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I.  Introduction
1. With a per capita income of US$220 per annum, Nepal is the 12th poorest country in world and the poorest in South Asia
.  Despite per capita growth rates averaging 2.2 percent per annum in the last two decades, poverty reduction in Nepal has been slow.  The 1995/96 Household Survey found that about 42 percent of the population lived below the poverty line, approximately the same poverty rate as found in the 1984/85 multi-purpose household budget survey.  While the 1995/96 survey showed that poverty rates had fallen compared to the 1991 rural credit survey, the difference was statistically insignificant.
  Poverty reduction has been slow in Nepal for two reasons: (i) per capita income growth rate has been low—and at this 2.2 percent growth rate, it will take Nepal around 31 years to double its per-capita income level; and (ii) growth has been concentrated primarily in the urban areas and particularly in Kathmandu valley, largely excluding 86 percent of the population who live in rural areas, where per capita agricultural production has grown minimally and the overall level of economic activity has been sluggish.
2. While reduction in “consumption/income” poverty has been slow, good progress was made in some aspects of human development in the 1990s: reducing infant and maternal mortality, increasing primary school enrollment, reducing the gender gap in education and increasing access to drinking water.  But Nepal’s human development remains low compared to other South Asian countries.  Also, there is wide variation in human development within Nepal, with rural areas lagging sharply behind urban areas.  Low incomes, lack of employment opportunities especially in rural areas, a delayed start in development, poor public services, and inefficient use of public resources have all contributed to this low and unequal human development.  These same factors have also contributed to creating social unrest and political instability. 

3. In the 1990s, Nepal’s economic performance improved with per capita income growth increasing to more than 2.5 percent
, as the economy responded to macroeconomic stability and the first round of liberalization and population growth rates fell.  The economy became much more open with rapidly growing trade—especially exports—(more than 15 percent per annum in US dollar terms) to both OECD countries and India (which accounts for 40 percent of Nepal’s exports and imports).  However, although growth accelerated and became more broadly based towards the end of the decade, this performance could not be sustained in the face of external economic shocks, a “stop-go” pattern of reform and internal political instability.

4. Since the last Nepal Development Forum (NDF) in April 2000, Nepal’s economic  growth has  slowed down and medium term prospects are somewhat bleak.  Growth in FY2001
—now estimated to be less than 5 percent
—was less than expected and projected GDP growth for FY2002 has been revised downward from 5.5 percent to only 3 percent.    Nepal’s medium term prospects also face major challenges in the road to recovery:

· The effects of the global economic slowdown starting in the spring of 2001 and worsening in aftermath of the events of September 11th.  These have affected Nepal’s small open economy particularly harshly as key economic activities—manufactured exports to OECD countries and the hotel and tourism businesses—have been badly affected. 

· Continued political instability with more than half a dozen governments and nine changes in Prime Ministers in the last ten  years and recent escalation of violence.  Following the breakdown of peace talks in November 2001, the Maoists have resumed and escalated their attacks, with the resulting declaration of a state of emergency. 

· Growing fiscal pressures.  Revenue collections have  fallen in recent months while expenditures and domestic borrowings have increased.  As a result, the risk of fiscal instability is growing.

· Diminishing export markets.  When the Multi-Fibre Agreement (MFA) is repealed on January 1, 2005, export quotas will be removed and countries like Nepal will have to significantly enhance productivity to maintain their apparel exports.  As apparel constitutes 25 percent of export earnings and has grown rapidly—by more than 60 percent in US dollar terms—in the last three years, the challenge of increasing competitiveness in apparel and diversifying away from garments to other export sources is very serious and remains to be addressed.  Similarly, exports to India will be threatened if the Indo-Nepal free trade agreement is not renewed. 

5. Progress with implementing the reform program—very convincingly articulated in the last NDF—has been mixed and far slower than promised.  Progress has been good in areas such as tax reform and infrastructure regulatory reforms. Although the pace of implementation has picked up, progress has also been slow in the financial sector, decentralization and public expenditure reforms. Despite starting several years ago, there has been little progress in civil service reforms, and privatization.  More generally, the tremendous challenge of ensuring better governance to make the investment climate better for the private sector, reduce the cost of doing business, improve the equity of the development process and enhance the effectiveness of public service delivery remains to be addressed.

6. It has now become urgent for Nepal to accelerate the pace of reforms to overcome the twin challenges posed by the Maoist insurgency and the state of emergency and the deteriorating economic and fiscal conditions.  The agenda of reforms that will help Nepal confront these challenges is reasonably clear and is being implemented: 

· Restoring security.  The Maoist insurgency poses a major challenge to the Government to accelerate the implementation of policy reforms.  Thus, restoring and maintaining security will require not only implementing security measures but also: (i) improving public services and economic conditions so that rural poverty and unemployment is reduced; (ii) empowering people and communities and increasing their stake in their own development through decentralization and support to community development schemes; and (iii) involving all stakeholders—in particular political leaders—in a dialogue to develop consensus around a development agenda so that implementation is unhindered by political interests.  The consultations around the Tenth Five Year Plan—i.e., “Tenth Plan” which will define Nepal’s Poverty Reduction Strategy—can serve as a useful instrument in this regard. 

· Maintaining fiscal and macroeconomic stability.  Successful stabilization in the 1990s provided resources and a climate of predictability for private sector activity.  This progress has now been jeopardized by the emerging stress on the fiscal and trade balances.  Thus, to maintain fiscal stability, the revenue collection drive of the past few years will need to be reinvigorated.  To this end, the Government has announced supplementary measures to raise revenues by Rs. 2 billion in FY2002.  But given the difficulties in meeting existing revenue targets, implementing these measures will be a challenge.  More importantly, public expenditures will need to be better prioritized in an environment of constrained resources, while also improving the implementation of spending plans (i.e., translating budget into high-quality public service delivery).  Concurrently, the threat to macroeconomic stability posed by the poor financial position of the two dominant banks—that own 60 percent of all banking assets—has to be urgently addressed.

· Increasing economic productivity and competitiveness.  This includes: (i) implementing infrastructure reforms to facilitate efficient private sector participation, lower production costs and provide reliable services; (ii) improving financial sector efficiency to ensure that capital can be mobilized efficiently and finance productive activities; (iii) implementing trade and exchange rate policies to provide adequate incentives to produce tradeable goods and exports; (iv) reducing the regulatory burden imposed by tax, inspection and labor laws and the other red tape that discourages domestic and foreign investors; (v) paying special attention to the agricultural sector to ensure that key inputs (i.e., fertilizer, irrigation, extension services, agricultural credit and infrastructure) are supplied efficiently and in a sustainable manner and (vi) investing in greater human capital development as a key condition for long run growth. 

· Improving governance and public service delivery.  Reforms here include: (i) improving the effectiveness of public resources through better budget management, expenditure prioritization within the context of a medium term framework, (ii) promoting a greater role of community, NGO and private sector in delivering public services; (iii) more effective monitoring of performance (e.g., use of social audits); (iv) implementing decentralization and supporting community-driven development schemes to empower communities and increase accountability; and (v) implementing financial management and civil service reforms to raise the efficiency and accountability of the public sector.  

