further deterioration of demand in European countries. Demand 

in Italy and Spain among the European countries, demand and Italy and 

Spain is estimated to record negative growth. Table 1 (e) below gives 

change in trend of net aggregate demand in some of the European 

countries. 

Table 1 (e) Net Aggregate Demand 

 (Annual Percentage change) 

Region 2009 2010 2011 
Forecast 

2012 2013 2017 

Developed Economies -3.6 3.2 1.6 1.4 2.0 2.7 

United States of America -3.5 3.0 1.7 2.1 2.4 3.3 

European Countries -4.3 1.9 1.4 -0.3 0.9 1.7 

United Kingdom -4.4 2.1 0.7 0.8 2.0 2.8 

Canada -2.8 3.2 2.5 2.1 2.2 2.2 

Japan -5.5 4.4 -0.7 2.0 1.7 1.1 

Emerging Industrial Asian Economies -0.7 8.5 4.0 3.4 4.2 4.3 

Source: International Monetary Fund, 2012 
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1.7. Decline in net aggregate demand has its adverse effect in overall 

economy as it causes reduction in economic activities reflecting in the 

form of decline in trade, production and employment. Especially, drop 

in demand of countries having trade relationship with developed 

countries causes drop in exports on one hand and demand in those 

countries for foreign employment seeking labors falls, on the other 

adversely affecting countries with small economies like Nepal. As 

domestic demand in those countries does not seem to improve notably 

even in 2012, its effect seems to linger. However, improvement in 

demand situation is expected with gradual global economic recovery 

taking place. 

World Trade  

1.8. The effect of fall in domestic demand in developed countries is visible 

also in the world trade. In comparison to 2010, the volume of globally 

traded goods and services has hugely declined in 2011. For instance, 

the volume of total goods traded in 2011 increased by 5.8 percent as 

compared to 12.9 percent increase in 2010. Both the global export and 

export have declined. Such shrink in trading activities of developed 

countries, however, has helped improve balance of trade of the 

emerging and developing economies. Trade balance of such countries 

reached 3.2 percent in 2011 from 2.0 percent in 2010. Goods and 

services equivalent to USD 21,982 billion were traded globally in 2011. 

Table 1 (f) below depicts the trend of world trade. 

Table 1 (f): Status of World Trade 

(Annual percentage change) 

  2009 2010 2011 Forecast 

   2012 2013 

Total Trade 

Volume 

World -10.5 12.9 5.8 4.0 5.6 

 

Export 

Developed Economies -11.5 12.2 5.3 2.3 4.7 

Emerging and developing 

economies 

-7.7 14.7 6.7 6.6 7.2 

 

Import 

Developed Economies -12.2 11.5 4.3 1.8 4.1 

Emerging and developing 

economies 

-8.1 15.3 8.8 8.4 8.1 

 

Trade 

Balance 

Developed Economies 2.3 -1.0 -1.7 -0.9 0.1 

Emerging and developing 

economies 

-4.3 2.0 3.2 0.6 -1.1 

Total Trade Amount (Billion USD) 15,755.0 18,758.0 21,982.0 22,763.0 23,980.0 

Amount of Total Goods Traded (Billion 

USD) 

12,383.0 15,084.0 17,958.0 18,642.0 19,600.0 

Source: International Monetary Fund, 2012 
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National Economy 

1.9. As per preliminary data, GDP in fiscal year 2011/12 is estimated at 

growth to grow at 4.5 percent at the base price and 4.63 at producersô 

price against the target of 5.0 percent set for the year. In the previous 

fiscal year, GDP growth rate stood at 3.81 percent and 4.26 percent at 

the base price in fiscal years 2010/11 and 2009/10 respectively. Non-

agriculture GDP could grow only by 4.27 percent due to ever extending 

political transition, problems in industrial environment, lack of private 

investment, and energy crisis.  

1.10. From GDP growth perspective, the past decade was not encouraging for 

Nepal. GDP growth rate that had recorded 5.8 percent in fiscal year 

2007/08 hovered around 4.0 percent in other years. For instance, GDP 

rate In the fiscal year 2006/07 grew at merely 2.8 percent. The GDP 

growth rate In the past decade 3.51 percent on an average, while sector-

wide growth also was not encouraging with 3.18 percent, 2.14 percent, 

and 4.52 percent growth rates in agriculture, industry, and services 

sectors respectively. In the preceding years, growth rate of the industry 

sector has been decreasing while that of the services sector has been 

increasing. 
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Agriculture sector 

1.11. Favorable and sustained monsoon rain has been helpful to the Paddy 

(rice) crop, winter rain was also adequate, improvement in distribution 

of chemical fertilizers, expansion of seed and technology have helped 

on achieving growth rate of 4.93 percent in the agriculture sector as 

compared to 4.51 percent growth in the previous year. 

1.12. Rice plays important role in agriculture. Production of rice notably 14.0 

percent as compared to the previous year reaching 5,072,249 MT with 

due credit to favorable monsoon. Acreage under the rice cultivation 

also increased by 2.3 percent in this year. Among major food crops, 

Maize, wheat, millet, barley, and buckwheat respectively occupy places 

after rice. Production of these crops in this current fiscal year is 

estimated to have increased by 5.4 percent, 5.9 percent, 4.1 percent, 

14.9 percent, and 13.3 percent respectively. Likewise, cultivation 

acreage under these crops is also estimated to have increased by 3.0 

percent, 0.3 percent, 3.0 percent, 2.1 percent, and 0.3 percent 

respectively. Among monsoon food crops, yield growth rate than rice 

and barley, however, have decreased this year. In all, production of 

major food crops in this year grew by 9.9 percent totalling 9,459,594 

MT.  

1.13. Agriculture and forestry sub-sector is estimated to grow by 4.9 percent 

in this year as compared to 4.5 percent in the previous year, while 

growth rate in preceding five years had averaged 2.3 percent only. In 

this year, food crops by 6.4 percent, fruits by 5.1 percent, meat and milk 

by 3.0 percent, and other animal-based products of this subsector are 

estimated to grow by 6.0 percent. 

Fishery 

1.14. Growth rate of fishery in FY 2010/11 is estimated at 8.8 percent. Its 

growth rate in the previous year was 6.9 percent only. Growth rate of 

this sub-sector in the preceding five years had averaged 5.2 percent.  

Non-Agriculture Sector 

1.15. Non-Agriculture sector is estimated to grow by 4.7 percent in the 

current fiscal year. In the preceding five years growth rate of this sub-

sector had averaged 4.7 percent whereas it grew only by 3.4 percent. 

Growth rate of  non-agriculture sector recorded improvement as growth 
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of the services sector, which is a component of this sub-sector, recorded 

a positive growth in this year as compared to the previous fiscal year. In 

this year, growth rates of mining and exploration, wholesale and retail 

trade, hotel and restaurant, Transport and Communications, financial 

intermediation, education and health, and social sector seem to improve 

from the previous year while growth rate of construction and industry 

are expected to decrease. 

Mining and Quarrying  

1.16. According to preliminary estimate, mining and exploration sector will 

grow by 5 percent. In the previous year, this sector grew only by 3.6 

percent. Growth rate of this sub-sector in the preceding five years had 

averaged 2.4 percent only.  

Manufacturing  

1.17. Progress of this sub-sector is not satisfactory. Nonetheless, this sub-

sector which recorded negative growth rates in FY 2007/08 and 

2008/09, has shown some improvement in succeeding years. Production 

of this sub-sector, which grew by 2.3 percent in FY 2010/11, is 

estimated to slump to 1.9 percent in this fiscal year. According to 

industrial index, growth rate of this sub-sector has been on the lower 

side due to decreased production of textiles, leather and wears made 

from synthetics, plywood, clothes and dairy products. However, 

production of jute and jute products, carpet and paint, bread, sugar, and 

leather associated products seem to record positive growths. 

1.18. The industry sector has been in crisis since long due to lack of 

improvement in industrial environment, persistent energy crisis, 

extension of political transition period, failure on convincing the private 

and international investors for investment. A mere 1.2 percent annual 

average growth rate of this sector since last five years clearly shows 

disappointing state of this sub-sector. These statistics points towards the 

imperativeness of getting serious for development of this sector by 

resolving the problems it has been facing.  

Electricity, Gas and Water 

1.19. Output of this sector, which was negative in the previous year, is 

estimated to grow by 7.4 percent in this fiscal year. Though average 

annual growth rate of this sub-sector for preceding five years had been 
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positive by 2.4 percent, such growth rate is not satisfactory. 

Contribution of this sub-sector to GDP seems to increase in the coming 

years if this yearôs growth rate could be maintained.  

Construction Sector 

1.20. Growth rate of the construction sector has been fluctuating. This sector 

fails to demonstrate any definite growth for the last five years. Output 

of this sector for the past five years averaged 3.9 percent recorded 

growth of 4.8 percent in FY 2010/11, but seems to go negative in this 

fiscal year. Output of this sector in the current fiscal year is estimated to 

downslide by 0.07 percent as compared to the previous year. Recession 

in real estate business; cautious approach of banks and financial 

institutions on credit flow to real estate business; interest rate hike on 

credit flow of banks and financial institutions, and stunted growth in 

government capital expenditure against expectation has contributed to 

lesser growth rate of this sector. Reversal of such negative growth in 

this sub-sector is necessary as it adversely affects construction related 

employment and production of raw materials. 

Wholesale and Retail Trades 

1.21. Output of wholesale and retail traded is expected to increase in this 

fiscal year in comparison to the previous year. According to 

preliminary estimates this sub-sector is estimated to grow by 3.8 

percent in this fiscal year as compared to 1.2 in the previous year. This 

sector grew only by 2.3 percent in preceding five years. It is because of 

its growth rate was negative in fiscal year 2006/07. Four fiscal years 

succeeding to 2006/07 recorded average growth rate of 4.33 percent. 

The gradual rising trend of growth rate of this sub-sector since FY 

2007/08 again slumped in FY 2010/11 due mainly to lower growth of 

import trade. Since, import has improved and agricultural production 

has also increased in this fiscal year, this sub-sector is also expected to 

record growth. Among sub-sectors, it is the largest contributor to GDP. 

This sub-sectorôs contribution in this fiscal year is estimated at 12.9 

percent at constant prices of 2000/01. 

Hotel and Restaurant  

1.22. Growth rate of hotel and restaurant has been satisfactory due to increase 

in per capita income, influence of urbanization, change in peopleôs 
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lifestyle and their food habits. Growth rate of this sub-sector, which 

slumped just once in 2008/09 in the past five years, has been gradually 

improving since then. Average growth rate of this sector for preceding 

five years has been 5.3 percent, and 7.4 percent in FY 2010/11. Growth 

rate of this sub-sector is estimated to climb to 8.4 percent this year. 

Transport, Communications, and Warehousing  

1.23.  According to preliminary estimate, output of this sector will grow by 

6.8 percent in the current fiscal year 2011/12. Notable growth in 

transactions of the communications sub-sector is the main reason 

behind such improved growth. In the previous fiscal year, this sector 

grew at 5.7 percent with an average growth rate of 6.6 percent in the 

preceding five years. 

Financial Intermediation 

1.24. This sub-sector has not been able to maintain the growth rate as 

achieved in the past. Growth rate this sub-sector achieved in FY 

2005/06 was 24.4 percent, and 11.4 percent in FY 2007/08 averaging 

5.8 percent in preceding five years. Its growth rate has been 3.3 percent 

in FY 2010/11 with preliminary estimated growth of 3.5 percent in the 

current fiscal year 2011/12. This sub-sector encompasses financial 

transactions of Nepal Rastra Bank, commercial banks, development 

banks in the banking sector, financial institutions, cooperatives, and 

microfinance institutions. Likewise, the sub-sector also covers 

transactions of Insurance Committee, life and non-life insurance. In 

addition, it covers transactions of social security group like Security 

Board of Nepal, Employees Provident Fund, and Civil Investment 

Trust. Growth rate of this sub-sector could not rise due to problems in 

some banks and financial institutions lately. Likewise, lack of 

investment due to failure to identify adequate areas for investment has 

also contributed to lesser growth of this sub-sector. 

Real Estate, Rent and Professional Services  

1.25. Output of this sub-sector in FY 2011/12 is estimated to grow by 2.97 

percent as compared to 2.27 percent growth in the previous year. Since 

last few years, this sub-sector had started experiencing lower growth 

rate due to policy adoption towards restraining the possibility of 

unrealistic price rise and transactions in the real estate business. In FY 
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2006/07, this subsector grew by 11.8 percent as compared to its 

preceding fiscal year. This sub-sector averaged the annual growth rate 

of 5.9 percent in the preceding five years. Growth of this sector in this 

sub-sector in this year is attributable to adoption of some policy 

measures in the area of real estate transactions. 

Public Administration and Defense 

1.26. Based on budgetary allocation and expenditures on public 

administration and defense of the central government in this fiscal year, 

output of this sub-sector is estimated to increase by 5.6 percent. Growth 

in output of this sector in the previous fiscal year stood at 3.8 percent 

while annual average growth rate of this sector in the preceding five 

years remained at 3.4 percent. 

Education  

1.27. Output of the education sub-sector is expected to increase in this fiscal 

year as compared to the previous fiscal year as a result of budgetary 

allocation and investments in education sector, and also due to changes 

occurred in this sector through private and non-government sector 

operations. The sub-sector, which grew by 2.97 percent in FY 2010/11 

is estimated to achieve the growth of 4.97 percent in the current fiscal 

year 2011/12. Annual average output of this sub-sector for the 

preceding five years was 6.0 percent. 

Health and Social Works 

1.28. Output of this sub-sector, in comparison to the previous fiscal year, has 

recorded growth in this year as a result of government investment, and 

augmentation in transactions of the private and non-government 

sectors. According to preliminary estimates, this sector will achieve a 

growth rate of 5.5 percent as compared to 5.3 percent in the previous 

fiscal year. This sector had averaged annual growth rate of 6.9 percent 

in preceding five years. 

Other Community, Social and Personal Services 

1.29. Output of this sub-sector, which achieved double digit growth rate in 

three out of the previous five years, is expected to increase by 9.1 

percent than in the previous fiscal year. This sub-sector comprises 

Government availed community services and other community and 
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professional services. Reason for this estimated growth in FY 2011/12 

is due to central and local governmental budgetary allocations made for 

communities and social services, and inclusion of economic activities 

of the private sector operated entertainment programs like television 

and FM. This sub-sector grew at 8.0 percent in the previous fiscal year 

while it had averaged growth rate of 12.3 percent in the preceding five 

years. 

Sector-wide Detail 

1.30. Analysis upon classification of GDP into three major sectors, i.e. 

Primary, Secondary and Tertiary shows that growth rate of Primary 

sector (agriculture and forestry, fishery, mining and exploration) is 

estimated at 4.93 percent in FY 2011/12. Growth rate of this sector in 

the previous year stood at 4.5 percent while annual growth rate 

averaged 3.3 percent.  

1.31. According to preliminary estimate, the Secondary sector is expected to 

grow marginally by 1.6 percent in FY 2011/12 than in the previous 

year. This sector covers industrial production, electricity, gas and water, 

and construction sub-sector outputs. Reason for such reduced growth 

rate is the decreased growth in industrial output, and negative growth 

rate of construction sub-sector. Growth rate of this sub-sector in FY 

2010/11 stood at 2.9 percent while average annual growth rate in the 

preceding five years was 2.4 percent. 

1.32. The service sub-sectors dominated Tertiary sector has recorded a 

growth in the current fiscal year. In FY 2010/11 this sub-sector grew 

only by 3.6 percent in comparison to its previous year, while according 

to preliminary estimate, it it expected to grow by 5.1 percent this year. 

This sub-sector averaged annual growth rate of 5.45 percent in the 

preceding five years.  

Structure of GDP 

1.33. Statistics reveal gradual changes occurring in the GDP structure of 

Nepalese economy. Decreasing trend of contribution of agriculture and 

industry and increasing that of services sector is apparently visible. 

From sector perspective, Primary sector contribution to GDP in this 

current FY 2011/12 at current prices is estimated at 35.68 percent. Such 

contribution is less by 1.75 percentage point than in the previous fiscal 
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year. Share of this sector in GDP was 37.01 percent in the fiscal year 

2000/01, which gradually came down in succeeding years. But, 

contribution of this sector increased in the fiscal year 2010/11. GDP 

share of sector averaged 34.43 percent in preceding five years. Reason 

for decline in ratio of contribution of this sector to GDP in this fiscal 

year is higher rate of growth in the service sector despite the growth in 

agricultural production. 

1.34. Contribution of the Secondary sector to GDP has been gradually 

coming down. This sector shared 16.86 percent of GDP in FY 2000/01 

at current prices, which is estimated to be contained at 14.02 percent in 

this fiscal year from 14.29 percent in the previous fiscal year. Reason of 

such decreasing trend is attributable to decline in the industry and 

construction activities in this fiscal year. Share of this sector in GDP 

averaged 15.31 percent in preceding five years.  

1.35. Despite gradual rise in contribution of the Tertiary sector to GDP, it 

slightly came down in Fiscal years 2009/10 and 2010/11. This sector 

shared 46.13 percent of GDP in 2000/01 at current prices, which grew 

to 48.28 percent in FY 2010/11. The sectorôs share is estimated to rise 

further by 2.03 percentage points reaching 50.31 percent. Reason for 

this sectorôs comparative increase in the share of GDP is due to growth 

in outputs of wide ranging sub-sectors including business, hotel and 

restaurant, transport, communications, financial intermediation, real 

estate transaction, public administration and defense, education, health, 

and other community social and personal services. 

1.36. GDP classification into agriculture and non-agriculture sectors as per 

industrial classification reveals the declining trend of contribution of 

agriculture while share of non-agriculture sector has increased to some 

extent. Contribution of this sector to GDP in FY 2000/01 was 36.6 

percent, which is estimated at 35.1 percent in the current fiscal year 

2011/12 slipping from 36.9 percent in FY 2010/11. Share of this sector 

in GDP in the preceding five years averaged 33.9 percent. Observation 

of data shows that the share of agriculture sector dropped to 31.7 

percent in FY 2007/08, while it stood highest in FY 2010/11 with 36.9 

percent. Despite increased agricultural production in this fiscal year, its 

contribution to GDP appears low due to higher growth rate achieved in 

the services sector under the non-agriculture category.  
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Consumption 

1.37. Analysis of GDP from expenditure angle shows that share of GDP 

consumed is on increase. The share of consumption to GDP in FY 

2000/01 at current prices that stood at 88.3 percent, which shot up to 

91.4 percent in FY 2010/11 has slightly come down to 90.0 percent in 

the current fiscal year 2011/12. Share of the private sector in 

consumption that stood at 79.0 percent in FY 2000/01 decreased to 78.0 

percent in the current fiscal year 2011/12 with slippage of 0.98 

percentage point. Such share stood at 80.0 percent in the previous fiscal 

year. Likewise, share of the government consumption to GDP that 

stood at 8.1 percent in FY 2000/01 rose by 2 percentage points reaching 

10.2 percent in the current fiscal year 2011/12. Government had 

consumed 9.6 percent of GDP in the previous fiscal year 2010/11.  

1.38. Private sector shared 86.4 percent of the total consumption in the 

current fiscal year, which was 89.5 percent in FY 2000/01. Of the total 

government consumption of GDP in the current fiscal year, share of the 

government stood at 11.4 percent while consumption of non-profit 

institutions has been 1.9 percent. Food grain tops among the private 

sector consumption. For example, consumption of food items in 

2000/01 that stood at 59.0 percent gradually rose to 62.7 percent by the 

fiscal year 2010/11 and remained constant in the current fiscal year. 

Consumption of services sector, however, has decreased despite growth 

of this sector. Share of services sector consumption that was 12.3 

percent in FY 2000/01 has come down to 11.0 percent by the current 

fiscal year 2011/12. Household consumption of GDP at current prices 

has slipped by 1.7 percentage points totalling83.3 percent. 

1.39. Compared to the previous fiscal year, gross consumption in FY 2011/12 

at constant prices of 2000/01 is estimated to reach Rs. 609.0 billion 

with increase of 3.6 percent. Of this total, government consumption 

expenditure and private consumption expenditure increased by 12.5 

percent and 2.6 percent amounting to 65.48 billion and 530.0 billion 

respectively. On private consumption side, expenditures on 

consumption of food items, non-food items, and services increased by 

2.9 percent (Rs. 295.0 billion), 2.7 percent (Rs. 165 billion), and 1.1 

(Rs. 70.28 billion) respectively. Shares of food and non-food items and 

services of private consumption expenditure in this fiscal year stood at 

55.6 percent, 31.1 percent and 13.2 percent respectively as compared to 
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55.5 percent, 31.1 percent and 13.4 percent respectively in the previous 

fiscal year. 

1.40. The share of exports in GDP that was 10.7 percent in FY 2000/01 has 

dropped to be negative by 22.8 percent by the current fiscal year 

2011/12. It was 23.9 percent in the previous fiscal year. It depicts rising 

trade deficit and share of such deficit getting added to GDP. 

1.41. Import of goods and services share 32.6 percent of GDP, which is lower 

by 0.6 percentage points from FY 2000/01 and 0.2 percent lower from 

the previous fiscal year. Similarly, share of goods and services export 

has dropped significantly. Such share that was 22.6 percent in FY 

2000/01 has slid to 8.9 percent in the previous fiscal year and 9.8 

percent in the current fiscal year 2011/12. 

Saving 

1.42. The share of Gross Domestic Saving to GDP has improved in this year 

by 1.36 percentage points as compared to the previous fiscal year 

reaching 9.98 percent. Such share in FY 2000/01 was 11.66 percent, 

and 11.52 percent in FY 2009/10. Gross domestic saving in the current 

fiscal year at current prices is estimated at 155.0 billion, which was Rs. 

118.0 billion the previous fiscal year. The share of Gross National 

Saving to GDP increased from 31.6 percent in the previous fiscal year 

by 5 percentage points in the current fiscal year reaching 36.6 percent. 

Gross national saving in the current fiscal year is estimated at 571.0 

billion from the previous yearôs 433.0 billion. 

Capital Formation and Investment 

1.43. Capital formation in the fiscal year 2011/12 is estimated to grow by 

14.6 percent at current prices reaching Rs. 510.59 billion. In the 

previous fiscal year such capital formation had decreased by 2.6 percent 

totallingRs. 445.32 billion. Likewise, gross fixed capital formation in 

the current fiscal year is estimated to grow by 5.1 percent 

totalling305.68 billion. In the previous fiscal year, gross fixed capital 

formation had increased by 9.7 percent reaching Rs. 290.69 billion. 

1.44. In the previous fiscal year, gross capital formation grew by 1.2 percent 

totallingRs. 220.69 billion, while gross fixed capital formation slipped 

by 4.9 percent totalling121.31 billion. In the fiscal year 2010/11, gross 

capital formation and gross fixed capital formation decreased by 8.6 
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percent and 0.2 percent totalling220.69 billion and Rs. 127.50 billion 

respectively. Share of gross fixed capital formation in the previous 

fiscal year, which was 57.9 percent, is estimated to contain at 54.4 

percent in the current fiscal year.  

1.45. The share of gross investment to GDP in the current fiscal year 2011/12 

is estimated at 32.8 percent. Such share in FY 2000/01 that stood at 

19.2 percent is estimated by increase in the current fiscal year by 0.4 

percentage points reaching 19.6 percent. In the previous fiscal year, it 

was 21.2 percent. The remaining portion of gross capital formation 

(including statistical error) is covered by change in reserves. Of gross 

capital formation in the current fiscal year, contribution of the private 

sector and the government is estimated at 77.97 percent and 22.03 

percent respectively. Such contribution, which was 78.69 and 21.31 

percent in FY 2000/01, stood at 76.99 and 23.01 percent in the previous 

fiscal year. 

Income Per Capita 

1.46. Per capita income of Nepalese has risen. Per capita GDP at current 

prices has increased by 12.2 percent reaching Rs. 57,726. Likewise, 

gross national income per capita also grew by 12.7 percent reaching 

58,274. Such growth in per capita GDP and gross national income per 

capita at current prices, however, has been 3.2 percent and 3.3 percent 

reaching Rs. 24,908.0 and 25,393 respectively. 

Gross National Disposable Income 

1.47.  Disposal income of Nepalese has been on increase since past few 

years. Such income in the fiscal year 2011/12 is estimated to grow by 

17.2 percent totallingRs. 1.974 trillion at current prices. This growth is 

due to increase in remittance income for the last few years. In the 

current fiscal year, GDP at current prices is estimated to grow by 13.8 

percent reaching Rs. 1.558 trillion. As compared to its preceding fiscal 

year, disposable income in FY 2010/11 rose by 13.4 percent, while 

GDP grew by 14.7 percent totallingRs. 1.685 trillion and 1.369 trillion 

respectively. 

1.48. Based on gross national disposable income, ratios of consumption vs. 

national saving come out to 71.1 percent vs. 28.9 percent respectively. 

Such ratio in FY 2010/11 was 74.2 and 25.8 percents respectively. In 
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the previous fiscal year, growth rates of all among GDP, Gross National 

Income, Gross National Disposable Income, Gross Domestic Saving 

and Gross National Saving had decreased, while in the current fiscal 

year, except for GDP and Gross National Income, all others are 

estimated to record growth. Saving in this year is estimated to increase 

as the share of consumption expenditure to GDP has been lower than in 

the previous fiscal year. 



 
 

 

 

 

 

 

2. PUBLIC FINANCE  
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2. Public Finance 

Structure of Public Finance 

2.1. Total expenditure of Nepal Government in the fiscal year 2010 /11 was 

Rs. 295.36 billion. Of this, 57.7 percent was recurrent, and 36.5 percent 

capital expenditure while 5.8 percent accounted for repayment of 

principal. Looking at the expenditure trend of the past years, the share 

of recurrent expenditure in total expenditure remained close to 60 to 62 

percent between fiscal years 2002/03 and 2005/06 while such ratio has 

declined in subsequent years, which is considered as positive from 

public financial management perspective. The share of capital 

expenditure in total expenditure was about 26 percent between fiscal 

years 2002/03 and 2005/06 while it showed gradual improvements in 

the subsequent years reaching 36.5 percent in the fiscal year 2010/11. 

Similarly, revenue mobilization covered about 63 to 70 percent of the 

total expenditure between fiscal years 2002/03 and 2009/10. During this 

period, average gross revenue grew by 17.5 percent, while average 

growth rate of gross expenditure stood at 17.3 percent. 

Table 2 (a): Ratio of Fiscal Heads to Total Government Expenditure 

(In percentage) 

Description 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 

Expenditure 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Current 62.0 62.1 60.1 60.4 57.7 56.7 58.2 58.2 57.7 

Capital 26.6 25.8 26.7 26.7 29.7 33.2 33.3 34.7 36.5 

Principal Repayment 11.4 12.1 13.2 12.9 12.5 10.2 8.6 7.1 5.8 

Receipts 80.4 82.3 82.4 77.7 77.5 79.3 77.3 84.1 83.2 

Revenue 66.9 69.7 68.4 65.2 65.7 66.7 65.3 69.3 67.7 

Foreign Grant 13.5 12.6 14.0 12.5 11.8 12.6 12.0 14.8 15.5 

Saving (+) Deficit (-) -19.6 -17.7 -17.6 -22.3 -22.5 -20.7 -22.7 -15.9 -16.6 

Foreign Loan 5.4 8.5 9.0 7.4 7.5 5.6 4.5 4.3 4.1 

Domestic Loan 10.6 6.3 8.7 10.7 13.4 12.7 8.4 11.5 14.4 

Change in Cash 

Reserves (-) Saving 

 

3.6 

 

2.9 

 

-0.2 

 

4.3 

 

1.6 

 

2.4 

 

9.8 

 

0.02 

 

-1.7 

Source: Financial Comptroller Generalôs Office 

2.2. The average fiscal deficit increased by 16.5 percent from the fiscal year 

2002/03 to 2009/10. During the same period, share of fiscal deficit in 

the total expenditure continued to decline from 19.6 percent in the fiscal 
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year 2002/03 to 17.6 percent in 2004/05, which has further declined to 

16.8 in the fiscal year 2010/11. Of the resources of financing of fiscal 

deficit in the fiscal year 2002/03, the share of Domestic Borrowings 

was 54.0 percent. The share of Domestic Borrowing reached 85.7 

percent during the fiscal year 2010/11. Cash balance after repayment of 

foreign loans is reflected as change in reserve deficit. 

2.3. The ratio of both gross expenditure and revenue to GDP decreased in 

the fiscal year 2010/11 as compared to that of 2009/10. The ratio of 

Government Expenditure that was 22.2 percent in the fiscal year 

2008/09 stood at 21.6 percent in the fiscal year 2010/11. The revenue 

ratio in the current fiscal year is 14.6 percent against 15.4 percent in the 

previous fiscal year. The gap between revenue mobilization and total 

expenditure rose to 7.0 percent from 6.8 percent in the fiscal year 

2009/10.  

Table 2 (b): Ratio of Government Expenditure and Revenue to GDP 

(In percentage) 

 

Description 

Fiscal Year 

2002/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 010/11 

Recurrent 

Expenditure 

10.6 10.3 10.5 10.2 10.6 11.2 12.9 12.9 12.4 

Capital 

Expenditure 

4.5 4.3 4.6 4.5 5.5 6.6 7.4 7.7 7.9 

Principal 

Repayment 

1.9 2.0 2.3 2.2 2.3 2.0 1.9 1.6 1.3 

Total Expenditure 17.1 16.7 17.4 17.0 18.4 19.8 22.2 22.2 21.6 

Revenue 

Mobilization 

11.4 11.6 11.9 11.1 12.1 13.2 14.5 15.4 14.6 

Revenue and 

Expenditure Gap 

5.6 5.1 5.5 5.9 6.3 6.6 7.7 6.8 7.0 

Source: FCGO and CBS 

2.4. Revenue surplus is considered as a sustainable source of financing the 

capital expenditure and principal repayments. The ratio of revenue 

surplus to the capital expenditure and principal repayments in the fiscal 

year 2009/10 was 26.6 percent stood at 23.6 percent in 2010/11. This 

ratio is less by 3.0 percentage point as compared to the previous fiscal 

year. Of the sources to finance capital and principal repayments, the 
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share of foreign grants in the fiscal year 2010/11 increased by 1.2 

percentage point reaching 36.7 percent Additionally, such ratio of 

deficit financing in the fiscal year 2010/11 increased by 1.8 percentage 

point reaching 39.7 percent as compared to the previous fiscal year. 

Table 2 (c) Capital Expenditure, Principal Repayment and Sources of 

Financing 

(in million Rs.) 