7. The development challenge facing Nepal is formidable, but the “twin crises” of the state of emergency and the fiscal difficulties have also made reform imperative.  There is already increasing national attention to the need for a more effective development strategy to overcome the present crisis. Also, the severely constrained fiscal position is prompting a more serious effort at prioritizing public spending. Whether Nepal can turn today’s crises into a springboard for a major breakthrough depends critically on the ability of the authorities to be bold and engage the broad public in the policy debate to build a national consensus on the road forward. 

8. The rest of this note provides a review of: (i) recent economic developments (Section II); and (ii) the status of implementation of the reform program (Section III).  

II. Recent Economic Developments

Overall Growth

9. On average, economic growth in Nepal increased to 5 percent per annum in the 1990s, while population grew by 2.3 percent annually.  Macroeconomic management strengthened during the mid 1990s, resulting in healthy improvements in the external and internal balances (See Table 1).  Inflation was kept low and stable, and exchange rates—pegged to the Indian rupee—depreciated gradually to maintain stability and export competitiveness.  Growth was mainly led by the non-agricultural sector, which accounted for 75 percent of growth during this period (See Figure 1) and exports (18 percent of GDP) played a key role on the demand side (See Figure 2, page 6).  Growth also became more broadly based as agricultural growth picked up in the second half of the 1990s.  
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10. However, Nepal’s economic performance has markedly deteriorated in recent months, halting the acceleration of output and export growth.  Growth in the non-agricultural sector is projected to decelerate by one-third in FY2002 and manufacturing value added is expected to contract.  Other constraining factors are the decline in export demand caused by the global economic slowdown, the relatively slower growth of India and internal factors, such as frequent strikes, Maoist attacks on economic targets and power shortages.  Growth in the agricultural sector will be adversely affected by the untimely rainfall in September 2001, which has harmed paddy crops.

Agricultural Sector

11. While agriculture in Nepal has long been lagging, it has shown some signs of dynamism in the last few years.  Agriculture’s share in GDP is more than 35 percent, but its contribution to growth has been below potential and has accounted for less than one-fourth of growth during the 1990s.  Although in the first half of the 1990s per capita agricultural value added actually fell, this trend was reversed in the second half of the 1990s.  Despite the drought of 1999, per capita agriculture growth increased to nearly 1 percent during this period.
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Nominal GDP (2000/01): US$5,568 million

Population (2000/01): 23.2 million 

1990-95

1995-99

1997/98

1998/99

1999/00

2000/01

2001/02

Estimate

Projection 2/

Growth (percent change)

Real GDP at market prices

5.2

4.8

3.0

4.4

6.5

4.9

3.0

     Agriculture and allied

1.5

3.4

1.2

2.7

4.8

4.0

1.5

     Industry

9.3

6.4

1.9

7.4

8.9

5.1

3.9

        Manufacturing

13.6

7.5

4.3

5.5

12.5

3.6

-0.5

     Services

7.4

7.0

5.8

5.8

3.3

5.9

4.7

CPI (average)

11.0

8.7

8.3

11.4

3.4

2.4

5.5

Savings and investment (percent of GDP)

Gross investment

21.1

25.6

24.8

20.5

24.3

25.7

25.5

National savings

14.1

16.5

22.0

21.0

24.8

26.1

24.9

Government budget (percent of GDP)

Total revenue

9.5

11.0

10.5

10.2

10.7

11.4

12.3

Total expenditure

17.3

17.2

16.8

15.4

15.7

18.0

19.1

   Current expenditure

10.2

9.8

9.2

9.3

9.6

11.3

11.8

   Capital expenditure and net lending

7.0

7.3

7.6

6.1

6.1

6.7

7.4

Overall deficit before grants

8.7

7.1

6.3

5.2

5.0

6.6

6.9

Domestic financing (net)

2.2

2.0

0.6

1.4

0.9

2.7

2.2

Money and credit (percent change; end-of-period)

Broad money

..

17.0

21.9

20.8

21.8

15.0

11.5

Domestic credit

..

18.8

14.8

16.1

17.8

19.2

13.5

External trade (percent change)

Export value 3/

29.5

3.7

11.8

18.0

37.4

7.4

2.0

Import value 4/

14.7

2.1

7.1

-2.0

27.6

8.2

3.8

Balance of payments (U.S. dollars million) 

Current account balance (excluding grants)

-287

-177

-135.0

24.0

28.0

26.0

32.0

  (in percent of GDP)

..

-3.5

-2.8

0.5

0.5

0.5

0.6

Official grants and loans (net)

..

254

360.0

216.0

199.0

171.0

243.0

Overall balance

..

86.5

176.0

145.0

209.0

123.0

94.0

Other external indicators

Gross official reserves (U.S. dollars million; end-of-period) 7/

532

593

715.9

795.0

946.5

1,020.0

1,069.0

   In months of imports of goods and services 5/

5.9

4.1

5.3

4.9

5.5

5.8

5.5

Public and public guaranteed debt/GDP (in percent)

..

..

49.7

50.3

56.6

58.8

58.0

Debt service 6/

..

..

6.7

5.9

4.7

4.8

5.5

  1/ This table defers from Statistical Annex Table 1.2 by having more updated GDP numbers.

  2/ Fiscal year ends July 15. Data reflect GDP deflator revisions made by the authorities for the period between

       1997/98 and 1999/2000.

  3/ Cumulative, excluding re-exports.

  4/ Cumulative, excluding gold.

  5/ Ratio is in terms of projected imports of goods and services.

  6/ In percent of exports of goods, services, and private transfers; including debt service to the Fund.

 Source: IMF and CBS


12. Specifically, the factors contributing to the higher growth in agriculture include: (i) an increase in the use of fertilizer (23 percent in FY2000) as higher food prices in FY1999 increased returns to fertilizer use and there was greater private sector supply and “unofficial” imports of fertilizer from India; (ii) private sector entry in the supply of inputs; (iii) better educated farmers
; (iv) diversification of crop production as cash crops and exports grew rapidly; (v) growth of agricultural credit; (vi) some improvements in rural roads and irrigation; and (vii) good rainfall.  
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Figure 7: Ratio of Bank Assets to GDP, period average
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13. Nevertheless, agricultural and rural economic growth remains constrained by inadequate infrastructure, weak irrigation and inadequate other complementary inputs.  Nepal’s poor road infrastructure—one of the least developed in the world
—prevents the development of markets and hence, the growth of both farm and non-farm incomes.  Only 15 percent of Nepal’s cultivable land is under year-round irrigation and some estimates suggest that irrigated area may have fallen in the 1990s.  Poor cost recovery of operations and maintenance (less than 2 percent) in surface irrigation and the slow rate of rehabilitation of privately-owned, farmer managed irrigation systems have prevented an expansion of irrigation.  Reportedly, the installation of shallow tube wells has also sharply fallen off in recent years.  Despite its recent growth, fertilizer application per hectare in Nepal is still significantly below that of neighboring countries.  A critical input – land – is highly fragmented and informal/non-transparent tenancy arrangements deter investment in land.  These constraints will have to be removed in order to boost agriculture production.
Non-Agricultural Sector