Heads 2003/05 04/05 06/07 07/08 08/09 09/10 10/11 2011/12 

Total Capital and 

Principal Repayment 

Expenditure  

33890.5 40874.0 43871.4 56482.2 69903.0 91923.0 108670.0 125068.0 

A. Capital 

Expenditure 

23095.6 27340.7 29606.6 39729.9 53516.1 73088.9 90237.7 107847.5 

B. Principal 

Repayment 

Expenditure 

 

10794.9 

 

13533.3 

 

14264.8 

 

16752.3 

 

16386.9 

 

18834.1 

 

18432.3 

 

17220.5 

Expenditure Bearing sources (in percent)  

A.  Revenue Surplus 20.0 20.6 12.0 18.7 23.1 17.1 26.6 23.6 

B. Foreign Grant 33.3 35.2 31.5 28 29.1 28.7 35.5 36.7 

C. Sources of Deficit 

Financing 

46.7 44.2 56.5 53.3 47.8 54.2 37.9 39.7 

A. Foreign Loan (22.5) (22.7) (18.8) (17.8) (12.9) (10.8) (10.3) (9.7) 

B.Domestic 

Borrowing 

(16.5) (21.9) (26.9) (31.7) (29.3) (20.0) (27.5) (34.0) 

C. Change in 

Reserves 

(7.7) (0.4) (10.8) (3.8) (5.6) (23.3) (0.1) (4.0) 

Source: FCGO 

2.5. Of the sources of deficit financing, the share of foreign loan stood at 9.7 

percent, share of domestic borrowings at 34.0 percent and the share of 

change in reserves 4.0 percent in the fiscal year 2010/11. The share of 

foreign loan was notable from the fiscal year 2004/05 up to 2006/07. In 

the fiscal year 2010/11, of the sources to finance capital and principal 

repayments, the share of revenue surplus stood at 23.6 percent, share of 

foreign grants 36.7 percent, and the share of deficit financing remained 

at 39.7 percent. The share of revenue surplus in the fiscal year 2010/11 

is less by 3.0 percentage points than that of FY 2009/10 while share of 

foreign grants is more by 1.2 percentage point. 
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Public Finance 

2.6. The total government expenditure that increased by 18.2 percent in the 

fiscal year 2009/10 compared to its preceding fiscal year grew by 13.7 

percent in the fiscal year 2010/11. Of this, recurrent expenditure had 

increased by 18.2 

percent in the fiscal 

year 2009/10 while 

this category of 

expenditure grew 

by 12.8 percent in 

the fiscal year 

2010/11. The 

capital expenditure 

in the fiscal year 

2009/10 had 

increased by 23.5 

percent in the previous fiscal year, which recorded a growth of 19.5 

percent in FY 2010/11. The principal repayment had decreased by 6.6 

percent in the fiscal year 2010/11 in comparison to its decrease of 2.1 

percent in FY 2009/10.  

2.7. Government expenditure in the fiscal year 2010/11 totalled Rs. 295.36 

billion. Out of that total expenditure, revenue mobilization financed 

67.7 percent, foreign grants 15.5 percent, foreign loan 4.1 percent, 

domestic borrowing 14.4 percent while change in reserves stood at -1.7 

percent. Among the sources of financing expenditure of Rs. 259.69 

billion in the fiscal year 2009/10, revenue mobilization had contributed 

69.3 percent, foreign grants 14.8 percent, foreign loan 4.3 percent, 

domestic borrowings 11.5 percent and change in reserves shared 0.02 

percent. 

Current Expenditure  

2.8. Recurrent expenditure in FY 2010/11 totalled Rs. 170.29 billion, which 

is higher by 12.8 percent compared to the previous fiscal year. 

Recurrent expenditure in FY 2009/10 was Rs. 151.02 billion. Of the 

total recurrent expenditure of the year, expenditure on Constitutional 

bodies was 1.4 percent, General Administration 13.0 percent, Revenue 

and Economic Administration 1.1 percent, Economic Administration 

and Planning 0.8 percent, Judicial Administration 0.7 percent, and 
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Foreign Service Administration 1.1 percent. Likewise, the share of 

Defence expenditure in the same year was 10.2 percent, Economic 

Services 10.4 percent, Debt servicing (principal and interest payment 

7.5 percent, and miscellaneous expenditures 12.3 percent. 

2.9. Of the total recurrent expenditure incurred in the fiscal year 2010/11 

education, health, drinking water, local development and other social 

services absorbed largest share (Rs. 70.54 billi on). Similarly, among 

other recurrent expenditures were General Administration with Rs. 

22.21 billion, Defense 17.41 billion, and Economic Services Rs. 17.79 

billion. . In the same period, expenditure against payment of principal 

and interest (debt servicing) totalled Rs, 12.74 billion. 

2.10. Analyses of major recurrent expenditure reveal that in comparison to 

the fiscal year 2009/10, expenditure on social services increased by 

13.1, Defense by 5.0 percent, general administration by 13.5 percent, 

judicial administration by 7.1 percent, foreign services by 31.2 percent, 

economic services by 19.2 percent, and revenue and fiscal 

administration by 27.7 percent., and miscellaneous expenditures 

decreased by 2.7 percent likewise, expenditure on constitutional bodies 

in this year went up by 54.0 percent. Expenditure on economic 

administration recorded a steep growth of 174.5 percent. As compared 

to its previous fiscal year, expenditure on interest payments in this year 

increased by 27.6 percent.  

Capital Expenditure 

2.11. Capital expenditure in the fiscal year 2009/10 rose by 19.5 percent as 

compared to the previous fiscal year totallingRs. 107.81 billion. Such 

expenditure in FY 2009/10 was Rs. 90.24 billion. Among major 

components of capital expenditure, economic services expenditure 

stood at Rs. 45.62 billion, followed by Rs, 45.59 billion on social 

services and then by Rs. 1.30 billion on defense. Likewise, capital 

expenditure on general administration stood at Rs. 1.77 billion, judicial 

administration Rs 120.7 million, loan and investment Rs. 8.98 billion, 

constitutional bodies Rs. 105.3 million, revenue and financial 

administration Rs. 359.6 million, fiscal administration and planning Rs. 

169.2 million, foreign services Rs. 113.5 million, and miscellaneous 

expenditure totalled 3.60 billion. On the total capital expenditure, 

economic services and social services shared equally with. 42.3 percent 

each, defense 1.2 percent, general administration 1.6 percent, judicial 
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administration 0.3 percent, loan and investment 8.3 percent, 

constitutional bodies 0.1 percent, revenue and fiscal administration 0.3 

percent, fiscal administration and planning 0.2 percent, foreign services 

0.1 percent and miscellaneous expenditures accounted for 3.2 percent. 

When compared to capital expenditure of the fiscal year 2010/11 to that 

of 2009/10, such expenditure on social services increased by 24.9 

percent, economic services by 6.2 percent, economic administration by 

6.2 percent, defense rose by 37.7 percent and judicial administration 

decreased by 10.0 percent, On the contrary, revenue and fiscal 

administration decreased by 8.3 percent, general administration by 11.5 

percent and that of constitutional organs by 15.4 percent. 

Principal repayment expenditure 

2.12. In the fiscal year 2010/11, principal repayment expenditure stood at Rs. 

17.22 billion. Such expenditure was Rs. 18.43 billion in the previous 

fiscal year. Of the total principal repayment expenditures, the share of 

principal repayment against domestic borrowing remained at 34.9 

percent and that of foreign loan 65.1 percent in the fiscal year 2010/11. 

When compared to the previous fiscal year, principal repayment in the 

fiscal year 2010/11 against domestic borrowings has decreased by 21.9 

percent while that of foreign loan has increased by 4.4 percent. 

Expenditure Status of the First Eight Months of FY 2010/11 

2.13. Based on disbursement and operation of current accounts, total 

expenditure escalated by 20.1 percent totalling Rs. 172.40 billion in the 

first eight months of the current fiscal year 2011/12 as compared to the 

same period of the previous year. In the same period of the fiscal year 

2010/11, such expenditure was Rs. 143.55 billion. Of the total 

expenditure in the review period of the current fiscal year 2011/12, 

recurrent expenditure accounted for Rs. 137.35 billion, capital 

expenditure Rs. 16.15 billion and principal repayment Rs. 19.21 billion. 

Recurrent expenditure for the first eight months of the fiscal year 

2010/11 was Rs. 108.42 billion, capital expenditure Rs. 20.19 billion, 

and principal repayment Rs. 14.94 billion. When compared to the first 

eight months of the previous fiscal year, recurrent and principal 

repayment expenditures in this period has increased by 26.4 percent and 

28.5 percent respectively while capital expenditure has decreased by 

20.0 percent.  
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Revenue 

2.14. Revenue mobilization, foreign grants and loans, domestic borrowings 

and change in cash reserves are used as fiscal instruments for financing 

government expenditures. When compared to the fiscal year 2009/10, 

revenue mobilization in 2010/11 grew by 11.0 percent totalling Rs. 

199.82 billion. In the fiscal year 2009/108/09, revenue collection had 

increased by 25.4 percent as compared to its preceding fiscal year. The 

Government revenue had financed 69.3 percent of the total government 

expenditure in the fiscal year 2009/10 while contribution of this source 

accounted for 67.7 percent of the total expenditure in the fiscal year 

2010/11 

2.15. Of the total revenue, shares of tax revenue and non-tax revenue in the 

fiscal year 2010/11 stood at 86.5 percent and 13.5 percent respectively. 

Such shares in the previous year were 86.9 percent and 13.1 percent 

respectively. 

2.16. Tax revenue grew by 10.5 percent in the fiscal year 2010/11 compared 

to that of the previous fiscal year. Such revenue had increased by 33.5 

percent in the fiscal year 2009/10 compared to its preceding fiscal year. 

Of the total tax revenue in the fiscal year 2010/11, the share of customs 

duty was 20.6 percent while the share of tax on production and 

consumption of goods and services was 51.2 percent. Likewise, the 

share of land revenue and registration was 2.1 percent and that of the 

total of income, profit, and property tax was 26.1 percent. 

2.17. Customs revenue collection in the fiscal year 2010/11 grew nominally 

by 1.6 percent while tax levied on production and consumption of 

goods and services rose by 11.4 percent. Total of income, profit, and 

property taxes increased by 24.4 percent. In the same period, however, 

land revenue and registration fees dropped by 35.2 percent. Of the 

customs revenue, revenue from imports increased by 5.1 percent while 

that from exports rose by 60.9 percent. Indian excise refund and Excise 

Duty under the production and consumption category of taxes slipped 

by 9.2 percent and 12.3 percent respectively in the fiscal year 2010/11. 

2.18. Non-tax revenue in the financial year 2010/11 increased by 14.3 

percent reaching the total of Rs. 27.04 billion in the as compared to that 

of the fiscal year 2009/10. Of the total non-tax revenue in the fiscal year 

2010/11, the share of fees, fines, forfeitures was 37.7 percent; income 
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from the sale of government goods and stood at 6.0 percent; dividend 

31.9 percent; sales of royalty and government properties 9.8 percent; 

principal and interest 9.7 percent; and miscellaneous non-tax revenue 

4.9 percent. On non-tax revenue front, firm registration fees increased 

8.8 percent while the total of administrative fees, penalties, fines and 

forfeitures decreased by 89.6 percent in the fiscal year 2010/11 as 

compared to the previous fiscal year. Dividend of service-oriented 

organizations rose by 14.3 percent other government sector in come 

robe by 88.8 percent and income of principal payment receipt from 

companies and enterprises fell by 27.0 percent while interest payments 

rose by 166.7 percent in the fiscal year 2010/11 in non-tax revenues 

category.  

Revenue Receipt Status for the First Eight Months of 2011/12 

2.19. A total of Rs. 143.85 billion revenue has been collected in the first eight 

months of the fiscal year 2011/12. This figure stood at Rs. 117.38 

billion in the same period of the fiscal year 2010/11. The rate of 

revenue growth in the first eight months of the current fiscal year 

2011/12 has been 22.6 percent than in the in the same period of the 

previous fiscal year. Of the total revenue collection, tax revenue receipt 

totalled Rs. 125.10 billion, and Rs. 18.75 billion as non-tax. Compared 

to the first eight months of FY 2010/11, tax revenue registered a growth 

of 17.7 percent while non-tax revenue rose by 68.8 percent in same 

period of the current fiscal year 2011/12.  

2.20. Customs revenue receipt on imports in the first eight months of the 

current fiscal year 2010/11, as compared to the same period of the 

previous fiscal year grew by 13.2 percent totalling Rs. 24.76 billion. 

During this period, such receipt from exports totalled Rs. 50.06 million 

with a whopping 712.3 percent as compared to the same period of the 

previous fiscal year. Tax receipt from production and consumption of 

goods and services rose by 17.3 percent totalling Rs. 55.69 billion as 

compared to the same period of the previous fiscal year. Collection of 

foreign trade based taxes grew by 16.4 percent in this period, while 

excise tax receipt grew by 11.6 percent. Similarly, taxes levied on 

income, profit, and capital gains rose by 18.4 percent in the first eight 

months of this current fiscal year compared to 26.7 percent growth in 

the same period of the previous fiscal year.  
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Foreign Aid 

2.21. The foreign aid commitment that recorded a steep growth of 101.4 

percent in the fiscal year 2009/10 compared to its previous fiscal year 

increased a normal growth of 9.8 percent in FY 2010/11. In monetary 

term, committed foreign aid was for the fiscal year 2010/11 totalled 

106.11 billion compared to Rs. 96.61 billion for FY 2009/10. Of the 

total foreign aid commitment for the fiscal year 2010/11, bilateral 

assistance constituted Rs. 31.82 billion, whereas the multilateral 

assistance totalled to Rs. 74.28 billion. Classification of the foreign aid 

into grant and loan categories, for the year 2010/11, grants amounted to 

Rs. 64.74 billion and loans Rs. 41.36 billion. Compared to the previous 

fiscal year, foreign grants in the fiscal year 2010/11 declined by 7.9 

percent whereas loan amount rose by 57.0 percent. 

2.22. The sector-wise classification of foreign aid commitment for fiscal 

year 2010/11 shows the share of agriculture, irrigation and forestry as 

5.5 percent, electricity 16.0 percent, rural development 5.1 percent, 

education sector 13.3 percent, health sector 17.7 percent, transport and 

communication sector 10.7 percent and others 31.7 percent. 

Grant and Loan 

2.23. The total committed foreign aid in the first eight months of the current 

fiscal year 2011/12 amounts to Rs. 61.11 billion which is less by 16.2 

percent as compared to the corresponding period of the previous fiscal 

year. Of the total committed foreign aid, foreign grants constitute Rs 

30.20 billion (49.4 percent) while foreign loan amounts to Rs. 30.91 

billion (50.6 percent)in the review period. Out of the total committed 

foreign aid of Rs. 72.96 billion in the first eight months of the fiscal year 

2010/11, grant constituted Rs 42.64 billion, and loan Rs. 30.32 billion 

with respective share contributions of 58.4 and 41.6 percent.  

Commitment and Utilization 

2.24. In the first eight months of the fiscal year 2011/12, the share of bilateral 

assistance among the total commitment was 69.9 percent while that of 

multilateral assistance was 30.1 percent. In the same period of the 

previous year, shares of bilateral and multilateral assistance were 34.3 

percent and 65.7 percent respectively. While analyzing sector-wise 

foreign aid commitment in the first eight months of the current fiscal 

year 2011/12, the share of electricity sector remains at 21.45 billion 
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(35.1 percent), education 8.69 billion (14.2 percent), and rural 

development Rs. 3.30 billion (5.6 percent). Similarly, drinking water 

and sewerage shared Rs. 6.24 billion (10.2 percent) agriculture, 

irrigation and forestry sector Rs 8.06 billion (13.2 percent), health Rs. 

1.51 billion (2.5 percent) and other sectors Rs. 11.77 billion (19.3 

percent). 

2.25. Utilization of foreign aid in the fiscal year 2010//11, as compared to 

2009/10 increased by 16.5 percent to Rs 58.0 billion. Of the total foreign 

aid utilized in the fiscal year, Rs. 45.92 billion (79.2 percent) was grants 

and Rs. 12.08 

billion (20.8 

percent) loans. 

In the fiscal 

year 2009/10, 

foreign aid 

utilization 

totalled Rs. 

49.77 billion, of 

which Rs. 38.55 

billion (77.4 

percent) was received as grant and Rs. 11.12 billion (22.6 percent) as 

loan. Of the total foreign aid utilized in the fiscal year 2010/11, 

multilateral aid comprised Rs. 32.15 billion (55.4 percent) Rs. 25.85 

billion (44.6 percent) as bilateral assistance. Multilateral aid utilized 

amounted to Rs. 26.87 billion (54.0 percent) and bilateral Rs. 22.90 

billion (46.0 percent) in the previous fiscal year 2009/10. 

2.26. Sector-wise analysis of the foreign aid utilization in the fiscal year 

2010/11 reveals that the social sector received Rs. 36.40 billion (62.7 

percent), transport, electricity and communication Rs. 14.83 billion 

(25.6 percent), agriculture, irrigation and forestry Rs. 2.94 billion (5.1 

percent) and others Rs. 3.82 billion (6.6 percent). Comparing foreign aid 

utilization of the fiscal year 2010/11 with its immediate preceding year 

on sector basis, utilization in the social sector rose by 10.2 percent, and 

transport, electricity and communication sector by 25.8 percent. 

Likewise, utilization of foreign aid in agriculture, irrigation and forestry 

sectors fell by 4.5 percent during the period, while other sectors 

recorded a phenomenal rise of 156.4 in utilization of aid. 
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Net Foreign Loans 

2.27. Foreign loan has been playing the vital role in the Nepalese economy. 

The net outstanding foreign loan that totalled Rs. 256.24 billion in the 

fiscal year 2009/10 has increased marginally by 1.3 percent in the fiscal 

year 2011/12 totalling Rs. 259.55 billion. 

2.28. Net outstanding foreign debt by mid-March of the 2012 (after adjusting 

gross borrowing and principal repayments) totalled Rs. 280.47 billion, 

with an increase of 8.8 percent from 257.89 in mid-March 2011 . 

2.29. Based on data for the first eight months of the current fiscal year 

2011/12, the ratio of net outstanding foreign debt to GDP stood at 18.0 

percent from 19.0 percent in the previous fiscal year.. 

Gross Domestic Borrowing 

2.30. The gross domestic borrowing that stood at Rs. 148.06 billion at mid-

July 2010 rose by 24 .4 percent and reached Rs. 184.21 billion by mid-

July 2011. Of the gross domestic borrowing until mid-July 2011, the 

share of Nepal Rastra Bank was Rs. 36.54 billion (19.8 percent) 

commercial banks was Rs. 105.94 billion (57.5 percent) and the share of 

other institutions and the private sector was Rs. 41.72 billion (22.7 

percent). Analyzing domestic borrowing by instruments, 65.3 percent 

was Treasury Bills, 23.6 percent Development Bonds, 5.8 percent 

National Savings Certificate, 2.5 percent Citizens Savings Certificates, 

and 2.8 percent Special Bonds. 

2.31. Outstanding domestic borrowing grew by 28.4 percent until mid-March 

of the current fiscal year 2011/12 as compared to the corresponding 

period of the previous fiscal year 2010/11. The net outstanding domestic 

borrowing that totalled Rs. 151.24 billion by mid-March 2011 reached 

Rs. 194.20 billion in the same period of 2012. Of the total domestic 

borrowing until mid-March of the current fiscal year 2011/12, Nepal 

Rastra Bank held 14.8 percent; commercial banks 63.9 percent and 

others 21.3 percent. Analysis of sources of domestic borrowing until 

mid-March of the current fiscal year 2011/12 shows Rs. 126.84 billion 

(65.3 percent) in Treasury Bills; Rs. 47.02 billion (24.2 percent) in 

Development Bonds; Rs. 10.68 billion (5.5 percent) in National Savings 

Certificates; Rs. 4.63 billion (2.4 percent) in Citizen Savings Certificates 

and Special Bonds worth Rs. 5.03 billion (2.6 percent). Comparing 

sources of domestic borrowings between the fiscal years 2010/11 and 
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2011/12, Treasury Bills rose by 29.1 percent, development bond by 22.1 

percent but Citizen Saving Certificates fell by 9.7 percent. The share of 

National Savings Certificate rose by 167 percent during the review 

period. The Special Bond has declined by 5.6 percent. As compared to 

the first eight months of FY 2010/11, this has increased by 84.5 percent 

in the corresponding period of this fiscal year. Comparing the ratio of 

GDP to domestic borrowing liabilities, it was 12.4 percent in the fiscal 

year 2009/10 and 13.5 percent in 2010/11.  

Fiscal Deficit 

2.32. The persistence of fiscal deficit is due to unmatched revenue and foreign 

grants receipts as compared to higher level of expenditure. As such, 

fiscal deficit increased by 20.4 percent to Rs. 49.63 billion in the fiscal 

year 2010/11 from Rs. 41.20 billion of FY 2009/10. The fiscal deficit 

that was on a decreasing trend since the fiscal year 2002/03 started 

showing increasing trend again from 2004/05. The ratio of fiscal deficit 

to GDP, which was 3.5 percent in the fiscal year 2009/10 stood at 3.6 

percent in 2010/11.  

Table 2 (d): Fiscal Deficit 

Fiscal Year Fiscal Deficit 

(Rs. in 10 Million) 

Proportion of Fiscal Deficit to 

GDP (In Percentage) 

2000/01 24,18.81 5.5 

2001/02 22,94.06 5.0 

2002/03 16,43.72 3.3 

2003/04 15,82.82 2.9 

2004/05 18,04.65 3.1 

2005/06 24,77.96 3.8 

2006/07 30,09.17 4.1 

2007/08 33,40.67 4.1 

2008/09 4980.46 5.0 

2009/10 4119.74 3.5 

2010/11 4962.22 3.6 

Source: FCGO and CBS 

Sources of Fiscal Deficit Financing 

2.33. Fiscal deficit, the result of imbalance between expenditure and the 

revenue is being financed through foreign loan, domestic borrowing and 

change in cash reserves. Of the fiscal deficit of Rs. 49.62 billion in the 
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fiscal year 2010/11, Rs. 12.7 billion (24.3 percent) was financed through 

foreign loan, Rs. 42.51 billion (85.7 percent) through domestic 

borrowing and deficit Rs. 4.97 billion (-10.0 percent) through the change 

in cash reserves. Out of the total fiscal deficit of Rs. 41.19 billion in the 

fiscal year 2009/10, Rs. 11.22 billion was borne through foreign loan, 

and Rs. 29.91 billion through the domestic borrowing, the rest Rs. 6.0 

billion from the change in cash reserves. 

Local Bodies Financial Arrangement 

Local Body Finance Commission:  

2.34. This Commission has been instituted with the objective of carrying out 

studies and researches on various aspects of Decentralization, Local 

Bodies Tax, sharing of grants between the Government of Nepal and 

Local Bodies, and providing policy level suggestions and 

recommendation to the Government for making its taxation and 

accounting system time relevant. The Government of Nepal has been 

providing conditional and unconditional grants to its local bodies on the 

basis of criteria as recommended by the Commission. In addition to 

these criteria, the unconditional grants to be provided to the local bodies 

are tied with performance measure indicators. With regard to the 

unconditional grants to be provided on the basis of performance 

evaluation of local bodies, DDC and Municipalities are being evaluated 

on the basis of Minimum Conditions and Performance Measures 

(MCPM), while VDCs are being evaluated only on the basis of 

Minimum Condition (MC) measures. VDCs are being evaluated on the 

basis of 10 minimum condition indicators, while for Municipalities there 

are 13 minimum condition indicators and 40 performance measure 

indicators. Likewise, DDCs are being evaluated on the basis of 13 

minimum condition indicators and 62 performance measures indicators. 

Results of evaluation based on performance indicators for FY 2009/10 

carried out in FY 2010/11 are given in the table below: 

Table 2 (e): Performance Evaluation of Local Bodies 

Local Bodies Minimum Condition Measures 

Successful No. Unsuccessful No. 

DDC 61 14 

Municipality 51 7 

VDC 3344 389 

Note: minimum condition measures were conducted in 182 VDC of 2 districts 

Source: Ministry of Local Development  
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2.35. Impacts of performance measure results of FY 2010/11 on Grants for 

FY 2009/10: 

Table 2 (f): Changes in DDC and Municipality Grants  

Level of DDC 

Grants  

Additional 

30 percent  

Additional 

25 percent 

Additional 

20 percent 

Unchanged 

Grant 

20 percent 

deduction 

Deduction of 

all Capital 

Grants 

Number of 

DDC 
2 23 25 3 8 14 

Level of 

Municipality 

Grant 

Additional 

25 percent 

Additional 

10 

10 percent 

to be 

deducted 

- 

25 percent 

to be 

deducted 

- 

Number of 

Municipality 
13 15 14 - 9 7 

2.36. Tasks accomplished by mid-March 2012 include: like publication of 

reports on MCPM evaluation for last four fiscal years and financial 

status analysis of local bodies, study on the later phase of fiscal 

decentralization as per the Local Self-Governance Act, Revision on 

operation procedures of MCPM, and MCPM methodology-based 

evaluation of DDCs, Municipality and VDCs for FY 2010/11. 

On Local Bodies Grants 

2.37. Government of Nepal has been providing Grants (conditional and 

unconditional) to local bodies with the objectives of making these 

institutions engaged in service delivery to the people from armôs length, 

competent, strong, responsible and accountable towards the people to 

ensure their maximum participation in the governance system through 

the means of decentralization. 

DDC Grant 

2.38. In addition to targeted groups programs, rural roads, suspension bridge, 

road-bridge, irrigation and river control, micro hydroelectricity, drinking 

water and sanitation, building construction etc. were implemented 

through the capital grant of Rs. 1.13 billion earmarked for DDCs in FY 

2010/11. In the current FY 2011/12, the capital grant of Rs. 2.3 billion 

allocated for DDC has been directly released by the Ministry of Finance 

based on the concerned district's performance indicators, such as 

population, geographical region, cost and poverty etc., and based on 

evaluation of MCPM indicators. Likewise, there is also a provision for 

incentive grant based on the performance measures indicators of a 

district. 
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VDC Grant  

2.39. In FY 2010/11, formula-based grant distribution arrangement was made 

for disbursement of grants between Rs. 1.5 million to 3.0 million to each 

VDC out of the VDC Grant Budget allocation made for FY 2010/11. In 

FY 2011/12, similar arrangement was made for making the grants 

minimum of Rs. 1.5 million to 3.0 million available to every VDC as per 

the VDC Grant Operation Procedure 2009. On this basis, 605 VDCs 

received Rs 1.5 million each, while 80 VDCs received Rs 1.760 million 

each, 1,704 VDCs Rs 1.95 million each, 1,060 VDCs Rs 2.15 million 

each, 394 VDCs Rs 2.45 million each and 72 VDCs Rs 3.0 million each. 

Similarly, additional grants were made available to VDCs based on the 

minimum condition indicators and the mapping of deprived households. 

Local Development Tax Fund  

2.40. In FY 1998/99, the Government of Nepal substituted the Octroi (Chungi 

Kar) by 1.5 percent Local Development Tax at customs points. With the 

savings from the Local Development Tax, a Reserve Fund was 

established in FY 2002/03. With this, the Ministry has been providing 

money to projects approved by the municipalities under the cost sharing 

arrangement with the local users. Out of budgetary allocation of Rs. 

2,164.0 million made for 2010/11, authorization was issued to 

Municipalities for Rs. 1,078,320,000 as capital and Rs. 393,250,000 as 

recurrent expenditures totallingRs. 1,471,570,000. Of the Rs. 658.40 

million earmarked for implementation of 221 approved projects, 154 

have been completed. Likewise, out of Rs. 2.30 billion allocated for 

Municipalities in FY 2011/12, authorization has been issued for 

1,078,320,000 as capital and Rs. 393.250,000 as recurrent expenditure. 

Of the total Rs. 650 million allocated for Reserve Fund Program in the 

current fiscal year, 191 projects have been approved and implemented 

through this fund in the first eight months of the current FY 2011/12. 

Municipality Grant  

2.41. In FY 2010/11, direct authorization of Rs 700.0 million was issued for 

Municipalities including Rs. 599.0 million as capital and Rs. 111.0 

million as recurrent budget. Government of Nepal has earmarked Rs. 

710.0 million for the current fiscal year 2011/12 for Municipalities. Of 

this total, Rs. 600.0 million is for capital and 110.0 million for recurrent 

expenditure. Likewise Rs. 989.7 million that was allocated for local self- 
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governance and community development programs has also been added 

in it totalling to Rs. 1,699.0 million. Municipalities have been 

distributed with this grant by tying them with the revised conditions and 

MCMP.  

 Status of Local Bodies' Internal Income:  

2.42. As per the Local Self-Governance Act 1998, Local Self-Governance 

Regulation, 1999 and Local Bodies Fiscal Administration Regulation 

2007, the local bodies (DDC, VDC and municipality) have the right to 

collect income in their own areas and formulate and operate plans and 

programs as per the necessity and demand of the locals. As per this 

authority, the local bodies recorded the following income in FY 

2010/11: 

Table 2 (g): Internal Income of Local Bodies (FY 2010/11) 

In Rs. 

Headings FY 2009/10 FY 2010/11 

1. District Development Committee 

Total Budget  31649667 33582550 

Total Expenses  26466478 30105384 

Expense Percentage 84 89 

Internal Income 1482773 1624153 

Income from Revenue Disbursement 1314902 1475971 

2. Municipality   

Total Budget 7473572 7480843 

Total Expenses 6389135 6486414 

Expense Percentage 85 87 

Internal Income 1622257 2118919 

Source: Ministry of Local Development 
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3. Price and Supply  

Inflation Trend  

3.1. The Consumer Price Index (CPI) based annual inflation rate that had 

earlier shown rising trend since the FY 2005/06 and attained highest 

point of 12.6 percent in the FY 2008/09 has come down in the last two 

fiscal years. Although, inflation rate had stood below 5.0 percent for 

about half a decade prior to the FY 2005/06. Both the internal and 

external causes have influenced the rise in inflation rate in the past few 

years. Frequent closures, strikes, load-shedding and political instability 

that have adverse impact on productive activities and supply situation 

have been the dominant internal factors, while the price hike in 

petroleum products and impact of Indian inflation are the major 

external factors. Additional causes of the apparent impact of the Indian 

inflation on Nepalese economy can be attributed mainly to the open 

boarder between these two countries, Nepal's foreign exchange rate 

pegged with Indian currency, and almost about two-thirds of the trade 

with India. Though inflation seems contained in the last few months, it 

is still not that easy to lessen inflationary pressure until positive impact 

is visible on both the structural and external factors necessary for 

maintaining the inflation rate at the minimum. 

Overall Consumer Price Situation 

3.2. Consumer Price Index (CPI), taking FY 2005/06 as the base year, has 

been published since the last fiscal year on the basis of the fourth 

household budget survey conducted by Nepal Rastra Bank. According 

to this, CPI-based point-to-point annual urban aggregate consumer 

price index remained at 7.0 percent in mid-March 2011. The inflation 

rate for the same period in the previous year was 10.7 percent. Increase 

in the production of monsoon and dry season crops due to favourable 

climatic condition, and decline in price of food grains in India has 

caused the decline in food and beverages group thereby bringing 

improvement in the overall consumer inflation rate. However, it cannot 

be denied that price hike in the non-food items due to depreciation of 

Nepalese currency against the US dollar, price rise in petroleum 
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products, increase in salary and wage rates, and weak distribution and 

monitoring mechanism will exert pressure on overall consumer price 

index. 

Table 3.(a) CPI-Based Annual Point to Point Inflation Rate 

Base Year 2006/07 = 100 

Percentage change  

Month Fiscal year 

 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 

Mid-July 4.5 5.6 11.9 10.1 9.5 7.7 

Mid-Aug. 5.5 6.1 12.5 9.2 8.6 8.5 

Mid-Sept. 6.5 5.4 13.3 8.6 8.9 8.9 

Mid-Oct. 6.4 5.3 13.7 9.1 8.4 8.5 

Mid-Nov. 5.8 4.6 13.4 10.3 9.6 7.5 

Mid-Dec. 4.6 4.8 13.8 10.7 11.3 6.8 

Mid-Jan. 5.1 5.2 13.2 11.0 10.2 7.0 

Mid-Feb. 5.4 6.0 12.8 10.0 10.7 7.0 

Mid-Mar. 5.6 8.0 11.6 9.8 10.6  

Mid-Apr. 6.6 8.3 12.4 8.9 9.5  

Mid-May 6.7 10.1 12.0 8.2 8.8  

Mud-June 8.0 10.6 11.1 9.0 9.6  

Average 5.9 6.7 12.6 9.6 9.6 7.7 

Source: Nepal Rastra Bank  

3.3. Average consumer price index stood at 7.7 percent during the first eight 

months of the current fiscal year. It was 9.7 percent in the 

corresponding period of the previous fiscal year. This decrease is close 

to 7.0 percent target set in the monetary policy of the Nepal Rastra 

Bank for the current fiscal year. The average inflation rate has declined 

due to decline in prices of cereals grains and their products, which carry 

the highest weight in the Food and Beverage index. Impact of the price 

hike in petroleum products in the past few months, deflation of 
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Nepalese currency against the US Dollar, closures, and strikes and so 

on, however, are yet to be evaluated.  

 

3.4. By geographical regions, price index recorded highest in Hills with the 

increase of 8.6 percent, followed by 7.1 percent in Terai, and 5.6 

percent in Kathmandu Valley. These rates were 11.6 percent, 7.9 

percent and 13.5 percent respectively in the corresponding period of the 

last fiscal year.  

3.5. According to group-wise analysis the price of food and beverage group 

that carries 46.8 percent weight in CPI on point-to-point basis increased 

by 4.2 percent in mid-March 2012. It had increased by 17.3 percent in 

the same period last year. Decline in the prices of cereal and cereal-

based products, lentils and spices played major role in pulling down the 

inflation rate of food and beverages. However, the prices of dairy 

products and egg sub-group, and ghee and edible oil sub-group have 

increased by highest rates (17.4 percent and 13.3 percent respectively) 

in the mid-March 2012. 
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Table 3 (b) Point to Point Changes in National CPI  

(Base Year 2006/07 = 100) 

 Percentage Change 
Consumer Items Weight 

Percent 

Fiscal Year (Mid-March) 

  2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 

Total (A+B) 100.0 5.4 6.1 12.8 9.9 10.7 7.0 

A. Food and 

Beverages 

46.8 5.4 8.5 18.1 14.8 17.3 4.2 

Cereals and Cereal 

made Items 

14.8 6.1 15.3 13.1 12.1 13.4 -2.4 

Lentils 2.0 15.6 12.8 24.2 30.0 -8.1 -1.8 

Vegetables 5.7 -3.1 0.2 21.1 2.3 73.1 5.1 

Meat and Fish 5.7 8.5 5.5 24.9 24.5 7.7 5.8 

Dairy products and 

Eggs 

5.0 7.1 7.8 16.5 13.4 10.5 17.4 

Ghee and Edible 

Oil 

2.7 10.1 27.5 6.4 -3.1 3.1 13.3 

Fruits 2.2 1.9 -4.7 19.7 21.3 33.4 9.8 

Sugar and 

Sweetmeats 

1.4 -10.0 -8.3 53.3 60.7 7.0 5.9 

Spices 

(Condiments) 

1.5 21.0 -0.4 11.0 34.0 22.1 -12.1 

Soft Drinks 1.0 3.4 4.5 21.9 15.3 8.9 6.0 

Liquors 1.7 4.9 2.1 13.0 12.4 2.1 9.2 

Tobacco Products 0.9 6.4 10.0 17.5 11.4 17.1 9.0 

Restaurant and 

Hotel 

2.4 3.2 7.6 24.5 20.7 15.5 11.4 

B. Non-Food 

Items and Services 

53.2 5.4 3.9 8.3 5.9 5.3 9.4 

Clothes and Shoes 8.5 4.5 3.3 8.8 6.8 13.7 15.2 

Household Goods 

and Services 

10.9 6.4 4.8 6.8 6.7 6.4 6.3 

Furniture and 

Household 

Equipment 

4.9 7.4 5.2 14.0 5.3 7.3 13.4 

Health  3.3 2.9 7.2 4.4 2.4 2.9 6.4 

Transport 6.0 8.7 1.1 13.9 -0.7 11.3 17.0 

Communication 3.6 0.0 0.0 0.1 0.0 -10.4 -8.2 

Entertainment and 

Culture 

5.4 3.4 5.2 6.6 6.8 -2.0 8.8 

Education 8.5 7.1 4.9 8.2 11.8 4.7 8.9 

Other Goods and 

Services 

2.2 2.4 1.0 12.5 8.4 5.4 9.9 

Source: Nepal Rastra Bank  
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3.6. The price of non-food and services group that carries 53.2 percent 

weightage in CPI has increased by 9.4 percent in mid-March 2012 on 

an annual point to point basis. This figure stood at 5.3 percent in the 

mid-March 2010. The price rise of communication sub-group in this 

group remained negative while that of others recorded significant rise. 

Region-wise Consumer Price Situation 

3.7. Taking 2005/06 as the base year, the price index of Kathmandu Valley 

that carries 31.16 percent weight rose by 5.7 percent in mid-March 

2012 on point-to-point basis while this figure was 13.9 percent in the 

same period last year. During the review period, the price index of food 

and beverage group has increased by 3.5 percent and that of non-food 

and services group increased by 7.8 percent. Among the food group, the 

price index of dairy products and eggs has increased by the highest rate 

(18.1 percent) followed by clarified butter (ghee) and edible oil (11.8 

percent), and restaurant and hotel by 9.8 percent. Likewise, on the non-

food and services group, the price of transport increased by 15.1 

percent, entertainment by 12.3 percent, garments and foot wears by 

11.8 percent, and the price increase for communication remained 

negative.  

3.8. Following the 2005/06 as the base year, price index of Terai carrying 

the highest weight of 42.85 percent increased by 7.1 percent in mid-

March, 2012. This figure was 7.9 percent during the same period of the 

previous fiscal year. On the food and beverage group, dairy products, 

eggs, ghee, edible oil, restaurant and hotel registered highest increase in 

Terai. Likewise, on the non-food and services group, prices of transport 

rose by 17.5 percent, clothes, garments and foot wears by 13.9 percent, 

furnishing and household decoration items by 14.2 percent and 

entertainment by 8.4 percent. The price of communication sub-group 

declined by 5.3 percent. 

3.9. According to the base year 2005/06, price index of Hills carrying 

comparatively the least weight of 25.99 percent has increased by 8.6 

percent in mid-March 2012, which had increased by 11.6 percent in the 

same period of the previous year. Of food and beverages group, the 

Hills also showed the highest increase in the prices of dairy products, 

eggs, ghee, oil and restaurants and hotels. The price increase on non-

food and services group is higher than that in food and beverages 

group. On non-food and services group, prices of garments and foot 
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wears rose by 21.8 percent transport by 18.7 percent, furnishing and 

household goods by 16.1 percent, which led an average increment of 

11.2 percent in this group. 

Wholesale Price Index 

3.10. National Wholesale Price Index (1999/2000=100) on year-on-year basis 

increased by 6.3 percent in mid-March 2012 that had increased by 12.4 

percent a year ago. The Index of agricultural products among the 

National Price Indices rose by 1.7 percent, domestically produced 

industrial goods by 9.5 percent, and that of imported goods group by 

13.0 percent.  

3.11. Under the agro-products group, the whole-sale price of fruits and 

vegetables increased by 13.8 percent and 9.9 percent respectively. 

However, prices of spices and condiments recorded negative growth. 

While the price of food products among domestically produced 

industrial goods has gone up, the rate of price rise for imported goods 

like petroleum products and coal, electric and electronic goods and 

garments has also been higher.  

Table 3 (c): Annual Point to Point Changes of National Wholesale Price 

Index  

(Base Year 1999/2000 = 100) 

 Percentage Change 

Description Weight 

Percent 

Fiscal Year (Mid-March) 

  2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 

Total  100.0 12.2 6.6 12.3 12.2 12.4 6.3 

Agricultural 

Products  

49.6 19.9 4.9 15.3 19.2 15.4 1.7 

Domestically 

Produced 

Industrial Goods 

20.4 8.7 9.0 8.8 12.1 8.2 9.5 

Imported Goods 30.0 3.7 7.8 10.0 0.2 9.7 13.0 

Source: Nepal Rastra Bank  

National Salary and Wage Rate Index 

3.12. The year-on-year national salary and wage rate index (2005/06=100) 

escalated by 27.6 percent in mid-March 2012 against 19.1 percent 

increase in the corresponding period of last year. Since government 
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raised the base salary of civil servants ranging from 30.39 percent to 

42.87 percent and thus leading to the rise of salary index by 19.3 

percent, the overall index rose to a higher level. The wage rate index 

had increased by 25.5 percent in mid-March 2011, even though there 

was not any increase of salary index. Higher rate of increase in salary 

and wages index during the review period can be attributed to rise in 

salary and wage rates of civil servants and labourers simultaneously.  

Table 3 (d): National Salary and Wage Rate Index 

(2004/05 = 100) 

Percentage Change 

 

Over all Index 

Weight 

Percent 

Fiscal Year (Mid-March)  

 2007/08 2008/09 2009/10 2010/11 2011/12 

100.0 9.0 19.3 13.7 19.1 27.6 

1. Salary Index 27.0 10.9 16.8 13.8 0.0 19.3 

1.1 Civil Service 2.8 23.5 28.1 14.6 0.0 18.7 

1.2 Public Enterprises 1.1 8.8 21.9 11.1 0.0 28.0 

1.3 Banks and Financial 

Institutions 

0.6 50.5 18.2 1.3 0.0 42.4 

1.4 Army and Police Force 4.0 9.3 30.9 13.0 0.0 26.5 

1.5 Education 10.6 14.8 16.1 22.4 0.0 19.1 

1.6 Private Institutions 7.9 -1.5 2.7 0.0 0.0 8.6 

2. Wage Index 73.0 8.4 20.1 13.6 25.5 29.8 

2.1 Agriculture Labor 39.5 6.0 26.9 17.0 34.6 27.1 

2.2 Industry Labour 25.2 11.6 10.6 8.8 10.4 34.3 

2.3 Construction Labour 8.3 10.9 18.1 10.6 20.4 34.1 

Source: Nepal Rastra Bank  

Retail Prices of Some Major Commodities 

3.13. Review of average retail prices of 10 agricultural commodities among 

daily consumable items (rice, wheat flour, black lentil, mustard oil, 

mutton, ghee, potato, dry onion and ginger) shows that prices of 

mustard oil, ghee and mutton have escalated in mid-March 2012 

compared to the corresponding period last year. Price of black lentil, 

pigeon peas, dried onion and ginger, however, significantly dropped in 

the same period. 
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Table 3 (e): Average Retail Price of Some Major Commodities (Rs.) 

S. N. Item Unit  
2010/11 2011/12 

Mid -July Mid -March Mid -July Mid -March*  

1 Coarse Rice Kg. 35.84 34.92 35.87 33.58 

2 Wheat Flour Kg. 36.38 37.33 35.11 33.75 

3 Black Lentil Kg. 127.45 115.53 114.49 101.42 

4 Pigeon Peas Kg. 129.01 127.72 123.21 113.11 

5 Mustard Oil Liter 128.60 137.12 140.25 144.11 

6 Clarified Butter Kg. 432.08 479.21 495.26 531.67 

7 Mutton Kg. 372.56 400.83 404.65 496.67 

8 Potato Kg. 23.12 18.97 24.89 18.20 

9 Dry Onion Kg. 38.60 57.27 38.81 26.13 

10 Ginger Kg. 103.61 69.69 73.17 48.83 

*Preliminary Estimate 

Source: Department of Agriculture 

Supply Situation 

3.14. During the first eight months of the fiscal year 2011/12, supplies of 

petrol has increased by 8 percent, diesel by 1 percent, aviation fuel by 

12 percent and LP Gas by 13 percent compared to the corresponding 

period last year. However, supply of Kerosene has decreased by 12 

percent. 

Table 3 (f): Supply Situation of Some Major Petroleum Products 

Product Name First Eight Months  Percent Change 

 2010/11 2011/12  

Petrol (KL) 122,378 131,817 8  

Diesel (KL) 410,438 415,776 1  

Kerosene (KL) 31,907 28,198 (12) 

Aviation Fuel (KL) 66,834 75,136 12  

L. P. Gas (MT) 100,664 113,693 13  

Total 732,221 764,620 4  

Source: Nepal Oil Corporation 
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3.15. The arrangement for fixing wholesale price (including VAT) for 

petroleum products based on Nepal Oil Corporation Depot sites or 

customs points still exist. Arrangements have been made for the 

wholesale distribution of petroleum products from Kathmandu, 

Pokhara, Bhairahawa, Nepalgunj, Surkhet, Dang, Dhangadi, Dipayal 

and Janakpur. Under this arrangement, wholesale and retail prices may 

vary from place to place. As per the price set on 26
th
 March, 2012, 

average retail prices of petrol, diesel, kerosene and LP gas in 

Kathmandu are Rs. 120 per liter, Rs. 89 per liter and Rs. 1,415 per 

cylinder respectively. Price for the aviation fuel is set at Rs. 109 per 

litre.  

3.16. Target for transporting 50,852 quintals of iodized salt to 22 remote 

districts is set for FY 2011/12. A total of 38,383 quintals of iodized salt 

has been transported and distributed by 2
nd

 June 2012, out of the 

distribution target of 46,626 quintals set for mid-June 2012.  

3.17. Transportation of food grains to 30 remote hilly districts is continued in 

the review period of this fiscal year through Nepal Food Corporation 

under the policy of providing transport subsidy for ensuring smooth 

supply of food grains in those districts. During FY 2010/11, 16,538 MT 

of food grains were transported against the target of 16,504 MT. 

Likewise 10,506 MT of food grains were distributed against the target 

of 12,00 MT in the first eight months of the current fiscal year. In the 

first eight months of the previous fiscal year, 9,290 MT of food grains 

were transported and supplied to those districts against the target of 
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13,699 MT. The target set to store 25 thousand MT of food grain in 

various parts of the country for emergency supply is expected to fulfil 

by the end of the current FY. Similarly, 6,815 MT of food grain has 

been deposited to SAARC Food Security Bank. The construction of 

warehouses with the total capacity of 2700 MT in various parts of the 

country including Birgunj, Mugu, Dailekh, Humla and Kolti of Bajura, 

and Nakkhu of Lalitpur is expected to complete by the end of the 

current FY. In addition, construction of a modern laboratory under 

Nepal Food Corporation with the support of the Government of India is 

expected to complete by the end of the current FY.  

Challenges and Opportunities 

3.18. Obstacles faced due to price hike of petroleum products together with 

supply problems have adversely affected the supply of entire goods and 

services consequently exerting inflationary pressure. In order to avoid 

this problem, it is imperative to strengthen Nepal Oil Corporation, the 

authorized distributer of petroleum products, check leakages and 

introduce a policy offering incentives to encourage the private sector 

involvement in import and supply of petroleum products. Likewise, in 

order to avoid immediate pressure that may be exerted on the 

consumers due to high price hike, arrangement has to be made in such a 

way that prices would be automatically adjusted in consistent with 

fluctuations in international market price. As an immediate measure, it 

is now necessary to orient consumers towards changing their 

consumption behaviour as the country has to fully rely on import of 

petroleum products amid its unexpected price rise in the international 

market. For this, government tax on petroleum products can be adjusted 

to the extent possible by introducing progressive tax rates while 

separating general users those get affected by the price rise and the 

luxurious users like in personal cars. Besides, a Public-Private 

Partnership (PPP) approach should be encouraged for the provision of 

mass transportation system especially in urban areas. Development of 

alternative energy can be a medium and long term solution. For Nepal, 

there is no option but to develop hydro-electricity in order to reduce 

countryôs heavy reliance on petroleum products.  

3.19. Problems like fluctuation in the production of food and other 

agricultural products, higher trading margins while bringing those 

products at consumersô end and presence of syndicate system in 

transport sector do exist. Market monitoring and supervision works 
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have to be carried out in an effective manner so as to curb the 

unscrupulous trading practices such as creating artificial shortages in 

the market, bringing irrational change in the prices of commodities, 

trading of goods in collusion. Developing practices for setting cost of 

production-based market prices of goods and services is also essential. 

In addition to this, policy implementation is necessary for taking action 

in a transparent manner against those involved in consumerôs activities 

that hurt consumers. 

3.20. Difficulties exist on smooth and regular supply of basic consumable 

food items in various parts of Nepal due to several reasons. Prices 

especially of food items fluctuate with the level of demand for 

consumption. It is therefore required to make necessary policy 

arrangement like establishment of buffer zones in different places of the 

country to facilitate the smooth supply of food commodities for 

maintaining uniform price throughout the year. Such an arrangement 

with involvement of government and private sector for maintaining 

buffer stock of essential goods and agricultural products will facilitate 

unhindered supply of such items at a normal price throughout the year. 

3.21. Proper management and mobilization of the cooperatives scattered all 

over the country would facilitate the smooth supply of goods and 

services and can also help to control prices. It is therefore necessary to 

run cooperative shops and conduct effective monitoring of those shops 

supplying food items at reasonable prices by developing and managing 

such cooperatives. Arrangement of wholesale cooperative has to be 

made at the central and regional levels for the supply goods to the retail 

cooperatives at reasonable prices.  
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4. Money and Banking 

Monetary Policy 

4.1. Higher economic growth and employment along with economic 

stability are the objectives of the fiscal and monetary policies. Fiscal 

policy is formulated and implemented by the executives directly elected 

from the people, whereas monetary policy falls under the jurisdiction of 

an autonomous central bank or a monetary authority that is free from 

the direct intervention of the government.  

4.2. Nepal Rastra Bank has been publicly announcing monetary policy and 

its mid-term review on an annual basis since 2002/03 as per the Nepal 

Rastra Bank Act, 2002. The Monetary policy so announced covers the 

subjects like credit, foreign exchange, micro-finance, and regulation 

and supervision of the financial system. The provision of announcing 

monetary policy enhances public accountability of the central bank and 

helps in achieving the monetary goals. Monetary policy for the FY 

2011/12 and its mid-term review were made public on 21 July 2011 and 

10 February 2012 respectively.  

Economic and MonetaryTargets 

4.3. The Monetary Policy of the FY 2011/12 was announced amid the 

adverse balance of payments situation and higher inflation due to the 

increase in food prices. Though the current account had recorded 

surplus owing to the higher remittance inflow and slower import 

growth, there were challenges in attaining higher growth and 

maintaining financial stability because of the liquidity shortage. 

Further, the economy was reeling under multiple pressures of lower 

government expenditure, and sluggish share, and real estate market. 

These phenomena were also contributing to the liquidity problem in the 

economy.  

4.4. The monetary policy that has the strategy of attaining economic growth 

by ensuring macroeconomic stability as envisioned in the Three-Year 

Plan has explicit objectives. These include containing inflation by 

restraining monetary expansion, attaining favourable balance of 

payments and contributing to growth through financial stability.  

4.5. The Monetary Policy announced for the fiscal year 2011/12 targeted 

balance of payment surplus of Rs 5 billion and inflation rate of 7 

percent. Based on this, the broad money supply rate was projected at 

12.5 percent. Likewise, net domestic credit was expected to increase by 
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13.7 percent while credit growth rate of the private sector was estimated 

to be 14.0 percent. The mid-term review of monetary policy conducted 

in February 2011 made the revised estimates for the year as follows: 

inflation 8.0 percent, monetary expansion 15.0 percent and growth in 

the credit flow to the private sector 14.0 percent. 

Box 4 (a): Major indicators of Monetary Policy 

1. The average consumer price inflation stood at 7.7 percent in the 

first eight months. The annual target for such inflation was 7.0 

percent. 

2. The balance of payment surplus total Rs. 79.9 billion in the first 

eight months of the current fiscal year against the projected 

surplus of Rs. 5.0 billion.  

3. The growth rate of broad money supply remained at 12.2 percent 

in the first eight months. The projected growth of such money 

supply was 12.5 percent so as to facilitate 5 percent economic 

growth. 

4. Net Domestic Credit was expected to increase by 13.7 percent, 

which remained at 3.4 percent in the first eight months of the 

current fiscal year. 

5. The deposits of Banks and Financial Institutions grew by 11.4 

percent against the expected deposit growth of 13 percent. 

Monetary Instruments Implementation Policy 

4.6. Cash Reserve Ratio (CRR) has been reduced by 0.5 percentage point to 

5.0 percent for óAô Class commercial banks and óBô and óCô Class 

licensed institutions, which accept deposits on current and call 

accounts. This is aimed at reducing the financial intermediation cost of 

banks and increase credit flow to the productive sector in order to 

achieve economic growth. The bank rate has been kept intact at 7.0 

percent and statutory liquidity ratio (SLR) has also not been changed. 

From the FY 2011/12, arrangements have been made to use all 

excessive liquidity, except the CRR held by all counterparties, as the 

operational target of the Monetary Policy. 

4.7. Continuity has been given to Open Market Operation as a major tool in 

the conduct of the Monetary Policy. Similar to the previous years, 

monetary management is conducted by injecting or mopping-up 

liquidity through the open market instruments such as outright 
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purchase, and sale, and repo, and reverse repo of treasury bills. Though 

liquidity was injected twice a week through repo in the previous years, 

there has not been any repo related transactions currently given the 

comfortable liquidity position of the commercial banks. In addition to 

treasury bills, arrangements have been made to conduct repo transaction 

in development bonds. 

4.8. The arrangement for the calculation of the interest on Standing 

Liquidity Facility (SLF) that is made available by Nepal Rastra Bank 

(NRB) to banks and financial institutions in their own initiative has 

been kept unchanged. Interest on SLF is calculated by adding 3.0 

percentage penal rate either to the weighted average interest rates 

applicable on latest 91-day Treasury Bills or the existing bank rate 

whichever is higher.  

4.9. Special refinancing rates for lending credits to export industries, sick 

industries, small and cottage industries and specified groups for foreign 

employment has been contained at 1.5 percent similar to the previous 

year. Banks and financial institutions are not allowed to charge more 

than 4.5 percent interest to the borrowers while utilizing this facility. 

Arrangement for setting the interest rate by adding 0.25 percent on 

existing LIBOR rate for the commercial banks to refinance on export is 

also continued. 

Table 4 (a): Bank Rate, Refinance Rate and Cash Reserve Ratio 

In Percent 

Instruments 
Fiscal Year 

2007/08 2008/09 2009/10 2010/11 2011/12 

Bank rate 6.25 6.50 6.50 7.00 7.00 

Refinancing Rates 

      Export Credit (Domestic Currency) 2.50 2.00 1.50 1.50 1.50 

Export Credit (Foreign Currency) 3.25 0.25* 0.25* 0.25* 0.25* 

Sick Industries 1.50 1.50 1.50 1.50 1.50 

Small and Cottage Industries 2.50 2.50 2.50 1.50 1.50 

Productive Sector** 

  

7.50 7.00 6.50 

Compulsory Cash Ratio 5.00 5.50 5.50 5.50 5.00 

Standing Liquidity Facility (Penal Rate) 2.00 3.00 3.00 3.00 3.00 

* LIBOR Rate Plus ** Provision made the Monetary Policy for FY 2010/11. 

Source: Nepal Rastra Bank  

Monetary Aggregates 

4.10. Broad money supply grew by 12.2 percent and narrow money supply 

by 6.4 percent in the first eight months of the current fiscal year. 

Notable increase in net foreign assets is responsible for such higher 
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growth rate of broad money supply as compared to 5.3 percent growth 

in the same period last year. Additionally, in lieu of the past practice of 

including only the balance sheets of Nepal Rastra Bank and 

Commercial Banks in monetary survey, the survey prepared and 

published onward October 2011 includes development banks and 

finance companies as well. This provision, to some extent, could also 

have bearings on the expansion of broad money supply. 

Table 4 (b): Factors affecting Money Supply 

Rs. in Million  

  Changes in First Eight Months  

  2010/11 2011/12* 

  Amount Percent Amount  Percent 

1 Net Foreign Assets (11,285.21)# -5.30 79,901.10## 37.00 

2 Net Domestic Assets 54,437.80 # 9.00 32,345.30## 4.60 

2.1 Net Domestic Credit 58,006.40 7.30 30,684.70 3.40 

a. Net Credit to Government (17,382.50) -13.10 (21,505.90) -13.20 

 i) Net Claims on Government (17,615.30) -12.90 (10,076.90) -6.20 

 ii ) Government saving 232.80 - 11,421.50 - 

b. Credit to non financial Public 

Enterprises 

(602.60) -10.25 2,145.30 33.80 

c. Credit to Financial Institution (4,223.90) -27.29 (1,456.20) -9.41 

 (i) Government 164.40 6.33 (2,351.70) -43.33 

 (ii ) Non-Government (4,388.30) -33.62 895.50 8.92 

d. Claims on Private Sector 80,680.90 12.60 51,501.60 7.10 

2.2 Net non-Monetary Liabilities 3,568.60# 1.90 (1,660.60)## -0.80 

3 Money Supply M2 (3.1+3.4) 43,152.60 5.30 112,246.40 12.20 

3.1 Money Supply, M1 (a) +(b) (5,570.10) -2.60 14,351.60 6.40 

 a) Currency (2,070.20) -1.50 18,448.50 13.00 

 b) Current Deposits (3,499.90) -4.80 (4,096.90) -5.00 

3.2 Saving and Call Deposits 4,870.80  8.30 64,964.50  16.20 

3.3 Time Deposits+ 43,852.00  19.00 32,930.30  11.00 

3.4 Time and Saving Deposits (3.2+3.3) 48,722.70  20.30 97,894.80  27.20 

+ Includes Margin Deposits 

# Adjusting exchange rate gain NRs. 843.9 million 

## Adjusting exchange rate gain NRs. 12.83 billion. 

Source: Nepal Rastra Bank 
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Net Foreign Assets 

4.11. Net Foreign Assets (adjusting foreign exchange valuation gain or loss) 

during the review period rose by 37.0 percent totallingRs. 79.9 billion 

attributed mainly to the notable growth in the remittance inflow and 

service incomes. Such assets had recorded a negative growth of 5.3 

percent i.e. of Rs. 11.29 billion in such assets in the same period last 

year.  

Net Domestic Borrowing 

4.12. The net domestic borrowing has increased by 3.4 percent in the first 

eight months of the current fiscal year compared to 7.3 percent growth 

recorded in the previous year. The lower growth is mainly due to a 

decrease in net claim on the government accompanied by decline in the 

credit flow to financial institutions, and lower growth in the private 

sector lending. 

4.13. During the review period, net claim on the government has declined 

almost at the same rate (13.2 percent) from 13.1 percent in the same 

period of the previous fiscal year. Such decline is attributed to the 

slowdown on lending to the government, which holds deposit of Rs. 
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11.42 billion as of mid-March 2012. During this period, lending to non-

financial government institutions increased by 33.8 percent due to an 

increase on credit flow to public enterprises including Nepal Oil 

Corporation. 

4.14. During the first eight months of the current fiscal year, banking sector's 

claim on the private sector increased marginally by 7.1 percent 

totallingRs. 51.50 billion. Such claim has increased by 12.6 percent in 

the same period of the previous year totallingRs. 80.68 billion. The 

lower demand for bank credit is mainly due to the slowdown prevalent 

in the share market and real estate business, along with the absence of 

investment friendly environment. 

Reserve Money 

4.15. The volume of reserve money has increased by 14.1 percent in the first 

eight months of the current fiscal year, in contrast to a decrease of 1.4 

percent during the same period of the previous year. Increase in net 

foreign assets due to increased remittance inflow as well as the strong 

liquidity position of the banks; have contributed to reserve money 

growth. NRB's directive on credit deposit ratio, relatively higher rate of 

interest and less demand for credit due to unfavourable investment 

situation have contributed to higher liquidity in the banking system.  
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Table 4 (c): Change in Reserve Money 

          (Rs.in million ) 

 Mid -

June 

2010 

Mid -

March 

2011 

Mid June 

2011 

Mid -

March 

2012* 

Percent change 

in first eight 

months 

     FY 

2010/11 

FY 

2011/12 

Currency 

Reserve 

218,547.1 215,571.60 234,188.80 267,153.30 -1.40 14.10 

Narrow 

Money 

Multiplier 

0.970 0.958 0.953 0.889 -1.30 -6.70 

Broad 

Money 

Multiplier 

3.757 4.009 3.937 3.872 6.70 -1.70 

*  Provisional 

Source: Nepal Rastra Bank 

4.16. Both broad money multiplier and narrow money multiplier have 

decreased in mid-March 2012 from those of Mid-July 2011. Broad 

money multiplier decreased by 1.7 percent to 3.872 and narrow money 

multiplier decreased by 6.7 percent. 

Implementation Status of Monetary Instruments 

4.17. Liquidity absorption has been higher than the liquidity injection due to 

comfortable liquidity position of the commercial banks in the first eight 

months of the current fiscal year. The total liquidity absorbed amounts 

Rs. 7.66 billion of which Rs. 8.4 billion was mopped-up through direct 

auctions and Rs. 743.7 million was injected through repo auction under 

the open market operations. During the same period last year, while Rs. 