14. Growth in the non-agricultural sector accelerated markedly during the 1990s as the economy liberalized and became more stable.  Economic liberalization in the early 1990s
 and successful stabilization of the economy in the mid 1990s helped to create an enabling environment.  The positive response in the non-agriculture sector was widespread:  industry grew by 8 percent per year, the manufacturing sector by over 10 percent and services by over 7 percent.  The rapid manufacturing growth was primarily export-led, but supplemented by growth in the utilities sector as new power sources–the Khimti and the Puwa Khola hydroelectric projects—increased power production capacity by 25 percent towards the end of the decade.  The rapid growth of tourism also contributed to non-agricultural growth until it fell off sharply after the Indian Airlines hijacking incident in 1999.

15. However, non-agricultural growth is expected to slow sharply in FY2002 and manufacturing may contract.  Factors accounting for this include the: (i) drop in domestic demand due to falling agriculture growth that especially affects small industries and services; (ii) decline in export demand as growth in both OECD countries and India has decelerated; (iii) cancellation of export orders caused by trade disruptions and higher insurance costs after the events of September 11th; and (iv) rising costs and uncertainty due to power disruptions, bandhs (general strikes) and direct terrorist attacks by Maoists and other groups on carpet and garment factories and on the liquor business. 

16. The tourism, hotel and restaurant, and transport industry–which account for around 10 percent of GDP–has been badly affected in recent years.  Initially, the hijacking of the Indian Airlines flight in December 1999 caused tourism to fall.  The decline was compounded by the tragedy  affecting the Royal family in June 2001.  Subsequently, the September 11th attacks, the escalation of Maoist violence and the declaration of a state of emergency have further undermined tourism prospects.  As a result, in November 2001 tourism earnings were down 50 percent from the previous year. 

17. The medium-term prospects for the non-agricultural sector appear gloomy, unless strong measures are taken to revive these activities.  Several factors contribute to this bearish outlook.  First, security concerns and attacks on economic targets by the Maoists have worsened the business climate and increased investor uncertainty aside from directly adversely affecting sales of the tourism, hotel, and restaurant sectors.  Second, the prospects for Nepal’s exports to OECD countries—which have contributed significantly to the growth of demand—are endangered both by the on-going global slowdown and by the forthcoming repeal of the MFA quotas. Successful implementation of reforms will be critical to fight the adverse effects of these shocks and put the economy on a sustained growth path.  In this regard, there is a need to: (i) contain political turmoil and restore security and confidence of the private sector by protecting it against acts of terrorism; (ii) maintain macroeconomic and fiscal stability that helped to create an enabling environment for the private sector in the past few years; and (iii) take urgent measures to increase productivity and reduce the costs of doing business in the face of increasing global competition.  These issues are discussed in more detail in Section III of this note.  

External Sector

18. Foreign trade—notably exports—was the engine of growth for the Nepali economy during most of the 1990s (see Figure 2, previous page).  Helping to produce an export-friendly environment were the economic liberalization in the early 1990s, the successive rounds of trade liberalization (Nepal now has an average tariff of 13 percent) through the 1990s and the nearly complete dismantling of non-tariff barriers to imports.  In response to these measures, trade and exports grew at 15 percent in US dollar terms throughout the 1990s and the share of exports and trade in GDP doubled.  

19. Exports have grown particularly rapid in recent years with 18 percent growth in US dollar terms in FY1999 and 37 percent in FY2000.  Most of the export growth has come from garments, carpets and pashmina (mostly to OECD countries), accounting for more than 50 percent of all export earnings.  Taking advantage of the Indo-Nepal trade agreement of 1996—under which India granted duty free access to certain imports from Nepal—exports to India of vegetable ghee and light consumer products (e.g., toiletries and processed food) also grew rapidly.  In FY2001, export growth slowed to 8 percent partly because of global slowdown and partly as exports to India were affected by transport strikes.  Simultaneously, imports—mainly of consumer goods, machinery and transport equipment—have also grown rapidly in the last few years.  The pegging of the Nepali rupee to the Indian rupee has enabled Nepal to maintain a stable and competitive exchange rate as the Indian rupee gradually depreciated during the past few years.

20. Unfortunately, export growth has sharply decelerated in recent months.  In the first four months of FY2002, exports to countries other than India, declined by 35 percent (compared to growth of 32 percent in the same period in FY2001) while export growth to India decelerated from 58 percent (in the same period last year) to 32 percent. These declines were caused by steep falls in exports of carpets, garments, and pashmina in the case of exports to OECD countries.  In addition, the fall has hurt industry badly and reportedly only one-third of garments factories are currently still operating.  Correspondingly, import growth has fallen to 3.5 percent in FY2002 (compared to 12.5 percent in FY2001), indicating an economic slowdown. 
21. The recovery of trade—especially exports—is crucial for the Nepali economy, but prospects are uncertain.  The recovery of exports will depend on several factors including: (i) the renewal of the Indo-Nepal Trade agreement
; (ii) a recovery in the global economy that would revive demand for Nepali products in OECD countries; and (iii) maintaining a competitive position after the MFA is phased out.  Of these three factors, it is the third factor that challenges Nepal’s medium term prospects the most.  Unless Nepal can rapidly increase its competitiveness and productivity through the much needed structural  and governance reforms, it is unlikely that export growth can be restored. 

22. [image: image4.png]Figure 5: Money Supply and Domestic Credit

Domestic Cosdit

Monay Supply

yuaasad uy Bureyo P

1048

004d

664d

864d

6ad

9644

c6ad

Source: IMF.




Despite the slowdown in exports, the current account and balance of payments position remain strong at present (See Figure 3) and represents a significant improvement from the mid 1990s.  Contributing factors have been: (i) the increase in labor remittance earnings by 145 percent in the last three years to more than US$400 million last year; (ii) the slowdown of imports; and (iii) the fall in petroleum prices.  Overall, the balance of payments has remained strong, with reserves equal to over 5 months (of which one month of reserves are in Indian rupees).  However, despite the current comfortable position, medium term sustainability is unclear as it depends on the resumption of export earnings, stability of foreign concessional assistance and the continued inflow of remittances by Nepali workers.  If confidence in the economy is shaken due to political and fiscal instability, then this vitally important remittance inflow could be diverted, threatening the current comfortable foreign exchange position.