41.8 billion was injected through repo auctions, Rs. 2 billion was 

mopped-up through sale auctions and Rs. 19 billion through reverse 

repo auctions. 

4.18. As a result of notable growth in remittance inflow, Nepal Rastra Bank 

made net purchase of US$ 2.05 billion from the foreign exchange 

market (Commercial Banks) and made net liquidity injection worth Rs. 

160.81 billion by first eight months of the current fiscal year. In the 

same period last year, US$ 1.56 was purchased in net and net liquidity 

of Rs. 112.91 billion was injected.  
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Table 4 (d): Open Market Operation 

Rs. in million 

 

Particulars 

FY 2009/10 FY 2010/11  FY 2011/12 

Annual First 8 

months 

Annual First 8 months 

a Liquidity Absorption  8,440.0 21,000.0 21,000.0 8,400.0 

 Sale auction 7,440.0 2,000.0 2,000.0 8,400.0 

 Reverse Repo  1,000.0 19,000.0 19,000.0 0.0 

b Liquidity Injection  135,059.0 41,804.0 92,386.0 744.0 

 Purchase auction 3,382.0 0.0 0.0 0.0 

 Repo auction 131,677.0 41,804.0 92,386.0 744.0 

c Net Liquidity 

Absorbed 

(126,619.0) (20,804.0) (71,386.0) 7,656.0 

Source: Nepal Rastra Bank 

4.19. During the review period, Rs. 140.82 billion worth Indian currency has 

been purchased by selling US$ 1.8 billion. During the same period of 

the previous fiscal year US$ 1.64 billion was sold to purchase Rs. 

117.97 billion worth Indian currency. 

Inter -Bank Transactions and Standing Liquidity Facility 

4.20. Utilization of inter-bank transactions and standing liquidity facility 

slowed down in the first eight months of fiscal year 2011/12 owing to 

increase in mobilization of bank deposits with improvement in the 

liquidity situation. During the review period, commercial banks carried 

out inter-bank transactions equivalent to Rs. 129.17 billion compared to 

such transactions of Rs. 252.70 billion in the corresponding period of 

the previous fiscal year. During the review period, standing liquidity 

facility totallingRs. 4.35 billion was used with Rs. 9.0 million 

remaining as arrears by mid-March 2012. During the same period of the 

previous fiscal year, these figures were Rs. 156.11 billion and Rs. 1.08 

billion respectively. 

Short-Term Interest Rate 

4.21. The short-term interest rate has slipped as greater inflow of remittance 

has created favourable liquidity situation on one hand and the lower 

growth of credit flow on the other. For instance, weighted average 

interest rate of 91-day Treasury Bills that was 9.06 percent a year ago 

came down to 1.09 percent in mid-April 2012. Likewise, weighted 

average inter-bank interest rate slipped to 0.69 percent in Mid-April 

2012 compared to 9.54 percent a year ago. 
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Table 4 (e): 91-day Treasury Bills and Inter-Bank Interest Rates 

        (Percent) 

Description Mid -April 

2010 

Mid -July 

2011 

Mid -Sept. 

2011 

Mid -Jan. 

2012 

Mid -April 

2012 

91-day Treasury 

Bill  

9.06 8.52 1.82 0.70 1.09 

Inter-Bank 9.54 8.22 1.08 0.90 0.69 

Source: Nepal Rastra Bank 

Expansion of the Financial Sector 

4.22. The number of commercial banks, development banks, finance 

companies and 'D' class micro-finance institutions remained 32, 88, 77 

and 23 respectively in mid-April 2012. In addition to bank and financial 

institutions, there are other institutions engaged in financial services 

through various means including 25 insurance companies, Employees 

Provident Fund, Citizen Investment Trust, and Postal Savings Bank. 

Recently, merger among bank and financial institutions has started. 

Two commercial banks and five finance companies resulted in the 

formation of two banks and a finance company prior to the introduction 

of Merger By-Law in 2011. In the aftermath of the introduction of 

merger by-law, four development banks and four finance companies 

have been merged into four development banks. Similarly, 17 financial 

institutions have submitted their applications to obtain the letter of 

intent for mergers.  

Table 4 (f): Number of Banks and Financial Institutions 

Banks and Financial 

Institutions 

Mid 

July 

2008 

Mid -

July 

2009 

Mid -

July 

2010 

Mid -

July 

2011 

Mid -

April 

2012 

Commercial Banks 25 26 27 31 32 

Development Banks 58 63 71 88 88 

Finance Companies 78 77 79 80 77 

Micro-Finance Institutions 12 15 18 21 23 

Nepal Rastra Bank licensed 

Cooperatives (limited 

banking transactions)  

16 16 15 16 16 

Nepal Rastra Bank licensed 

NGOs  

( micro-finance transactions)  

46 45 45 38 37 
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Banks and Financial 

Institutions 

Mid 

July 

2008 

Mid -

July 

2009 

Mid -

July 

2010 

Mid -

July 

2011 

Mid -

April 

2012 

Insurance Companies* 25 25 25 25 25 

Employees Provident Fund 1 1 1 1 1 

Citizen Investment Trust 1 1 1 1 1 

Postal Savings Bank 1 1 1 1 1 

Offices of Postal Savings 

Bank 

117 117 117 117 117 

*Life Insurance ï 8, Non-life Insurance ï 16, Comprehensive Insurance ï 1 

Source: Nepal Rastra Bank 

4.23. The increased number of bank and financial institutions has also 

resulted in an expansion of deposit collection and lending. This is 

helpful in promoting financial inclusiveness and deepening in the 

economy. Table 4 (g) shows the major indicators of financial 

institutions.  

Table 4 (g): Some major indicators of Bank and Financial Institutions 

Rs. in billion 

Description Mid -July 

2008 

Mid -

July 

2009 

Mid -July 

2010 

Mid -July 

2011 

Total Assets 604.50 833.50 996.10 1,158.32 

Total Deposits  505.70 676.00 795.30 871.91 

Total Loans 358.10 495.20 622.60 713.09 

Deposit/GDP Ratio (in percent) 62.00 68.40 67.90 64.00 

Loans/GDP Ratio (in percent) 43.90 50.10 53.10 52.00 

Market Share in Total Deposits 

(in percent) 

100.00 100.00 100.00 100.00 

 Commercial Banks ('A' Class) 85.60 83.40 79.40 78.90 

Development Banks ('B' Class) 5.10 7.20 9.70 11.10 

Finance Companies ('C' Class) 8.50 8.40 10.00 9.80 

Other Institutions 0.90 0.90 0.90 0.20 

Market Share in Total Landings 

(in percent) 

100.00 100.00 100.00 100.00 

 Commercial Banks ('A' Class) 78.60 76.80 74.20 74.00 

Development Banks ('B' Class) 6.60 8.70 10.60 12.50 

Finance Companies ('C' Class) 12.10 12.10 12.80 12.20 

Other Institutions 2.70 2.40 2.40 1.30 

Source: Nepal Rastra Bank 
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Branch Expansion 

4.24. There has been a significant growth in the number of branches of 

commercial banks. While the number of such banks was 1063 a year 

ago, it stood 1300 in mid-March 2012. During this period, the numbers 

of branches of development banks and finance companies have reached 

629 and 336 respectively. Thus the total number of bank and financial 

institutions reached 2265. Taking the expansion of these institutions as 

a measuring rod, we could infer that Far Western and Mid-Western 

Development Regions are lagged behind in financial expansion.  

Table 4 (h): Branches of Banks and Financial Institutions  

(Mid -March 2012) 

Development Region and 

Zone 

Commercial 

Banks 

Development 

Banks 

Finance 

Companies 

Total 

Eastern Development Region 229 92 42 363 

 Mechi 65 26 10 101 

 Koshi 115 59 23 197 

 Sagarmatha 49 7 9 65 

Central Development Region 652 246 190 1088 

 Janakpur 61 25 8 94 

 Narayani 121 93 32 246 

 Bagmati 470 128 150 748 

Western Development Region 235 213 87 535 

 Gandaki 102 94 46 242 

 Lumbini 107 108 30 245 

 Dhaulagiri 26 11 11 48 

Mid-Western Development 

Region 

103 54 15 172 

 Rapti 35 24 9 68 

 Karnali 13 0 0 13 

 Bheri 55 30 6 91 

Far-Western Development 

Region 

81 24 2 107 

 Seti 51 11 2 64 

 Mahakali 30 13 0 43 

Total 1300 629 336 2265 

Source: Nepal Rastra Bank 
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4.25. The deposit and credit indicators of commercial banks shows that 

average per capita deposit, which was Rs. 25,500 in mid-July 2011, 

reached Rs. 29,000 in mid-March 2012. Likewise, the average per 

capita credit increased to Rs. 22,500 from Rs. 20,400 in mid-July 2011. 

This type of financial expansion is considered to be helpful in achieving 

the higher rate of growth and alleviating poverty. 

Table 4 (i): Some Indicators of Financial Expansion and Deepening 

 Mid -July 

2009 

Mid -July 

2010 

Mid -July 

2011 

Mid -

Mar . 202 

Commercial Bank Branches  752 966 1,111 1,300 

Population per Branch 34,435 27184 23,960 20,500 

Domestic Deposits of Commercial 

Banks (In Billion Rs.) 

495.8 569.0 680.2 772.5 

Per Capita Deposit (Rs.) 19150 21668 25,500 29,000 

Commercial Banks Lending (in 

Billion Rs.) 

407 472 544 599 

Per Capita Credit (Rs.) 15,709 17,985 20,400 22,500 

Source: Nepal Rastra Bank
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Box 4 (b): Banks in the Immediate Relief Program 

Government of Nepal introduced Immediate Relief Program in 2011 

with the objectives of facilitating ordinary citizens. NRB also issued 

following directives to bank and financial institutions aiming at 

facilitating the implementation of such relief program.  

1. Effectively implementing Service and Service Fee Guidelines 

issued by NRB in order to provide banking service to the people in 

a simple and accessible manner.  

2. Increasing the credit disbursement to small entrepreneurs and 

promoting the microcredit programs targeted for poor and 

backward regions by facilitating the interest rate. 

3. Increasing the limit of deposit insurance to Rs five hundred 

thousand and making necessary arrangement for that with Deposit 

and Credit Guarantee Corporation. 

4. Lowering interest by one percent on loans extended by bank and 

financial institutions to Dalits, Kamaiyas, Badis, Haliyas, Conflict 

Victims, single women and senior citizens. 

5. Extending bank loan to rickshaw pullers willing to buy rickshaw in 

their own ownership against the collateral of the same rickshaw in 

Terai districts. 

Deposit Mobilization and Credit Disbursement 

4.26. Deposit mobilization of banks and financial institutions recorded 

growth of 11.4 percent during first eight months of the FY 2011/12 

compared to 6.1 percent growth during the corresponding period last 

year. While the deposit mobilization of commercial banks increased by 

13.6 percent, such mobilization of development banks increased by 6.8 

percent with no increase for finance companies. During the same period 

of the previous year, commercial banks, development banks and 

finance companies had registered deposit growth by 2.1 percent, 15.1 

percent and 11.2 percent respectively. Likewise, during the first eight 

months of the current fiscal year, private credit disbursed by bank and 

financial institutions increased by 7.1 percent while it had increased by 

12.8 percent during the same period last year. During the review period, 

credit disbursement of commercial banks has increased while that of 
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development banks and finance companies has decreased.  

Table 4 (j): Deposit Mobilization and Credit Disbursement 

(Rs in million) 

Heads 
Mid -July 

2010 

Mid -

March 

2011 

Mid -July 

2011 

Mid -

March 

2012* 

Percent change in 

first eight months 

2010/11 2011/12 

Deposit 

Mobiliz ation 

      Commercial 

Banks 620,608.50 633,725.50 680,230.10 772,453.60 2.1 13.6 

Development 

Banks 72,915.10 83,952.60 91,113.50 97,305.80 15.1 6.8 

Finance 

Companies 75,444.30 83,900.00 81,554.30 81,535.70 11.2 0.0 

Banks and 

Financial 

Institutions 
729,100.60 773,746.20 823,234.50 917,302.10 6.1 11.4 

 Private 

sector Credit 

      Commercial 

Banks 488,578.10 540,679.90 544,251.70 598,532.30 10.7 10.0 

Development 

Banks 69,266.70 85,729.40 92,693.60 90,329.00 23.8 -2.6 

Finance 

Companies 77,194.90 89,903.10 85,954.80 85,345.70 16.5 -0.7 

Banks and 

Financial 

Institutions 635,039.60 716,312.40 722,900.10 774,207.00 12.8 7.1 

*  Provisional  

Source: Nepal Rastra Bank 

Status of Non-performing Loans 

4.27. Non-performing loan of banks and financial institutions has marginally 

increased compared to that of mid-July 2011. Such increase in non-

performing loan is attributed to the slowdown observed in real-estate 

business.  
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Table 4 (k): Non-Performing Loan Status of Commercial Banks 

          (In Million Rs.) 

Bank/Financial 

Institution  

FY 2009/10 FY 2010/11 Mid -January 2012 

 NPL 

Amount 

Percent NPL 

Amount 

Percent NPL 

Amount 

Percent 

Commercial 

Banks 

11,643.90 2.48 16,867.90 3.19 21,919.40 3.90 

Development 

Banks 

1,580.90 2.40 4,052.70 4.62 5,161.70 5.68 

Finance 

Companies 
1,099.20 1.67 7,796.20 8.96 8,467.00 10.15 

Source: Nepal Rastra Bank 

óDô Class Microfinance Institutions 

4.28. Microfinance has been extended by 23 microcredit related institutions 

through the country. Among those, Grameen Bikas Bank (Rural 

Development Bank) is operating in each development region with the 

objective of providing necessary financial resources to engage rural 

ultra-poor women in various income generating activities through group 

formation. Similarly, 15 Grameen Bank replicators are operating in the 

private sector as Microfinance Development Banks while 3 are 

wholesale lending Micro-Finance Institutions (MFIs). 

4.29. Total assets/liabilities of óDô Class microfinance institutions increased 

by 12.83 percent to Rs. 26.26 billion by mid-March 2012 compared to 

mid-July 2011. The total deposits and borrowings of these institutions 

totalled Rs. 4.57 billion and Rs. 14.08 billion respectively in mid-March 

2012 whereas loans and investments totalled Rs. 16.68 billion and 1.85 

billion respectively.  

Table 4 (l): Sources and Uses of fund of microfinance institutions 

(In Million Rs.) 

Resource Description Mid -July 

2011 

Mid -March 

2012* 

Percent 

change 

Capital Fund 2,437.30 2,871.60 17.82 

 Deposit 3,534.40 4,569.00 29.27 

 Borrowing 13,037.60 14,078.40 7.98 

 Others 3,767.80 4,334.90 15.05 
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Resource Description Mid -July 

2011 

Mid -March 

2012* 

Percent 

change 

Capital Fund 2,437.30 2,871.60 17.82 

 Profit/Loss 

Account 

501.10 410.30 -18.12 

 Resource 

Utilization  

23,278.10 26,264.30 12.83 

Utilization  Liquid Fund 3,338.70 3,714.00 11.24 

 Investment 1,658.90 1,852.20 11.65 

 Credit and 

Lending 

14,649.90 16,676.20 13.83 

 Others 3,552.40 3,937.90 10.85 

 Profit/Loss 

Account 

78.20 84.00 7.42 

* Provisional 

Source: Nepal Rastra Bank 

Sources and Uses of Funds of Other Financial Institutions 

Employees Provident Fund 

4.30. Employees' Provident Fund was established in 1964 under the 

Employees Provident Fund Act 2019 (1964) with the objective of 

managing provident funds collected from civil servants, military and 

police personnel, teachers, personnel of public enterprises and some 

other private sector employees. As of March 2012, there are 460 

thousand depositors associated with the fund. In addition, there are 

5,000 other depositors from 150 private sector firms. Besides providing 

borrowing facility to depositors, the Fund has been investing in real-

estate business, industries and hydro-power projects. Compared to the 

previous fiscal year, assets/liabilities of the Fund grew by 17.9 percent 

totalling Rs. 106.58 billion in mid-July 2011, which further grew to Rs. 

119.49 billion in Mid-March 2012. Similarly, the total provident fund 

has reached Rs. 114.95 billion in mid-March 2012. 

Citizen Investment Trust 

4.31. Established on 18 March 1991 under the Citizen Investment Trust Act 

1990, the Trust is primarily involved in activities like collection and 
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mobilization of deposits from individuals and institutions, and offering 

credit and loans. Moreover, it acts as an issue manager for facilitating 

issuance of shares on behalf of various organized entities. The Fund's 

asset/liability grew by 12.2 percent to Rs. 31.90 billion in mid- March 

2012 from Rs. 28.43 billion in mid-July 2011. On the sources side, 

deposits (collection of funds) rose by 13.83 percent totallingRs. 28.55 

billion by mid-March 2012 compared to mid-July 2011. On the uses 

side, its investment rose by 14.9 percent to Rs 27.21 billion in mid-

March 2012 from Rs. 23.67 billion in mid-July 2011. 

Insurance Companies 

4.32. The number of insurance companies by mid-March 2012 totalled 25 

including 8 companies dealing with life insurance, 16 with non-life 

insurance and one with both life and nonlife insurance. From ownership 

structure perspective, 3 insurance companies are operating with full 

foreign capital investment, while 3 of them are operating as joint capital 

venture of foreign Insurance companies. Similarly, 18 companies are 

under private ownership and the government of Nepal owns one 

Insurance company. The total resource/ utilization of these insurance 

companies increased by 9.8 percent to Rs. 67.18 billion by mid-March 

2012 from 61.28 billion in mid-July 2011. By mid-July, 2011, 

insurance companies have collected a total premium of Rs. 17.48 

billion from both the life and non-life insurances while this premium 

figure was Rs. 15.26 billion in the same period of last year. 

Postal Saving Bank 

4.33. Postal Savings Bank, under the department of Postal services of the 

Government of Nepal, has been in operation since 1974. Although 117 

Post Offices are authorized to collect deposits, only 68 post offices (60 

District Post Offices and 8 Area Post Offices) have been providing 

banking services as of mid-March 2012. The total deposit of postal 

saving banks, which was Rs 1.15 billion in mid-July 2011, has 

increased by 6.9 percent to Rs 1.23 billion in mid-March 2012. The 

total number of such postal saving bank accounts reached 47,892 by 

mid-March 2012. 

Deposit and Credit Guarantee Corporation 

4.34. Deposit and Credit Guarantee Corporation was established on 20th 

September 1974 with objective to encourage commercial banks for 
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investing resources in priority sectors and avail banking services to 

deprived people at their doorsteps. It has continued guaranteeing loans 

and credits availed to deprived groups and credit for small and medium 

industries in the priority sector including livestock, vegetable crop 

farming, foreign employment, and micro-finance. Out of the 

corporation's paid up capital of Rs 1 billion, Government of Nepal 

shares 87.7 percent, NRB 10 percent, and the rest is of Nepal Bank Ltd 

and Rastriya Banijya Bank.  

4.35. The Deposit and Credit Guarantee Corporation, that guaranteed credits 

worth Rs. 515.5 million as of mid-July 2011 stood at Rs. 546.4 million 

in mid-April 2012. As per the NRB directive issued in October 2011, 

A, B, C and D Class banks and financial institutions must insure deposit 

up to Rs. 200 thousand made at personal saving and fixed accounts. As 

per this provision, the corporation, as of mid-April 2012, has insured 

Rs. 194.48 billion deposit of 193 banks and financial institutions.  

Credit Information Bureau  

4.36. The Credit Information Bureau was established in 1990 at the initiative 

of Nepal Rastra Bank for collecting information on repayment of loans 

and making such information available to banks and financial 

institutions while preparing information on blacklisted credit defaulters. 

The NRB owns 10 percent share, commercial banks 65 percent, 

development banks 10 percent and financial institutions 15 percent to 

the total shares of this Bureau. According to the record available from 

the bureau, the number of blacklisted defaulters of banks and financial 

institutions has reached 3,850 in mid-March 2012 from 3,679 in mid-

July 2011 while 1,687 defaulters were delisted from the black list.  

Rural Self-Reliance Fund 

4.37. Rural Self-Reliance Fund, established in 1990 with the objective of 

providing wholesale credit to government and non-government 

organizations for micro financing activities, has paid up capital of Rs 

443.4 million. Of this, the Government of Nepal has the capital 

investment of Rs. 190 million and NRB has Rs. 253.4 million. The 

Fund has disbursed the credit of Rs 862.3 million by mid-April 2012, of 

which Rs 426.1 million has been recovered while the rest Rs. 436.2 is 

still on investment. 
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Table 4 (m): Transaction Details of Rural Self-Reliance Fund 

Rs. in Million 

Descr iption Mid -July 

2009 

Mid -July 

2010 

Mid -July 

2011 

Mid -March 

2012 

Number of loan 

disbursed districts  

51 54 57 60 

Number of loan 

disbursed institutions 

404 496 548 680 

Beneficiary households 17,990 22,904 27,522 31,358 

Loan amount disbursed 

(in million Rs.) 

269.9 402.2 558.1 862.3 

Recovered amount (in 

million Rs.) 

141.9 203.4 294.9 426.1 

Amount outstanding (in 

million Rs.) 

128.0 198.8 263.2 436.3 

Overdue Loan (in 

percent ) 

7.48 6.23 4.93 4.28 

Source: Nepal Rastra Bank 

Cooperatives Licensed for Limited Banking Transactions 

4.38. A number of Co-operatives, established under the Cooperatives Act, 

1991 and licensed by NRB, are carrying out limited banking 

transactions in line with the NRB guidelines. By mid-March 2012, the 

number of such institutions has reached 16 with 15 cooperatives and 

one National Cooperative Development Bank. The total 

assets/liabilities of these Cooperatives reached Rs. 8.86 billion by mid-

March 2012. Likewise, during the same period, deposit collections of 

these cooperatives reached Rs. 6.43 billion with credit and loans 

totalling Rs. 5.80 billion. These institutions have invested a total of Rs. 

800 million in government bonds, fixed accounts and others as of mid-

March 2012. 

4.39. The number of saving and credit cooperatives registered under the 

Cooperatives Act, 1991 has reached eleven thousand. These 

cooperatives are engaged in lending activities by collecting deposits 

from their members.  
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Table 4 (n): Activities of Savings and Credit Cooperative 

In Rs. million 

Description Savings and Credit Cooperatives 

 Mid -April 

2010 

Mid -April 2011 Mid -Jan 2012 

Number of Cooperatives 8,888 10,558 10,997 

Members 960,648 1,406,021 1,489,671 

Share capital (in million Rs.) 7,278.6 14,222.0 14,167.1 

Savings (in million Rs.) 42,930.6 98,453.8 94,033.8 

Investment (in million Rs.) 48,885.6 80,700.0 89,308.7 

 Source: Government of Nepal, Ministry of Agriculture and Cooperatives, Department of 

Cooperatives 

Financial Sector Reform Program 

4.40. The term of Financial Sector Reform Program started on 30th April, 

2003 under the loan and grant assistance of the Government of Nepal, 

World Bank and Department for International Development/DFID of 

the Government of UK ended on 31st December, 2011. The program 

was implemented with the target of making the financial sector of the 

country healthy, competitive, efficient and professional thereby 

enabling it to contribute largely for countryôs economic development. 

The main activities under the program include (1) re-engineering of 

NRB, and (2) restructuring of Nepal Bank Ltd. (NBL) and Rastriya 

Banijya Bank (RBB), and capacity enhancement of entire financial 

sector.  

4.41. Under the NRBôs re-engineering program, activities such as human 

resource development, strengthening bank regulation and supervision, 

job based organizational restructuring, adoption of bank audit system as 

per international standard have been completed. 

4.42. Under the restructuring program of Nepal Bank Limited and Rastriya 

Banijya Bank Limited, there has been significant improvement in the 

non-performing loan ratio of Nepal Bank Limited and Rastriya Banijya 

Bank Limited from as high as 60 percent to 7.93 percent and 10.85 

percent respectively by mid-January, 2012. 
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Table 4 (o): Non-performing loan and Capital Fund 

Mid -July 

Non-performing loan  

(in percent) 

Negative Capital Fund  

(Rs. in billion) 

NBL RBB NBL RBB 

2003 60.47 60.15 9.8 22.39 

2004 53.74 57.64 8.9 21 

2005 49.64 50.7 7.16 20 

2006 18.18 37 6.3 18.59 

2007 13.5 27.6 6.25 17.21 

2008 12.38 21.65 5.72 15.5 

2009 4.94 15.64 4.88 13.48 

2010 4.98 9.81 4.74 9.84 

2011 5.28 10.92 4.79 10.45 

Mid-January 

2012 
7.93 10.85 

4.52 10.34 

Source: Nepal Rastra Bank 

4.43. There has been a notable progress in the negative capital fund of these 

banks after the implementation of the financial sector reform program. 

Apart from this, these banks saw significant improvement in human 

resource management with right-sizing of staff. Prior to this reform 

program, NBL had 5,652 employees, which has now been reduced to 

2,342 and RBB reduced its employees from 5,522 to 2,555. In addition 

to this, both banks have computerized most of their branches along with 

the operation of Any Branch Banking Services (ABBS). 

Other Provisions Relating to Banks and Financial Institutions 

4.44. A ñBy-law 2011 on the merger of banks and financial institutionsò has 

been introduced for the merger of banks and financial institutions. 

Objective of this by-law is to facilitate the merger process of banks and 

financial institutions so that public faith on those institutions is 

enhanced through consolidation, competency gains, and stability. As a 

result of the policy arrangement made to encourage the merger, a 

number of banks and financial institutions have been opting for the 

same. 

4.45. Of the banks and financial institutions that have submitted application 

seeking license to undertake financial activities as per the policy 

arrangement set forth, license have been issued to 7 banks and financial 



66 
 

institutions in the review period. Likewise, Sanima Bikas Bank has 

been issued approval for upgrade to óAô Class Bank. This bank has 

started carrying out financial transactions as approved.  

4.46. Under the provision of providing refinancing facility to bank and 

financial institutions against the collateral of their good loans, Nepal 

Rastra Bank (NRB) has provided Rs. 868.6 million as ordinary 

refinancing facility to three licensed banks and financial institutions 

including two óAô class banks and one of óCô class finance company. 

Likewise, Rs. 843 million worth refinancing facility has been provided 

to three banks and financial institutions for refinancing hydropower 

projects. In the previous fiscal year, a total of Rs. 5.38 billion was 

sanctioned to 17 banks and financial institutions as refinancing facility 

against the collateral of good loans and all this has been paid back. 

4.47. Following the NRB's policy arrangement to provide interest free loan 

up to Rs 5 million to banks and financial institutions opening branches 

in the district headquarters and Rs. 10 million to those banks and 

financial institutions opening branches outside the district headquarter 

of those districts having less financial services, NRB has provided 

credits of Rs. 110 million at zero percent interest to banks and financial 

institution in the review period.  

4.48. Risk level to overall financial sector is growing with increased number 

of bank branches, new technologies, and business diversification. In 

this context, necessary action is being taken to implement Risk Based 

Supervision System aimed at making the bank supervision more 

effective by focusing on areas identified as risk prone. For this, 

International Monetary Fund (IMF) has also extended technical 

support. 

4.49. As per the policy arrangement to conduct On-Site Inspection of all the 

commercial banks at least once a year, such inspection of 22 

commercial banks has been completed by mid-March 2012. Besides, 

overall onsite inspection of the rest of the commercial banks has been 

planned to be completed by the end of the current fiscal year. 

Weaknesses observed during the supervision are corrected on the spot 

to the extent possible. Similarly, based on the inspection report, 

directives with the time frame are issued for the correction of 

weaknesses observed. Follow-up monitoring and supervisions are 

carried out to check whether directions issued so are implemented. 

According to this, the second quarterly implementation report of the FY 
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2011/12 has already been prepared. Supervision, monitoring and 

implementation works have been carried out expeditiously after reforms 

in the departmental structure and reestablishment of units under the on-

site and off-site supervision arrangement.  

4.50. A high level Financial Sector Coordination Committee has been 

established under the chairmanship of the Minister for Finance to cope 

up with the challenges being encountered by the financial system as a 

whole and to move ahead with the financial sector regulatory agencies 

in a coordinated manner to find out solutions of possible challenges.  

Challenges and Opportunities 

4.51. The uncertainty observed in the aftermath of the financial crisis in the 

US has been spread-out all over the world. Currently, the Euro Zone is 

reeling around further uncertainty due to the greater fiscal crisis. These 

uncertainties are about to result in weaker growth and inflationary 

pressure around the world. In this context, the potential threat of 

international inflationary pressure, especially in India with its slowed 

economic growth will obviously have influence on the Nepalese 

economy. At the same time there is a need for economic transformation 

of the country that addresses swirling aspirations of the people for 

economic development and opportunities. Acknowledging this fact, 

attaining sustainable economic growth through sensible efforts and 

practices of fiscal and monetary policies is the major challenge of the 

day. It is very urgent to promote transparency and discipline in the 

activities of banks and financial institutions for enhancing effectiveness 

of monetary policy as monetary instruments have no direct link with 

economic goals but the banks and financial institutions could bridge the 

gap between these two. 

4.52. Despite the continued growth of banks and financial institutions, credit 

disbursement to the agriculture sector is compared to the expanded total 

credit investment ratio. Inability of small and poor farmers towards 

fulfilment of necessary borrowing procedures from the banking system 

like valuation of collateral against loans, and lacking the payback 

capacity discourage them from using bank loans on one hand and 

savings and credit facility available from cooperatives is inadequate to 

their requirements and that also at higher interest rate consequently 

leading to higher cost of agricultural production on the other. To 

address these problems and facilitate farmers to easily obtain 
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agricultural loans, there is an urgent need to create conducive 

environment.  

4.53. Mandatory requirement has been made for the banks and financial 

institutions to insure deposits up to Rs five hundred thousand by 

encouraging deposits for the countryôs economic development, 

maintaining peoplesô trust on banks and financial institutions, and 

protect the interest of common depositors. However, formulation and 

immediate enactment of a new Deposit Insurance/Guarantee Act is 

necessary due to inadequacy of the existing provision to access the 

banking system to maximum number of the people and communities. 

Likewise, the capital volume of Deposit and Credit Guarantee 

Corporation needs gradual augmentation along the growth in banking 

transactions.  

4.54. Rural farmers have not been able to access and avail adequate banking 

services due to minimal presence of banks and financial institutions in 

rural areas. The practice of providing financial services by rural farmers 

run savings and credit cooperatives has been increasing in those areas 

having limited availability of financial services. Hence, it is imperative 

to strengthen the monitoring work to ensure capacity enhancement of 

such cooperatives and make them strictly maintain financial discipline.  
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5. Insurance and Capital Market 

Importance of Capital Market  

5.1. Capital Market helps flow of non-productive small savings spread 

among the people to the productive sector through mobilization. Capital 

Market establishes working relationships between the people engaged 

in saving, mobilization, and investing capital. A capital Market play a 

vital role in the economy as it mobilizes the unproductive financial 

resource remaining scattered among various sectors and encourages 

investment in productive sectors of the economy.  

Primary market  

5.2. In the first eight months of the FY 2010/11, 27 companies issued shares 

and mobilized capital equivalent to Rs. 4,037.7 million. Of those 27 

companies, 17 companies issued ordinary shares while 10 companies 

issued right shares through the primary securities market. In the first 

eight months of the FY 2011/12, seven companies mobilized capital 

equivalent to Rs. 724.3 million, of which three issued ordinary shares 

one company issued debentures, while 3 companies issued right shares 

through the primary securities market. The amount against issuance of 

shares in the review period is 82.06 percent less than that was 

mobilized in the same period of the previous fiscal year while only Rs. 

400 million has been mobilized through issuance of debentures.  

5.3. Since last 4 years, the amount of capital mobilized through the capital 

market in the primary market segment of the securities market been 

continuously dropping. In the fiscal year 2008/09 a total of Rs. 16.82 

billion was mobilized through sale of ordinary shares, right shares and 

debentures. Such amount in the fiscal year 2010/011 was Rs. 6.85 

billion, while only Rs. 720.0 million has been mobilized during first 

eight months of the current fiscal year. Moreover, the number of 

organized institutions engaged in capital mobilization has also been 

unexpectedly dropping since last 4 years. The number of companies 

appearing at the Board for registration of Bonus shares and amount has 

been declining as well. In the fiscal year 2008/09, 68 companies had 

announced dividends or Bonus shares, while in the fiscal year 

2010/011, only 43 companies have done so. In the first 8 months of this 

fiscal year only 19 companies have registered with the Board for Bonus 

distribution. The security transaction amount, transaction number and 

other indicators in the secondary market segment of securities has also 
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been continuously dropping. By the end of the fiscal year 2008/2009 

NEPSE Index that recorded 963.36 points has continuously slipped 

recording as low as 313.92 points by the end of first eight months of the 

current fiscal year. The number of listed companies and paid-up price 

of securities, however, has been on increase. 

Table 5 (a): Primary Market Trend  

 (In million Rs.)  

Source: Securities Board of Nepal. 
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Chart 5 (a) : Primary Issue (Rs. In million)

 

Particulars  

Fiscal Year 

 

2005/06 

 

2006/07 

 

2007/08 

 

2008/09 

 

2009/10 

 

2010/11 

First Eight Months  

2010/2011 2011/12 

1. Capital 

Mobilization 
2,443.3 2,295.5 9,968.2 16,828.5 10,822.4 6,854.0 4,037.7 724.3 

a. Ordinary 

Shares 
579.8 380.2 924.8 1,815.7 2,649.3 1,727.7 639.0 123.5 

b. Right Shares 1,013.5 1,265.3 6,093.4 14,262.8 8,173.0 5,075.2 3,398.7 200.8 

c. Preference 

Shares 
 - 400.0  -  -  -  -  -  - 

d. Debenture   850.0 

 

 250.0 2,950.0 750.0  -  50.0   -  400.0 

e. Citizens 

Unitary Plan 
1,486.3 

 

1,702.3 980.0 953.4 1,008.8 315.4 298.8 330.8 

2. Number of 

Capital 

Mobilizing 

Companies 

 

 29 

 

 34 

 

 64 

 

 64 

 

 61 

 

 47 

 

 27 

 

 7 
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5.4. By the end of the Fiscal Year 2010/011, the number of companies listed 

in Nepal Stock Exchange Limited was 202. In the first eight months of 

the FY 2011/12, additional 13 companies were listed resulting in 215 

companies. Likewise, the total number of listed development bonds in 

the review period has reached 20 with listing of two new additional 

development bonds worth Rs. 8.0 billion, while the number of 

institutional bonds has reached to 14 with listing of the paid-up value of 

Nepal Investment Bank bond worth Rs. 3 hundred million. At the end 

of the first 8 months of the FY 2010/011, the market capitalization 

value slipped by 13.04 percent in comparison to the same period of the 

previous fiscal year totallingRs. 293.55 billion, which at the end of the 

first eight month of previous fiscal year 2009/10 was to Rs. 337.57 

billion. The market capitalization value that had reached Rs. 323.47 

billion at the end of the FY 2010/11 has continuously slipped and has 

arrived at this point. The main reasons behind this downfall are 

uncontrolled expansion in the commodity market, troubles seen in the 

listed bank and financial companies, incapableness to raise the demands 

of security, changes in interest rates, and the lack of institutional 

investment. 

 

5.5. Altogether, 24.3 million units of shares worth Rs. 5,276.7 million were 

traded in the FY 2011/12, with an increase of 23.51 percent over the 

corresponding period of the previous fiscal year. In first eight months of 

FY 2010/11, altogether 16.875 million units of shares worth Rs 4272.3 

million were traded. 

5.6. The paid-up value of listed shares rose by 12.11 percent reaching Rs. 

108,471.0 million in the first 8 months of the current fiscal year 

2011/12 as compared to Rs. 9,675.5 million in the corresponding period 
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Chart 5 (b): Market Capitalization
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of the previous fiscal year. 

5.7. The number of share transactions conducted in the first nine months of 

FY 2011/12 increased marginally by 0.85 percent totalling195,273 

shares as compared to the transaction of 193,631 shares conducted in 

the same period of the precious years 2010/2011. 

Table 5(b): Secondary Market Trend 

Rs. In million 

  

Description 

Fiscal Year First eight Months 

2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2010/11 2011/12 

Securities 
Transaction 

Amount 

3,451.40 8,360.10 22,820.80 21.681.1 11.851.1 6,665.30 4,272.30 5,276.70 

Number of 

Securities 
Transaction 

(1000) 

12,222 18,147 28,599.77 30,547.17 26,231.35 26,240.39 16,875.29 24,302.24 

Transactions 
Number 

97,374 120,510 150,800 209,091 213,733 302,364 193,631 195,273 

Market 

Capitalization 
9,681.37 18,630.13 36,624.75 51,293.90 37,687.13 32,348.43 33,757.43 29,355.64 

Percentage of 

Market 
Capitalization 

Transactions  

3.56 4.48 6.23 4.23 3.14 2.06 1.27 1.8 

Market 
Capitalization 

/GDP 

(Percent) 

14.8 25.6 44.9 51.74 32.15 19.48 28.49 18.48 

Paid up Price 

of Shares  
20,008.60 21,798.80 29,465.00 61,140.00 79,356.00 1,000.238.0 96,755.00 108,471.00 

Number of 

listed 
Organized 

Institutions 

135 135 142 159 176 209 202 215 

Type of 
Securities 

Transaction 

(Script 
Traded) 

110 116 136 170 198 222 205 211 

NEPSE Index 

(Points) * 
386.86 683.95 963.36 749.1 477.73 362.85 384.17 313.92 

Source: Securities Board of Nepal, Nepal Stock Exchange Limited  
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5.8. NEPSE index that indicates the status of the entire secondary market 

stood at 313.92 points in mid-February of the fiscal year 2011/12. This 

figure is a decline of 35.44 percent as compared to the corresponding 

period of previous fiscal year. NEPSE Index stood 362.85 points at the 

end of the FY 2010/11. 

 

Securities Board of Nepal (SEBON) 

5.9. Mutual Investment Fund Regulation, 2010 under the Securities Related 

Act, 2006, has been implemented and Nepal Rastra Bank has already 

brought into effect the policies on fund management. By mid-March 

2012, two companies namely Siddhartha Mutual Fund and Nabil 

Mutual Fund have been registered and permissions issued to go into 

operation in pursuance of the objective of encouraging entry of the 

banks and financial institutions desiring to establish mutual investment 

fund. 
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5.10. In the review period of the FY 2011/12, bonus shares equivalent to Rs. 

1,517.1 million of 19 listed companies has been registered with the 

Board. In the same period, the Board has approved issuance of ordinary 

shares of three financial institutions and debenture of one institution 

totalling Rs. 513.5 million. Moreover, permission is also given for 

issuance of rights shares worth Rs. 208.50 million. 

5.11. In the review period, SEBON has granted permission to the Central 

Depository System and Clearing Ltd. to establish Central Securities 

Depository System for bringing efficiency in the processes involved for 

approval, clearing and settlement, and ownership transfer of securities. 

Besides, process for company operation is initiated upon approval of 

the Company Operations By-Laws. 

Box 5 (a) Central Deposit System and Clearing Ltd. 

This company was founded on 22 December 2010 with the objective 

of establishing and operating a central depository system for the 

organized development of capital market of the country by ensuring 

well organized securities transactions through an arrangement of 

maintaining documentation of share transactions, and clearing and 

settlement system electronically. This fully Nepal Stock Exchange 

owned company has authorized capital of Rs. 500 million, and Rs. 300 

million is paid up. Main objective of the company is to take charge of 

shares, debentures, bonds, stocks and other securities, and conduct 

paperless transactions of securities, facilitation, ownership transfers of 

securities/instruments and maintain up to date records of such 

transactions electronically. Besides, the company will facilitate the 

professional transactions of securities/instruments in the country 

through electronically managed central depositary system. For this, the 

company will establish and operate a modern share trading network by 

electronically linking the organized stakeholder member institutions, 

share issuance agencies, registrar and transfer representatives, stock 

exchange, and clearing agencies. Such arrangement is expected to 

bring simplicity, easiness, effectiveness and efficiency in the existing 

trading system. 

The company has established its office; installed necessary hardware 

as infrastructure for starting and managing the depository service; and 



75 
 

has also developed a Central Depository Accounting Software 

(CDAS). Likewise, development of a separate Clearing and Settlement 

Software (CnS) is in final stage for providing services relating to clearing 

and settlement of securities traded in the secondary market. Securities 

Transactions Act, 2006, Central Depository for Securities Deposits Rules, 

2010 and Central Depository Services Rules, 2011 have been approved for 

operation and management of the Central Depository of Securities.  

5.12. Approval in principle has been provided to ECRA India, Ltd. for 

making an entry into the credit rating service in the securities market in 

line with the objective of permitting companies desiring to enter into 

the credit rating business. In the process, securities allocation 

guidelines, and mutual investment guidelines are being drafted. 

5.13. The Board, imparted basic knowledge on securities market to 1,500 

people belonging to general investors, organized agencies/institutions, 

businessmen, bankers, listed companies, teachers/professors, economic 

journalists, legal practitioners, and students by organizing training 

programs in Kathmandu valley, and Banepa, Nepalganj, Dhangadhi, 

Surkeht, Rolpa districts outside the valley. Moreover, Extensive 

additional training programs are planned in other parts of the country 

(outside Kathmandu valley) as well. Necessary preparation is underway 

for Training of Trainers (ToT) necessary for the extension of securities 

education throughout the country.  

5.14. Necessary process has been initiated for attracting NRN investments in 

Nepal based on the report prepared by a Committee comprising 

members representing SEBON, Nepal Rastra Bank, and NRN. Also, a 

draft has been prepared for amendment in Mutual Investment Fund 

Rules, 2011 to facilitate NRN investment through the Fund. 

Nepal Stock Exchange Limited 

5.15. An MOU is signed between Nepal Stock Exchange and Korea Stock 

Exchange for the potential mutual cooperation in the field. 

5.16. To simplify the investorsô access, transactions are being carried out 

through the countryôs main cities like Biratnagar, Birgunj, Butwal, 

Pokhara and Narayanghat while necessary monitoring and studies are 

being conducted.  

5.17. Of the transactions of listed securities worth Rs. 24.0 billion targeted to 
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take place through the licensed members in the previous fiscal year, 

transactions equivalent to only Rs 6.67 billion were conducted. As a 

result of the constantly slipping secondary market, securities worth Rs. 

5.27 billion were traded till mid-February of this year. A total of six 

companies have been listed in the review period due to constant 

slippage of aggregate market indicators and apparent weakness seen on 

issuance of shares in the primary market. 

The Securities Traders 

5.18. In the review period of the fiscal year 2011/12, the number of share 

brokers has reached 48. As only 23 share-brokers were found engaged 

in share trading business, additional 25 share brokers have been issued 

with license to make the business more competitive in the given size of 

the share market. In the review period, in the review period, 12 

merchant bankers exist, while by the end of the FY 2010/11 there were 

23 share brokers and 14 merchant bankers. In the review period, the 

Board has conducted on site monitoring and supervision and prepared 

report. 

Mutual Fund Plan 

5.19. Trading of the units of mutual fund plan is being carried out by NCM 

Mutual Fund through the secondary market. In the first eight months of 

the FY 2011/12, investment of the NCM Mutual Fund stood at Rs. 

136.1 million, which is 5.8 percent more in comparison to the 

corresponding period of the previous fiscal year. However, as compared 

to the previous fiscal year, income of the plan decreased by 1.8 percent 

totalling Rs. 6.64 million. Planôs per unit net asset value in the first 

eight months of the previous fiscal year was Rs. 33.73, which in the 

review period has come down to Rs. 21.28. 

Citizen Investment Trust (CIT) 

5.20. By mobilizing both personal and institutional savings, CIT has been 

maintaining the investment flow by providing amount in the form of 

loan to different sectors. Besides, the Trust has been providing share 

issuance and sales managerial services under the Merchant Banking 

Business. The Trustôs assets/liabilities that stood at Rs. 28.43 billion by 

mid-July 2011 grew to Rs. 31.9 billion by mid-March 2012. The trust 

fund, which shares a big chunk of the Trustôs liability, grew by 20.87 

percent by the first eight months of the FY 2011/12 reaching 28.55 
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billion as compared to the corresponding period of the previous fiscal 

year. Such liability grew to Rs. 25.08 billion by mid-July 2011 from Rs. 

23.72 at mid-March of the previous fiscal year.  

5.21. The Trust, as a merchant banker under the capital market service, 

completed the issuance of general and rights shares totalling to Rs. 2.54 

billion in FY 2010/11. Amount of such transactions by the first eight 

months of FY 2011/12 has totalled Rs. 2.43 billion. In the review 

period, the Trust provided share registrar service equivalent to Rs. 2.49 

billion. 

5.22. Of the total fund collected until first eight-months of the review period, 

shares of Employees Saving Increment Approved Retirement Fund, 

Citizen Unitary Plan, Gratuity Fund Scheme, Investorsô Accounts 

Scheme, and the fund collected from the insurance fund has been 61.7 

percent, 1.16 percent, 17.61 percent 5.63 percent and 13.83 percent 

respectively.   

5.23. CIT, by mid-July of FY 2010/11 invested Rs. 23.67 billion, which is at 

3.42 billion more than its total investment in FY 2009/10. By mid-

March 2012, such investment reached to Rs. 27.21 billion in 

comparison to Rs. 22.73 billion during the corresponding period of the 

previous fiscal year. From the investment portfolio structure, as of mid-

March 2012, shares of fixed deposit, government bonds, share 

securities, period loans, and participate borrow/home loans, stood at 

54.50 percent, 7.93 percent 7.48 percent, 16.32 percent, and 13.75 

respectively. Compared to same period of the previous fiscal year, 

investment in fixed deposit decreased by more than 10 percent. 

5.24. Level of CIT investments that was concentrated in fixed deposit, is 

being gradually reduced. Policies have been drafted with focus on 

investment diversification. For this, investment policy has been 

improvised. Likewise, co-financing procedures, 2011 has been drafted 

for expanding investments in infrastructure and projects construction. 

With the aim of purchasing shares from the secondary market, 

infrastructure building is in process for making arrangement of the 

Market Maker. Arrangement of Accident Insurance Trust of Rs. 

100,000 has been made for the participants of the Employees Saving 

Increment Approved Retirement Fund, which is effective from 17 

January 2012. 
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Commodity Market  

5.25. Six Commodity Exchanges are operating since commodity market 

operations began in Nepal in 2007. Of these, Commodity and Metal 

Exchange Ltd., Mercantile Exchange Nepal Ltd., Nepal Derivative 

Exchange Ltd., Nepal Spot Exchange Ltd. and Commodity future 

Exchange Ltd. have been established as public limited companies while 

Wealth Exchange Pvt. Ltd. has been established as a private company. 

Out of six exchanges in operation, four are future exchanges and two 

are spot exchanges. Wealth Exchange is the first commodity exchange 

company established as a Spot Exchange in Nepal. 

5.26. In the review period, SEBON formed a Commodity Market Study 

Committee comprising of experts for creating foundation for regulatory 

arrangement. The Committee, after conducting study on problems, 

challenges, and possibilities as per its terms of reference is preparing its 

study report.  

5.27. Commodity market has notably expanded in a very short period. Since 

establishment of Commodity and Metal Exchange Nepal Ltd. as a first 

commodity exchange company in 2007, by now six Commodity 

Exchange Companies are carrying out their operations in Nepal. It 

seems that every individual company has their own work policy, 

margin settlement and software system. In all there are 200 brokers in 

these Exchange Companies. There is the need for a separate regulatory 

agency for a healthy and balanced development through market 

systemization. 

Insurance Sector 

Current Status of Insurance Business 

5.28. Insurance Committee established on 14 May 1969 under the Insurance 

Act, 1992, has been carrying out its operation as a regulating agency by 

systemizing and regulating insurance business. Under the Committee, 8 

companies carry out life insurance, 16 companies carry out non-life 

insurance and 1 insurance company has been carrying out both the kind 

of businesses totalling25 companies engaged in insurance business. 

According to figures of ownership structure insurance companies, 3 are 

in form of branch of foreign insurance companies, 3 on joint investment 

with foreign companies, 18 in private ownership, and 1 in Government 

ownership. 
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Table 5 (c): Ownership structure of Insurance Companies 

Ownership Non-Life Life Life/Non-Life Total 

Government - - 1 1 

Private 13 5 - 18 

Foreign 2 1 - 3 

Joint 2 1 - 3 

Total 17 7 1 25 
Source: Insurance Committee. 

5.29. The total financial source and their utilization of life and non-life 

insurance companies operating in the country by mid-July of 2011 have 

reached Rs 61,213.4 million, which is 22.46 percent growth as 

compared to the previous fiscal year. By mid-January of 2012, such 

amount has reached to Rs. 67,183.4 million. 

Table 5 (d): Sources and Utilization of Life and Non-Life Insurance 

Companies* 

      (In million Rs.) 

Resource Fiscal year 

2008/09 

Fiscal year 

2009/10 

Fiscal year 

2010/11 

Fiscal year 

2011/12** 

 Life  Non-

life 

Life  Non-

life 

Life  Non-life Life  Non-life 

a) Paid up 

capital 

1,647.3 1,270.4 1,890.0 1,560.0 2,451.4 1,642.0 2,451.4 1,642.0 

b) Reserve Fund 26,425.4 2,383.7 33,250.0 4,060.0 44,040.0 6,830.0 48,020.0 7,850.0 

c) Other 

Liabiliti es 

1,565.0 3,722.5 2,980.0 3,720.0 2,750.0 3,500.0 3,200.0 4,020.0 

Utilization  29,637.7 7,376.6 38,120.0 9,340.0 49,241.4 11,972.0 53,671.4 13,512.0 

a) Cash in Bank 

and at Hand 

1,079.9 657.5 920.0 700.0 750.0 900.0 820.0 980.0 

b) Investment 26,062.9 4,966.9 33,500.0 6,700.0 44,491.4 8,202.0 48,491.4 8,942.0 

c) Fixed Asset 566.2 522.3 1,540.0 870.0 2,100.0 1,070.0 2,290.0 1,270.0 

d) Other Assets 1,928.7 1,229.9 2,160.0 1,070.0 1,900.0 1,800.0 2,070.0 2,320.0 

Net 

Resource/Net 

Utilization  

29,637.7 7,376.6 38,120.0 9,340.0 49,241.4 11,972.0 53,671.4 13,512.0 

Source: Insurance Committee 

*With inclusion of estimates of Rastriya Beema Samiti 

**Only till Mid -March 2012 
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Gross Insurance Income 

5.30. In the FY 2006/2007, insurance business of Nepal earned Rs. 5,682.4 

million against life and non-life insurance fees. In succeeding years 

thereafter, there has been gradual increase in insurance fees helping 

insurance income earning reach a total of Rs. 15,262.7 million in the 

FY 2010/11, which is a growth of 38.05 percent from the previous 

fiscal year. The reason behind such growth in fees income can be 

mainly credited to introduction of compulsory third party insurance of 

motor vehicles. In the Fiscal Year 2010/2011, total insurance fees 

income reached to Rs 17,486.1 million, which is approximately 15 

percent higher as compared to such income in FY 2009/2010. 

Contribution of Insurance Fees Income to GDP 

5.31. Contribution of gross insurance fees income to GDP (at current prices) 

in FY 2010/11 stood at 1.31 percent. Such contribution in FY is 

estimated to reach 1.41 percent from 0.96 percent by the end of FY 

2011/12 with a gradual growth from 0.96 percent in FY 2006/07.  

Table 5 (e): Mobilization of insurance premium and status of investment. 

Fiscal Year Total Insurance Fees Income 

(in million Rs.) 

Growth 

rate 

(percent) 

Investment (in million Rs.) Contribution 

of insurance 

fees income to 

GDP 

2004/05    17.61 11,800.2 3,031.0 14,831.2 0.96 

2005/06 3,788.9 2,854.9 6,643.8 16.92 15,201.1 3,211.0 18,412.1 1.01 

2006/07 4,623.3 3,288.9 7,912.2 19.09 18,397.6 3,447.5 21,845.1 1.08 

2007/08 5,489.9 3,851.9 9,341.8 18.07 20,349.9 4,183.1 24,533.0 1.14 

2008/09 6,635.7 4,420.4 11,056.1 18.35 26,516.2 5,007.9 31,524.1 1.11 

2009/10 8,766.0 6,496.7 15,262.7 38.05 29,939.9 5,927.6 35,867.5 1.30 

2010/11 10,422.2 7,063.9 17,486.1 14.56 42,751.1 7,472.7 50,223.8 1.31 

2011/12* 11,600.0 8,100.0 19,700.0 12.66 47,600.0 870.0 56,300.0 1.41 

Source: Insurance Committee 

*Estimate 
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Problems and Challenges 

5.32. Although economic indicators have been positive in recent days, 

securities market index, however, could not grow. In a situation 

whereby NEPSE Index is not growing. It has been a challenging task of 

upholding the confidence of investors in the capital market with its 

sustainable development. 

5.33. Currently, more than 90 percent of companies listed in the securities 

market are banks and other financial institutions. As the presence of 

real sector companies remains minimal in securities market, it is very 

necessary to create congenial environment for entry of such companies 

in this market.  

5.34. There is the absence of real price and stability in the secondary market 

of securities and lack of necessary facilities in major cities of the 

country for securities trading. In such a situation, it is a difficult and 

challenging task to avail investment opportunities by making the 

investment education nationwide through the use of the limited means 

and resources.  

5.35. In view of rapid expansion of Commodity Market in Nepal, 

establishment of a separate regulatory agency has become utmost 

necessary. 

5.36. Due to the continuous slip in the transactions of Citizen Unitary Plan of 

CIT, there is a probability of losing the confidence towards the Trust 

Fund being collected under the Plan.  

5.37. There is a need to bring improvement in the unhealthy practice of listed 

companies like not getting financial accounts audited in a timely 

fashion, not taking care whether even audited accounts of the different 

organized sector institutionsô reconcile with each other, and disseminate 

sensitive information that could affect market price in such a way that 

serve their own interests. For this, it is necessary to make institutional 

sector transparent through implementation of International Financial 

Reporting Standards ï IFRS. It is another challenging task to develop 

and instil principles and pride of a credible, reliable, and institutional 

good-governance amid absence of institutional culture in many of 

industrial enterprises and even in public companies.  

5.38. It is also a difficult  and challenging task to make the capital market a 

sustainable and trustworthy medium for capital mobilization through 
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institutional arrangement for conducting continuous studies, researches, 

investor education, public awareness, and training programs.  

5.39. Absence of legal provision for regulating a Trustee, despite imperative 

necessity of such an arrangement for securing the interest of 

beneficiaries of institutional bonds, mutual investment fund and 

depository service is adversely affecting the development of securities 

market. There is a need for a separate legal provision to deal with this 

shortcoming.  

5.40. Ordinary shares occupying a major place out of security instruments 

available in the market, lack of developed instruments like future option 

index, internet-based trading, and unavailability of supplementary 

business broker services are the other roadblocks on investment 

promotion.  

5.41. Another challenge is broadening the scope of work of stock brokers in 

the market through the provision of margin financing facility, and 

enhancing effectiveness of merchant bankers also through expansion of 

their working territories.  

5.42. Challenges, such as, maintaining institutional good governance in 

insurance companies, enhancement of awareness to wards insurance 

business and development of information system that suits changing 

time, exits in this sector. 



 
 

 

 

 

 

 

 

 

 

 

 

 

6. EXTERNAL SECTOR 
 



83 
 

6. External Sector 

Structure and Tendency 

6.1. External sector management, amid globalization and economic 

liberalization, has become an important part of the macroeconomic 

policies. This requires maintaining the balance of payments with the 

help of the factors influencing current account, capital account and 

financial account, also by restraining the ratio of the import and export 

at a certain level. Managing the external sector remains a challenging 

task for Nepal due to a number of factors. These, among others, include 

large trade volume with India almost about two-thirds of total trade, 

dominance of import over export, and large dependence on remittance 

inflow. Since Nepal's external sector management largely depends on 

remittance inflow and any event occurring in international level directly 

affects such inflow, there is a need to explore alternatives that could be 

helpful in maintaining the balance of payment in the long run. 

6.2. Nepal has not been able to make notable progress in the production and 

promotion of exportable goods, except for engaging in the production 

of a limited number of traditional items. However, current account 

balance, on an average, recorded a surplus in the last decade mainly due 

to the remittance income.  

6.3. Though current account balance remained favourable with due credit to 

remittance inflow, the trend of trade in goods for about a decade shows 

that the trade deficit has been expanding. It is due to the dominance of 

import than that of export. Consequently, trade deficit that stood at 15 

percent of GDP in 2002/03 widened to 24 percent in 2010/11. While 

export slipped from 10 percent of GDP in 2002/03 to 5 percent in 

2010/11, ratio of import to GDP increased from 25 percent to 29 

percent in these years. 

Foreign Trade 

6.4. Foreign Trade, which seemed sluggish in the previous fiscal year, 

increased by 16.3 percent to Rs 3.44 billion in the first eight months of 

2011/12, against a marginal growth of 1.9 percent in the same period 

last fiscal year. In the review period, total export increased by 14.1 

percent and import by 16.6 percent. The share of export and import in 

total foreign trade remains 14.1 percent and 85.9 percent respectively. 

Trade deficit in the first eight month of FY 2011/12 recorded a rise of 
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17.1 percent as compared to 0.3 percent increase in the last fiscal year. 

 

Export  

6.5. In the first eight month of 2011/12, total export increased by 14.1 

percent to Rs. 48.56 billion as compared to an increase 5.9 percent in 

the same period of the previous fiscal year. In this period, growth rate 

of export to India and other countries has been 14.5 percent and 13.5 

percent respectively. In the same period of the previous fiscal year, 

growth of export to India had increased by 10.1 percent while export to 

other countries had recorded a decline of 1.7 percent. 

6.6. Especially export of clothing, polyester yarn, G.I. Pipes, boulders and 

sand, and cardamom to India has recorded an increase. Similarly, 

export of carpet, readymade apparel, Pashmina, Nepalese Paper and 

paper made items, and leather to other countries has increased. While 

India accounts for 67.1 percent of total exports, the share of other 

countries stands at 32.9 percent.  

Import  

6.7. Imports in the first eight months of FY 2011/12 recorded a growth of 

16.6 percent totalling Rs 295.24 billion as compared to marginal growth 

of 1.2 percent in the same period of the previous year. In this period, 

import from India increased by 12.0 percent, while imports from other 

countries recorded a growth of 26.3 percent. The growth rate of imports 

from India and other countries in the same period of the previous fiscal 

year was 24.7 percent and 27.2 percent respectively. Primarily, import 

of Petroleum products, Coal, Fertilizer, Readymade Garments, 
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Agricultural tools, and spare parts from India has increased. Import of 

gold, unprocessed soybean oil, silver, edible oil and other machineries 

and spare parts from other countries has increased. In total import, the 

share of India and other countries stood at 64.8 percent and 35.2 percent 

respectively. 

Table 6 (a) Foreign Trade Situation 

(First eight months) 

Percentage change 

Description 2065/66 2066/67 2067/68 2068/69 

Export  16.2 -8.5 5.9 14.1 

India 3.7 -3.3 10.1 14.5 

Other countries 42.9 -16.8 -1.7 13.5 

Import  26.3 41.8 1.2 16.6 

India 12.1 38.0 24.7 12.0 

Other countries 50.9 46.8 -27.2 26.3 

Trade Balance 30.1 58.6 0.3 17.1 

India 15.6 53.3 28.2 11.5 

Other countries 53.4 65.0 -30.9 28.9 

Total Trade 24.2 31.8 1.9 16.3 

India 10.2 29.3 22.4 12.4 

Other countries 49.4 35.2 -24.4 24.4 

Share in Total Export 

India 60.9 64.4 66.9 67.1 

Other countries 39.1 35.6 33.1 32.9 

Share in Total Import 

India 56.3 54.7 67.5 64.8 

Other countries 43.7 45.3 32.5 35.2 

Share in Trade Balance 

India 54.7 52.9 67.6 64.3 

Other countries 45.3 47.1 32.4 35.7 

Share in Total Trade 

India 57.2 56.1 67.4 65.1 

Other countries 42.8 43.9 32.6 34.9 

*  Provisional  

Source: Nepal Rastra Bank 
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Trade Balance 

6.8. In the first eight months of the current fiscal year, deficit from trading 

of goods rose by 17.1 percent to Rs. 246.68 billion. In the same period 

of the previous year, trade deficit had risen marginally by 0.3 percent. 

Of the total trade deficit, deficit with India in the review period rose by 

11.5 percent compared to a growth of such deficit by 28.2 percent in the 

corresponding period of the previous fiscal year. However, the trend is 

reversed for other countries with a 28.9 percent rise recorded in the 

trade deficit during the first eight months of the current fiscal year, 

compared to a 30.9 percent decline in the same period last year. The 

export/import ratio in the review period decreased marginally from 16.8 

percent to 16.4 percent owing to higher level of import.  