Fiscal Developments

23. Fiscal management in FY2000 and FY2001 improved significantly mostly due to good revenue policies and improved administrative measures (See paragraph 33), with revenues increasing by 35 percent in these two years.  The revenue increase, combined with lower than expected development expenditures, contributed to reducing the fiscal deficit to less than 5 percent of GDP in FY2000, and a lowering of the domestic financing requirement.  In FY2001, there was a good start to initiating public expenditure reforms with the work of the Public Expenditure Review Commission (PERC), which recommended important measures to improve the effectiveness of public expenditures (See Box 1, page 12).  Expenditure prioritization also noticeably improved in the FY2002 budget (See paragraph 35).
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Figure 7: Ratio of Bank Assets to GDP, period average

 

0%

 

5%

 

10%

 

15%

 

20%

 

25%

 

30%

 

35%

 

40%

 

Bangladesh

 

India

 

Nepal

 

Pakistan

 

Sri Lanka

 

1960

-

65

 

1965

-

70

 

1

970

-

75

 

1975

-

80

 

1980

-

85

 

1985

-

90

 

1990

-

95

 

But, the fiscal position has deteriorated over the past three quarters due to the economic slowdown and political disturbances.  Revenue collection is falling while expenditure pressures are increasing.  An increase in the wage bill in FY2001 and difficulties in revenue collection in the last quarter of FY2001 contributed to an increased fiscal deficit of nearly 7 percent of GDP and a sizeable increase in domestic borrowing (to 2.7 percent of GDP).  Initial reports for the first six months of FY2002 suggest that revenue collections are running below FY2001 trends—i.e., revenue collection has increased by  4  percent compared to a 17 percent increase in the same period in FY2001.  Factors that have contributed to this have been the decline in imports, the low level of economic activity and the attacks on liquor sales.  Expenditures are under pressure because of higher security-related expenditures to finance the implementation of emergency measures and the Integrated Security and Development Program (ISDP).  Additional expenditure demands from these sources amount to more than 1 percent of GDP. 

25. The positive fiscal developments of recent years supporting the relatively good macroeconomic performance and growth are now under threat.  A major slippage in fiscal management will set back growth prospects by increasing inflation and interest rates, causing real exchange rate appreciation and increasing uncertainty.  Thus, high priority must be given to improving fiscal management.  While the revenue share in GDP is still relatively small and there is considerable scope to increase resource mobilization, in the short term the revival of revenue collection will depend more on the recovery of the economy.  Hence, the agenda of improving public expenditures reforms—discussed in detail in Section III—takes on greater urgency. 

Monetary Developments, Prices and Interest Rates

26. [image: image6.wmf] 
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In recent years, broad money growth (See Figure 5) averaged nearly 19 percent but was consistent with nominal GDP growth, low inflation and the increasing demand for money as the economy became more monetized.  Monetary growth has been led by an increase in foreign assets (26 percent per year) and by a healthy growth of credit to the private sector (19 percent per year) in recent years.  However, recently public sector borrowing requirements—especially in the last quarter of FY2001  increased significantly. In FY2002 also domestic borrowing pressures have increased due to lower revenues.  
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Consumer inflation rates have been low—averaging about 3 percent per annum in the past two years.  The recent low inflation rates have benefited from good crops. A relatively stable exchange rate and import prices (imports are 31 percent of GDP) have also helped to keep inflation low.  Although relatively low, inflation rates have varied across the different regions of the country.  Consistent with the impact of low food prices, in FY2001 inflation was lowest (less than 1 percent) in the agriculture surplus Terai region, while it was 3 percent and 5 percent in Kathmandu and the hill regions respectively.  In FY2002, inflation is expected to increase to more than 5 percent partly because of the shortfall in paddy production.  The trend in nominal interest rates in recent years has mirrored the decline of inflation rates partly in response to NRB policies of lowering interest rates and the growth of broad money.  Both deposit and lending rates have fallen and a spread of around 5 percent has been maintained.  While the responsiveness of interest rates to inflation rates is encouraging, the continued high spread between deposit and lending rate testifies to the structural problems in Nepal’s financial sector, which is discussed in the next section.

III.
Progress In Implementing Reforms
28. The review of recent economic developments shows that the Nepali economy is going through a downturn at present.  Without a strong program of reforms to reverse this downturn, Nepal will face difficult medium term economic prospects.  This in turn will constrain Nepal’s ability to attack poverty and accelerate human development.

29. Presentations during the NDF 2000 and the FY2001 and FY2002 budget speeches promised a new era of reforms, based on a poverty reduction agenda  and with priority given to improvement in economic policy management, governance and regulatory reforms.  Subsequently, an Interim Poverty Reduction Strategy Paper (I-PRSP) was prepared and as previously mentioned, the Tenth Plan—which will be the final PRSP—is now under preparation.  
30. The I-PRSP highlighted the following points: (i) poverty rates have been stagnant since the mid-1980s, despite an improvement in the first half of the 1990s; and (ii) slow progress in poverty reduction has been caused by low per capita income growth, stagnant agricultural growth, inadequate rural infrastructure and ineffective public expenditures.  The main goal of the I-PRSP is to reduce the poverty rate to 10 percent in the next two decades.  To achieve this, key intermediate targets are to: (i) raise GDP growth to 6.2 percent by FY2004, with the agricultural sector growing by 4 percent; (ii) reduce the population growth rate; (iii) build up rural infrastructure (power,  irrigation and roads); (iv) improve Government services through decentralization; and (v) achieve universal primary education.
31. Reforms have been initiated in several areas, but in general, the implementation of reforms has been uneven and much slower than expected.  Reforms have been launched in fiscal and financial management, decentralization, infrastructure, the financial sector, and social sectors.  The last session of Parliament (ending in October 2001) approved 22 bills, some of which legislate far-reaching reforms in economic management.  Reforms that have progressed relatively well include those in taxation and infrastructure.  There has been slower progress with the reforms in decentralization, financial sector and public expenditure management, but the pace of reforms in the latter two sectors have picked up recently.  Despite declared intentions, there has been very little progress in implementing civil service reforms and privatization.  

Economic Policy Management and Regulatory Reforms

32. Fiscal Management: Fiscal management has been effective since the mid 1990s in maintaining fiscal and macroeconomic stability, but has been less effective as an instrument of development policy.  Actual deficits have been less than budgeted and most of the deficits have been financed by concessional assistance or grants.  On the other hand, the low tax-to-GDP ratio (about 11 percent) and weak management of public expenditures have hindered domestic resource mobilization and their effective use.  Domestic resources have been inadequate and spread too thinly, especially in the case of development expenditures.  The number of development projects—many of which were politically motivated—increased from 400 to more than 700 in the second half of the 1990s before being lowered to 613 project in the current fiscal year.  Consequently, project implementation slowed and returns to public investment fell.  Expenditure allocations for important items such as operations and maintenance have been severely under-funded. 
33.  A wide ranging program of tax reforms is being developed through the following measures: (i) passing legislation to strengthen VAT procedures, including requiring better maintenance of records; (ii) updating the import valuation system for customs and requiring payments to be handled through banks; (iii) passing the Income Tax Act of 2000 that consolidates tax laws, simplifies payment procedures and includes taxes on inheritance; (iv) expanding the income tax base to include commercial farming, exports, dividends and interest; (v) strengthening tax administration by combining the Departments of Taxation and VAT into the Inland Revenue Department; and (vi) strengthening anti-corruption measures by reducing harassment of taxpayers and requiring annual asset declarations by taxation officials.  These are impressive reforms, which now need to be properly implemented.
34. On the expenditure side, the most important development has been the work of the PERC, whose March 2001 report made a number of far reaching recommendations to reform public expenditures (See Box 1).  Several of these recommendations – prioritizing the development budget, introducing a medium term expenditure framework, pension reforms, expanding decentralization -- were adopted in the FY2002 budget.  