Balance of Payments (BOP) 

6.9. The BOP recorded a surplus of Rs. 79.90 billion in the first eight 

months of the current fiscal year compared to a deficit of Rs. 11.29 

billion in the same period last year. Current account situation has also 

improved with a surplus of Rs. 37.51 billion in the review period 

compared to a deficit of Rs. 8.79 billion in the same period last year. 

This is mainly due to the growth in remittance income and grants, and 

notable improvement in services income. In dollar terms, BOP surplus 

and current account surplus reached $1,175.0 million and $469.7 

million respectively in the first eight months of the current fiscal year. 

In the same period of the previous year, there was a BOP deficit of US 

$152.4 million and current account deficit of $119.2 million. 

6.10. In the review period, FOB price based deficit on trade of goods rose by 

16.9 percent to Rs. 237.54 billion. Export and import recorded growth 

of 18.2 percent and 17.1 percent in the review period compared to a 

growth of 8.1 percent and 1.4 percent respectively in the same period 

last year. 

6.11. In the review period, services income grew by 34.6 percent. While 

income from tourism rose by 29.9 percent to Rs. 21.36 billion, other 

incomes inclusive of communication and insurance belonging to 

services category rose notably by 41.5 percent to Rs. 18.85 billion. In 

first eight months of the previous year, tourism revenue had fallen by 

20.7 percent while other revenues in this category had recorded a 

growth of 26.5 percent. In the review period, the service accounts 

expenditure has decreased by 16.5 percent. In comparison to the 
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previous year, expenditure on transportation under the services payment 

rose by 17.0 percent and travel expenses fell by 26.1 percent. 

Expenditure on education under the travel budget head has decreased 

by 24.2 percent compared to the previous fiscal year. Services account 

has recorded a surplus of Rs. 11.7 billion as a result of expansion in 

services income and decline in services payments. 

 

6.12. Remittance inflow recorded a notable growth of 34.7 percent to Rs. 

217.76 billion in the review period compared to a 12.3 percent growth 

to 161.61 billion in the same period last year. Likewise, while grants 

rose by 28.8 percent, pension income fell by 8.6 percent. Compared to 

the same period of the previous year, net transfer income rose by 29.7 

percent to Rs. 256.88 billion. Current account has been in surplus with 

due credit to improvements in services account and transfer income. 

Table 6 (b) Remittance Income 
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Rs. in billion  97.69 100.14 142.68 209.70 231.73 253.55 217.77 

Annual percent 

change 49.0 2.5 42.5 47.0 10.5 9.4 - 

Ratio to GDP 14.9 13.8 17.5 21.2 19.4 18.5 - 
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6.13. The amount received as net capital transfer during the review period 

totalled Rs. 10.25 billion compared to Rs. 9.48 billion in the 

corresponding period last year. In the financial account, Foreign Direct 

Investment of Rs. 6.02 billion has been received during the review 

period compared to Rs. 5.47 billion in the corresponding period last 

year. Other investment assets received in the first eight months amount 

Rs. 9.11 billion compared to Rs. 17.44 billion last year. On the other 

investment liabilities side, while inflow of the government debt 

amounts Rs 6.63 billion, Rs. 7.6 billion has been repaid in principal. 

Foreign Exchange Reserves 

6.14. Total foreign assets of the banking sector increased by 35.3 percent to 

Rs. 368.10 billion in mid-July 2012 from Rs. 272.15 billion in mid-July 

2011. Such assets had declined by 4.2 percent between mid-July 2010 

and mid-March 2011. In the US Dollars term, the convertible foreign 

reserve has increased by 14.5 percent between mid-July 2011 and mid-

March 2012 and reached dollar 3.56 billion. Similarly during the eight 

months of the current fiscal year, non-convertible Indian currency 

reserve grew by 64.6 percent totalling Indian Rs. 52.88 billion. In the 

same period of the previous year, such reserve had slumped by 37.6 

percent. 

6.15. During the first eight months of the current fiscal year, the reserve with 

Nepal Rastra Bank phenomenally rose by 43.1 percent reaching Rs. 

305.2 billion in mid-March 2012 compared to Rs. 213.1 billion in mid-

June 2011. The Reserve with Commercial Banks has also increased by 

6.8 percent. Such rise in the total foreign exchange reserve is due to the 

notable growth in remittance inflow. 

Table 6 (c): Total Foreign Exchange Reserve 

      (In Billion Rs.) 

Description 

Mid -

July. 

2008 

Mid -

Mar. 

2009 

Mid -July 

2009 

Mid -

March 

2010 

Mid -July 

2010 

Mid -

March 

2011 

Mid -July 

2011 

Mid -

March 

2012 

Percent 

Change (Mid-

July to Mid -

March)  

2011 2012 

Nepal Rastra Bank 169.68 218.46 224.19 185.91 205.37 199.86 213.1 305.02 -2.7 43.1 

Commercial Banks 42.94 52.34 60.07 58.37 63.52 57.62 59.06 63.09 -9.3 6.8 

Total 212.62 270.80 284.26 244.28 268.89 257.48 272.16 368.11 -4.2 35.3 

Source: Nepal Rastra Bank 
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6.16. Based on the trend of imports for the first eight months of the current 

fiscal year 2011/12, the current foreign exchange reserve is sufficient to 

cover 10.1 months of goods imports and 9.0 months of goods and 

services imports. Following the same assumption, foreign exchange 

reserve as of mid-March 2010 was suffice to cover 8.3 months of goods 

imports and 7.1 months of goods and services imports. 

Exchange Rate 

6.17.  Nepalese Currency depreciated by 10.8 percent against US Dollar 

between mid-July 2011 and mid-March 2012. This follows the sharp 

appreciation of the US Dollar and strong demand for this, following the 

financial crisis in Euro Zone. Also Nepalese Currency depreciated 

against Pound Sterling, Euro and Japanese Yen. 

Table 6 (d): Foreign Exchange Trend 

 

Currency 

Buying Rate (in NRs.) Appreciation (+) 

Depreciation (-)  

percent (Mid-July 

-Mid March)  
2009 2010 2011 2012 

Mid -July Mid -

July 

Mid -

March 

Mid -

July 

Mid -

March 

2011 2012 

US Dollar 68.5 74.44 72.1 70.95 79.55 3.2 -10.8 

Pound Sterling 135.89 113.71 115.55 114.54 124.76 -1.6 -8.2 

Euro 108.72 94.79 99.57 100.34 104.35 -4.8 -3.8 

Japanese Yen 6.42 8.45 8.71 8.95 9.67 -3 -7.4 

Prices of Crude Oil and Gold 

6.18. Price of Crude Oil Brent in the international market that was US$ 110 

per barrel in mid-June 2011 went up by 12.1 percent to US$ 124 in 

Mid-March 2012. Factors such as the recovery observed in the US 

economy, the Spring Revolution in Gulf countries, and the Venezuelan 

policy on increasing the export of petroleum products to countries other 

than the US attributed to the price rise. 

6.19. Price of gold in the international market rose by 17.7 percent to US$ 

1,648 per ounce from mid-February of 2011 to mid-February 2012. 

However, such an increase was 26.6 percent in the corresponding 

period of the last year. 
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Table 6(e): Prices of Oil and Gold in International Market 

 Mid -July Mid -March Percent Change 

 2009 2010 2011 2010 2011 2012 Mid -July Mid -March 

       2010 2011 2011 2012 

Oil 

(USD/Barrel)* 

61.5 76.4 118.0 79 110 124 24 54.5 38.8 12.1 

Gold 

(USD/Ounce)** 

938.0 1189 1587 1106 1401 1648 27 33.4 26.6 17.7 

* Crude oil Brent ** Based on London rate 

Challenges and Opportunities 

6.20. Nepalôs External Sector has sustained its balance through the 

remittance income. Even though remittance income provides instant 

momentum to the economy, such income is generally spent on 

consumption items, which promote the tendency of expanding imports 

of foreign goods and services. The experience of the past years shows 

that Nepalôs dependence on remittance inflow and import of petroleum 

products is increasing. Considering the long-run interest of the 

economy, it is necessary to create environment for promotion of 

exportable goods and services, and reduce dependence on petroleum 

products.  

6.21. Nepalôs foreign trade is largely shared with India. This is natural 

because India is not only Nepalôs neighbouring country but also an 

emerging economy. In todayôs era of globalization, the task of 

strengthening stability of the external sector through a certain country-

centric trade is a big challenge. Keeping this fact in mind, Nepal needs 

to take initiatives to promote export of agro and herbal based products, 

and handicraft having comparative advantages. Equally important is to 

diversify the country-wise and product-wise trade of goods and 

services. 

6.22. There is a large possibility for Nepal to benefit from tourists of 

neighbouring countries like India and China having higher rate of 

economic growth, huge population, and greater number of middle class 

families. It is necessary to operate India and China focused tourism 

promotion campaigns like more air services, arrangement of 

concessional tour packages, and dissemination and publicity of Nepal 
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related information. Also to attract more tourists from China, it is 

necessary to simplify the visa process, prepare information and 

promotional materials in Chinese language, identify potential locations 

that could attract Chinese tourists, and establish tourism promotion 

liaison offices in local participation.  

6.23. Problems like landlocked geography, lack of trade related 

infrastructures, and unnecessarily time consuming process at custom 

points has been causing higher transfer costs resulting in a loss of 

competitiveness. In this context, development of necessary 

infrastructures is necessary for promoting the export trade through 

immediate implementation of projects as mentioned in the Immediate 

Action Plan on Economic Development and Prosperity that the 

Government of Nepal announced in the first quarter of the current fiscal 

year. Also it is important to take customs reform initiative for making 

the customs clearance procedures efficient and less time consuming. 
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7. Poverty Alleviation and Employment 

Poverty Alleviation 

7.1. With the beginning of planned development, poverty alleviation has 

been addressed in one way or other. Since ninth plan poverty alleviation 

has remained as the major objective of the planning process. Though 

poverty was being defined in general term until the Ninth Plan, this has 

been analyzed in three dimensions namely general poverty, human 

poverty and social exclusion from the beginning of the Tenth Plan. 

However, general poverty has been the only basis for measuring 

poverty and analyzing the poverty rate. The current three-year plan has 

targeted to reduce current poverty of 25.16 percent to 21 percent, while 

investment levels in education and health sectors are raised with a view 

of reducing human poverty. Similarly, efforts are made to minimize 

incidences of social exclusion through inclusive development programs. 

7.2. According to Nepal Living Standard Survey (NLSS), 2009/10, people 

having an average annual income of Rs. 19,261 are defined as people 

below the poverty line and on this basis, 25.16 percent of the total 

population is found below poverty line. During the FY 1995/96, 41.76 

percent of the total population was below poverty line and this figure 

stood at 30.05 percent in 2003/04, and 25.16 percent in current fiscal 

year which can be viewed as optimistic progress in poverty alleviation 

initiatives. Factors like increase in literacy rate rise in the wage rate in 

agriculture and non-agriculture sectors, development of commercial 

vegetable farming, growing urbanization, growth in number of 

economically active human resource and inflow of remittance have 

been the major attributes to such decline in poverty.  

7.3. Living Standard Survey has been conducted for three times in Nepal, of 

which first was in FY 1995/96, second in FY 2004/05 and third in FY 

2009/10. The summary of the survey findings is presented in the table 

below:  

Table 7 (a) Poverty Measures, (1995/96, 2003/04 and 2009/10) 

 (In parentage) 

Areas 

 (Poverty Headcount 

Index) 
 (Poverty gap index) 

 (Squared Poverty Gap 

Index) 

1995/96 2003/04 2009/10 1995/96 2003/04 2009/10 1995/96 2003/04 2009/10 

Nepal 41.76 30.85 25.16 11.75 7.60 5.43 4.67 2.70 1.81 

Urban 21.55 9.55 15.46 6.54 2.20 3.19 2.65 0.70 1.01 

Rural 43.27 34.62 27.43 12.14 8.50 5.96 4.83 3.10 2.00 

Source: Central Bureau of Statistics 
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7.4. While viewing the overall poverty incidence in Nepal, the second 

NLSS survey though showed decline in poverty incidence in urban 

areas as compared to the first survey, it has unexpectedly increased as 

revealed in third survey result. The urban population living below 

poverty line was 21.55 percent in FY 1995/96 which fell to 9.55 percent 

in FY 2003/04, but this figure rose to 15.46 percent in FY 2009/10. The 

poverty incidence of rural area has indicated gradual improvement. In 

FY 1995/96, rural population living below poverty line was 43.27 

percent which fell to 34.62 percent in FY 2003/04. The survey in FY 

2009/10 has revealed that this figure is contained at 27.43 percent. 

7.5. There has been 

gradual 

improvement in 

Poverty Gap Index 

as well. The index 

that was recorded 

11.75 percent in 

FY 1995/96 fell to 

7.60 percent in FY 

2003/04 and 

dropped again and 

contained at 5.43 

percent in FY 

2009/10. The 

Urban Poverty Gap Index was 6.54 percent in FY 1995/96 which fell to 

2.20 percent in FY 2003/04. But this figure jumped to 3.19 during FY 

2009/10. The Rural Poverty Gap Indices were 12.14 percent, 8.50 

percent and 5.96 percent in fiscal years 1995/96, 2003/04 and 2009/10 

respectively.  

7.6. All three living standard surveys have shown that overall Squared 

Poverty Gap Index of Nepal has been declining. This index as per first, 

second and third living standard surveys stood at 4.67 percent, 2.70 

percent and 1.81 percent respectively. The urban squared poverty index 

which was recorded 2.65 percent during first survey in 1995/96 

dropped to 0.70 percent during second survey in 2003/04. However, 

this has unexpectedly increased to 1.01 percent during third survey in 

2008/09. While rural squared poverty index is found to have decreased 

as per the survey results of all three years. During the first survey, this 
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index was 4.83 percent, 3.10 percent in second survey and 2.0 percent 

in third survey. 

7.7. The Report on MDGs Need Assessment, 2011 published by National 

Planning Commission has revealed the progress status of various 

indicators. Major indicators mentioned in this report are shown in table 

below: 

Table 7(b): Quantitative Indicator of Poverty 

MDG Indicator  
Progress 

2010 

Target 

2015 

Goal 1 Population having income less than 1 dollar a day 19.7 17 

Population below poverty line 25.4 21 

Employed population having income less than 1 

dollar a day 

22 17 

Population having food less than the minimum 

requirement 

36.1 25 

Underweight Children of age group (6-59 months)  36.4 29 

Children of age group (6-59 months) with stunted 

growth 

46.8 30 

Goal- II  Net Enrolment Rate at Primary Level 93.7 100 

Ratio if students enrolled in class and continuing to 

grade 5 

77.9 100 

Literacy rate of women and men of age group (15-

24 years) 

86.5 100 

Goal- III  Ratio of Primary Level Boy and Girl Students 1 1 

Box 7 (a) Poverty Measurement 

The poverty headcount index indicates the portion of population living below 

the poverty line while the poverty gap index measures the population of the 

poor measured in terms of gap between the poverty line and the people below 

it. Squared Poverty Gap Index shows the intensity of different levels of poverty 

amongst the poor. Gini Index reflects the inequality of income distribution 

among population.  
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MDG Indicator  
Progress 

2010 

Target 

2015 

Ratio of Secondary Level Boy and Girl Students 0.93 1 

Ratio of Secondary Level Boy and Girl Students 0.63 1 

Literacy rate of women and men of age group (15-

49 years) 

0.83 1 

Goal-IV  Children below the age of one year vaccinated 

against measles  

85.6 90 

Child mortality rate below the age of 5 years (per 

1000 live births) 

50 54(38) 

Infant mortality rate (per 1000 population live 

births) 

41 34(32) 

Goal -V 

 

Maternal mortality rate (per 100,000 population 

live births) 

229 213(134) 

Women using Skilled Health Worker for Maternity 

(percent) 

29 60 

 

Goal Vi 

Age Group between 15-49 with HIV/AIDS 

Infection  

0.49 0.35 

Infected with Malaria( in per 1000 population 5.7 3.8 

Tuberculosis prevalence Rate(Per 100 thousand) 244 210 

Mortality rate from TB (Per 100,000 population) 22 20 

Goal VII Forest Covered Area (%) 39.6 40 

Population with access to sustainable water source 

(%) 

80.4 73 

Population with sustainable access to improved 

sanitation (%) 

43 53 

Note: Goals provided in the brackets are revised 

Source: National Planning Commission 

7.8. While arriving at the Third Living Standard Survey, 2009/10, though 

the success the poverty alleviation campaign was satisfactory, the 

poverty gap between rural areas and urban areas, Mountain, Hills and 

Terai and among development regions is still very wide. This gap is 

clearly depicted in the table below: 
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Table 7(c): Area-wise status of Poverty Gap  

Area Poverty 

Rate 

Poverty 

Gap 

Squared 

Poverty 

Poverty 

Distribution 

Total 

Population 

distribution 

Urban Area 15.46 3.19 1.01 11.7 19.0 

Rural Area 27.43 5.96 2.00 88.3 81.0 

Eastern Development 

Region 

21.44 3.81 1.01 19.8 23.3 

Central Development 

Region 

21.69 4.96 1.76 30.8 35.7 

Western Development 

Region 

22.25 4.27 1.38 16.9 19.2 

Mid-Western 

Development Region 

31.68 7.74 2.69 16.4 13.0 

Far-Western 

Development Region 

45.61 10.74 3.77 16.0 8.8 

Mountain  42.27 10.14 3.54 11.8 7.0 

Hills 24.32 5.69 2.09 42.8 44.2 

Terai  23.44 4.52 1.31 45.4 48.7 

Kathmandu Valley 

Urban Area 

11.47 2.77 1.00 2.6 5.7 

Other Hill towns 8.27 1.75 0.54 1.5 4.4 

Terai towns 22.04 4.31 1.29 7.5 8.6 

Rural Eastern Hill 15.93 2.91 0.82 4.0 6.3 

Rural Central Hill 29.37 8.52 3.70 10.8 9.3 

Rural Western Hill 28.01 5.31 1.75 10.5 9.5 

Rural Far Western Hill 36.83 8.89 3.13 13.3 9.1 

Rural Eastern Terai 20.97 3.67 0.91 9.6 11.6 

Rural Central Terai 23.13 4.14 1.08 13.9 15.1 

Rural Western Terai 22.31 4.40 1.35 5.9 6.6 

Rural Far Western Terai 31.09 7.17 2.47 8.5 6.9 

Nepal 25.16 5.43 1.81 100.00 100.0 

Source: Central Bureau of Statistics 

Income Inequality 

7.9. Gini Coefficient in NLSS-1 1994/95 was 0.34 which rose to 0.41 in 

second survey 2003/04. Though FY 2003/04 witnessed some decline in 

poverty, inequality was found to have increased further. However, in 

third survey 2009/10, this has dropped to 0.32. Gini coefficient in urban 

area which was measured at 0.43 during first survey increased to 0.44 

in second survey and fell to 0.35 in third survey. Likewise, Gini 
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coefficient in rural area, which was 0.31 in the first survey, rose to 0.35 

in the second survey dropping back to 0.31 in the third survey, which 

can be clearly understood from the following table. 

Table 7(d): Gini Coefficient 

 NLSS I 

1994/95 

NLSS II  

2003/04 

NLSS III  

2009/10 

Nepal 0.34 .41 .33 

Urban area .43 .44 .35 

Rural area .31 .35 .31 

Source: Central Bureau of Statistics 

Inclusive Development and Targeted Programs 

7.10. Interim Constitution of Nepal, 2006 has embraced the principle of 

Inclusive development. The on-going three-year plan (2010/11-

2012/13) has targeted to alleviate poverty through the employment 

centred inclusive and equitable economic growth. Inclusive oriented 

programs are being implemented by targeting various groups and 

communities who are excluded from mainstream of development in the 

current plan. These programs have benefited women, Dalits, ethnic 

groups, Janajatis, Madheshi, minorities, people with different abilities 

and backward class, small farmers and ultra-poor families in addition to 

the rural communities. 

7.11. With the objective of mobilizing youths for reducing poverty of 

backward and disadvantaged people, National Development Volunteer 

Services ï NDVS program has been implemented through district 

development committee. Volunteers have been mobilized as facilitators 

in Dalit, poor, ethnic and socially excluded communities for education, 

health, infrastructure development and social mobilization works. 

Programs are being conducted with the participation of local bodies and 

communities for income generation and poverty alleviation. This 

program has been carrying out activities like facilitating farmers in 

agricultural and livestock service sector, group formation, seed capital 

and saving mobilization, construction of Sulabh Sauchalaya (toilets) 

and water tap, skill oriented training, literacy classes etc. 

Poverty Monitoring Activities  

7.12. The earlier practice of monitoring and evaluation, limited to review of 

physical and financial progress monitoring arrangement was reformed 
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during tenth plan putting emphasis on monitoring through impact and 

effect level indicator. Accordingly, Poverty Monitoring Analysis 

System (PAMS) institutionalized at the central level for measuring the 

contribution made or to be made towards poverty alleviation by 

development program and projects has been though implemented, no 

significant progress been made to institutionalize PAMS thereby result 

based monitoring and evaluation manuals published and to 

institutionalize these methods few preliminary works has completed 

during this fiscal year 2010/11. 

7.13. Various guidelines, forms related to monitoring and evaluation of 

development projects/programs have been implemented. Number of 

various monitoring bodies and lack of expected coordination among 

them, has caused few ambiguities and difficulties. In this context, 

National Planning Commission with unified directions and procedures 

has initiated to make monitoring and evaluation method 

institutionalized, useful, simple and effective. 

7.14.  To organize and institutionalize the poverty monitoring and analysis at 

district level, guidelines and software related District Poverty 

Monitoring Analysis System ï DPMAS has been prepared and 

implemented. In this process, 58 employees at district level have been 

provided refresher training with joint effort of National Planning 

Commission and Ministry for Local Development during current fiscal 

year 2011/12 as emphasized on empowering the district level 

manpower. For DPMAS to be result oriented, timely amendment in its 

indicators and developing reliable statistical source for it to make more 

useful and effective are given special attention. 

7.15. In order to make development fruit timely reachable at hand of general 

public, to maintain the value for money of public resources and to make 

executioner manpower accountable towards results, efforts are being 

made for internalization of Management for Development Results-

MfDR procedures. Under this, development plan, budget process, 

monitoring and evaluation works are being carried out and 

accomplished putting results at the centre in every phase.  

7.16. While institutionalizing MfDR, business plan has been prepared in 13 

different Ministries/Line Agencies during current fiscal year 2011/12. 

Similarly, based on the results from Transport Management Department 

and Metropolitan Traffic Police Division, documentation preparation is 

underway for implementation of Result-Based Budgeting. Initiatives 
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have been taken as per the decision of MfDR Directorsô Committee that 

was formed under the convenor ship of Vice president of National 

Planning Commission to extend 13 additional bodies. With a view to 

develop MfDR related human resource, around 100 individual are 

provided training on result oriented planning process and result oriented 

budget preparation and formulation of business plans. In the process of 

evaluating completed and on-going programs/projects, reports on 

effectiveness of social security program and evaluation of Karnali 

Employment program have been obtained in current fiscal year 

2011/12. The summary of these reports are in the process of their 

publications. Similarly, continuity has been given to the studies on 

effectiveness of Sunsari-Morang Irrigation Project and procurement and 

distribution of essential medicine program. 

7.17. MDGs Progress Report, 2010 and MDGs Need Assessment Report, 

2011 have already been published from National Planning Commission, 

whereas report of Nepal Demographic and Health Survey (NDHS), 

2011 has been prepared. The comparative results of NDHS conducted 

in 2006 and 2011 have been presented in table below. 

Table 7(e): Indicators of Nepal Demographic and Health Survey 

S. N. Demographic Indicators 2006 2011 

1 Total Fertility Rate 3.1 2.6 

2 Crude Birth Rate (per thousand) 28.4 24.3 

3 Contraceptive Prevalence Rate (all types, percent) 48.0 49.7 

4 Contraceptive Prevalence Rate (modern means, 

percent) 

44.2 43.2 

5 Contraceptive Prevalence Rate (traditional means, 

percent) 

- 6.5 

6 Infant Mortality Rate (per thousand) 51.0 46.0 

7 Child Mortality Rate (per thousand) 15.0 9.0 

7 Children under 5 year Mortality Rate (per thousand) 65.0 54.0 

Source: Nepal Demographic and Health Survey 2006 and 2011, Ministry for Health and 

Population 

The study of these surveys has shown improvement in the usage rate (except 

modern technique) of contraceptive in the year 2011 as compared to the year 

2006. 
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Poverty Alleviation Fund 

7.18. Poverty Alleviation Fund (PAF) has remained active with the objective 

of providing support to the inclusive development and targeted 

programs as stipulated in Poverty Reduction Strategy Program (PRSP) 

and the subsequent projects of the government of Nepal. In addition to 

this, the Fund provides support to the programs targeting lower class 

people living below poverty line. This Fund has been established under 

the Poverty Alleviation Fund Ordinance, 2003 and is operational as an 

autonomous body under the Poverty Alleviation Fund Act, 2006. 

7.19. The Fund, as per its 5 guiding principles: Antodaya; social 

inclusiveness; transparency; demand based; and direct fund flow to the 

community; has been implementing community demand based 

programs in active participation of ultra-poor and backward 

communities. Programs have been conducted by forming community 

based organizations and institutionalizing them involving targeted poor 

communities to plan and implement programs and projects on their own 

in their active participation. The Fund has been working in 

collaboration with local bodies; NGOs, community organizations, and 

private sector to provide facilitate and cooperate in social mobilization 

works as required. 

7.20. Various programs are being operated under the Poverty Alleviation 

Fund-II with grant assistance of US $100 million, US $ 4 million from 

International Fund for Agricultural Development IFAD, US$ 65 million 

under additional financing of World Bank, US$ 10 million from World 

Bank Trust Fund and matching fund from the government of Nepal.  

7.21. Facilitation works are being carried out for implementation of social 

mobilization, institutional development of communities, and 

preparation of community projects subsequent to signing of agreement 

with community supporting Partner Organizations (POs). Fundôs 

programs are being operated regularly in 40 districts and some districts 

have been running this program through the medium of poverty pockets 

identifying ultra-poor and backward people while processes are 

underway for the operation of this program in additional 15 districts in 

F/Y 2011/12. These programs are being executed in cooperation of 417 

POs. These POs help maintaining contact and communications between 

community and the fund in addition to social mobilization, capacity 

development and skill development training, institutional development 
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community organizations, providing technical support and facilitation 

for preparation and implementation of community projects.  

Program Achievements from implementation period to date 

7.22. Between the periods from beginning of the project to mid-March 2012, 

programs (including new vision based program) are being implemented 

in 1582 VDCs of 49 districts by 19,138 Community Organizations 

through which 593,888 targeted households have been benefited. Of the 

total household benefited from the Fundôs program, Dalits constitute 

28.97 percent while Janajatis are 28.60 percent. Likewise, a greater 

number of women of 74.45 percent among the CO members prove the 

Fund's commitment towards the socially excluded large segment of the 

population. In addition, it is making a meaningful effort to reach 

directly to the poor and backward communities as targeted by the 

Three-year Interim Plan. 

7.23. CEDA under the Tribhuwan University had conducted effectiveness 

assessment study on the Fundôs program in 2010 incorporating 3,000 

household in 200 VDCs of 6 Districts. The study revealed positive 

impact on the consumption capacity of the poor, food security situation, 

incomes, social development, school going trend among the school 

children and women empowerment. Likewise, it revealed that the 

beneficiaryôs consumption capacity has increased by 31 percent at 

constant price while the consumption capacity of those who have 

received financial support from 6 to 19 months has increased by 44.4 

percent. The study has also shown that the food availability in poor rose 

by 10 percent. Likewise, social analysis 101 study showed 82.5 percent 

growth in the average income of beneficiary households. 

Table 7(f) Description of Poverty Alleviation Fund Grants Disbursements 

S.N 
Fiscal 

Year 

Disbursed Amount (in Thousand) 

Income 

Generation 

Program 

Small 

Infrastructure 

Program 

Innovative 

Program 

Total 

Total 
WB 

Grant 

Trust 

Fund 

Grant 

GoN 

Grant 

1 2004/05 132,612 64,110 3,395 200,117 183,638 - 16,479 

2 2005/06 155,083 90,730 138,070 383,883 317,597 - 66,286 

3 2006/07 404,332 76,444 499,113 979,889 979,889 -  

4 2007/08 1,274,572 230,652 46,451 1,551,675 1,551,675 -  

5 2008/09 971,458 261,798 27,640 1,260,896 1,260,520 - 376 

6 2009/10 1,388,289 426,561 35,749 1,850,599 1,850,599 -  
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S.N 
Fiscal 

Year 

Disbursed Amount (in Thousand) 

Income 

Generation 

Program 

Small 

Infrastructure 

Program 

Innovative 

Program 

Total 

Total 
WB 

Grant 

Trust 

Fund 

Grant 

GoN 

Grant 

7 2010/11 1,526,898 470,910 11,401 2,009,209 1,720,129 - 289,080 

Total  5,853,244 1,621,205 761,819 8,236,268 7,864,047 - 372,221 

8 2011/12* 1,042,441 375,234 9,877 1,427,552 917,188 510,364 - 

Grand Total 6,895,685 1,996,439 771,696 9,663,820 8,781,235 510,364 372,221 

* First Eight Month 

Source: Poverty Alleviation Fund 

7.24. Community Organizations of 49 districts that are implementing income 

generating, small infrastructure development and innovative programs 

Under Poverty Alleviation Fund have been provided a grant sum of Rs. 

8.24 billion between the periods from FY 2004/05 to FY 2010/11.  

Youth and Small Entrepreneur Self-Employment Fund 

7.25. This Fund was established in fiscal year 2008/09 with the objective of 

conducting self-employment and vocational training programs for 

educated and uneducated unemployed youths to provide them 

employment opportunity through the provision of collateral-free 

periodic loans at concessional interest rate from banks and financial 

institutions so as to bring change in the traditional production system 

and for speedy growth of the country with the optimum utilization of 

productive labour. 

7.26. The primary objectives of the youth self-employment program is to 

provide Rs. 200 thousand per person at the maximum as collateral free-

loan in an easy manner so that economically deprived group, women, 

Dalits, Janajatis and conflict affected people, unemployed youths and 

people having traditional skills will have opportunity to get engaged in 

agricultural, vocational and service oriented activities thereby making 

their lifestyle much easier through their increased income. The other 

objectives of the programs are to provide loans to invest especially on 

commercial farming, livestock farming, agro-forestry, mines, high 

valued gemstones industry, rickshaws in cities and markets, carts 

service, plumbing service, repair and maintenance of electronic goods 

to run service oriented self-employment programs. Similarly, loans will 

be provided to the people with traditional skills such as Kami, Damai, 

Sarki, Dhimal, Rajbamshi including conflict victims, disabled, injured, 
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disappearance peopleôs and martyrôs families, deprived people, 

Janajatis and women. Likewise, this program aims at providing loan to 

impart trainings to interested unemployed entrepreneurs to run self-

employment programs and giving high priority to the schemes that 

utilize skills and local resources. 

7.27. Youth Self-Employment Program includes farming and agriculture, 

operation of Rickshaws, Carts services, traditional skills bearing 

programs, one-vill age one production program, skill-oriented program 

making unemployed to self-employed, coordination program with 

government and non-government organizations, banks and financial 

institutions. 

Box: 7 (b): Features of Youth and Small Entrepreneur Self-

Employment Program 

¶ Banks, Financial Institutions and Cooperatives are required to 

deposit one third of mandated credit flow to the deprived sector in 

this fund.  

¶ Fund acquires this amount as a loan at 5 percent interest rate per 

annum; 

¶ Deposited amount shall be re-financed through Banks and Financial 

Institutions for self-employment programs at 7 percent interest rate; 

¶ Banks and Financial institutions shall invest the amount received 

through refinance loan at 12 percent interest rate; 

¶ Collateral free periodic loans up-to Rs. 200 thousand shall be easily 

provided to the public; 

¶ The loan recipient may get up to 60 percent of the interest as 

subsidy upon timely repayment of both the principle and interest on 

instalment as prescribed by banks and financial institutions; 

¶ All loan recipients under self-employment program are required to 

be insured mandatorily and for this, Fund shall provide insurance 

fee; and  

¶ Free of cost vocational trainings shall be provided as needed for the 

loan recipients. 

7.28. Of the Fundôs approved amount of Rs. 2.69 billion to be disbursed to 

banks and financial institutions for the operation of self-employment 
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programs by Mid-March, 2012, Rs. 785 million has been released of 

which Rs. 335.1 has already been invested. From this, 3,343 persons are 

self -employed. The major areas of self-employments are animal 

husbandry, agriculture, floriculture, service, cottage industries and so 

on. 

7.29. A total of 3,265 unemployed youths have benefited by participating in 

various types of Fundôs skill oriented (2 to 12 week long) training 

programs conducted in various parts of Nepal. Such skill oriented 

training programs were run through 51 different organizations. 

Employment 

7.30. Nepal Labour Force Survey, 2008 has carried out thorough analysis of 

Nepalôs labour force situation. No such survey has been conducted after 

this survey. Various aspects of labour force has been analyzed in Nepal 

Living Standard Survey, 2010/11 (NLSS-III) as well. Findings of both 

these surveys are presented in the following table.  

Table 7 (g): Nepal Living Standard Survey and Nepal Labour  Force 

Survey Findings  

SN Description Percent 

1 Employed Population  78.3 

2 Unemployed Population  1.8 

3 Labour Force Participation Rate 80.1 

4 Inactive Population Rate 19.9 

5 Unemployment Rate 2.2 

6 Employment Rate 97.8 

7 Household Engaged in Agriculture Sector 76.3 

8 Population Engaged in Non-Agriculture Sector 23.7 

9 Fully Employed Population 70.0 

10 Underused Labour Population Rate  30.0 

Source: NLSS, 2010/11 (Description from SN 1 to 8) and NLFS, 2008 (Description of SN 9 and 10) 

7.31. According the table above, 19.9 percent of Nepalôs total population is 

economically inactive and the rest 80.1 percent are economically active 

which can be defined by labour force participation rate. Of the total 

economically active population, 78.3 percent are employed while the 

rest 1.8 percent are unemployed. As per the findings of NLSS, 2010/11, 

the employment rate is 97.8 percent while the unemployment rate is 

only 2.2 percent. Likewise, the family household engaged in agriculture 
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sector is 76.3 percent while that of non-agriculture sector is found to be 

23.7 percent. According to Nepal Labour Force Survey, 2008 report, 

fully employed population is 70 percent while underutilized rate is 30 

percent. 

Foreign Employment 

7.32. Nepali youth groups are attracted to foreign employment due to dearth 

of adequate employment opportunity in the country. The number of 

Nepali workers going for foreign employment is growing every year. 

According to various reports, large numbers of Nepali workers have 

gone for foreign employment without securing government permission 

as well. Based on the official and unofficial records as of now, more 

than 3 million people have gone for foreign employment. The foreign 

employment has supported in bringing economic prosperity in rural 

Nepal and reducing poverty. The contribution of foreign employment to 

reducing unemployment situation and poverty and enhancing Nepalese 

economy should be considered significant. The Foreign Employment 

Act, 2008 has already been issued and enacted for promoting the 

business of foreign employment while safeguarding the rights and 

interests of workers and foreign employment entrepreneurs by making 

it a safe, well managed, and dignified profession. 

7.33. As per the Nepal Living Standard Survey 2010/11, 56 percent families 

in Nepal have received remittance income in one year. The average 

household remittance receipt is estimated at Rs. 80,436 at current 

prices. Calculation of average remittance receipt per person comes out 

to Rs. 9,245. Of the numbers receiving such remittance, 58 percent is 

from within the country, 19 percent from India, and 23 percent from 

other countries. The number of families receiving remittance has been 

rising since last 15 years. The first survey showed that only 23 percent 

families had received remittance while the recent third survey showed 

56 percent are receiving remittance. The share of remittance in total 

income of families is on increase. The share of remittance to household 

income in 1995/96 was 27 percent, which has gone up to 31 percent by 

FY 2010/11. Change has occurred in the remittance structure by 

sources as well. For instance, the share of remittance received from 

India has come down to 11 percent with a decline of 24 points in the 

last 15 years, whereas the share of remittance received from countries 

other than India has increased to 69 percent from 22 percent in the same 

period.  
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7.34. As per the information from the Department of Foreign Employment, a 

total of 58,710 Nepali workers are found to have gone to different 

countries for foreign employment by second trimester of FY 2011/12. 

Large number of people is estimated to have gone to third countries via 

India through unauthorized means taking advantage of open boarder 

with India. A separate Foreign Employment Department was 

established on 31 December 2008 which has been carrying out foreign 

employment related activities. An Employment Permit System (EPS), 

Korea Section is established in the Department while a separate Japan 

International Trading Corporation Organization (JITCO) unit has been 

formed in fiscal year 2009/10, for sending workers to Japan. A total of 

250,663 workers have gone for foreign employment until the second 

trimester of the current fiscal year. Of this total number, 14,343 are 

female and 235,829 are male while this number stood at 354,716 until 

the end of previous fiscal year of which 344,310 are male and 10,416 

are female. The total number and country-wise distribution of workers 

gone for foreign employment is given below: 

Table 7 (h): Country -wise Foreign Employment Situation 

SN 

 

Country/Area Total Number 

as of FY 

2009/10 

Number as of FY 

2010/11 

First Eight Months of FY 

2011/12 

 Grand Total 

Male Female Total Male Female Total 

1 Malaysia 578292 104520 1386 105906 56983 1182 58165 742363 

2 Qatar 483651 102653 313 102966 74348 590 74938 661555 

3 Saudi Arab 359780 70960 156 71116 47721 99 47820 478716 

4 UAE 216629 42553 1911 44464 37099 2880 39979 301072 

5 Kuwait 24452 9392 5795 15187 7793 7790 15583 55222 

6 Bahrain 19533 4441 206 4647 4158 385 4543 28723 

7 Oman 11502 2385 57 2442 2081 271 2352 16296 

8 South Korea 12007 3727 1 3728 1930 9 1939 17674 

9 Others 47976 3669 591 4260 3716 1137 4853 57089 

Total 1753822 344300 10416 354716 295829 14343 250172 2358710 

Source: Foreign Employment Department 
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7.35. Of the total 2,358,710 Nepali workers going for foreign employment, 

Malaysia happens to be the first destination providing foreign 

employment to 742,363 (32 percent) Nepali workers followed by Qatar 

with 661,555 (28 percent), Saudi Arab with 478,716 (20 percent), and 

UAE with 301,072 (13 percent). Likewise, 55,222 (2 percent) are in 

Kuwait, 28,723 (1 percent) in Bahrain, 17, 674 (1 percent) in South 

Korea and 57089 (3 percent) in other countries. 

Real Wage Rate 

7.36. Real wage rate index has remained positive due to the higher Wage 

Rate Index than the consumer inflation. Consumer inflation rates during 

the first eight months of the previous fiscal year and current fiscal year 

(2009/10-2010/11) rose by 9.9 percent and 10.7 percent respectively 

while wage rate index rose by 13.6 percent and 25.5 percent during the 

same periods. Despite the fact that real wage tends to shrink with rising 

inflation, positive real wages has raised the workers' income level 

thereby helping reduce their poverty. Besides, the wage rate index with 

73.0 percent weightage in the overall national salary and wages index, 

and agricultural labours occupying 40 percent share with higher real 

33%

28%

20%

12%

1% 1%

1%

1%

3%

Chart 7 (b): Country -wise Foreign Employment Situation

Malaysia Qatar Saudi Arab UAE Kuwait Bahrain Oman South Korea Others
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wage rate, especially the income level of agricultural labours has 

increased helping reduce their poverty. The monthly wage rate for 

industrial labours with their dearness allowance has been fixed at Rs. 

6,200 while the daily wage rate for tea estate workers is fixed at Rs. 258 

and that of agriculture labours is Rs. 221.  

Employment Information  

7.37. Under the Department of Labour, Ministry of Labour and Employment, 

14 employment information centres have been established, which 

started collecting descriptions of unemployed people since mid-March, 

2008 and as of mid-March of the current fiscal year 2011/12; 

descriptions of 49,310 unemployed people have been collected. 

Employment and Labour  Situation Analysis 

7.38. A complex question up front is how to alleviate poverty from the 

country amid absence of clear policy and programs towards resolving 

the ever increasing unemployment problem in the country. The 

countyôs development aspirations can never be materialized until 

poverty is eradicated, and employment is an important medium for 

resolving this problem. There has been increasing trend among the 

youths on visiting abroad for foreign employment. Employment 

opportunities in the country are very low. To rely on agriculture sector 

only cannot be a solution to this problem. In this situation, it is very 

much necessary to increase employment opportunities inside country by 

expanding the areas of investment. Amid lack of clear vision and policy 

of entities responsible for the supply of labours inside the country and 

abroad, it is not possible to absorb the ever growing number of 

unemployed labour force unless policy and programs on creation of 

employment opportunities, identification of potential sectors, and areas 

for adjustments are not worked out and implemented accordingly. In 

such a situation, it will be a difficult task to economically uplift the 

people suffering from poverty. To address this issue, there is the 

necessity for timely initiative from both the government and the private 

sector.  

7.39. Poverty could not be reduced as expected despite a number of poverty 

reduction programs were implemented in the past. Though the target of 

a three-year interim plan was to reduce poverty level to 24 percent; it 

has been able to reduce to 25.2 percent. It is undeniable fact that both 
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the labours working abroad and the domestic labours lack rights, health 

and insurance facilities. A serious attention need to be paid in this 

direction as well. 

Programs under Ministry of Local Development for Poverty Alleviation 

and Employment 

7.40. Though the programs implemented under the Ministry of Local 

Development are poverty alleviation and employment promotion 

focused, majority of programs under this Ministry are, Karnali 

Employment Program; Western Upland Poverty Alleviation Project; 

program on Connecting Local Initiatives with Local Skills; and Nepal 

Food Security Program.; Progress Status of the progress of these 

programs is as follows: 

Karnali Employment Program 

7.41. This program, "Karnali: One Family, One employment" is in operation 

since FY 2006/07. The objective of this program is to make 

employment opportunities available to the majority of the families of 

Karnali zone who are unable to support their livelihood with incomes 

they earn from their traditional professions, businesses or employments. 

During the fiscal year 2010/11, a total of 1,222 small projects like trails 

and mule tracks, motorable roads, toilets, school building, micro-hydro 

projects were carried out thereby generating 1,717,885 person-days 

employment opportunities benefiting the local people. During the first 

eight months of the current fiscal year, works being carried out include: 

updating the details of districtôs unemployed household members; form 

groups of unemployed household members and make selection of 

projects from among those groups have chosen; prepare cost estimates 

for those projects; and maintain working level coordination and 

integration with government and non-government agencies working in 

the districts.  

Western Upland Poverty Alleviation Project 

7.42. Western Upland Poverty Alleviation Project has been in operation on 

joint investment of the Government of Nepal, IFAD, concerned District 

Development Committees (DDCs), Village Development Committees 

(VDCs), private sector and local users with the objective of enhancing 

living standards of ultra-poor residing in upland districts of Mid-

Western and Far-Western Development Regions namely, Jumla, 
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Humla, Bajhang, Bajura, Mugu, Dolpa, Kalikot, Jajarkot, Rukum, 

Rolpa, and Dailekh districts of Nepal. In the fiscal year 2010/11, on 

infrastructure development side, 32 irrigation, 29 drinking water,, 32 

school buildings, 5 bridges, and 2 health centres have been constructed 

benefiting 20,209 households. Additionally, 61 leasehold forest user 

groups have been formed covering 4,490 deprived and poor 

households. Likewise, 183,966 tree saplings of various species were 

distributed to the groups for plantation and subsequently planted in an 

area of 496 ha of leasehold forest. Similarly, a total of 556 community 

organizations were constructed during the same period. During the first 

eight months of the current fiscal year, ongoing construction of 2 school 

and community buildings, 10 consecutive drinking water, 8 consecutive 

micro-irrigation, 3 drinking water projects have been completed.  

Connecting Local Initiatives with Local Skills Program 

7.43. This program was implemented under the assistance of Swiss 

government (Helvetas) in 1997. This program has been included in the 

Governmentôs annul program budget since FY 2005/2006 and is in 

operation in Achham, Dailekh, Jajarkot and Kalikot districts. In FY 

2010/11, a total of 13,500 families benefited through operation of 

various income generating activities, market management of goods and 

commodities, handover, small physical infrastructure, 

institutionalization local partner organization while, this program had 

supported in the periodic plan formulation of 25 VDCs. Farmers were 

imparted technical knowledge through the mobilization of 180 local 

resource persons. During the review period of FY 2011/12, a total of 

5,200 families are involved in various income generating (vegetable 

seeds, leguminous crops, ginger, herbs) programs. For the publicity of 

agriculture technology and technology transfer, 200 local resource 

persons were mobilized as per the demand and capacity of 650 

production groups has enhanced. Likewise, this program has helped 

developing periodic plans of 25 VDCs. 

Nepal Food Security Program 

7.44. This program is in operation since FY 2008/09 with the objective to 

provide immediate relief to poor public marred by sky-rocketing food 

prices. In FY 2010/11, irrigation facility was provided to 3,873 hectares 

of land while tree plantation was carried out in 1,637 hectares. 

Similarly, 104 drinking water projects, 16,083 compost pits and 176 
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Km of rural road were constructed during the same period. In the first 

eight months of current fiscal year, computers were procured and works 

have been initiated to carry out beneficiary assessment after reaching an 

agreement with the consultants. 

Problems and Challenges 

7.45. Poverty eradication through appropriate programs for reducing the 

inequality gap between the poor and rich is a difficult and challenging 

task. 

7.46. The migratory pressure exerted on cities as a result of the people 

seeking safer places within municipal areas, and locations with more 

physical facilities and amenities has created the problem of urban 

poverty. Addressing this poverty related issue has been another big 

challenge 

7.47. Reducing the existing unemployment problem by conducting programs 

in every area of the country through identification of local skill, capital 

and appropriate technology, and involving unemployed local youths in 

such programs has also been a daunting task. 

7.48. Awareness also is called for giving priority to countryôs citizens for 

meeting the demand of labours and skilled human resource in the large 

commercial and industrial establishments of the country.  

7.49. Although the profession of agriculture is believed to be the backbone of 

national economy, reducing the prevalent disguised unemployment 

problem by making this profession the centre of attraction to the people, 

is difficult and challenging. 

7.50. Reducing poverty and backwardness of people like Dalits, women, 

Madhesi, Janajati, deprived and backward groups of people, residents 

of rural and far flung areas, ultra poor and small farmers excluded from 

countryôs mainstream of development due to social and economic 

reasons by involving them in the campaign of national development is 

equally difficult and challenging. 

7.51.  Employment opportunities could not be created for estimated 400,000 

labour forces getting added to labour market every year. Neither the 

exact number of unemployed skilled, semi-skilled and unemployed 

labours is identified, nor are studies on these being carried out. In 

addition, programs on where and how to mobilize labour force, how to 

involve them through what type of programs are lacking. Likewise, 
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coordinative roles on how to utilize various kinds of labours are also 

lacking and as a result, the problem of unemployment is on increase 

day by day.  

7.52. Combating labour related problems especially in the area of foreign 

employment is another daunting challenge like: foreign employment 

bound labourers getting cheated right from departure points; works and 

wages are not provided as committed after arriving at the destination; 

remittance process is difficult;, physical tortures have to be endured by 

labourers; failure in providing even basic knowledge and information; 

and controlling and regulating unauthorized foreign employment bound 

labourers. 

7.53. There is a need to take initiative as quickly as possible for getting rid of 

various problems labourers have been facing as Nepal does not have its 

diplomatic mission in every foreign employment providing country for 

extending relief measures to the labourers when needs arise.  
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8. Agriculture and Forestry 

Agriculture  

Contribution of A griculture Sector to Gross Domestic Product 

8.1. Contribution of agriculture sector to Gross Domestic Product (GDP) 

during the peopleôs movement-II in 2005/06 was close to 35 percent. 

Though various programs were implemented to increase agricultural 

production in subsequent years, the contribution of this sector to GDP 

just remained between 32 percent and 36 percent. As per the 

preliminary estimates, contribution of agriculture to GDP during the 

current fiscal year 2011/12 will be 35.68 percent against the revised 

estimate of 37.47 percent in the previous fiscal year. In the current 

fiscal year, GDP is expected to rise by 4.56 percent at constant prices of 

FY 2000/01, while the growth rate of agriculture sector is expected to 

remain slightly higher than this with 4.93 percent. Agricultural 

production in this fiscal year is estimated to increase marginally higher 

by 0.46 percent than that of the previous fiscal year. 

8.2. Agriculture sector plays a critical role in the Nepalese economy as this 

sector still contributes more than one third to Nepalôs GDP, and more 

than two-third of its population depend on it for their employment and 

livelihood. Lack of adequate knowledge, skill, technology and 

entrepreneurship to transform the prevailing traditional farming to 

commercial farming system not only contained farmers to subsistence 

farming but also they are suffered by the under employment and 

disguised unemployment problems. Factors like easy access to 

irrigation facility on agricultural lands, improved seed and seedlings, 

chemical fertilizers, pesticides, agricultural loans, advance farming 

technology, and farmersô access to technology and knowledge play vital 

role in mitigating this problem and enhancing agricultural production. 

But according to statistics of the previous years, addition of irrigation 

facility, supply of agricultural credit, chemical fertilizers, improved 

seeds and seedlings has not been satisfactory. Due to severe 

fluctuations on availability of such inputs make farmers remain 

reluctant to take risk due to the uncertainty on the availability and 

accessibility of these inputs and this has direct impact on agricultural 

production. 
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Table 8 (a): Supply of Major Agricultural Inputs  

  2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 

Chemical 

Fertilizers(in MT) 11,711 18,458 8,136 12,751 3,285 3,157 42,178  

 

29,604 

Improved Seeds and 

Seedlings (in MT) 2,190 2,748.5 3,514 3,380 3,781 3,947 4,337  4393 

Irrigation 

(Additional Ha) 12,753 11,325.5 18,402 26,967.5 14,099 25,850  30718 35748  

Agriculture Credit (In 

10 millions) 1,014.9 1,181.7 1,285.6 1,388.2 1,388 1,337.6 1,429.1  1,419.2  

Source: Economic Surveys of previous years 

8.3. Though Table No. 8(a) shows that some additional hectares of land is 

being brought under irrigation every year, the country is not only 

unable to bring all arable land under irrigation, but additional areas of 

the land so brought under irrigation in each year have not increased 

significantly. The dearth and variation in the supply of chemical 

fertilizers and its shortage in the cropping directly affect agricultural 

production. Despite the fact that agricultural credit banks and financial 

institutions extend to farmers has continued to grow year by year, the 

agriculture sector shares less than three percent of the total loan 

extended by such institutions. These facts make it clear that farmers do 

not have easy access to agriculture credit. Fluctuation in supply of seeds 

and seedlings being witnessed every year conform to inadequacy of 

effort made for supply of these essential inputs.  

Food Production Status 

8.4. In the current fiscal year, the land area of 3,484,395 hectares cultivated 

with major crops including rice, maize and wheat is estimated to yield 

9,457,594 MT of such crops in total. During the FY 2010/11, area 

under such crops and their production volume increased by 2.52 percent 

and 10.87 percent respectively as compared to just 0.46 percent and 

9.91 percent increases respectively during the current fiscal year. Land 

under these crops with respect to their area and production decreased by 

1 percent and 4 percent respectively in FY 2009/10 as compared to 

these figures of the previous fiscal year, giving an illusion of higher 

productivity of these crops in FY 2010/11. The cultivated area of these 

major crops including rice, maize and wheat with their respective 

production quantity from FY 2009/10 to the current fiscal year are 

given in the Table 8(b) below. 
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Table 8 (b): Area of Food Crops and their Production  

Food Items 

2009/10 2010/11 2011/12 

Area 

(Ha) 

Production 

(MT) 

Area 

(Ha) 

Production 

(MT) 

Area 

(Ha) 

Production 

(MT) 

Rice 
1,481,289 4,023,823 1,496,476 4,460,278 1,531,493 5,072,249 

(-4.80) (-11.05) (1.03) (10.85) (2.3) (13.7) 

Maize 
875,660 1,855,184 906,253 2,067,522 871,387 2,179,414 

(0.03) (-3.91) (3.49) (11.46) (-3.85) (5.40) 

Wheat 
731,131 1,556,539 767,499 1,745,811 765,275 1,846,107 

(5.21) (15.83) (4.97) (12.16) (-0.29) (5.86) 

Millet  
268,473 299,523 269,820 302,691 278,030 315,067 

(0.97) (2.34) (0.50) (1.06) (3.04) (4.09) 

Barley 
26,600 27,587 28,461 30,240 27, 371 34,736 

(3.03) (18.79) (7.00) (9.62) (-2.07) (14.87) 

Buckwheat 
    10,304 8,841 10,339 10,021 

        (0.34) (13.35) 

Total 
3,383,153 7,762,656 3,468,509 8,606,742 3,484,395 9,457,594 

(-1.02) (-4.33) (2.52) (10.87) (0.46) (9.91) 

Note: Numbers in Brackets denotes growth in percent as compared to that of 

previous fiscal year 

Source: Ministry of Agriculture and Cooperatives 

8.5. Rice is the staple food crop of Nepal. Share of this crop is more than 50 

percent to the total food crop production. The production of rice is 

preliminary estimated to increase by 612,000 MT (14 percent) in the 

current fiscal year from 4,460,000 MT of the previous fiscal year to 

5,072,000 MT. This has been the highest production recorded so far. 

One major reason for such increased rice production is the sustained 

monsoon rain that remained active from June 13 to the end of 

September 2011 with rainfall active from July to the beginning of 

September. Another reasons is planting of improved variety of paddy 

like Sabitri, Bindeshwori, Radha-4, Radha-12 in Terai, Khumal-4, 

Khumal-10 and Khumal-11 in mid-hills and Chandannath in high hills 

that has double productivity than the local variety, in more than 90 

percent of cultivated area and increase in cultivated land itself by 2.3 

percent as compared to that of previous fiscal year. During this fiscal 

year, the productivity of rice has reached around 3,312 kg per hectare. 

Landslides, low precipitation, hailstorm, have adversely impacted to the 
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families of some farmers and the paddy production in some districts. 

Box 8 (a): Special Programs on Agriculture Sector 

1) Mission Program for Agricultural Production:  Promotional programs 

for production of onions, maize, lemon, fish and oilseeds have been 

carried out with the objective of substituting imports of these products. 

These programs were implemented in Sunsari, Sarlahi, Rauthat, Bara, 

Kavre, Chitwan, Nawalparasi, Rupandehi and Dang for Maize farming 

while, onion farming covered Saptari, Sarlahi, Siraha, Dhanusha, Bara, 

Parsa, Runpandehi, Banke and Bardia, districts, piciculture covered 

Sunsari, Saptari, Bara, Parsa, Chitwan, Nawalparasi, Rupandehi, Banke 

and Bardiya districts. Likewise, Sarlahi, Chitwan, Lamjung, 

Nawalparasi, Kapilbastu, Pyuthan, Dang, Surkhet, Banke and Bardiya 

districts conducted oilseeds program while lemon farming program 

covered Terathum, Dhankuta Bhojpur and Makwanpur districts. These 

programs have transferred modern farming technology to the farmers 

thereby bringing positive impacts on the agriculture production and 

productivity.  

2) Cooperatives run Poultry and Pig Farming Program: This program, 

which was started from 4 districts in FY 2008/09 targeting Dalits, 

socially downtrodden and back-ward communities, janajatis, women, 

squatters, marginalized and bonded labourers and landless farmers, has 

now been extended to 26 districts including Kailali, Bardiya, Banke, 

Dang, Saptari, Jhapa, Morang, Sarlahi, Udaypur, Ramechhap, Dhading, 

Sindhupalchowk, Syangja, Dolakha, Kavre, Dhanusha, Bhaktapur, 

Nawalparasi, Lamjung, Parwat, Sindhuli, Parsa, Makwanpur, Mahottari 

and Banglung. Such program has helped instil the sense of cooperative 

among the farmers associated with this program together with the rise in 

their incomes.  

3) One Village, One Product Program: One Village, One Product 

Program, based on the Public-Private Partnership approach, has made 

remarkable achievement after reaching the second phase with completion 

of 5 years of its execution. Under this program, betel nuts production in 

Jhapa, turmeric farming in Sunsari, ginger farming in Salyan and Palpa, 

rural agro-tourism scheme in Lamjung and Szechwan pepper farming in 

Myagdi are being conducted in the current fiscal year. Similarly, Jarailo 

and Basmati Chamal farming in Doti, banana farming in Chitwan and 

Kanchanpur, fish farming in Dhanusha and Mango farming in Saptari are 

also included in this program. 

8.6. Maize (corn), Wheat, Millet, Barley and Buckwheat has been the other 

staple food after paddy from the production point of view. Though the  
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8.7. cultivation area under the corn has decreased by 4 percent in the current 

fiscal year, its production is preliminarily estimated to increase by 5.4 

percent as compared to that of previous fiscal year. The increase in its 

productivity by 10 percent, the long and favourable monsoon period 

coupled with the off-season and spring season maize production are 

attributed to the increase in corn production. In addition, the 

continuation of mission program that was introduced in 2008/09 has 

also been one of the reasons for such increment in its production. 

Wheat production is expected to rise by 6 percent in the current fiscal 

year as compared to the previous fiscal year. Area under millet 

cultivation has increased by 3 percent due to the reason that millet is 

being sown in Terai and Hilly districts in addition to those areas where 

other crops were sown in the past. Despite the increased acreage under 

millet crop, its productivity has remained low due to absence of the 

uses of improved seeds, fertilizers and advanced technology in its 

farming. Buckwheat which is regarded as the staple food crop in 

mountain region has been included in Nepalôs national statistics since 

last year. Despite this crop covering 50 districts of Nepal, area under 

this crop is estimated at 10,339 hectares only. Buckwheat production in 

this year is estimated to record a notable increase of 13 percent as 

compared to the previous year. 

Production Status of Cash Crops 

8.8. Details of production of traditional cash crops in the current fiscal year 

such as oilseeds, tobacco, jute, sugarcane and potato are given in table 

8(c) below. The area covered by entire cash crops in the current fiscal 

year is expected to rise by 2 percent. Likewise, production of these 

crops is estimated to reach 5,748,000 MT this year with a growth of 6 

percent. Despite quantitative increase in production of these crops this 

year, yield is contained at 12 MT/Ha, like in the previous years.  

Table 8 (c): Cash Cropôs cultivated area and their Production  

Crops 

2009/10 2010/11 2011/12 

Area 

(Ha) 

Production 

(MT)  

Area 

(Ha) 

Production 

(MT)  

Area 

(Ha) 

Production 

(MT)  

Oilseeds 
199,500 149,625 213,706 176,186 218,321 181,206 

(10.00) (10.43) (7.12) (17.75) (2.16) (2.85) 

Potato 
182,506 2,458,720 186,232 2,508,044 187,122 2,682,539 

(0.33) (1.43) (2.04) (2.00) (2.48) (6.96) 
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Crops 

2009/10 2010/11 2011/12 

Area 

(Ha) 

Production 

(MT)  

Area 

(Ha) 

Production 

(MT)  

Area 

(Ha) 

Production 

(MT)  

Tobacco 
2,534 2,491 1,135 1,238 1,110 1,200 

(-0.31) (-0.24) (-55.21) (-50.30) (-2.20) (-3.07) 

Sugarcane 
61,000 2,592,500 62,998 2,718,226 64,483 2,869,493 

(4.99) (10.11) (3.27) (4.85) (2.36) (5.56) 

Jute 
13,103 20,965 10,559 14,418 10,540 14,424 

(12.20) (18.73) (-19.42) (-31.23) (-0.18) (0.04) 

Total 
458,643 5,224,301 470,998 5,418,112 481,576 5,748,862 

(5.29) (5.88) (2.69) (3.71) (2.25) (6.10) 

Note: Numbers in Brackets denotes growth in percent as compared to that of 

previous fiscal year 

Source: Ministry of Agriculture and Cooperatives 

8.9. Sugarcane and potato contribute 50 percent and 47 percent respectively 

to the total production of cash crops. Though area under the sugarcane 

cultivation has increased by less than one percent this year as compared 

to the previous fiscal year, still the production is expected to increase 

by about one percent in this year. In the past, farmers were discouraged 

to continue with sugarcane farming as it was difficult to recover even 

the production cost owing to problems in the sales of sugarcane, but 

now farmers are again attracted to this crop mainly due to excessive rise 

in sugar consumption and its price. Such a trend has led to some 

increase in cultivation area, production and productivity of sugarcane. 

Similarly, potato production is also expected to rise by 7 percent this 

year as compared to the previous fiscal year. The productivity of potato 

had been rising in the past years, productivity is estimated to increase 

by 4.6 percent and rise to 14.336 MT per hectare this year. Area under 

tobacco cultivation has continued to decline this year too as in the 

previous years. Area under jute cultivation, its production and 

productivity have declined due to inadequate availability of jute seeds. 

The preliminary estimate shows that production of oilseeds (mustard, 

yellow mustard, sunflower etc.) will raise by three percent with 

additional 181,000 MT and its cultivation area rise by 2 percent. 