Box 1:  Key Recommendations of the PERC

The PERC made several important recommendations on prioritizing public expenditures and functions, and improving financial management and civil service accountability in its March 2001 report.  These recommendations included:

(i)
streamlining and rationalizing the role of the Government, Ministries and Departments with the aim of merging, delegating and eliminating functions to increase public focus on key public goods and services;

(ii)
prioritizing development programs and projects through: (a) establishment of more rigorous screening criteria for project selection and funding; (b) identification of projects to be cut, merged or given greater resource allocations; and (c) use of a project implementation performance system to allocate resources; 

(iii)
identifying a five year expenditure prioritization framework (FY2002 to FY2006) that seeks to increase public savings, provide for debt servicing, contain the wage bill and rationalize defense and police expenditure;

(iv)
pension reform (in the Civil Service Act) to make pension funding more sustainable through a shared contribution system and a changed retirement age; 

(v)
civil service/governance reforms to improve accountability and promote right-sizing in key Ministries (Agriculture and Cooperatives; Health, Information and Communications; Education and Sports, and Forest and Soil Conservation) that account for 61 percent of all civil service posts; 

(vi)
strengthening administrative cost control systems through setting up of clear expenditure norms; 

(vii)
improving financial management and internal auditing systems; and

(viii)
expanding the decentralization program, especially in education and agricultural extension services.
35. To sharpen prioritization, the FY2002 budget increased the share of overall expenditures on important public goods and services, including education, health, local development, and agriculture.  Appropriately, the share of public expenditures to sectors where the private sector has shown more interest has been cut—most notably, in the power sector.  At a more disaggregated level, the budget contains signs of more intra-sectoral prioritization and provides higher allocations (relative to FY2001 actual expenditures) to the following important pro-poor programs. 

· primary education (an increase of 26 percent); 

· school textbooks (an increase of 5 percent); 

· primary health posts and sub-posts (increase of 216 percent); 

· HIV/AIDs prevention (increase by 124 times); 

· supply of medicine and instruments (increase of 29 percent); 

· infectious disease control (increase of 129 percent); 

· family planning and mother and child programs (increase of 43 percent); and

· extended vaccination program (increase of 104 percent). 

The FY2002 budget also incorporates a pruning of the development budget by announcing a core list of 100 projects whose implementation will be given priority. But there are still important issues in expenditure prioritization—e.g., the share of expenditures on road maintenance, rural water supply and maternal and peri-natal care appear to have been decreased.  

36. After a hiatus, implementation of expenditure management reforms has picked up in recent weeks as the government has embarked on an exercise to prepare a Medium Term Expenditure Framework (MTEF) in five key Ministries
—Health, Education, Physical Planning and Works, Agriculture and Water Resources—to prioritize public expenditures in line with the preparation of the Tenth Plan/PRSP.  Teams in these ministries have been working with the Ministry of Finance and the National Planning Commission (NPC) to prepare: (i) sectoral goals and outcome targets based on their missions; (ii) policies and programs to achieve those goals; and (iii) expenditure requirements to fund these programs.  The final step is to prioritize these programs within realistic budget ceilings.  While the exercise is off to a good start, it will be vital to ensure that the expenditure prioritization takes place within realistic budget ceilings, especially in the case of development expenditures.  
37. The successful introduction of the MTEF will help to achieve three important goals.  First, if done well, the MTEF will provide a budget constraint within which to design a realistic Tenth Five Year Plan, and in turn serve as the detailed financing plan of this Five Year Plan
.  Second, implementation of the MTEF will force the budget to focus on outcomes and results.  Third, the MTEF will help to strengthen coordination of donor funding by putting Nepal in the drivers seat in deciding expenditure priorities in the context of well-designed sector strategies.  But to be effective, progress with the implementation of the MTEF will need to be monitored through a proper expenditure tracking system and monitoring outcomes. Political support will also be needed to ensure that MTEF targets are respected in the actual implementation of the budget. 

38. Poverty monitoring and analysis capacity also needs to be strengthened as an integral part of economic management.  The I-PRSP has declared poverty reduction to be the over-riding objective of Government policies.  In the context of the Tenth Plan/PRSP, it will be necessary to have a good poverty monitoring system and institutions to collect, monitor and analyze information on the impact of policies.  The I-PRSP also refers to the importance of developing poverty monitoring systems.  In this context, the next Nepal Living Standards Survey (NLSS) is being launched in the spring of 2002 to update household level information on trends in incomes and poverty and their determinants.  However, institutional capacity for poverty analysis and its linkage to policy-making remains weak.  To ensure consistent and regular evaluation, a small number of key indicators should be tracked at various levels of dis-aggregation and with different frequency.  Work in this area has started with support from UNDP and the World Bank. 

39. Financial Sector Reforms:  Nepal’s financial sector development lags considerably behind neighboring countries as indicated by the low share of banking assets to GDP (See Figure 7, next page) and future development is threatened by the poor health of the banking sector.  Around 60 percent of the banking sector assets are owned by two large banks–the Rastriya Banijya Bank (RBB), which is wholly Government-owned, and the Nepal Bank Limited (NBL), which is majority privately-owned.  Through weak management, politically motivated lending and, possibly, insider lending, it has become evident that the quality of the assets owned by these two banks has sharply deteriorated—e.g., the share of RBB’s non-performing loans is conservatively estimated to be 25 percent and the net insolvency of the two banks together might well exceed 6 to 7 percent of GDP.   
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40. A number of reforms are being implemented to strengthen the financial sector in line with the Financial Sector Strategy Statement issued in December 2001. These include: (i) reforming the Nepal Rastra Bank (NRB) to strengthen its autonomy and authority; and (ii) strengthening supervision and management of commercial banks.  The approved NRB Act increases the independence and authority of the central bank, establishes transparent rules governing hiring and firing of the Governor of NRB and gives NRB greater authority to supervise commercial banks, including taking over the management of troubled banks and severely punishing irregularities by bank officials.  In addition, the Deposit Taking Institutions Act (placed before Parliament) will tighten regulatory rules governing all bodies, including numerous non-banking financial institution that take deposits.  Finally, after much delay, external management teams are being contracted to take over the management of RBB and NBL to help address their deep rooted management and financial problems.  The management contract for RBB will be awarded to Deloitte and Touche, and the bid evaluation process is nearly complete for management contract offers in the case of NBL.  The ability to move ahead steadily with the much-needed reforms in the financial sector will be important for restoring business confidence and accelerating financial development.

41. The overall regulatory framework governing the private sector has been made quite liberal, but unfortunately, as in many other sectors, the poor implementation of these policies remains a constraint.  The Industrial Enterprises Act of 1992 abolished industrial licensing requirements (except for some industries), and opened a one-window shop for providing facilities.  The Foreign Investment Policy of 1992 laid down provisions and rules for attracting foreign private investment.  Entry barriers of the private sector in the supply of agricultural inputs have also been removed. Quantitative restrictions on foreign trade are also minimal – though the Government’s introduction earlier this month of Business Credibility Requirement certificates for opening letters of credit will increase the costs of imports and may hurt growth.  In general, poor implementation of regulations makes the business environment more difficult.   A survey of private sector firms in 1999 revealed that red tape and corruption in the provision of Government services, lack of clarity of laws and unpredictability of Government policies, and discretionary implementation of income taxes and VAT were all cited as major factors in raising the costs of doing business. Excessive and complicated documentation requirements are a good example of red tape.  In the case of exports, for example, on average exporters need to prepare around 80 documents, the number varies according to the type of goods involved: e.g. exports of  ready-made garments, handicrafts and leather exports needs respectively 79, 82 and 77 documents
. Labor laws that prevent retrenchment of workers also present another important barrier to business and with perverse results.  Employers are encouraged to use capital intensive methods, reducing employment.  These laws also encourage the employment of casual labor – with almost 50 percent of manufacturing labor force made up of casual workers, who are deprived of benefits and lack minimum job security.  Overall, the fundamental issue is that the private sector still perceives the Government as a hurdle to cross rather than as a facilitator of their activities.  Clearly, this image of the Government is at odds with the Government’s overall policy goal to improve the business climate and attract domestic and foreign investors so that there can be rapid and sustained growth of incomes and employment.

42. Infrastructure Reforms: Nepal has made significant progress in implementing regulatory reforms to expand infrastructure provision with private sector participation.  Regulatory bodies have been set up in both the power and telecommunication sectors and private sector operators have been issued licenses to provide electricity and telephone services.  The recently revised Hydropower Policy now allows private sector entry into a full range of the power sector activities—i.e., generation, transmission and distribution—with the objective of facilitating improved access to under-served areas.  The capacity of the regulatory body—the National Electricity Authority (NEA)—is being strengthened to enable it to supervise private sector participation in all aspects of the sector.  At the same time, a Power Development Fund (PDF) is being set up to provide funding for power sector investment, including setting up hydro-power plants to service rural areas.  In telecommunications, a Telecommunications Act has been enacted that introduces competition in basic, cellular and value added services.  A second private cellular license was awarded in March 2001, a private national operator was selected to provide basic service in May 2001 and there are over 65 new operators authorized to provide value-added services (i.e., internet, paging and data transmission).  The decision has also been made to award a contract to a private supplier to provide telecommunication services to 534 rural communities—i.e., roughly one-fourth of all rural communities currently without access to telephones.  While clearly an important agenda of reforms in this area has been launched, the success in implementing these will be vital for accelerating Nepal’s growth through raising the economy’s competitiveness.

43. Privatization: Nepal has made little progress in privatization in recent years, though recently there has been some effort.  The Privatization Act was legislated in 1994 and after an initial round of privatization during which 14 enterprises were privatized, the process stalled.  In 1999, 25 of 47 existing public enterprises—including those in cement, tea and power—were identified to be prepared for privatization.  A Privatization Committee has been working under the Ministry of Finance and includes opposition party members.  This committee has made efforts to privatize several enterprises, including the Bhaktapur Brick Factory, the Himal Cement Factory, the Salt Trading Corporation and the Butwal Power Company.  However, a number of factors have hindered privatization plans, including: (i) labor problems; (ii) environmental issues; (iii) failure of bids to meet technical qualifications; and (iv) prices that were unacceptably low.  Beyond these factors, the lack of transparency in the process—most recently seen in the bidding process for the Butwal Power Company—also hindered privatization.  It is important to overcome these obstacles and accelerate the process of privatization as this will help to strengthen Government’s credibility in promoting private sector development and boosting investor confidence.

Governance Reforms

44. Decentralization: Nepal has one of the more advanced legislative frameworks for decentralization in South Asia in place, but implementation of decentralization has been slow.  The 1999 Local Self Government Act (LSGA) set ambitious targets for implementation of decentralization, that were later followed up with more specific PERC recommendations to implement decentralization.  The LSGA provides an expanded set of responsibilities for local governments, which consist of 75 District Development Committees (DDCs), 58 municipalities and 3,913 Village Development Committees (VDCs).  While the Decentralization Implementation Monitoring Committee, DIMC, has approved the fiscal decentralization framework, it still has to be operationalized.   The overlap between the deconcentrated sectoral units and line agencies of the central government and local governments also needs to be resolved.  As a result, progress in implementing decentralization has been slow.

45. Seemingly breaking this impasse, the budget speech of FY2002 promised a clear road map for implementing the decentralization program.  Inter-alia, it announced that:

· a “ Decentralization Implementation Plan” would be prepared;
· local bodies would be allowed to directly manage some basic services, including primary education, primary health care, agricultural extension services and animal health services;
· local bodies would be provided with a larger tax base and transfers and made more responsible and accountable by gradually implementing the recommendations of Local Bodies Finance Commission;
· district offices would be responsible for supervising and monitoring the effectiveness and quality of services delivered by themselves and the VDCs; and 
· a “ District Technical Office” would be established in each district under the coordination of a local Development Officer to provide integrated technical services to all local level projects.
Little has happened by way of implementation since the budget speech.  But in December 2001, the Cabinet has approved detailed implementation arrangements for decentralization. Given, the wide disparities in economic development between urban and rural areas and between the Terai, hills, and the mountainous regions, the concentration of development in Kathmandu and the unrest in far off districts partly due to the remoteness of the central Government, decentralization is one of the most important reform agendas in Nepal.  Hence, it is important that implementation of decentralization be accelerated.  To an important extent, the lack of a operational inter-government fiscal framework has been an obstacle to further progress.  Hence, a key step would be to activate the Local Bodies Finance Commission to set up such a framework and make it operational.  Moving ahead, the government also needs to ensure that decentralization is accompanied by accountability of local governments.  So, performance monitoring of the local governments and performance–based resource allocation will be important.  Financial accountability will need to be ensured at the local level as part of the effort to improve overall accountability of the government based on the recommendation of the ongoing Country Financial Accountability Assessment.