Oilseed cultivation area and its production are estimated to rise due to 

farmersô attraction towards sunflower farming in recent years.  
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Production Status of other Crops 

8.10. The data on area under cultivation, production and productivity of 

vegetables, fruits, ginger and garlic and other spices in FY 2011/12 are 

given in Table No. 8(d). In the current fiscal year, production of 

vegetables is estimated to increase by 6 percent reaching 3,200,000 

MT. Moreover, its cultivation area is also estimated to have increased 

by 5 percent. The reason for such continuous growth in area and 

production is due to increased practices of off-season vegetable farming 

as the major cash crop than other farming in recent days. As a 

consequence, the living standard of the farmers engaged in this 

category of farming has improved significantly. Fruit production is also 

estimated to go up by 6.5 percent as compared to the previous fiscal 

year reaching 885,000 MT. Total area under fruits and production are 

expected to rise this year due to the increasing trend in commercial 

farming of bananas, oranges and due to good mango harvesting year.  

Table 8 (d): Production status of Spices and other crops 

(Area: Ha, Production: MT, Productivity: KG/Ha)  

Crops 2010/011 2011/012 

Area Production Productivity Area Production Productivity 

1. 

Vegetables 

244,102 3,203,563 13,124 255,575 3,400,903 13,307 

(4.94) (6.66) (1.64) (4.7) (6.2) (1.4) 

2. Fruits 
79,184 831,576 10,502 81,625 885,521 10,849 

(0.39) (2.84) (2.43) (3.1) (6.5) (3.3) 

3. Spices  

Ginger 
20,000 216,289 10,814 18,349 215,613 11,751 

(9.3) (13.2) (3.5) (-8.3) (-0.3) (8.7) 

Garlic 
5,656 39,566 6,995 6,446 51,055 7,920 

(11.6) (29.0) (15.6) (14.2) (29.0) (13.2) 

Turmeric 
4,446 35,295 7,939 4,841 45,131 9,323 

(10.9) (23.8) (11.6) (8.9) (27.9) (17.4) 

Chilly 
6,522 27,203 4,171 6,920 29,207 4,221 

(6.1) (14.5) (8.2) (6.1) (7.4) (1.2) 

Cardamom 
11,584 5,212 450 12,729 7,265 571 

(5.9) (2.5) (-3.3) (9.9) (39.4) (26.9) 

Note: Numbers in Brackets denotes growth in percent as compared to that of 

previous fiscal year 

Source: Ministry of Agriculture and Cooperatives 
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8.11. On spices, production and cultivation area of all spices except ginger 

have gone up. Among those spices, production of garlic, turmeric and 

chilly steeply rose by 29 percent, 28 percent and 7 percent respectively, 

while that of ginger has declined slightly. Though cardamom - a major 

export crop - witnessed a decline both in area coverage and production 

due to a spotty disease (chhirke-phurke), its production in Taplejung 

and Sankhuwasabha has gone up due to introduction of technologies 

and schemes Ministry of Agriculture and Cooperatives and the agencies 

under this Ministry have developed.  

8.12. Of industrial crops such as tea, coffee and cotton that are not mentioned 

in Table 8 (d), coffee production has increased by 24 percent and tea by 

5 percent. Farmers are attracted toward coffee farming because of its 

exports to third countries. Cotton farming was done in Dang, Banke and 

Bardia in around 140 hectare producing 145 MT of cotton. Likewise, 

the number of beehives is expected to remain the same as last year, i.e., 

125,000 units. The total honey production, however, is expected to rise 

by 8 percent to 1,300 MT this year. About 600 nurseries in the country 

and flower shops in Kathmandu valley are estimated to have carried out 

the flower transaction of about Rs. 1 billion. Such transaction was just 

of about 660 million in the previous fiscal year. Such increase in 

transaction was due mainly to rise in flower prices. Mushroom 

comprising of various species, which is getting popular mostly in urban 

areas, is estimated to reach its production volume of 1,400 MT, this 

year from its production volume of 1300 MT in the previous fiscal year. 

Similarly, silk cocoon production is expected to rise slightly reaching 

40 MT this year as compared to last yearôs production of 38 MT. 

8.13. The share of food crops to the major agricultural production in the 

current fiscal year is expected to grow to 47.67 percent, but the shares 

of cash crops and other crops are expected to decline and contained at 

28.92 percent and 23.35 percent respectively as compared to 45.44 

percent, 30.34 percent and 24.22 percent respectively in the previous 

fiscal year 2010/11. However, production of all crops has increased in 

terms of their production volume. The share of food crops to the total 

production has increased due to the significant growth in production of 

food crops such as rice, maize and so on. Food surplus is expected to 

rise due to the growth in production of food crops. 
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Number of Domestic Animals/Fowls 

8.14. The number of domestic animals/fowls in Nepal in FY 2011/12 has 

been presented in Table No. 8(e). Analyses of growth trend of domestic 

animals/fowls in Nepal reveal that the rate of growth in the number of 

cows, buffaloes and sheep has remained almost the same while the 

number of goats in fiscal year 2009/10 that had grown by 4.38 percent 

has started declining in the subsequent years. Although the number of 

pigs rose by 2 percent in the current fiscal year reaching 1,130,000, 

their growth rate in the current fiscal year has been less than half as 

compared to that of the previous fiscal year. Likewise, the growth rate 

in the number of chickens in the current fiscal year has been nominal 

with an increase of 13 percent in the current fiscal year as compared to 

the growth rate (53.46 percent) of the previous fiscal year. The growth 

rate in the number of ducks has been negative since last few years.  

8.15. The number of mulching cows is estimated to increase by 2.55 percent 

reaching 998,000 as compared to their number of the previous fiscal 

year. Likewise, the number of mulching buffalo is also estimated to 

increase by 3 percent reaching 1,331,000. Similarly, among the fowls, 

the number of egg layers is estimated to increase by 5.6 percent and 

reach 7,897,000. However, the number of egg laying ducks has been 

declining since last few years. 

Table 8 (e): Description of number of Animals/ Birds 

Description/FY 2009/10 2010/11 2011/12 

Cows 
7,199,708 7,226,050 7,249,173 

(0.34) (0.37) (0.32) 

Buffaloes 
4,832,654 4,995,650 5,140,506 

(3.25) (3.33) (2.94) 

Sheep 
801,371 805,070 807,083 

(-0.20) (0.46) (0.25) 

Goats 
8,844,172 9,186,440 9,519,010 

(4.38) (3.87) (3.62) 

Pigs 
1,064,858 1,108,465 1,130,915 

(1.95) (4.10) (2.03) 
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Note: Numbers in Brackets denotes growth in percent as compared to that of 

previous fiscal year 

Source: Ministry of Agriculture and Cooperatives 

The Status of Domestic Animals/Fowl Production 

8.16. Production of cows and buffaloes milk (excluding Yak) is estimated to 

increase by 4.26 percent reaching a total of 1,623,000 MT in the current 

fiscal year 2011/12. The share of cowôs milk to the total milk 

production is estimated to remain at 29 percent while that of buffaloôs 

milk will remain at 71 percent. Though the meat production is 

estimated to reach 288,000 MT (3.71 percent growth) in the current 

fiscal year as compared to the last fiscal year, it is less than the growth 

rate of 11 percent achieved in that year. The share of buffaloôs meat to 

the total meat production is estimated at 59.88 percent, goat 

(castrated/non-castrated) 18.74 percent, fowls (14.01 percent), pigs 

(6.35 percent) while the share of sheep and ducks meat is estimated to 

remain less than 1 percent. The growth rate of the all types of meat is 

estimated to remain lower this year than that of the previous year. Egg 

production in this year is estimated to climb up by 11.77 percent than in 

the previous year reaching 78,700,000 units. Of this, the share of fowl 

eggs is estimated at 98 percent to the total egg production. The 

description of milk and other animal/bird products are given in the 

Table No. 8(f) below: 

Chickens 
25,760,373 39,530,620 44,610,305 

(5.22) (53.46) (12.85) 

Ducks 
379,553 378,050 376,916 

(-0.93) (-0.40) (-0.30) 

Mulching Cows 
954,680 974,122 998,962 

(2.34) (2.04) (2.55) 

Mulching Buffaloes 
1,252,770 1,291,644 1,331,039 

(3.41) (3.10) (3.05) 

Layer Chicken 
7,290,875 7,478,645 7,897,449 

(2.34) (2.58) (5.60) 

Layer Duck 
175,300 175,150 174,980 

(-2.17) (-0.09) (-0.10) 
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Table 8 (f): Status of Animalôs/Birdôs Production 

Description/FY 2008/09 2009/10 2010/11 2011/12 

Milk Production (MT)  

Cows 413919 429129 447185 468913 

Buffaloes 1031500 1068300 1109325 1153838 

Total 1445419 1497429 1556510 1622751 

Meat Production (MT)  

Buffaloes (M/F) 156627 162358 167868 172413 

Sheep 2711 2705 2722 2720 

Goat (Castrated/Non 

Castrated 

48472 50315 52809 

53956 

Pigs 16992 17059 17923 18277 

Chickens 16662 17551 36085 40346 

Ducks 226 225 218 217 

Total 241690 250213 277625 287929 

Egg Production (in Thousand) 

Chickens 616312 634660 691070 773950 

Duck 13628 13440 13065 13060 

Total 629940 648100 704135 787010 

Wool Production (KG) 583776 582447 586232 586975 

Source: Ministry of Agriculture and Cooperatives 

8.17. Total fish production is estimated to rise by 4.4 percent in the current 

fiscal year as compared to the previous fiscal year reaching 54,360 MT. 

The fast growing fisheries business that recorded negative growth two 

years ago has grown slightly last year and this year. Of the total fish 

production, about 60 percent of fish are harvested from ponds and other 

from natural sources. The rise in fish production is also due to the 

continuity given to the pisciculture program as a campaign in Sunsari, 

Saptari, Chitwan, Rupandehi, Banke, Bardiya, Bara, Parsa and 

Nawalparasi districts of Terai.  
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Major reasons behind the variation in agricultural production, area and 

productivity  

8.18. Impact of Weather: Monsoon that generally begins on June 10 got 

delayed only by a few days this year, and got weak in mid-July, started 

becoming very active from mid-August. According to records of rain 

measurement centres under the Department of Hydrology and 

Meteorology, 110 percent rainfall was recorded only in June, 96 percent 

in July, 97 percent in August and 101 percent in September. The 

rainfall recorded more than average in June and during the review 

period together with good distribution and, as a result, there was a 

positive impact on the overall production of crops like paddy, maize, 

etc. Days with more than 1 mm of rainfall are believed to normally 

irrigate the land; this season witnessed more of such rainfalls as 

compared to the corresponding period of the previous fiscal year. 

Though December and January witnessed less than average 

precipitation, production of winter season crops such as wheat, barley, 

lentils (grams and peas) is estimated to increase due to favourable 

weather with adequate rainfall in October and November that helped 

maintain moisture and humidity in the soil accompanied by nationwide 

winter precipitation, and snow falls in the days of January and February 

also considered as favourable.  

8.19. Chemical Fertilizers: The Agriculture Inputs Company Ltd marketed a 

total of 116,000 MT of Chemical Fertilizers including 71,000 MT of 

urea between the period of mid-July, 2011 and mid-April 2012 

although the requirement of such fertilizers was 700,000 MT as per the 

long-term goal of Agriculture Perspective Plan. Despite less supply of 

fertilizers than the actual requirement, sales and per hectare usage of 

fertilizer have increased significantly as compared to the previous year 

according to the information provided by Agriculture Inputs Supply 

Monitoring Division under the Ministry of Agriculture and 

Cooperatives. Agriculture Sector Performance Review, conducted in 

FY 2004/05 has concluded that two third of the total demand for 

chemical fertilizer is met through such non-formal sources. The highly 

subsidized Indian fertilizers have attracted non-formal sector to engage 

in their imports, sale and distribution especially in Terai regions. 

However, Government of Nepal also has been providing subsidy on 

limited quantity of fertilizers since last few years due to which the 

volume and per hectare fertilizer usage have improved as a result of 
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price subsidy in such fertilizers. Likewise, implementation of programs 

such as providing subsidy up to 50 percent to the agricultural 

machinery tools/instruments for the establishment of compost fertilizer 

factory as an alternative provision to the chemical fertilizer and 

encouraging farmers for producing and using cattle wastes like dung 

and green fodder remnants for producing organic/compost fertilizers 

have helped increase the agricultural production and productivity. 

8.20. Sale and Distribution of Improved Seeds: As per the details provided 

by National Seeds Company Limited on sale and distribution of seeds 

from the period of farming season 2011 as of now (fi rst eight month of 

the current fiscal year), about 2,252 MT of seeds has been distributed 

which is less than 35 percent as compared to the sales of the previous 

year. The Seeds Company that had sold 3,407 MT of wheat seed last 

year has sold just 2,155 MT resulting in the decline of its total sale. 

Decline in wheat cultivation area in the eastern region is mainly due to 

the decline in the sale of its seed. Farmersô group, businessmen and 

organizations involved in seed production at the local level, and farmers 

themselves are found to have produced and sold improved seeds in 

adequate quantity. Verification of 1,632 MT of seed has been carried 

out by mid-April of the current fiscal year so as to ensure quality seed 

provision to the farmers. Similarly, 4,357 seed samples were tested, 

monitoring of 1,128 hectares of seed plantation and 13 referee sample 

tests were conducted under these activities. 

8.21. Impact of improved technology: Agriculture production is estimated 

to increase due to the intervention of improved technologies developed 

in agriculture sector such as improved seeds, fertilizers, pesticides, 

farming instruments and techniques, trained human resource and so on. 

Productivities of recommended rice varieties such as Sabitri, 

Bindeshwori, Radha-4 and Radha 12 in Terai, Khumal-4 and Khumal-

11 in mid-hills and Chandannath in upper hills have been found double 

than that of local varieties with more than 90 percent of the area under 

the rice cultivation covered by these varieties. Likewise, area covered 

by recommended wheat and maize seed varieties has also been more 

than 90 percent. 

8.22. Irrigation: Of the countryôs total 2,641,000 ha of arable land, irrigation 

command area is only 1,766,000 ha Efforts are being made since last 

few years to enhance agricultural production by bringing more land 

under irrigation by providing organized irrigation facility through the 
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development of surface irrigation and underground irrigation systems 

on irrigable lands. As a result of such effort, additional 35,781 Ha of 

land has been brought under irrigation in FY 2010/11 including 26,919 

ha under new irrigation projects, and 8,829 Ha through renovation of 

earlier constructed farmersô irrigation canals. Additional irrigation 

facility was provided to 30,718 Ha of land in FY 2010/11 with an 

additional extension of 38.3 percent of such facility as compared to its 

preceding fiscal year. During the first eight months of the fiscal years of 

2009/10 and 2010/11, additional irrigation facility was provided to 

13,092 Ha and 8,820 Ha of land respectively while it has been 17,447 

ha during the same period of the current fiscal year, which is very 

encouraging as compared to the figures of the previous years. 

8.23. Agricultural Credit:  Arrears of commercial banks out of their lending 

to the agriculture sector in FY 2009/10 stood at Rs. 14.29 billion 

totalled Rs. 14.19 billion by the end of FY 2010/11. Such arrears that 

stood at Rs. 15.17 billion by the first eight months of FY 2010/11 grew 

to Rs. 18.50 billion by the corresponding period of FY 2011/12. See the 

Table 8 (g) below: 

Table 8 (g): Status of Credit Flow of Commercial Banks 

(Rs. In Million) 

Types of Credits 2009/10 2010/11
*
 2011/12

**
 

 

Chang in First eight 

months 

2010/11 2011/12 

Farming and farming related 

services 741.7 1114 1614 522.5 499.6 

Tea 885.7 1148 1268 176.2 120.2 

Animal Husbandry and 

Animal Husbandry related 

services 893.5 1195 1856 189.1 661.1 

Forest, Fisheries, and 

Slaughter Houses 157.1 95.3 149.4 -23.4 54.1 

Other Agriculture and Agro-

based services 11613 10640 13614 33.7 2974 

Total 14291 14192 18501 884.7 4309 

Note: * Unprocessed, ** As of mid-March 2012 

Source: Nepal Rastra Bank 
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8.24. Impact of Natural Disaster: About 1,500 ha of land have been 

destroyed by inundation, river bank erosion, and siltation this year 

alone. Paddy could not be planted in about 25,000 ha of land due to 

plotting for housing plans and less precipitation. Paddy field of about 

650 ha was destroyed by inundation, 200 ha by river bank erosion and 

over siltation. The study has revealed that short period inundation will 

not have adverse effect on the paddy crop. On maize production side, 

656 ha of land have been destroyed by gales and storms, 31 ha by 

landslides and sand burials. Though the land destroyed by natural 

disaster has been comparatively higher this year than in the last year, it 

is still less as compared to damages occurred in previous fiscal years. 

The impact of cold wave that various parts of Terai faced during the 

winter season was found negligible. The various parts of the country 

have received damages from hailstorm in recent days whose details 

have not been received yet. The details on impacts of floods, 

inundation, storms and hailstorms are provided in Table 8(h) 

Table 8 (h): Area affected by Natural Disaster (in Ha) 

Affected 

Crops 

FY 

2004* 

FY 

2005* 

FY 

2006#  

FY 

2007**  

FY 

2008## 

FY 

2009#  

FY 

2010* 

FY 

2011*   

Paddy 116505 3585 120000 88800 30873 92000 567 859 

Maize 1293 20 47 4271 549 1700 563 656 

Millet  500 419 0 1451 3.2 0 13 2 

Total 118298 4024 120047 94522 31425 93700 1143 1517 

Note: * flood/landslides, # flood/landslides and drought, ** flood/landslides 

and inundation, ## flood/landslides, inundation and erosion 

Source: Ministry of Agriculture and Cooperatives 

8.25. Water Induced Disaster Control: Water induced Disaster Control 

Department has been implementing river training and peopleôs 

embankment programs for containment and protection of settlements 

and arable land from floods, landslides, river bank erosion, and 

sedimentation specially in the Hills, inner Terai and Terai regions due 

to expansion of river beds causing potential threats to settlements and 

arable lands on and around the river banks. The peopleôs embankment 

program, initiated in FY 2009/10 with a target of training 10 rivers that 

year, added 3 additional rivers (eastern Rapti, Karnali and Jalad) in its 

program for that fiscal year. Embankment works are underway on 14 

rivers with addition of one river (Aurahi) this year. The embankment 
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works are being carried out Bagmati, Kamala, and Lalbakaiya Rivers 

with the support from India. Program execution is underway based on 

the Master Plan designed with objective of conducting impact study on 

rivers from the foothills to Nepal-India border and their training and 

managing on priority basis. Likewise, policy has been adopted to 

implement programs by integrating engineering and bio-engineering 

technologies. Technical skills enhancement, awareness raising and 

various studies and researches are being carried out in the areas of 

water-induced disaster reduction under the disaster reduction support 

program. 

Organizations involved in Agriculture Development 

Small Farmers Development Bank Limited 

8.26. Small Farmer Development Bank Limited has been providing 

wholesale credit for uplifting the economic and social status of small 

farmers and deprived people living in the rural Nepal through Small 

Farmerôs Cooperatives established and operated by small farmers and 

other microfinance programs run by microfinance institutions. In 

addition, it has been involved in capacity enhancement of such 

microfinance institutions through community development programs, 

livestock insurance program, small farmer development replication 

programs, and trainings and seminars. During the first eight months of 

the previous fiscal year, there were 243 cooperatives of 41 districts 

affiliated to this bank, while during the same period of the current fiscal 

year, the bank has been able to extend its services to the additional 25 

such cooperatives in one more district with a total of 265 cooperatives 

in 42 districts. The membership with this bank has soared by 21 percent 

in the first eight months of the current fiscal year as compared to the 

corresponding period of the previous fiscal year reaching a total of 

208,780 members. With this, about 1,043,000 people have been reaping 

the benefit from its programs. Wholesale lending this bank has 

approved during the first eight months of the current fiscal year rose 

steeply by 66 percent as compared to the same period of the previous 

fiscal year reaching Rs. 1.55 billion. The loan amount sanctioned 

during the first eight months of the previous fiscal year was Rs. 818.9 

million which rose by 130 percent during the same period of the current 

fiscal year reaching Rs. 1.9 billion. Information on service extended 

districts, affiliated organizations and Credit and Investment status of the 

Bank is given in Table No. 8(i) below:  
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Table 8 (i): Small Farmers Development Bank's Credit and Investment 

Status 

(In Rs. 100,000) 

Description 
  

First eight months 

progress 

2008/09 2009/10 2010/11 2010/11 2011/12 

District Number 39 40 41 41 42 

Institution Number 224 234 251 243 268 

Group Number 22313 24412 28423 26625 29982 

Membership number 140962 159767 189899 172494 208780 

Net Domestic Source in Rs. 12816 19021 29929 23451 35239 

Approved Loan in Rs. 10760 10804 15427 8185 18981 

Credit investment in Rs. 6349 9558 18709 9339 15500 

Loan Recovery in Rs. 13276 5924 11095 6271 9963 

Amount on investment in Rs. 7527 11161 18775 14228 24312 

Source: Small Farmers Development Bank 

8.27. With the objective of substituting imported meat products by promoting 

meat-oriented livestock business and generating income for poor and 

small farmers, the Bank has started meat-oriented livestock credit 

program with a total credit of Rs 1.05 billion from the Government of 

Nepal including Rs. 1 billion in FY 2010/11 and Rs. 50 million in the 

first eight months of the current fiscal year. A total of 15,950 families 

of small farmer affiliated with 178 cooperatives working in 37 districts 

are engaged in livestock business securing a total loan of Rs. 959.8 

million. Through this loan, 55,509 she goats, 10,261 pigs, 4,429 buffalo 

calf, 6,597 s/he buffaloes were purchased. Of the credit demand for Rs. 

1.50 billion, for the above said business Bank has already approved 

loan of Rs. 1.32 billion during this period. 

8.28. Self-employment Credit Program has been implemented by securing 

credit of Rs. 90 million from Youth and Small Entrepreneur Self-

Employment Fund in FY 2010/11 with the objective of creating 

employment opportunities through the promotion of micro-enterprise 

business by providing capital required for implementation of self-

employment oriented businesses for unemployed and marginalized 
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small farmers. Self-employment opportunities have been created 

through credit flow of Rs. 90.5 million to 627 small farmer families 

affiliated with 47 cooperatives in the first eight months of the current 

fiscal year 2011/12.  

8.29. A total of 5,926 units of livestock valued worth Rs. 13,275,926 were 

insured in FY 2010/11 from livestock insurance program operated with 

the grant assistance of the Government of Nepal while 10,702 units of 

livestock worth Rs. 16,520,000 have been insured in the first eight 

months of the current fiscal year. During this period, livestock 

insurance premium of Rs. 80,040,000 received from the government of 

Nepal has been passed on to the concerned organizations. In the current 

fiscal year, 40 training/seminar programs have been conducted through 

the grant assistance of the government of Nepal for the upgradation of 

small farmer cooperatives through which a total of 1196 persons 

including 422 women and 774 men have benefited. 

8.30. Small Farmer Institutional (replication) Program which was started in 

the FY 2007/08 with the grant assistance of the government of Nepal 

has been extended to additional 75 VDCs in the current fiscal year. 

Work is underway on ñthe bank restructuring and expansion of 

microfinanceò in additional 9 districts, and for expansion of 

microfinance in additional 9 mountain and hill districts under the Rural 

Financial Sector Development Cluster Program-II with the assistance of 

the Asian Development Bank.  

Nepal Agriculture Research Council (NARC) 

8.31. In consideration of food security and food sovereignty, NARC has 

given continuity to the Agriculture Perspective Plan targeted programs 

like crops, horticulture, industrial and exportable crops, livestock and 

research along with foundation seed production and genetic resource 

conservation. A total of 3446 activities under 633 projects related to 

multiple (multi-sector) technological researches on crops, horticulture, 

livestock, fishery and aquaculture, farmersô participatory external 

research, management and strengthening of agricultural research, 

foundation seed and goods productions, are being carried out in the 

current fiscal year 2011/12. Yellow blast disease resistant BL 3665 and 

BL 3503 varieties of wheat have been recommended for irrigated land 

in the hills. Success has been achieved in producing disease free plants 

from seed technology for the remedy of spotty disease on cardamom. 
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Hybrid variety of tomato seeds totalling 23.1 Kg has been produced in 

coordination with the private sector. Likewise, 31 units of baby goats 

from Boer variety of goat have been produced from its F1 Generation. 

In the first eight months of the current fiscal year, 49,000 units of pre-

basic potato seed, 54,484 units of seedlings, 462 of piglets, 38 

cow/buffalo calves, 251 young sheep, 29,215 poultry chicks, 3,382,574 

fingerlings, 1,721 bottles of mushroom seed, 4,000 packets of 

Rhizobium culture, and 51 kg of onion seed are produced under the 

foundation seed and production program.  

Status of Imports and Exports of Agro- Products 

8.32. Exports of food items, live animals, tobacco and beverages according to 

Standard International Trade Classification (SITC) group had increased 

by 17.2 percent with a total worth of Rs. 10.5 billion in the first eight 

months of FY 2010/11 as compared to the corresponding period of its 

previous year. Export of such items during the corresponding period the 

current fiscal year is estimated to total Rs. 10.12 billion only with a 

decline of 3.58 percent as compared to the previous fiscal year. Food 

items and live animals worth Rs 14.54 billion and tobacco and 

beverages worth Rs 1.7 million were exported in the fiscal year 

2010/11. Likewise, food items and live animals worth Rs 29.27 billion 

and tobacco and beverages worth Rs 2.17 billion were imported in FY 

2010/11. In the first eight months of the previous FY 2010/11, food 

items, live animals, tobacco and beverages worth Rs. 20.49 billion were 

imported while imports of such commodities has increased by 30.38 

percent and reached Rs 26.71 billion in the same period of current fiscal 

year. Likewise, in the first eight months of the previous fiscal year 

2011/12, beverages worth Rs. 1.42 billion were imported while Rs. 1.83 

billion has increased in the imports of such item in the same period of 

the current fiscal year. During the review period, on agro-products 

(food, live animals, tobacco and beverages) side, last yearôs trade 

deficit of this group rose by 66 percent reaching Rs. 16.59 billion.  

Cooperative Sector 

8.33. The Interim Constitution of Nepal, 2006 has adopted the policy to 

develop Nepalese economy through public, private and cooperative 

sectors. The state has recognized cooperative sector as one of the three 

pillars of national development. Organizational structure has already 

been developed from the primary level to national and international 
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levels for the development, extension and promotion of cooperatives in 

Nepal. Attraction towards cooperatives is growing as financial service, 

production, processing, marketing, health, education; transportation, 

communication, electricity, housing, tourism and insurance have started 

conducting entrepreneurial and business transactions base on the 

cooperative modality. Attraction towards cooperatives can easily be 

corroborated by the fact that, by mid-January of the current fiscal year, 

the number of cooperative grew by 156 percent, membership by 175 

percent, capital by 2000 percent and investment by more than 5000 

percent as compared to the statistics of FY 2006/07. Moreover, 

cooperative institutions mobilized saving worth Rs. 19.51 billion in FY 

2006/2007, which has recorded a booming growth of 540 percent 

reaching a total of 124.0 billion by mid-January of the current fiscal 

year.  

Table 8 (j) Cooperatives and their membership, capital, investment, and 

saving trend 

FY Institution 

Nos. 

Member 

Nos. 

Total share 

Capital ó000 Rs. 

Total Saving 

ó000 Rs. 

Total 

Investment 

ó000 Rs. 

2006/07 9,720 1,259,747 1,045,563 195,17,517 2,414,747 

2007/08 12,646 1,843,759 8,959,172 29,308,434 30,024,625 

2008/09 19,724 2,138,348 ,8482,476 45,676,944 52,660,117 

2009/10 22,646 2,963,114 20,196,274 121,831,359 10,545,357 

2010/11 23,301 3,141,581 20,225,139 117,295,228 116,835,814 

2011/12
*
 24,928 3,472,674 21,959,189 124,923,084 132,915,440 

Note: * Until Mid-January, 2012 

Source: Department of Cooperatives 

8.34. The number of members associated with cooperatives has reached more 

than 3,472,000 by mid-January 2012, of which women member 

comprise more than 46 percent. Likewise, the number of registered 

cooperative institutions has reached 24,900 by mid-January 2012, and 

of this, more than 2,500 cooperatives are solely operated by women 

groups. This statistics clearly makes evident of the contribution 

development of cooperatives has made on women empowerment. 

Cooperatives have provided direct employment to 75,000 people with 

an estimated 500,000 individuals indirectly employed. It is not difficult 
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to estimate that these cooperatives have been making notable 

contribution for the promotion of business enterprises, and agricultural 

production from village level to the cities due to huge savings 

mobilization of more than Rs. 124 billion with capital investment of Rs. 

132 billion in this sector. The net share capital of these institutions has 

reached close to Rs. 22 billion. Beside these primary institutions, 

cooperative movement in Nepal has outreached from central to district 

levels like National Cooperative Association Ltd ï 1, National 

Cooperative Bank Ltd ï Cooperatives focused on a particular subject ï 

14, District Cooperative Associations ï 66 and a specific objective 

focused District Cooperative Association ï 157, have been registered 

and are in operation. 

8.35. Cooperatives getting engaged in business by utilizing their own limited 

resource, means, and skill are considered an important social economic 

process. Cooperative, in addition to various business activities, operates 

social and cultural activities in order to meet economic and social needs 

of all its members. People involved in this sector can make notable 

contribution towards alleviating poverty of the country by engaging 

themselves in income generating and employment oriented activities. 

The trend of cooperatives to engage themselves in business sectors like 

savings and credit, dairy, fair-price shops, tea, coffee, vegetables and 

fruits, agriculture, honey, sugarcane, tangerine, herbal, health, tourism 

and communication has continued to grow. The description of total 

number of cooperative institutions operating with various objectives is 

provided in Table No. 8(k) below. The Table shows that the saving and 

credit cooperatives has its share of 46 percent in the total number of 

cooperatives, while the cooperatives engaged in agriculture and 

cooperatives related to agro-product businesses are also close to savings 

and cooperatives.  

Table 8 (k):  Description of Active Cooperatives until mid-January 2012 

(In Rs. Thousand) 

Nature of 

Business 

Institution 

No. 

Member Share 

Capital 

Rs. 

Deposit 

Rs. 

Investment 

Rs. Male Female 

Saving and 

Credit 11392 893868 808597 15963420 

10105444

4 96208467 

Multipurpose 4105 567590 523859 4525624 21788163 32817403 

Agriculture 4561 191173 177018 464027 1304846 2936022 