46. Complementing decentralization policy, the Government has also decided to provide direct support to community based development schemes.  To this end, a Poverty Alleviation Fund (PAF) is being established to finance human resource development, small-scale infrastructure schemes that are demanded by communities and micro-credit for income generating activities.  The PAF will have two financing windows, specifically to support: (i) partner/implementing organizations (e.g., NGOs/CBOs, local Governments and line Ministries) directly; and (ii) development schemes indirectly by setting up local trust funds at the District level.  To maintain objectivity and resist political influences when reviewing proposals for funding, the PAF will be governed by an autonomous Board of Directors consisting of representatives from both Government and civil society. 

47. Financial Management: In some respects, Nepal has made good progress in developing accountability and financial management institutions, though the effectiveness of these institutions  suffer from capacity constraints.  Nepal has an active Public Accounts Committee (PAC) headed by an opposition member of parliament, which frequently and vigorously reviews governance, accountability and corruption issues with the purpose of preserving public interests.  The Auditor General is constitutionally independent.  The Financial Controller General’s Office has generally good accounting procedures and is developing a computerized accounting and expenditure tracking system.  
48. Corruption cases are handled by an independent agency and are debated and reported by the media.  The Commission for the Investigation for the Abuse of Authority (CIAA) is governed by laws that provide it considerable independence and authority.  Recently, HMG considered extending the mandate of the CIAA to the judicial system, and the Parliament is reviewing this measure. 
49. Nonetheless, financial management and accountability issues persist and corruption is perceived to be widespread, contributing to misallocation of public resources, arbitrary application of regulations on the private sector, delays in project implementation, rapid turnover of staff, and perverse incentives for civil servants.  Financial management problems are most serious in the following areas: (i) poor budget implementation resulting from opacity of budget presentation and weaknesses in budget monitoring, despite improvements in recent years; (ii) lack of capacity in the CIAA, which hampers its ability to investigate and prepare corruption cases, which, then, are dismissed by the courts; (iii) lack of follow up to the Auditor General’s Reports; (iv) inadequate standards of accounts and disclosure rules especially as they relate to the financial sector; (v) weaknesses in procurement systems; and (vi) issues related to political party and election financing.  The PERC has made several recommendations pertaining to financial management and a national steering committee on preparing a country financial accountability assessment has recently been established to further diagnose the needed financial management reforms.  Given Nepal’s relatively limited public resources and their increasing scarcity in the face of competing demands, the importance of ensuring greater effectiveness and accountability in the use of public funds is greater than ever.  Hence, it is important that the authorities persist in the reforms to improve financial management through addressing these issues. The work on the Country Financial Accountability Assessment, that is being jointly carried out by the Government and the Bank and its recommendations will be important input to this effort.
50. Civil Service Reforms: Progress has been slow in implementing the civil service reforms that were launched two years ago.  The planned reform program included: (i) undertaking wage reform; (ii) improving civil service management and records; (iii) right-sizing the civil service; and (iv) stream-lining the number of public sector departments and agencies.  While public sector salaries were increased by 50 to 100 percent in FY2001, it is unclear as to whether this increase decompressed salaries and had the desired effect of increasing incentives for the professional/managerial cadres.  A civil service census has been under-way for the last two years, but there is a need to update it to take into account changes that have taken place and also make personnel records consistent with payroll files.  The process of right-sizing the civil service has initially started by freezing all non-essential vacant positions and introducing a separation scheme. Some 6,000 temporary project workers have been retired and a generous voluntary retirement scheme (VRS) was introduced. Despite interest from 4000 employees, actual separation has been limited because of the fiscal situation and to ensure that only those who are truly eligible can retire. The government needs renewed attention to implementing the planned reform of the civil service in order to improve the effectiveness of the public sector.

III. CONCLUSION
51. Nepal is at a crossroads in its development history.  Medium-term growth prospects are under threat due to external shocks and slow implementation of reforms. Also, poor governance, rising insecurity and political instability are hindering human development and poverty reduction. The Government has responded to these challenges by declaring a state of emergency and directly confronting the challenge to security.  Alongside, the Government also wisely recognizes that faster growth of incomes and employment and improving governance and public service delivery have to be integral parts of the response to the current crisis.  Accordingly, the Government has launched wide-ranging reforms to achieve these goals.  The main challenge for the Government now is to implement these reforms with urgency such that it will strengthen the its credibility with the people of Nepal and its development partners and decisively accelerate Nepal’s progress in reducing poverty. 
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� 	These are based on nominal per capita incomes in US dollars.  In purchasing power parity terms, Nepal’s per capita income makes it the 30th poorest country in the world.  It is worth noting that National Income Accounts are weak in Nepal, especially in the non-agricultural sector. 





�     It is worth noting that difference of methodology between these surveys make a straightforward comparison difficult.  Also, the recent mid-term NPC review of poverty carried out in 2000 shows poverty rates to have declined to 38%.





�	Unless otherwise indicated, macroeconomic data in this note have been taken from IMF documents.  





� 	The fiscal year runs from July 15 to July 14, with FY2001 covering July 15, 2000 to July 14, 2001.





�	This number is the most recent estimate by the Central Bureau of Statistics (CBS).  As it not yet official, the tables in this note show growth of 5.3 percent in FY2001.


� 	This is a finding from the sectoral review by the Ministry of Agriculture and the Asian Development Bank (ADB).


� 	The normalized roads index in Nepal was about 70 compared with 119 for low income countries in 1997/98.  The normalized roads index is the total length of roads in a country to the expected length where the expectation is conditioned on population, population density, per capita income, urbanization and region-specific characteristics. Thus, road density in Nepal is low compared with its own expected value, as well as with other countries.  From M. Fafchamps and F. Shilpi, “Infrastructure Location and Development in Nepal”, Research Proposal, World Bank, 2002.





�	Liberalization measures included: (i) reform of investment regulations, including easing of entry barriers; (ii) trade and financial sector reforms that facilitated the supply of raw materials, intermediate and capital goods; and (iii) regulatory reforms that allowed private sector participation in infrastructure.


� 	While trade talks have been held since August 2001 they appeared to stall as India sought clearer rules of origin and safeguards against re-exports of other country products via Nepal before renewal.  However, the recent announcement by the Indian Prime Minister holds out hope that the treaty will be renewed soon.


�      The MTEF exercise focused on the following sectors: Health, Education, Agriculture, Irrigation, Roads and, Hydro Power.


� 	Previously, the implementation of Five Year Plans has badly suffered from being de-linked from annual budgets.


� Binod Karmacharya, “ Export Potential of Nepal: Comparative and Competitive Analysis”, ADB, pp.33.
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Nominal GDP (2000/01): US$5,568 million

Population (2000/01): 23.2 million 

1990-95

1995-99

1997/98

1998/99

1999/00

2000/01

2001/02

Estimate

Projection 2/

Growth (percent change)

Real GDP at market prices

5.2

4.8

3.0

4.4

6.5

4.9

3.0

     Agriculture and allied

1.5

3.4

1.2

2.7

4.8

4.0

1.5

     Industry

9.3

6.4

1.9

7.4

8.9

5.1

3.9

        Manufacturing

13.6

7.5

4.3

5.5

12.5

3.6

-0.5

     Services

7.4

7.0

5.8

5.8

3.3

5.9

4.7

CPI (average)

11.0

8.7

8.3

11.4

3.4

2.4

5.5

Savings and investment (percent of GDP)

Gross investment

21.1

25.6

24.8

20.5

24.3

25.7

25.5

National savings

14.1

16.5

22.0

21.0

24.8

26.1

24.9

Government budget (percent of GDP)

Total revenue

9.5

11.0

10.5

10.2

10.7

11.4

12.3

Total expenditure

17.3

17.2

16.8

15.4

15.7

18.0

19.1

   Current expenditure

10.2

9.8

9.2

9.3

9.6

11.3

11.8

   Capital expenditure and net lending

7.0

7.3

7.6

6.1

6.1

6.7

7.4

Overall deficit before grants

8.7

7.1

6.3

5.2

5.0

6.6

6.9

Domestic financing (net)

2.2

2.0

0.6

1.4

0.9

2.7

2.2

Money and credit (percent change; end-of-period)

Broad money

..

17.0

21.9

20.8

21.8

15.0

11.5

Domestic credit

..

18.8

14.8

16.1

17.8

19.2

13.5

External trade (percent change)

Export value 3/

29.5

3.7

11.8

18.0

37.4

7.4

2.0

Import value 4/

14.7

2.1

7.1

-2.0

27.6

8.2

3.8

Balance of payments (U.S. dollars million) 

Current account balance (excluding grants)

-287

-177

-135.0

24.0

28.0

26.0

32.0

  (in percent of GDP)

..

-3.5

-2.8

0.5

0.5

0.5

0.6

Official grants and loans (net)

..

254

360.0

216.0

199.0

171.0

243.0

Overall balance

..

86.5

176.0

145.0

209.0

123.0

94.0

Other external indicators

Gross official reserves (U.S. dollars million; end-of-period) 7/

532

593

715.9

795.0

946.5

1,020.0

1,069.0

   In months of imports of goods and services 5/

5.9

4.1

5.3

4.9

5.5

5.8

5.5

Public and public guaranteed debt/GDP (in percent)

..

..

49.7

50.3

56.6

58.8

58.0

Debt service 6/

..

..

6.7

5.9

4.7

4.8

5.5

  1/ This table defers from Statistical Annex Table 1.2 by having more updated GDP numbers.

  2/ Fiscal year ends July 15. Data reflect GDP deflator revisions made by the authorities for the period between

       1997/98 and 1999/2000.

  3/ Cumulative, excluding re-exports.

  4/ Cumulative, excluding gold.

  5/ Ratio is in terms of projected imports of goods and services.

  6/ In percent of exports of goods, services, and private transfers; including debt service to the Fund.

 Source: IMF and CBS
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Table 2

		Table 1: Nepal: Selected Economic Indicators, 1997/98–2001/02 1/

		Nominal GDP (2000/01): US$5,568 million

		Population (2000/01): 23.2 million

								1990-95		1995-99		1997/98		1998/99		1999/00		2000/01		2001/02

				1995/96		1996/97												Estimate		Projection 2/

		Growth (percent change)

		Real GDP at market prices		5.3		5.0		5.2		4.8		3.0		4.4		6.5		4.9		3.0

		Agriculture and allied						1.5		3.4		1.2		2.7		4.8		4.0		1.5

		Industry						9.3		6.4		1.9		7.4		8.9		5.1		3.9

		Manufacturing						13.6		7.5		4.3		5.5		12.5		3.6		-0.5

		Services						7.4		7.0		5.8		5.8		3.3		5.9		4.7

		CPI (average)		7.8		8.1		11.0		8.7		8.3		11.4		3.4		2.4		5.5

		Savings and investment (percent of GDP)

		Gross investment		27.3		25.3		21.1		25.6		24.8		20.5		24.3		25.7		25.5

		National savings		18.7		22.5		14.1		16.5		22.0		21.0		24.8		26.1		24.9

		Government budget (percent of GDP)

		Total revenue		10.8		10.5		9.5		11.0		10.5		10.2		10.7		11.4		12.3

		Total expenditure		17.6		16.5		17.3		17.2		16.8		15.4		15.7		18.0		19.1

		Current expenditure		9.7		9.1		10.2		9.8		9.2		9.3		9.6		11.3		11.8

		Capital expenditure and net lending		7.9		7.4		7.0		7.3		7.6		6.1		6.1		6.7		7.4

		Overall deficit before grants		6.8		6.0		8.7		7.1		6.3		5.2		5.0		6.6		6.9

		Domestic financing (net)		2.0		1.4		2.2		2.0		0.6		1.4		0.9		2.7		2.2

		Money and credit (percent change; end-of-period)

		Broad money		14.4		11.9		..		17.0		21.9		20.8		21.8		15.0		11.5

		Domestic credit		24.5		13.4		..		18.8		14.8		16.1		17.8		19.2		13.5

		External trade (percent change)

		Export value 3/		1.9		10.4		29.5		3.7		11.8		18.0		37.4		7.4		2.0

		Import value 4/		12.9		5.3		14.7		2.1		7.1		-2.0		27.6		8.2		3.8

		Balance of payments (U.S. dollars million)

		Current account balance (excluding grants)		-390		-142		-287		-177		-135.0		24.0		28.0		26.0		32.0

		(in percent of GDP)		-8.6		-2.9		..		-3.5		-2.8		0.5		0.5		0.5		0.6

		Official grants and loans (net)		271		241		..		254		360.0		216.0		199.0		171.0		243.0

		Overall balance		-40		59		..		86.5		176.0		145.0		209.0		123.0		94.0

		Other external indicators

		Gross official reserves (U.S. dollars million; end-of-period) 7/		609		650		532		593		715.9		795.0		946.5		1,020.0		1,069.0

		In months of imports of goods and services 5/		4.4		4.3		5.9		4.1		5.3		4.9		5.5		5.8		5.5

		Public and public guaranteed debt/GDP (in percent)		51.3		48.0		..		..		49.7		50.3		56.6		58.8		58.0

		Debt service 6/		6.8		5.0		..		..		6.7		5.9		4.7		4.8		5.5

		1/ This table defers from Statistical Annex Table 1.2 by having more updated GDP numbers.

		2/ Fiscal year ends July 15. Data reflect GDP deflator revisions made by the authorities for the period between

		1997/98 and 1999/2000.

		3/ Cumulative, excluding re-exports.

		4/ Cumulative, excluding gold.

		5/ Ratio is in terms of projected imports of goods and services.

		6/ In percent of exports of goods, services, and private transfers; including debt service to the Fund.

		Source: IMF and CBS
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Figure 7: Ratio of Bank Assets to GDP, period average







0%







5%







10%







15%







20%







25%







30%







35%







40%







Bangladesh







India







Nepal







Pakistan







Sri Lanka







1960-65







1965-70







1970-75







1975-80







1980-85







1985-90







1990-95












